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PREFACE
There has been a long tradition in organizing the conference International Scientific Days at
the Faculty of Economics and Management. This year, the Conference is co-organized
together with the Delhi School of Professional Studies and Research, Delhi – India and there
are going to be more than 200 participants.
Globalization is one of the characteristic features of contemporary development in the world.
It is not only about economy but also about other phenomena essential for the mankind which
are directly or indirectly connected with the economy. Defenders of globalization consider it
to be their challenge – opportunity to win recognition within the multinational space of the
world market. According to them the globalization is a process of dynamic enforcement of
scientific and technical knowledge which is very useful for all human beings. They believe
this process is irreversible and inevitable and it helps to find and eliminate weaknesses of
subjects which are not able to compete on the globalized market. Dissenters of globalization
process think it is the reason of deepening the polarization of the world poverty on one hand
and the reason of increasing the fortune on the other hand. Their opinion is that it is the
crucial source of negative effects on the environment.
Concerning positive and negative consequences of globalization we can say that it offers a lot
of opportunities which, however, bring some hidden risks. Globalization is here; we cannot
ignore it or stop it. It should be directed and used properly and the ethics of solidarity with a
man should be a part of it. It is only up to us how we manage to take advantage of these
opportunities to the benefit of the majority of people on the planet within the maximum
possible elimination of risks which are connected with it. This attitude could be called the
compromise between defenders and dissenters of globalization process. Is it possible at all to
achieve such a compromise? Is not it only a mere vision? Or, is not the stopping of
globalization only a mere vision? What are the possible perspectives of the European Union,
Asia, Africa? Although these questions have been answered many times, everyday life shows
us that the correct answer to them has not been found yet and that these questions are still up
to date.
The subtitle of this scientific event is “Globalization: Challenges and Perspectives.” I believe
that the topics of the International Scientific Days 2010 as well as the 11th International
Conference will contribute to the broadening of knowledge of all participants in the field of
globalization of world economy and international finance as well as to the exchange of
information about social aspects of globalization and possibilities of multinational corporation
to avoid unwanted conflicts etc. We wish you that the information gained at the Conference
would contribute to your further scientific and research work for the benefit of required
development of globalized world and for the benefit of all of us.

Dr.h.c. prof. Ing. Peter Bielik, PhD.
Chairperson of the Program Committee of ISD
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Abstract: Internet use has grown rapidly over the last 15 years and so has its integration into the
rural economy. Connecting to the Internet via high-speed technology such as DSL lines, cable,
satellite, and wireless networks increases bandwidth and makes the Internet much more useful to
businesses, households, and governments. Overall increased Internet access speed has ignited an
explosion of electronic commerce. Rural and farm communities have not been left out. Using
descriptive statistics and binomial logistic regression we find: Farms buying over the Internet
were more likely to have converted, supporting the argument that users find positive utility in
acquiring broadband Internet access. The larger farm operations, as measured by the economic
class, were more likely to convert to broadband access (after taking into account that the largest
farms were the most likely to have had broadband access by 2005). DSL service was the most
common broadband Internet access option among farms, unlike what has been occurring in highly
urbanized areas of the country where cable and fiber optics have had the largest gains over the last
few years. While broadband Internet access availability is necessary for take-up of broadband
Internet access, there are other factors that are also limiting broadband Internet use such as price
of access, age of user, household income, and educational attainment.

Key words: digital economy, high – speed access, internet, network, DSL
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Introduction:
Connecting to the Internet via high-speed technology such as DSL lines, cable, satellite,
and wireless networks, makes the Internet much more useful to businesses, households, and
governments. The increased incidence of high-speed Internet access has quickened the growth in
of electronic commerce, video on demand, telecommuting, collaborative scientific projects,
videoconferencing, and virtual environments resulting in deepening integration of online
activities within the economy. A great deal of business, household, and government activities
have moved onto Internet platforms with some Internet activities not even requiring direct human
involvement on either or both ends of the process.
Rural communities have not been left out of the evolving digital economy. Equal access
across rural-urban space, however, is an issue. While rural households are almost as likely as
urban households to use the Internet, broadband Internet access in rural areas has been less
prevalent. Circumstantial evidence suggests that the difference may lie in the higher cost or
limited availability of broadband Internet access in rural areas (Stenberg, et al [2009]). Is there
evidence to suggest pent-up demand for rural broadband Internet service exists? That is the
question addressed here.
The paucity of sub-national geographically-specific data, however, presents a challenge in
trying to analyze questions of pent-up demand for broadband.

Data from the National

Agricultural Statistics Service (NASS) June Agricultural Surveys, however, can be used to
address this. The other difficulty has been obtaining data on local prices for use in demand
analysis. We use our Agricultural Resources Management Survey (ARMS) as well as industry
data to develop proxies for local broadband service price indices. We perform descriptive
statistics and binomial logistic regressions. Additional data in our models came from the U.S.
Bureau of the Census, and the Federal Communications Commission.
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The discussion roughly falls into five parts or themes. The first presents a general
discussion e-commerce, especially with respect to agriculture. The second presents descriptive
evidence of demand for broadband Internet service. The third covers where broadband service
currently exists. The fourth part attempts to analytical measure the shortfall, if any, in supply of
broadband Internet. The final discussion covers policy, specifically U.S. federal government
provisions to encourage the availability of information technology in rural areas and in farm and
rural businesses.

Agricultural E-Commerce over Time
The concept of e-commerce has been used to cover a number of economic activities and
over time its meaning has changed. As Dillman has pointed out e-commerce has existed for over
a century in rural America and other rural areas. He has argued that the e-commerce in rural
America first came with the telephone because the telephone replaced the day-trip for rural
residents, primarily farmers, to town. Although, it could also be argued that the telegraph (with
the critical assist of the railroad) actually first ushered in U.s. agricultural e-commerce decades
earlier because the telegraph made it possible for farms and households goods to be easily
available at great distances and led to the first retail giants, such as Sears, Roebuck, and
company; and J.C. Penny.
Dillman argues that there have been three waves of technological change altering the ecommerce milieu. The initial wave came with the first rural telephone systems around 1900.
The most notable impact from the first telephone systems was the decline in the need to make day
trips from farmstead to towns. Farmers could address some of their farm and household needs
with respect to farm inputs, household goods, veterinary and medical services, information and
other services without leaving the farmstead.

19

During this period, though, telephones were considered a luxury and were not available to
a high percent of farms, though later, roughly from the period spanning from World War I to
World War II, improving technology allowed shared communication lines. The diffusion in
American rural areas during this period was faster than it was in large urban centers. Telephone
systems became much more integrated into regional economies and the systems contributed to
the building of rural communities.

The era was dominated by local- and regional-based

economic activity.
The second wave came in the middle of the 20th century. Long-distance communication
improved greatly and declined in price. The era was marked with increasing vertical economic
integration into the national economy of regions and corporations and other business enterprises,
including increasing farm consolidation. Markets became more national in focus.
The third wave began in the late 20th century with new information technology, such as
the fax and Internet. This has meant instant access to many parts of the world and is the current
era, the Information Age. The Information Age, however, uses information technology from all
three eras. Farmers still call their local cooperative or other business affiliate. Agricultural
businesses still make long distance calls to complete or start business deals. The new era offers
new, and alters some existing, business channels of communication.

Agricultural E-Commerce Today, the Third Wave
On-line activities may be grouped into three broad categories: information gathering,
purchase channels, and sales channels. Information gathering is the most common application for
farm operators and consumers (Hopkins and Morehart; Stenberg [1999]; Varian). For farm
operators with Internet access, 98 percent use it to gather information. Price tracking was the
next most common application, 82 percent of farm operator Internet users price track (Hopkins
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and Morehart).

American farmers use the Internet to acquire information from farm

cooperatives and the U.S. Department of Agriculture as well as read such trade publications as
the Farm Journal. Consumers have used the Internet for information on items such as prices of
goods, nutrition, and food products. E-mail remains one of the most popular activities on the
Internet for farmers and non farmers alike.
When the dot-com boom began, people dreamed of vast new markets opening up
(Beurskens). The facts have proved more mundane. Communication and information technology
improved the efficiency of input chains and sales channels, but new channels were the exception
and not the rule (Barton; Stricker et al; Zilberman et al). Farmers have increasingly purchased
inputs through the Internet, but they typically purchased from suppliers with whom they had prior
business relationships (Mueller). Trust has been a key factor in the determination of suppliers.
Business-to-business (B2B) transactions over the Internet have increased substantially in
the agriculture sector (Kinsey and Buhr; Stricker et al; Zilberman et al). Although commerce
between companies already took place through electronic data interchange (EDI) systems, the
Internet has opened up the system more and has reduced transaction costs (Barton; Brynjolfsson
and Smith).
Agriculture sales direct to the household have also increased. These activities include
supermarket home delivery, direct sales from manufacturer to consumer, and horticulture and
other specialty farm produce direct to consumer sales. These e-commerce activities increased
efficiencies in existing relationships, increased market presence because of the reduction of cost
in reaching larger market areas, and brought about new services (Kinsey and Buhr).
In the U.S. economy one major trend with the new technology has been towards
disintermediation, or eliminating or reducing the economic involvement of the broker and other
business middlemen. More bank transactions, for example, are taking place through ATMs or
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on-line instead of on-site. According to a PEW survey in 2005, a quarter of all American adults,
or 44 percent of all adult Internet users, use the Internet for on-line banking. On any given day 7
percent of all American adults perform some on-line banking activity.
Overall the Internet through its e-business application has become a multi-faceted
business channel.

For the year ended June 30, 2006, there were $98 billion (USD) in e-

commerce retail sales, approximately 2.5 percent of all retail sales in the U.S. according to data
from the Bureau of the Census. This does not include the $78 billion (USD) in on-line travel sales
in the United States during the same period that E-Marketplace estimated to have taken place.
According to Bureau of Census statistics, on-line wholesale trade in 2003 was estimated to have
been $386 billion, or approximately 13 percent of all U.S. wholesale trade.

The on-line

wholesale trade farm products were estimated to be $3.7 billion, or approximately 3 percent of all
wholesale farm product sales.

Internet use and rural businesses
Farm and rural businesses have shown increasing demand for broadband Internet access
(Stenberg and Morehart). Rural businesses, such as retail businesses, have been adopting more ecommerce and Internet practices, offering some improvements in business economic vitality
(Stoel and Ernst). Broadband Internet enables businesses to increase efficiencies in existing
commercial relationships, increase market presence by reducing the cost of reaching larger
market areas, and introduce new services (Akridge; Barton).
Business adoption of the Internet has been rapid; in 1997, 13 percent of farmers were
using the Internet; ten years later, this had increased to 55 percent. As Internet adoption increases,
the need for high speed Internet also increases as on-line purchasing and marketing becomes
more the norm. Rural businesses do not use broadband as much as urban businesses, but those
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that do argue that the use of the Internet improves their economic vitality. Many farm businesses
purchase inputs and make sales on-line, potentially reducing costs of their operations and
increasing margins on sales (Stenberg and Morehart). Pociask suggests that rural businesses do
not use broadband as much, in part, due to higher rural prices for broadband.
Rural retailers often use the Internet due to the requirements of their suppliers (Ernst and
Stoel). Rural retail business Internet users found broadband access allowed them to capitalize on
the benefits of the Internet to increase operational effectiveness and allow the exploitation of
market niches (Mueller; Stricker et al).

The Internet has also increased the competition

businesses face. A prime example is the banking industry; many rural American banks are no
longer local in nature and customers have been increasingly conducting their banking business
on-line (DeYoung and Duffy; Keeton).

Broadband has become necessary for some on-line activities
The speed of Internet access has been a major impediment limiting the economic returns
from on-line activity. The slower the Internet access speed, the less useful the Internet becomes.
Dial-up has been the slowest way to connect to the Internet. The greatest speed data can be
transferred using dial-up is 56 kilo bytes per second (kbps). In US rural areas the speed often has
been much less, with connection speeds of 14kbps common. Effectively this has meant the user
could at best use their connection to the Internet for simple text e-mail messages only. Anything
requiring large graphics was simply not practical.

High-speed Internet access has become

necessary to make use of much of what is now offered on the Internet.
Broadband is the term used to denote high-speed access to the Internet. Although the
term has been used to refer to other services, such as digital television, that can be carried using
other than Internet technologies, the matter of most interest to consumers, providers, and policy
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makers is broadband Internet connectivity (Eisenberg). With the convergence of video, audio,
text, graphics and other analogous enduring and ephemeral products and services into digital
streams that can be transported across the Internet, broadband Internet connections have become
a necessity for common Internet usages and applications. A virtuous cycle has been taking place
where as Internet access speeds have increased the more robust Internet application have become,
as more and better the Internet applications have become the greater the demand for faster
Internet access has increased.
The Federal Communications Commission (FCC) defined 200 kilobits per second in one
transmission direction as the minimum speed for Internet service to be classified as broadband
Internet service. Unfortunately the definition includes a wide array of technologies ranging from
the old ISDN and T-1 lines to satellite service leading one to include very slow transmission and
sometimes unreliable service as well as superfast fiber optic home service, thus making economic
impact analysis and discussion of broadband Internet service challenging.
Most household broadband Internet access in the country is through DSL or cable modem
technologies and is faster than the FCC standard. Fifty-five percent of all households have
broadband Internet access, 46 percent of these have DSL, 39 percent have cable modem, and 12
percent have wireless connections (PEW).

Internet is in demand by rural residents
Seventy-six percent of all Americans go on-line at home, work, school, or elsewhere.
Rural citizens are only slightly less likely to go on-line, 71 percent. These rates of proclivity to
go on-line vary to some extent across regions of the country. A greater disparity exists in the
share of rural and urban households with in-home Internet access; 63 percent of rural households
have in-home access as compared to 73 percent of urban households.
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Income differences explain much of the disparity in Internet use between rural and urban
households. Lower income households have less in-home Internet access less than higher income
households and rural households, on average, have lower incomes than urban households (figure
1). Income, of course, is not the end of the story as income is highly correlated with education,
age, and other factors. It is also unclear whether use of the Internet leads to higher household
income or whether less household income leads to less Internet use.

Figure1: Home internet access by income, 2007
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Most households with in-home Internet access, 82 percent, have a broadband connection.
This rate varies little across urban regions across the country. A marked difference in broadband
access, however, exists between urban and rural residents. Only 70 percent of rural households
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with in-home Internet access have broadband access as compared to 84 percent of urban
households, which suggests that broadband is less likely to be available to rural residents.
The broadband rural-urban dichotomy becomes even more apparent when household
income is taken into account (figure 2). The relationship suggests that income is not much of a
factor in opting for broadband over dial-up for an in-house Internet connection. The gap between
rural and urban household use of broadband connections thus would suggest that broadband
availability is more of a challenge for rural than urban households regardless of income.

percent of all households with Internet
access

Figure 2: Households with broadband access by income, 2007
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Where in rural areas is broadband less readily available?
Measuring broadband access availability has been problematic for researchers. The only
national data available comes from the Federal Communications Commission (FCC) Form 477
survey.

Form 477 provides data collected from high-speed Internet service providers and
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indicates whether they have customers in any given zip-code. As can be seen in figure 3,
broadband was often unavailable in rural areas in 2000, but has increasingly become available
throughout the country.
The data, however, are misleading. While clearly showing increased availability across
the country, the data are biased upwards. All that is required to indicate a provider is offering
service within a zip-code is for the provider to have one customer. If there is one federal office,
state office, or some private business (such as a railroad repair facility) with service in the zipcode area, data will likely indicate the presence of a high-speed Internet provider. Despite this
measurement issue we can use the data in a number of ways to tackle what we trying to address.
In 2000, terrestrial broadband service provision clearly clustered in highly urbanized areas
with some spread to rural areas. By December 2006, broadband was more common in highlyurbanized areas. Rural areas had gotten more service with only the more isolated areas showing
no broadband service available at all.

Figure 3: Broadband Internet availability increased between 2000 and 2006

Source: authors using data from the Federal Communications Commission
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Analyzing the availability of rural broadband Internet access: enhancing the FCC data
Two facts come from this discussion that leads to our taking steps to enhance analyses
derived from the FCC data: population and adjoining area effects on a location’s broadband
availability.

From the FCC data we developed broadband availability density maps that

constitute our most basic measure for a number of our research applications.

This basic

broadband data base is composed of sub-zip-code zonal building blocks. The data bases are
further refined.
Essentially these basic building blocks show the likelihood of having broadband available
at any zonal point within the lower 48 states at different points of time. We have done this by
using the population centroids of the zip-code areas as the center of the service region. The
service region is defined as the distance from centroid as measured by the typical limitation of
DSL Internet service of 15 thousand feet; due to technical reasons DSL service can not go
beyond a certain distance from its’ signals’ point of origin without additional equipment along
the telephone line. Likelihood is increased the more the number of providers there are within a
zip-code. Overlapping provision areas increase the likelihood of service to any location within
the overlap. High provision in adjoining zonal areas increases the likelihood of broadband
availability in a zonal area.
Our density map was tested against June Agricultural Survey data of farm broadband use.
The June Agricultural Survey (JAS) data is a geographic-based survey of farms in the lower 48
states. Internet use data has been collected since 1997. The JAS Internet data gives geographicand time-specific use and non-use of broadband Internet.
The density map matched very well with the JAS data in all areas except what is
essentially the Great Plains region. The challenge here is the large geographic size of some of the
zip-code areas suggesting the population centroid does not match as well the broadband Internet
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service area. Additional data was used, primarily location of schools to further define the
likelihood of broadband Internet service in an area; schools are useful because of their
widespread use of broadband Internet. With the additional data the surface map was adjusted to
include additional provision area. The resulting broadband density is essentially a likelihood
measure -- the probability of broadband Internet access for any given point in geographic space
(figure 4). As can be seen from figure 4, likelihood of broadband Internet access is centered in
urban areas and radiates out from these urban centers. The FCC data and the various selected
indices that we developed from them form the basis for the analysis that follows.

Figure 4: County Representation of Average Broadband Provision per Square Kilometer,
2000.

Source: authors using data from FCC
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Does broadband availability lead to use?
If broadband becomes available recently for a household then the take up of broadband
may be higher in those communities than where broadband has been less readily available. A
higher adoption rate would be another indicator that unserved households have a pent-up demand
for broadband Internet services.
The paucity of national geographically-specific data, however, presents a challenge in
trying to analyze whether availability leads to broadband adoption.

Data from the June

Agricultural Surveys provide a unique opportunity to examine geographic-specific rural changes
in access methods because many of the sample segments overlap. Figure 5 shows the conversion
to broadband Internet access by farms across the country. Unfortunately, a change in area
identifiers did not allow our matching data between 2005 and 2007 for Illinois and Arkansas and
hence these states are omitted from the map and our analysis.

Figure 5: Change in Farm Terrestrial Broadband Use, 2005-2007.

Source: authors using JAS data.
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The data presented in figure 5 shows sharp differences in conversion rates across the
country. When also considering changes over time exhibited in the FCC broadband availability
data, results from our analysis of farm data give some credence to the hypothesis that people use
broadband if given the option. Conversions were nearly non-existent in areas where broadband
was generally not available outside of satellite provision (table 1). Farms were unlikely to make
the direct jump from no Internet use to Internet use with broadband access; farms that already had
Internet access were more likely to convert to broadband Internet access. Some of the farms that
did not convert already had broadband Internet access by 2005, roughly 24 percent of all farms
using the Internet in 2005.

Table 1: Adoption of terrestrial broadband Internet Access by farms, 2005- 2007.
No conversion
(percent)

Conversion
(percent)

All far ms
(percent)

Broadband availability
Broadband not newly available
Broadband newly available

98
2

94
6

96
4

Farm has Internet Access
Yes
No

63
36

63
36

63
36

Access method
Dial-up
DSL
Cable
Wireless

100
0
0
0

0
64
11
15

62
24
4
6

Internet used to purchase farm inputs
Yes
No

19
81

21
76

19
79

Economic class
$1,000-$9,999
$10,000-$99,000
$100,000-$249,000
$250,000 or more

48
30
10
12

38
29
14
18

44
30
12
14

Source: ERS using June Agricultural Surveys (2005 and 2007).
Note: Due to changes in survey data mechanisms Illinois and Arkansas could not be included in 2005 to 2007 broadband conversion analysis.
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Farms buying inputs over the Internet were more likely to have converted supporting the
argument that users find positive utility in acquiring broadband Internet access. The larger farm
operations, as measured by the economic class, were more likely to convert to broadband access
(after taking into account that the largest farms were the most likely to have already had
broadband access by 2005). DSL service was the most common broadband Internet access
option among farms, unlike what has been occurring in highly urbanized areas of the country
where cable and fiber optics have had the largest gains over the last few years.

The

preponderance of DSL service for farms indicates both the mostly rural location of most farms as
well as Internet users finding satellite a less desirable option.
We used a binomial logit model to test the significance of new broadband availability on
the adoption of broadband Internet for on-line use. The results can be seen in table 2. Recent
broadband availability was a significant factor in the adoption of broadband Internet use. The
results suggest lack of availability hinders the adoption and use of broadband Internet access.

Table 2: Binomial Logit for dial-up to terretrial broadband conv ersion, 2005-7.
Coefficients
(Intercept)
Age of proprietor
Farm's sales
New broadband service
Urban population

Est imate
-7.93E-01
2.18E-01
5.35E-01
1.06E+00
3.23E-07

Std. Error
8.44E-02
1.46E-01
1.09E-01
2.98E-01
1.06E-07

t- value
-9.39
1.49
4.91
3.56
3.05

Pr(>|t|)
<2e-16 ***
0.13504
9.6e-07 ***
0.00038 ***
0.00231**

Source: author s
Signif. codes: ('***' 0.001) ('**' 0.01) ('*' 0.05)

Internet and E-Commerce Policy
Government policy has historically been influential in the diffusion of technology and
encouraged its use across the United States. Federal level policy has mainly followed two
legislative paths:

the Communications Act of 1934 and periodic farm bills.
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The

Communications Act of 1934, as last amended in 1996, has not required support for Internet into
households, though it allows for regulatory action to mandate it. The current farm bill is the
Food, Conservation, and Energy Act of 2008 continued the mandates in the Farm Security and
Rural Investment Act of 2002. The 2002 Act mandated a loan program for rural broadband
providers and is administered by the Rural Utility Service, U.S. Department of Agriculture, with
a budget determined by Congress annually.
The Farm Security and Rural Investment Act of 2002 had three provisions and principles
to encourage the investment in new technology for rural areas. First it authorized US$100
million in grants, loans, and loan guarantees for the purpose of improving access to broadband
telecommunication services in rural areas. Second these grants and loans were mandated to be
for the construction, improvement, and purchase of equipment and facilities for rural broadband
service in eligible communities. Third the definition of what constitutes broadband service
would be reviewed regularly to take into account changes in technology.
In 2009 the federal government passed a stimulus program, the American Recovery and
Reinvestment Act (ARRA) aimed to help bring the US economy out of its recession. In the
ARRA were provisions to bring broadband to areas of the country that had little or no broadband
service coverage and allocated $7.2 for this purpose. Of this at least $2.5 billion would go
directly to rural and farm communities.
In the United States the federal government, however, is not the sole generator of policy
initiatives. The state and local governments also play a major role in the future of broadband
Internet access, though their role is constrained by the federal government (Stenberg[2007]). If
federal law and state and local legislative actions conflict, the federal law takes precedence.
Federal limits became even more a fact of life after the enactment of the Telecommunications Act
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of 1996. Nevertheless, state and local governments have a great deal of latitude (Johnson;
Laudeman; Parker and Hudson; Strover and Berquist).

Conclusion:
Is there evidence to suggest there is pent-up demand for rural broadband Internet service?
The data shows sharp differences in conversion rates across the country, and when also
considering the changes over time giving some credence to the common hypothesis that people
do choose to use broadband if given the option. Conversions actually were nearly non-existent in
areas where broadband was generally not available outside of satellite provision. Farms were
unlikely to make the direct jump from no Internet use to Internet use with broadband access;
farms that already had Internet access were more likely to convert to broadband Internet access.
Some of the farms that did not convert already had broadband Internet access by 2005, roughly
24 percent of all farms using the Internet in 2005.
Farms buying over the Internet were more likely to have converted, supporting the
argument that users find positive utility in acquiring broadband Internet access. The larger farm
operations, as measured by the economic class, were more likely to convert to broadband access
(after taking into account that the largest farms were the most likely to have had broadband
access by 2005). DSL service was the most common broadband Internet access option among
farms, unlike what has been occurring in highly urbanized areas of the country where cable and
fiber optics have had the largest gains over the last few years. The preponderance of DSL service
for farms indicates both the mostly rural location of most farms as well as Internet users finding
satellite a less desirable option. While broadband Internet access availability is necessary for
take-up of broadband Internet access, there are other factors that are also limiting broadband
Internet use such as price of access, age of user, household income, and educational attainment.
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Government policies that encourage deployment of broadband services have broadened,
and will further broaden, availability in Rural America as they address unserved and underserved
communities. The 2008 Farm Bill (Food, Conservation, and Energy Act of 2008) reauthorized
USDA’s telemedicine and distance learning and rural broadband access grant and loan programs.
The American Recovery and Reinvestment Act of 2009 provided $2.5 billion to the USDA for
loans and grants to increase broadband provision in rural areas.
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Abstract: The post decade has witnessed the multiple growths in the volume of international
trade and business due to the wave of globalizations and liberalization all over the world. As a
result, the demand for the international money and financial instruments increased
significantly at the global level. In this respect, change in the interest rates, exchange rates and
stock market prices at the different financial markets have increased the financial risks to the
corporate world. Adverse changes have even threatened the very survival of the business
world. It is, therefore, to manage such risks; the new financial instruments have been
developed in the financial markets, which are also popularly known as financial derivatives.
The basic purpose of these instruments is to provide commitments to prices for future
dates for giving protection against adverse movements in future prices, in order to reduce the
intent of financial risks. Not only this, they also provide opportunities to earn profit for those
persons who are ready to go for higher risks.
Today, the financial derivatives have become increasingly popular and most
commonly used in the world of finance. This has grown with so phenomenal speed all over
the world and now it is called as the derivatives revolution. In an estimate, the present annual
trading volume of derivative markets has crossed US $ 30,000 billion, representing more than
100 times gross domestic products of India.
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Results:
The post decade has witnessed the multiple growths in the volume of international trade and
business due to the wave of globalizations and liberalization all over the world. As a result,
the demand for the international money and financial instruments increased significantly at
the global level. In this respect, change in the interest rates, exchange rates and stock market
prices at the different financial markets have increased the financial risks to the corporate
world. Adverse changes have even threatened the very survival of the business world. It is,
therefore, to manage such risks; the new financial instruments have been developed in the
financial markets, which are also popularly known as financial derivatives.
The basic purpose of these instruments is to provide commitments to prices for future
dates for giving protection against adverse movements in future prices, in order to reduce the
intent of financial risks. Not only this, they also provide opportunities to earn profit for those
persons who are ready to go for higher risks.
Today, the financial derivatives have become increasingly popular and most
commonly used in the world of finance. This has grown with so phenomenal speed all over
the world and now it is called as the derivatives revolution. In an estimate, the present annual
trading volume of derivative markets has crossed US $ 30,000 billion, representing more than
100 times gross domestic products of India.
Definitions:
The International Monetary Fund Defines Derivatives as, "Financial Instruments that
are linked to a specific financial instrument or indicator or commodity and through which
specific financial risks can be traded in financial markets in their own rights. The value
financial derivatives derive from the price of an underlying item, such as an asset or index
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unlike debt securities, no principal is advanced to be repaid and no investment income
accrues".
The Webster's Ninth New Collegiate Dictionary (1987) States derivatives as:

A word formed by derivation. It means, this word has been arisen by
derivations.



In other words, financial derivatives means that something's have to be derived
or arisen out of the underlying variables for example, it is an instruments
indeed derived from the financial markets.



The limit of the ratio of the change is a function to the corresponding change in
its independent variable. This explains that the value of financial derivative
will change as per the change in the value of the underlying financial
instrument.



A substance that can be made from another substance in one or more steps. In
case of financial derivatives, they are derived from a combination of cash
market instruments or other derivative instruments.

For example, you have purchased gold futures on May 2007 for delivery in August
2008. The price of gold on May 2007 in the spot market is Rs. 4500 per 10 grams and for
futures delivery in August 2007 is Rs. 4800 per 10 grams. Suppose in July 2007 the spot price
of the gold changes and increased to Rs. 4800 per 10 grams. In the same line value of
financial derivatives or gold futures will also change.
On the basis of above definitions we may concluded that derivative has no
independent value, i.e., its value is entirely derived from the value of the underlying asset.
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The underlying asset can be securities, commodities, bullion, currency, livestock or anything
else. In other words, derivative means forward, futures, option or any other hybrid contract of
predetermined fixed duration, linked for the purpose of contract fulfillment to the value of a
specified real or financial asset or to an index of securities.
The securities a contract (regulation) Act 1956 defines "derivative" as under:"Derivative" includes


Security derived from a debt instrument, share, loan whether secured or
unsecured, risk instrument contract for difference or any other form of security.



A contract which derives its value from the prices, or index of prices of
underlying securities.

Features of Financial Derivatives:
A financial derivative is a financial instrument whose value is derived from the value
of an underlying asset hence; the name 'derivative' came into existence. There are a variety of
such instruments which are extensible traded in the financial markets all over the world, such
as forward contracts, futures contracts, call and put options, swaps etc.
The basic features of the derivative instrument can be drawn from the general
definition of a derivative irrespective of its types. Derivatives or derivative securities are
future contracts which are written between two parties and whose value are derived from the
value of underlying widely held and easily marketable assets such as agricultural and other
physical commodities, or short term and long term financial instruments, or intangible things
like weather, commodities price index, equity price index, bond price index, stock market
index etc. usually, the counter parties to such contracts are those other than the original issuer
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of the underlying asset. From this definition, the basic features of a derivative may be stated
as follows:

A derivative instrument relates to the future contract between two parties. It
means there must be a contract binding on the underlying parties and the same
to be fulfilled in future. The future period may be short or long depending upon
the nature of contracts. For example, short term interest rate futures and longterm interest rate futures contracts.



Normally, the derivative instruments have the value which derived from the
values of other underlying assets, such as agricultural commodities, metals,
financial assets, intangible assets, etc. value of derivatives depends upon the
value of underlying instrument and which changes as per the changes in the
underlying assets, and sometimes it may be nil or zero. Hence, they are closely
related.



In general the counter parties have specified obligation under the derivative
contract. Obviously, the nature of the obligation would be different as per the
type of the instrument of a derivative. For example, the obligation of the
counter parties, under the different derivatives, such as forward contract, futures
contract, option contract and swap contract would be different.



The derivatives contracts can be undertaken directly between the two parties or
though the particular exchange like financial futures contracts. The exchange
traded derivatives are quite liquid and have low transaction costs in comparison
to tailor-made contracts. Example of exchange traded derivatives are Dow Jons,
S and P 500, Nikki 225, NIFTY option, S and P Junior that are traded on New
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York Stock Exchange, Tokyo Stock Exchange, National Stock Exchange,
Bombay Stock Exchange etc.


In general, the financial derivatives are carried off-balance sheet. The size of
the derivative contract depends upon its national amount. The national amount
is the amount used to calculate the pay-off. For example, in the option contract,
the potential loss and potential pay-off, both may be different from the value of
underlying shares, because the pay-off of derivative products differs from the
pay-off derivative products differ from the pay-off that their national amount
might suggest.



Usually, in derivatives trading, the making of delivery of underlying assets is
not involved; rather underlying transactions are mostly settled by taking
offsetting positions in the derivatives themselves. There is therefore, no
effective limit on the quantity of claims, which can be traded in respect of
underlying assets.



Derivatives are also known as deferred delivery or deferred payment
instrument. It means that it is easier to take short or long position in derivatives
in companion to other assets or securities. Further, it is possible to combine
them to match specific i.e. they are more easily amenable to financial
engineering.



Derivatives are mostly secondary market instruments and have little usefulness
in mobilizing fresh capital by the corporate world; however, warrants and
convertibles are exception in this respect.
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Although in the market, the standardized, general and exchange-traded
derivatives are being increasingly evolved however, still there are so many
privately negotiated customized, over-the counter (OTC) traded derivatives are
in existence.



Finally, the derivative instruments, sometimes because of their-off balance
sheet nature can be used to clear up the balance sheet. For example, a fund
manager who is restricted from taking particular currency can buy a structured
not whose coupon is tied to the performance of a particular currency pair.

Types of Financial Derivatives:
In the past section, it is observed that financial derivatives are those assets whose
value are determined by the value of some other assets, called as the underlying presently,
there are bewilderingly complex varieties of derivatives already in existence, and the markets
are innovating newer and newer ones continuously. For example, various types of financial
derivatives like plain, simple or straightforward, composite, joint or hybrid, synthetic,
leveraged, mildly leveraged, customized traded, standardized or organized exchange traded
etc. are available in the market.
Due to complexity in nature, it is very difficult to classify the financial derivatives, so
in, the present context, the basic financial derivatives which are popular in the market. In
simple form, the derivatives can be classified into different categories which are shown in the
figure-1:
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Fig. 1 Classification of Derivatives
One form of classification of derivative instruments is between commodity derivatives
and financial derivatives. The basic difference between these is the nature of the underlying
instrument or asset. In a commodity which may be wheat, cotton, pepper, sugar, jute,
turmeric, corn, soyabeans, crude oil, natural gas, gold, silver, copper etc. In a financial
derivative the underlying instrument may be treasury bills, stocks, bonds, foreign exchange,
stock index, gift-edged securities, cost of living index etc. It is to be noted that financial
derivative is fairly standard and there are no quality issues whereas in commodity derivative
the quality may be the underlying matters. However, the distinction between these two-form
structure and functioning point of view, both are almost similar in nature.
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Another way of classifying the financial derivatives is into basic and complex
derivatives. In this, forward contracts, futures contracts and option contracts have been
included in the basic derivatives whereas swaps and other complex derivatives are taken into
complex category because they are built up from either forwards or futures or options
contracts or both. In fact, such derivatives are effectively derivatives of derivatives.
Uses of Financial Derivatives:
Derivatives are supposed to provide the following services:

One of the most important services provided by the derivatives is to control,
avoid, shift and manage efficiently different types of risks through various
strategies like hedging, arbitraging, spreading etc. Derivatives assist the
holders to shift or modify suitably the risk characteristics of their portfolios.
These are specifically useful in highly volatile financial market conditions like
erratic trading, highly flexible interest rates, volatile exchange rates and
monetary chaos.



Derivatives serve as barometers of the future trends in prices which result in
the discover of new prices both on the spot and futures markets. Further, they
help in disseminating different information regarding the futures markets
trading of various commodities and securities to the society which enable to
discover or form suitable or correct or true equilibrium prices in the markets.
As a result, they assist in appropriate and superior allocation of resources in the
society.



As we see that in derivatives trading no immediate full amount of the transition
is required since most of them are based on margin trading. As a result, large
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number of trader’s speculators arbitrageurs operates in such markets. So,
derivatives trading enhance liquidity and reduce transaction costs in the
markets for underlying assets.


The derivatives assist the investors, traders and managers of large pools of
funds to devise such strategies so that they may make proper asset allocation
increase their yields and achieve other investment goals.



It has been observed from the derivatives trading in the market that the
derivatives have smoothen out price fluctuations, squeeze the price spread,
integrate price structure at different points of time and remove gluts and
shortages in the markets.



The derivatives trading encourage the competitive trading in the markets,
different risk taking preference of the market operators like speculators,
hedgers, traders etc. resulting in increase in trading volume in the country.
They also attract young investors, professionals and other experts who will act
as catalysts to the growth of financial markets.



Lastly, it is observed that derivatives trading develop the market towards
complete markets. Complete market concept refers to that situation where no
particular investors be better of than others or patterns of returns of all
additional securities are spanned by the already existing securities in it, or there
is no further scope of additional security.

Financial Derivatives Markets in India:
The individuals and the corporate sector units are freely using derivatives, also
popularly known as future market instruments, in most of the developed countries of the
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world to manage different risks by the individuals and the corporate sector units. Emerged in
1970s, the derivatives markets have seen exponential growth and trading volumes have nearly
doubled in every three years, making it a multitrillion dollar business market. The future
markets in various segments have developed so much that now one can not think of the
existence of financial markets without the derivatives instruments. In other words, the
derivatives markets, whether belonging to commodities or financials have become, today an
integral part of the financial system of a country.
The Indian financial markets indeed waited for too long for derivatives trading to
emerge. The phase of waiting is over. The statutory hustles have been cleared regulatory
issues have been sorted out. Stock exchanges are gearing up for derivatives. Mutual funds,
foreign institutional investors, financial institutions, banks, insurance companies.
Investment companies, pension funds and others investors who are deprived of
hedging opportunities now find the derivatives markets to bank on. They would find very
soon all others important derivatives instruments in the Indian financial markets to manager
their portfolios and associated risks.
Need for Derivatives:
Since 1991, due to liberalization of economic policy, the Indian economy has entered
an era in which Indian companies cannot ignore global markets. Before the nineties, prices of
many commodities, metals and others assets were controlled others, which were not
controlled, were largely based on regulated prices of inputs. As such there was limited
uncertainty and hence, limited volatility of prices. But after 1991, starting the process of
deregulation, prices of most commodities is decontrolled. It has also resulted in partly
deregulating the exchange rates, removing the trade controls, reducing the interest rates,
making major changes for the capital market entry of foreign institutional investors,
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introducing market based pricing of government securities etc. All these measures have
increased the volatility of prices of various goods and services in India to produces and
consumers alike. Further, market determined exchange rates and interest rates also created
volatility and instability in portfolio values and securities prices. Hence, hedging activities
through various derivatives emerged to different risks.
Futures trading offers risk reduction mechanism to the farmers, producers, exporters,
importers, investors, bankers and trader etc. which are essential for any country. In the words
of Alan Greenspan, chainman of the US Federal Reserve Board, "The array of derivative
products that has been developed in recent years has enhanced economic efficiency. The
economic function of these contracts is to allow risks that formerly had been combined to be
unbundled and transferred to those most milling to assume and manage each risk components.
"Development of future markets in many countries has contributed significantly in terms of
payments, through the fees and other charges paid by the foreigners for using the markets.
Further, economic progress of any country, today, much depends upon the service sector as on
agriculture or industry. Services are now backbone of the economy of the future. India has
already crossed the roads of revolution in industry and agriculture sector and has allowed the
same now in services like financial futures. India has all the infrastructure facilities and
potential events for the whole spectrum of financial futures trading in various financial
derivatives like stock market indices, treasury bills, gift edged securities foreign currencies,
cost of living index stock market Index etc. For all these reasons, there is a major potential for
the growth of financial derivatives markets in India.
Evolution of derivatives in India:
Commodities futures trading in India were initiated long back in 1950s however; the
1960s marked a period of great decline in futures trading. Market after market was closed
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usually because different commodities" prices increases were attributed to speculation on
these markets. Accordingly, the Central Government imposed the ban on trading in
derivatives in 1969 under a notification issue. The late 1990s shows this signs of opposite
trends a large scales revival of futures markets in India, and hence, the Central Government
revoked the ban on futures trading in October, 1995 The Civil Supplies Ministry agreed in
principle for starting of futures trading in Basmati rice, further, in 1996 the Government
granted permission to the Indian Pepper and Spice Trade Association to convert its Pepper
Futures Exchange into an International Pepper Exchange. As such on November 17, 1997
India's first international furthers exchange at Kochi; known as the India Pepper and Spice
Trade Association-International commodity exchange (IPSTA-ICE) was established.
Similarly the Cochin Oil Millers Association in June 1996 demanded the introduction
of futures trading in coconut oils. The Central Minister for Agriculture announced in June
1996 that he was in trading in favour of introduction of futures trading both domestic and
international. Further a new coffee futures exchange (The Coffee futures exchange of India) is
being started at Bangalore. In August, 1997 the Central Government proposed that Indian
companies with commodity price exposures should be allowed to use foreign futures and
option markets. The trend is not confined to the commodity markets alone, it has initiated in
financial futures too.
The Reserve Bank of India set up the Sodhani Expert Group which recommended
major liberalization of the forward exchange market and had urged the setting up of rupeebased derivatives in financial instruments. The RBI accepted several of its recommendations
in August 1996 a landmark step taken in this regard when the securities an exchange Board
of India (SEBI) appointed a Committee named the Dr. L.C. Gupta committee (LCGC)by its
resolution, dated November 18, 1996 in order to develop appropriate regulatory frame work
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for derivatives trading in India. While the Committee's focus was on equity derivatives but it
had maintained abroad perspective of derivatives in general.
The Board of SEBI, on May 11, 1998, accepted the recommendations of the Dr. L.C
Gupta Committee and approved introduction of derivatives trading in India in the phased
manner. The recommendation sequence is stock index futures, index options and options on
stocks. The Board also approved the suggestive Bye- Law' recommended by the committee
for regulation and control of trading and settlement of derivatives contracts in India.
Subsequently, the SEBI appointed J.R. Verma Committee to look into the operational aspects
of derivatives market. To remove the road -block of non- recognition of derivatives as
securities under securities contract Regulation Act, the securities Law (Amendment) Bill,
1999 was introduced to bring about the much-needed changes. Accordingly, in December,
1999 the new framework has been approved and derivatives have been accorded the status of
securities However due to certain completion of formalities, the launch of the Index Futures
was decayed by more than two years. In June, 2000, the national Stock Exchange and the
Bombay Stock exchange started stock index based futures trading in India. Further, the
growth of this market did not take off as anticipated. This is mainly attributed to the low
awareness about the product and mechanism among the market players and investors. The
volumes, however, are gradually picking up due to active interest of the institutional
investors.
Major Recommendations of Dr. L.C. Gupta Committee:
The important recommendation made of the Dr. L.C. Gupta, Committee on the
introduction of derivatives markets in India. These are as under:

The Committee is strongly of the view that there is urgent need of introducing
of financial derivatives to facilitate market development and hedging in most
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cost- efficient way against market risk by the participants such as mutual funds
and other investment institutions.


There is need for equity derivatives, interest rate derivatives and currency
derivatives.



Futures trading through derivatives should be introduced in phased manner
starting with stock index futures. Which will be followed by option on index
and later option on stocks. It will enhance the efficiency and liquidity of cash
markets in equities through arbitrage process.



There should be two-level regulation (regulatory framework for derivatives
trading) i.e. exchange level and SEBI level. Further, there must be considerable
emphasis on self regulatory competence of derivative exchanges under the
overall, supervision and guidance of SEBI.



The derivative trading should be initiated on a separate segment of existing
stock exchanges having an independent governing council. The number of the
trading members will be limited to 40 percent of the total number. The
Chairman of the governing council will not be permitted to trade on any of the
stock exchanges.



The settlement of derivatives will be through an independent clearing
Corporation/ Clearing house, which will become counter- party for all trades or
alternatively guarantees the settlement of all trades. The clearing corporation
will have adequate risk containment measures and will collect margins through
EFT.
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The derivatives exchange will have on line- trading and adequate surveillance
systems. It will disseminate trade and price information on real time basis
through two information vending networks. It should inspect 100 percent of
members every year.



There will be complete segregation of client money at the level of
trading/clearing member and even at the level of clearing corporation.



The trading and clearing member will have stringent eligibility conditions. At
least two persons should have passed the certification programme approved by
the SEBI.



The clearing members should deposit minimum RS 50 lakh with clearing
corporation and should have a net worth of Rs 3 crore.



Removal of the regulatory prohibition on the use of derivatives by mutual
funds while making the trustees responsible to restrict the use of derivatives by
mutual funds only to hedging and portfolio balancing and not for specification.



The operations of the cash market on which the derivatives market will be
based, Needed improvement in many respects.



Creation of a Derivation Cell, a Derivative Advisory committee, and Economic
Research Wing by SEBI.



Declaration of derivatives as securities under Section 2 (h) of the SCRA and
suitable amendments in the notification issued by the Central Government in
June,1969 under Section 16 of the SCRA.
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The SEBI Board approved the suggested Bye- Laws recommended by the L.C. Gupta
Committee for regulation and control of trading and settlement of derivatives contracts.
Benefits of Derivatives in India:
During December, 1995 The NSE applied to the SEBI for permission to undertake
trading in stock index stores. Later SEBI appointed the Dr. L.C. Gupta Committee, which
conducted a survey amongst market participants and observed an overwhelming interest in
stock index futures, followed by other derivatives products. . The LCGC recommended
derivatives trading in the stock exchanges in phased manner. It is in his context SEBI
permitted both NSE and BSE in the year 2000 to commence trading in stock index futures.
The question, therefore, becomes relevant - what are the benefits of trading in derivatives for
the country and in particular for choosing stock index futures as the first preferred product?
Following are some benefits of derivatives:

India's financial market system will strongly benefit from smoothly functioning
index derivatives markets.



Internationally the launch of derivatives has been associated with substantial
improvement in market quality on the underlying equity market. Liquidity and
market efficiency on India's equity market will improve once the derivatives
commence trading.



Many risks in the financial markets can be eliminated by diversification. Index
derivatives are special in so far as they can be used by the investors to protect
themselves from the one risk in the equity market that cannot be diversified
away, i.e. a fall in the market index. Once the investors use index derivatives
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coming into India would be more comfortable if the hedging vehicles routinely
used bony them worldwide are available to them.


Foreign investor coming into India would be more comfortable if the hedging
vehicles routinely used by them worldwide are available to them.



The launch of derivatives is a logical next step in the development of human
capital in India. Skills in the financial sector have grown tremendously in the
last few years. Thanks to the structural changes in the market, the economy is
now ripe for derivatives as the next area for addition of skills.

Categories of derivatives traded in India:


Commodities futures for coffee, Oil seeds oil, gold silver pepper cotton, jute
and goods are traded in the commodities futures.



Index futures based on Sensex and NIFTY index are also traded under the
supervision of securities and Exchanges Board of India (SEBI).



The RBI has permitted banks, Financial Institutions (FI's) and Primary Dealers
(PDs) to enter into Forward Rate Agreement (FRAs)/interest rate swaps in
order to facilitate hedging of interest rate risk and ensuring orderly development
of the derivative market.



The National Stock Exchange (NSE) becomes the first exchange to launch
trading in options on individual securities. Trading in option on individual
securities commenced from July, 2001. Option contracts are American style and
cash settled and are available in about 40 securities stipulated by the Securities
and Exchange Board of India.
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The NSE commenced trading in futures on individual securities on November
9, 2001. The futures contracts are available in about 31 securities stipulated by
SEBI. The BSE also started

trading in stock options and futures (both Index

and stocks) around at to same time as the NSE.


The National Stock Exchange commenced trading in interest rate future on June
2000. Interest rate futures contracts are available on 91- day T- bills, 10 -year
bonds and 10 year zero coupon bonds as specified by the SEBI.

Table 1: Calendar of Introduction of Derivative Products in Indian financial markets
OTC

Exchange traded

•

1980s - Currency forwards

•

June, 2000 Equity index futures

•

1997-Long term foreign currency- •

June, 2001 Equity index option.

rupee swaps.

July, 2001 Stock option

•

•

July 1999 - Interest rate swaps and •
FRAs.

•

July 2003- FC- Rupee options

June, 2003, interest rate futures

Source: www derivativesportal.com
Table: 2 Financial Derivatives in India: A chronology
Date

Progress

14 December, 1995

NSE asked SEBI for permission to trade futures.

18 November, 1996

SEBI setup L.C. Gupta Committee to draft a policy framework
for index futures.

11May, 1998

L.C. Gupta Committee submitted report.

7July, 1999

RBI gave permission for otc Forward Rate Agreement ( FRAs)
and interest rate swaps
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24 May,2000

SIMES chose NIFTY for trading futures and option on an
Indian index

25 May 2000

SEBI gave permission to NSE and BSE to do index futures
trading

9 June, 2000

Trading of NIFTY futures commenced at BSE

12 June, 2000

Trading of NIFTY futures commenced at NSE.

31 August, 2000

Trading of futures and option on NIFTY to commence at
SIMES

July, 2001

Trading on equity futures commenced at NSE on 31 securities.

June, 2003

Trading on interest rate futures commenced at NSE.

July, 2003

Trading on FC rupee option started.

Derivatives trading at NSE/BSE:
The most notable of development in the history of secondary segment of the Indian
stock market is the commencement of derivatives trading in June, 2000 The SEBI approved
derivatives trading based on futures contracts at National Stock exchange (NSE) and Bombay
Stock Exchange (BSE) in accordance with the rules/ bye - laws and regulations of the stock
exchanges. To begin with, the SEBI permitted equity derivatives name stock index futures.
The BSE introduced on 9 June stock index futures based on the sensitive Index (also called
SENSEX comprising 30 scripts ) named BSX, and NSE started on June 12, 2000 stock index
future based on its index S & P CNX NIFTY (Comprise 50 scripts) in the name of NFUTIDX
NIFTY Further details of these are given in Table-3.
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Table 3 Salient Features of Index Futures contracts at BSE and NSE
S.No

Items

BSE

NSE

1.

Date of introduction

June 9.2000

June 12,2000

2-

Name of security

BSX

NFUTIDX NIFTY

3-

Underlying asset

BSE Sensitive index

S&P CNX NIFTY

(SENSEX)
4-

Contract size

Sensex value x 50

200 or Multiples of
200

5-

Tick size/ Price Step

0.1Point of Sensex

RS 0.05

(equivalent to RS 5)
6-

Minimum Price

Rs 5

Not applicable

fluctuations
7-

Price bands

NA

NA

8-

Expiration months

3near months

3 near months

9-

Trading cycle

A maximum of 3 months,

As in previous

the near month (1) the next column
month (2) and the a month
(3)
10-

Last trading / Expiry day

Last Thursday of the

As in previous

month or the preceding

column

day
11-

12-

Settlement

Final settlement Price

Index closing price on the

As in previous

last trading day(a)

column

Index closing price on the

Index closing price
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last trading day(a)

on the 1st trading
day(s)

13-

Daily settlement price

closing of futures contract

closing of future

(a) (a)

contract

14-

Trading hours

9.30am to 3.30 Pm

15-

Margin

Upfront margin on daily

As in previous

basis

column

(a)

Computed on the basis of the weighted average of last 15 minutes trading.

(a)(a) Computed on the basis of weighted average of the last 5 minutes, or if the no, average
of last 5 trades.
(s)

Weighted average price for the last half and hour's trade.

In India, stock index futures are available for one month two- month and three month
maturities. All the open position in these contracts is settled daily. Further, the buyers and
sellers are required to deposit margin with the respective stock exchanges determined as per
the SEBI guidelines. To facilitate the effective risk management in the derivatives segment,
all the important measures like minimum net worth requirement for the broker, determination
of margin based on value at risk model, position limit for various participants mechanism for
collection and enforcement of margin, etc. have been put on place. Subsequently, the
derivative products range had been increased by including option and futures on the indices
and on several highly traded stocks. In an estimate the product wise turnover of derivatives on
the Indian stock markets as on July 6, 2002 in stock futures (50%) index futures (21%) stock
options (25%) and index option (4%). It means stock futures are most popular derivative
traded at the stock market of India.
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During the last decade to make stock market functioning effective for futures trading,
the SEBI has adopted several internationally tested and accepted mechanisms for
implementation at the Indian stock exchanges. For this proper surveillance and risk
containment like the circuit braker, price bands, value at risk (VaR) based margin collections,
etc have been introduced.
Findings and Suggestions:
Contrary to international experience the growth of derivatives market did not take off
as anticipated. The values of trading have been low. This is mainly attributed to the low
awareness about the products and mechanism of trading among the market players and
investors. SEBI's technical group on new derivative products has recently examined this issue
and recommended the following measures for the development of derivatives market:

The system of sub-brokers is used for increasing the volume of trading in this
market.



Financial institutions and mutual funds are permitted to sell short in the cash
market for facilitating the free arbitrage between cash and derivatives market.
However such short sale may be restricted to the extent of corresponding
exposure in the derivative market.



Arbitrage between cash and derivatives markets will assist in better price
discovery in both the markets.

Countries like USA, UK and Singapore have reaped considerably economic benefit
from foreign participation in their futures markets. Earlier the SEBI and the RBI both were
hesitant to allow the foreign institutional investors (FIIs) for trading in the futures markets.
However, recently the RBI has allowed FIIS to trade in derivatives market subject to the
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condition that the overall open position of the FII shall not exceed 100 percent of the market
value of the concerned FII's total investment. As per the recent notification of the central
Government SEBI and RBI will jointly examine the issues concerning trading in financial
derivatives by FI(s) and FII(s).
Conclusions:
Derivatives markets in India can be broadly categorized into two markets mainly:
financial derivatives markets and commodities futures markets. Financial derivatives markets
deal with the financial futures instruments like stock futures, index futures stock options index
options interest rate futures currency forwards and futures financial swaps, etc, whereas
commodity futures markets deal with commodity instruments like agricultural products, food
grains cotton and oil, metals like gold, silver, copper and steel and others assets like
livestock's vegetables and so on.
Financial derivatives markets in India are regulated and controlled by the Securities
and Exchange Board of India (SEBI). The SEBI is authorized under the SEBI Act to frame
rules and regulations for financial futures trading on the stock exchanges with the objective to
protector the interest of the investors in the market. Further carry forward trading (Badla
trading) is also regulated by the SEBI which is traded on the stock exchanges.
Some of the other financial derivatives like currency options and futures and interest
rate futures are controlled by the Reserve Bank of India (RBI). These are dealt on Over - the
counter (OTC) markets Financial futures on interests rate include both short - term interest
rate and long term interest rate forward. Currencies include options and forwards. Since the
RBI is the apex body to regulate currencies and interest rates in India hence, financial
derivatives relating to foreign currencies and interest rates are generally come under the RBI
regulation.
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Major stock exchanges in India under the regulation of the SEBI, trade in two kinds of
futures products namely equity and carry forwards. Equity futures include stock futures index
futures stock option and index options. Currently these are traded on National Stock
Exchange and Bombay Stock Exchange Examples of such companies on which options and
futures are available e.g. ACC, SBI CIPLa, HPCL, TELCO, GRASIM, Dr. Reddy Lab, HLL,
HDFC, Hero Honda, etc.
Commodity futures markets are regulated in India by forward Market Commission
(FMC). The Commission is entrusted with to regulate commodities futures trading in India.
Products like Hessian, potatoes, pepper, cotton etc. are traded on Coimbotore Commodity
exchange and Calcutta Commodity Exchange Recently the Central Government has allowed
futures trading on 54 new commodities of different categories to be eligible for trading on
exchanges.
The futures of derivatives trading in India is bright and growing day by day more
new products and instruments are coming up to be traded on stock and commodity exchanges.
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The Voluntary Disclosure of the Value Added Statement
in Annual Reports of Italian Listed Companies

G. IANNIELLO
University of Tuscia-Viterbo,Italy

Abstract: This paper examines some of the theoretical issues regarding the publication of the
value added statement as voluntary disclosure in the process of accounting communication.
The social and economic motivation to use value added reporting is linked to the general
process of disclosing financial information in a certain business and cultural environment. In
this framework, a question arises about the possible role of the value added statement as a
way of accounting communication in the global economy. A survey of 211 published
financial statements for the fiscal period 2003 of Italian listed companies shows that the
publication of the value added statement in the annual reports is a marginal phenomenon.
However, the industrial and services firms voluntarily present in their annual report an income
statement rearranged to expose the (industrial) value added by only looking at the production
perspective, with a possible interpretation in terms of cost efficiency.

Key words: value added statement, annual reports, voluntary disclosures, Italian listed
companies
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1. INTRODUCTION
The concept of value added historically can be traced back to the theoretical and technical
attempts to measure national income1. Therefore, the origin of that measurement is in the
context of national accounts emphasizing the production side of the whole economy: the sum
of the value added in different sectors (agriculture, industry, and services) net of duplication2.
If we accept the idea that one of the objectives of the economic system is to generate a high
level of production of economic goods and services to satisfy human needs, then the value
added is one the tools available for measuring the accomplishment of that objective. In this
sense, the value added can be considered a performance indicator of a country’s economic
success: the gross national product. The gross national product can be used as a surrogate
appraisal of the level of satisfaction of human needs in a specific economic system, the level
of well being in a society, in connection with the concepts of economic progress and growth.
However, the shortcomings of gross national product are well known, and several researchers
have proposed alternatives that address them (Stiglitz, Sen, Fitoussi, 2009).
If we shift our attention from the macroeconomics perspective to a single business unit, it
appears reasonable that a firm’s accounting language could use value added reporting in
symmetry with national accounts. “If accounting is to measure the contribution of the
enterprise to society, in addition to its profitability, many of the concepts developed in
national income analysis can be used to advantage in the preparation of value added

1 “Prior to World War II, economic statisticians in the major industrial countries developed three
different but related methods for measuring national income. These were termed the (1) net product,
(2) net income, and (3) final sales methods. … The net product approach depended for the most part
on data relating to production by industrial activity. Thus, data on agricultural output, prices, and costs
were used to generate the net output produced by agriculture. Similarly, censuses of manufacturing
were used to determine the value added in manufacturing industries”, Ruggles (1992: 3).
2 “Standardized national accounts provide a coherent macroeconomic framework covering the whole
economy, which can be crosschecked in three ways. From the income side, they are the total of
wages, rents and profits. On the demand side, they are the sum of final expenditures by consumers,
investors and government. From the production side, the sum of value added in different sectors
(agriculture, industry and services) net of duplication”, Maddison (2005: 2).
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statement. … What is proposed is a statement, to be prepared by the enterprise, to provide
more information to the various participants than they obtain at the present time from either
the income statement or the balance sheet, which would still be prepared as they are
presently” (Suojanen, 1954: 395-396). The underlying idea is that the enterprise is an
institution aimed at satisfying human needs (Zappa, 1927: 30). “Every individual necessarily
labours to render the annual revenue of the society as great as he can. He generally, indeed,
neither intends to promote the public interest, nor knows how much he is promoting it. … He
intends only his own gain; and he is in this, as in many other cases, led by an invisible hand to
promote an end which was not part of his intention”. This classical quote, extracted from
Adam Smith’s The Wealth of Nations (Smith, 2009: 264), suggests that the publication of a
value added statement could be interpreted as a symptom of awareness in pursuing a public
interest by the enterprise. The concept of value added would be adapted to the single business
unit, which in this way could have an additional tool for management control and financial
reporting. This paper intends to discuss the theoretical motivation for publishing a value
added statement. Moreover, an empirical analysis is conducted on the annual reports of Italian
listed companies to appraise the use of the value added measurement in the Italian accounting
language.

2. THEORETICAL MOTIVATION FOR DISCLOSING THE VALUE ADDED STATEMENT

The debate on the role of value added among accounting measurements has received
attention in the last fifty years, with particular emphasis in the 1970’s and 1980’s (Van
Staden, 2003: 228-229). The analysis of value added can be classified in at least three fields
of research: management control (internally oriented), financial reporting (externally
oriented), and social reporting (externally oriented) (for a review, see Evraert, Riahi-Belkaoui,
1998).
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The first field emphasizes the role of value added as an indicator of efficiency among the
tools to appraise “economic productivity” (Sutherland, 1956; Ponzanelli, 1967: 186).
Therefore, the value added measurement is used as one of the performance indicators in the
management control system, particularly in the industrial sector, with the main purpose of
controlling costs and the performance of productive factors, especially labor. It is of interest
to note that empirical research conducted in a developing country (Nigeria) on the perceived
usefulness of the value added statement shows its main role to be in measuring productivity
(Malgwi, Purdy, 2009). In this context, the expression “industrial” value added can be
appropriated, with potential use also in the business strategy supporting the corporate decision
making process (Rispoli, 1983).
The second field of analysis looks at value added reporting as additional information to the
traditional income statement, which is focused on earnings and net profit. In this area we see
that published financial statements orient toward several stakeholders (or the society in
general) instead of only the stockholders (Cassandro, 1992: 143-144). An externally oriented
value added statement can synthesize the contribution of the whole business in different
sectors, not only the industrial one. In this context, one suggestion is to add the value added
statement to the traditional (prescribed by accounting standards) income statement in annual
reports (Meek, Gray, 1988). Another approach goes further, suggesting the adoption of a
value added accounting system in conjunction with a concept of the enterprise as a center (or
a community) of interests and human beings (Ardemani, 1986; Catturi, 1994). Value added
measures of performance can explain firm value on the market better than earnings and cash
flow measures (Riahi-Belkaoui, 1996).
The third approach considers the value added statement as an embryonic form of social
reporting (see, for example, Matacena, 1984). It is worth noting that the label “value added
statement” in the English version of the international accounting standard (IAS 1) (2004) is
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translated in Italian with the words “bilancio sociale” (social reporting). It is a means of
communication that in the overall business reporting process is added to the traditional and
official annual report.
The empirical analysis presented in this paper considers the presence of value added
measurements in the certified annual reports required by the regulation. This means that the
value added statement is interpreted as additional information to give a true and fair view of
financial performance, even though, there could be “social motivation” for voluntarily
disclosing such information in annual reports.
This motivation can be linked, as explained in the introduction, to the social economic root
of the value added concept as one of the indicators of the wealth produced and distributed to
achieve, in theory, general well being. If we adhere to such an idea, the reasons for publishing
the value added statements could be found in social theories. In this context, we can mention
the “stakeholder theory” and the “legitimacy” theory (Gray, Kouhy, Lavers, 1995: 52-56; Van
Staden, 2003).
The reference to the stakeholder theory implies a vision of management that, from a
strategic perspective, tries to satisfy the expectations of several stakeholders that contribute in
different ways to the survival and growth of a business entity (Freeman, 1984; Coda, 1988:
11-21). There is a link with each group of interest, including the public at large, that expects
some form of respect and remuneration. Thus the managing problem is to find a way of
“dialogue” between a business entity and its stakeholders. This theoretical construction can
also be seen as a changing of terminology: the “straggle” and “conflict” observed in everyday
business life can be changed to the “dialogue” and “convergence” of conflicting interests for
the theoretical construction (Masini, 1979: 720).
The legitimacy theory suggests that organizations change their behaviors to influence the
perception of the organization in the eyes of the stakeholders. In this way, the business entity
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can obtain support without which it would be more difficult to survive and grow (see, for
example, Patten, 1995). In this context, companies can be analyzed under a political
dimension (subject to public pressure) in an attempt to address the eventual threats to their
legitimacy. For example, during the 1970s, the Italian state-owned companies led to the vision
of value added as a performance measurement with social impact, thus legitimizing their role
in the Italian economy (Catturi, 1971).
From the two social perspectives mentioned above, it follows that the business unit or the
management has a “duty” or an “interest” to report to several interest groups. As stated in IAS
1 (2004: par. 7), “the objective of general purpose financial statements is to provide
information about the financial position, financial performance and cash flow of an entity that
is useful to a wide range of users in making economic decisions. … This information …
assists users of financial statements in predicting the entity’s future cash flow and, in
particular, their timing and certainty”. From this definition follows a particular orientation of
the business entity toward the “financial participants” or providers of finance (lenders and
shareholders). Implicitly, other interest groups find a minimum of information to satisfy their
needs in the financial statements.
A value added statement can be seen as an attempt to explicitly widen the interest group
audience for business performance. This statement describes how the wealth produced has
been distributed among different interest groups: workers, capital providers (lenders and
shareholders), public administration including the public at large, and the organization
(company) itself considered as an autonomous entity.
Among the different groups of interest that have received attention in connection with the
publication of the value added statement, workers play a prominent role. This idea is also
expressed in the international accounting standard (IAS 1, 2004: par. 10), which states that
“many entities also present, outside the financial statements, reports and statements such as
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environmental reports and value added statements, particularly in industries in which
environmental factors are significant and when employees are regarded as an important user
group”. It is worth noting that in the 1997 version of the IAS 1 (1997: par. 9), “enterprises are
encouraged to present such additional statements if management believes they will assist
users in making economic decisions”. In the following version of IAS 1 (starting from the
revision of 2004), this encouragement disappeared, specifying that environmental reports and
value added statements presented outside financial statements are outside the scope of
International Financial Reporting Standards (IFRSs). In this sense, the publication of the
value added statement is “pushed” outside the official annual reports toward corporate social
reporting.
A significant experience regarding the publication of the value added statement is
represented by the UK. In 1975 the Accounting Standard Steering Committee (ASSC)
published The Corporate Report containing the suggestion for British companies to present
the value added statement in addition to the traditional profit and loss account. The motivation
was explained in this way: “the simplest and most immediate way of putting profit into proper
perspective vis-a-vis the whole enterprise as a collective effort by capital, management and
employees is by presentation of a statement of value added (that is, sales income less
materials and services purchased). Value added is the wealth the reporting entity has been
able to create by its own and its employees’ effort. This statement would show how value
added has been used to pay those contributing to its creation. It usefully elaborates on the
profit and loss account and in time may come to be regarded as a preferable way of describing
performance. … We accept the proposition that profits are an essential part of any market
economy, and that in consequence their positive and creative function should be clearly
recognised and presented. But profit is a part only of value added. From value added must
come wages, dividends and interest, taxes and funds for new investment. The interdependence
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of each is made more apparent by a statement of value added”, (ASSC, 1975: 49). In this way
the annual report would be enriched by a wider perspective more suitable for dialoguing with
different stakeholders, mainly the workers, which would be an attempt to open financial
statements to different users. In general, in the European context, at the end of the 1960s and
1970s, there is a growing interest in business entities by the public, as witnessed by the debate
about corporate social responsibility. As a consequence, external accounting information is
perceived more and more as a “public good”, leading to a general process of renovation and
constitution of accounting rules and institutions in different countries (see, for example, Di
Pietra, 2002).
The relationship between accounting and its context, with reference to the UK, is described
by Burchell, Clubb, and Hopwood (1985), who analyze the role played by the value added
statement. The basic question goes beyond the calculation problem of value added and
involves the motivations behind the great interest in the value added statement in the UK at
the end of the 1970s. One of the reasons lies in the growing debate about “efficiency”,
“productivity” and the participation of workers in the business life of the company. The
conjugation of “efficiency” and industrial “democracy” seemed possible through the change
of language and the change of focus: from profit to value added and from shareholders to
stakeholders. Thus a political and social background creates the space for the emergence of
the value added statement. In a similar way, the political change in the UK leads to the decline
of the role played by value added reporting in the social relationship3. The UK experience

3 “With the election of a new Conservative Government in 1979 the three arenas of the value added
constellation were suddenly ruptured and transformed. Different policies were introduced for the
management of the national economy. Industrial relations came quite quickly to be seen and
conducted in fundamentally different terms. And albeit with a lag, the specification of accounting
standards was no longer seen to be subject to so real a possibility of government intervention. In these
ways the specific significances which had been attached to value added were no longer salient. With
its context so radically changed, the functioning of value added in social relations started to
approximate to its technical marginality. Value added started to become a phenomenon of the past”,
Burchell, Clubb, and Hopwood (1985: 405).
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seems to support the thesis of a political and legitimacy-based analysis in explaining the
publication of the value added statement. If there are no problems of “legitimacy” and
“political costs”, the British experience tells us that companies stop disclosing value added
statements.
Following this argument, in general, the future of the value added statement as additional
information or as the main performance statement is linked to the evolution of the political,
social and economic context.
Giving a social meaning to financial accounting, Burchell, Clubb, and Hopwood (1985:
388) state that “value added therefore does not simply represent the company as a cooperating
team, it also is seen as playing a positive role in the creation of this cooperative harmony. …
In such a context accounting is seen as a means of vision. A change in accounting implies a
change in what is seen and hence a change in action. Social harmony might therefore not so
much be revealed by value added as constituted by it”. Following this mental trajectory, the
use of the value added statement could facilitate the affirmation of a business unit opened to
the public at large, trying to satisfy the needs of different interest groups (Catturi, 2003: 542).
Moreover, in the growing global economy there is literature that has argued that multinational
companies should produce a local value added statement in their host country (Rahman,
1990). For example, Rahman and Scapens (1986) show a clear indication of the over-pricing
of pharmaceutical imports from related sources by multinationals in Bangladesh; in this way,
profits (or in our approach the value added) could be reduced in the host country through a
manipulation of transfer prices (for whatever reason).

3. VALUE ADDED CREATION AND DISTRIBUTION

In general terms, value added was defined as the wealth created (or contributed to) by the
firm through the utilization of its key productive resources (Suojanes, 1954; Van Staden
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1998). However, this definition does not give a detailed enough description of the method to
calculate the value added. Empirical analysis conducted in different economic and social
contexts shows that there are differences in the calculation process and in the formal
representation of the value added (Morley, 1979; McLeay, 1983).
Different methods of calculation and representation are among the factors that limit the
emergence of such forms of performance reporting. For example, the ASSC (1975) advised
that a minimum of eight items be included in a statement to consider it a value added
statement: sales (S), bought-in materials (B), depreciation (Dep), dividends (Div), interest (I),
salaries and wages (W), taxation (T), and retained earnings (R). Therefore:
Value added = S – B, and
The distribution of value added = Dep + W + I + T + Div + R.
The basic idea is to consider the incremental contribution (in value) by a firm over the
goods and services received from outside (intermediate goods). As a consequence, from the
total costs incurred by a business entity, subtracting the cost for (external) material and
services, we should have the value added by the firms. From this perspective, the profit is just
one of the costs, even though it is determined in a residual way. The basic question in this
calculation process is the criterion needed to classify a “key productive resource”. The
traditional distinction is between external and internal factors. Another way to address this
issue is the distinction between structural (key) factors and non-structural resources (Catturi,
1994). This distinction is based on the destination that a resource has in a business entity.
Structural resources are those permanently (or in the long run) linked to the firm, regardless of
the legal formal property (prevalence of substance over form). These resources constitute the
organization’s structure that is activated (utilized) by putting non-structural factors (raw
materials and services) in the production process.
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This reasoning leads to value added measurement in a direct way, through the sum of the
remunerations of structural resources (earnings or cost approach in macroeconomics
language). A first structural resource can be found in the fixed tangible and intangible assets;
its “remuneration” can be considered in the annual depreciation and amortization and
interpreted as the portion of value added retained by the company. In this respect, it is worth
noting that we can measure the net value added excluding depreciation and amortization of
the fixed asset. Moreover, as already mentioned, following the principle of substance over
form, what counts is the substantial destination of the asset as a structural element of the
business organization.
Another structural (key) resource is the contribution of the employees who through their
abilities and knowledge add value in the production process. In consequence, salaries, wages
and other benefits can be seen as a distribution of value added devoted to that key resource.
A business entity can operate in a certain context beside the general environment
surrounding the local or global economic activity because of the legislative and institutional
setting. In this sense, we can see the role of the state, local public entities, and other public
institutions as a proxy for the “public environment” (including political, social, and cultural
factors), which is a key productive resource for a firm. Accepting this approach, taxes and
other payments to the public administration can be seen as a distribution of value added. In
the case of voluntary donations for cultural and social purposes, the share of value added
devoted to the public sector would be further increased.
The financing sources of a firm come mainly from lenders and shareholders, so these two
groups supply the capital considered to be a key resource. Providers of finance receive
remunerations (financing costs) with different names, either interest payments and dividend
distribution depending of the nature of the suppliers. However, the conceptual meaning is in
the value added distribution to the providers of finance, or, in other words, the financial
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participants in the cooperative effort of value creation. Regarding the question of retained
earnings, by treating the company as a participant in the allocation of value added in its own
right, the retentions can be interpreted as devoted to the company itself.
In another perspective (flow of product approach in the macroeconomic language), value
added can be defined as the value created by the activities of a firm and its employees (key
productive resources), i.e., sales less the cost of bought in goods and services (non-structural
resources). With this issue, there is the question of when to recognize new value: when it is
realized or during the process of production (McLeay, 1983: 41-46). This calculative problem
is not addressed in this paper, with the awareness that “it is possible that firms view the value
added statement not as a report on another economic aggregate but merely as a rearranged
version of the profit and loss account from which accounting conventions have been
uncritically transferred to value added measurement” (McLeay, 1983: 43-44). This choice is
motivated by two reasons: (a) the value added statement as a mere rearrangement of the
traditional income statement is a first step in the emergence of value added reporting, and (b)
the use of conventional accounting standards for financial reporting justifies the empirical
analysis of published accounts, without adding a new set of accounting measurements. In this
framework the idea of emphasizing sales instead of the value of production is considered
preferable because the value creation needs to be recognized by the market. In other words,
the value added needs economic and social legitimization (Catturi, 1994: 172).
The activities contributing to the creation of value added are naturally linked to the core
business, but also, if applicable, to the secondary business, financial investment and,
eventually, extraordinary business events. The new wealth created, regardless of the activities
in a given period, can be considered a “global value added”: a wider concept considering only
industrial production (industrial value added). The informative advantage of this approach is
in the total measurement of value creation from the core business and other activities. The
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theoretical limit of this approach is that not all items considered in the calculation resemble
the value creation process as traditionally defined, utilizing the key productive resources. The
global value added shows the whole value available for distribution to different stakeholders
(the structural key resources), including the company as a participant in the allocation of value
added in its own right.

4. DISCLOSING THE VALUE ADDED STATEMENT IN THE ITALIAN CONTEXT

This empirical analysis is employed to show the use of value added measurement in the
current practice of financial reporting in the Italian context. For this purpose, we examined the
consolidated annual reports as of December 31, 2003, including the financial statements, the
notes to the accounts, and the mandatory Report of the Board of Directors (Operating and
financial review or Management’s discussion and analysis) of Italian listed companies. The
sample consisted of 211 firms, all Italian quoted companies in the Italian stock exchange.
From data available on the web site of the Italian stock exchange (www.borsaitaliana.it), the
total number of listed companies as of December 30, 2003 is 225, including 6 foreign and 5
suspended, and 3 firms with unavailable annual reports. Excluding these companies, we
obtain a sample of 211 companies, representing 99.79% of the market capitalization.
Moreover, for 17 companies, we analyzed separate financial statements because the
consolidated statements were not available, and in 11 cases, the closing date of the annual
report was between September 30, 2003 and June 30, 2004.
The first issue under investigation is the presence of a value added measurement in the
annual report. Table 1 shows that the majority of Italian companies (about 62%) do not leave
traces of value added in their annual reports, meaning that they did not mention the value
added concept as supplementary information to give a true and fair view of their financial
performance. It is worth noting that five companies operating in the banking and insurance
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sector showed a reference to a concept of value added different from the definition accepted
in this paper; as a consequence, those cases were classified as ones not presenting value added
information. The concept of value added in these banking and insurance companies is linked
to the “embedded value” and its annual increment. As stated in the Report of the Board of
Directors accompanying the annual report of Banca Fideuram (December 31, 2003: 29), an
embedded value is an actuarially determined estimate of the value of a company, excluding
any value attributable to future new business. Embedded value earnings, defined as the
change in the embedded value over a period, after adjustment for any capital movements such
as dividends and capital injections, provide a measure of the company's performance during
the period in terms of its ability to generate value. Moreover, part of the literature refers to the
concept of “economic value added” as a performance indicator (see, for example, Biddle,
Bowen, and Wallace, 1998).

Table 1

Table 1 shows that about 38% of the companies refer to a value added measurement,
however, this does not mean that they published the value added statement, as discussed in
Section 3. Indeed, the cases in which the value added was mentioned in the annual report can
be classified as follows:
- value added among other financial performance (“financial highlights”) or without
representation in a statement;
- value added as one of the results in a rearranged income statement;
- value added statement, showing the wealth created and its allocation to the stakeholders
(key productive resources).
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Table 2 shows the different ways of reporting information about the value added, including
the cases in which no information was disclosed. From that table, we can see that the
prevalent practice is to present an income statement in which the value added is only one of
the items exposed (34.13%). Moreover, it is evident that the value added statement, properly
defined, is marginal (1.42%) in comparison with the findings of other international surveys.
For example, in 1997 in South Africa, about 50% of quoted companies in the industrial sector
presented a value added statement in their annual reports (Van Staden, 1998). In UK, during
the period of high diffusion in 1980, up to 40% of major companies published the value added
statement; this percentage declined to 6% in 1991 (Gray, Kouhy, Lavers, 1995: 11).

Table 2

Regarding the rearranged income statements (to show the value added), the title of the
statement uses the term “value added” explicitly only in one case, while expressions such as,
“condensed consolidated income statement”, “consolidated rearranged income statement”,
“synthesis of income statement”, and “table synthesizing earnings” are used in the other cases.
Statements using these terms on their performance statements do not put emphasis on the
value added measurement. However, beyond the question of terminology, the rearranged
income statement shows the value added as one of the items in the performance
representation. This statement contains following information for a company operating in the
industrial and service sectors:
-

Sales

-

Value of production

-

Bought-in materials and services

-

Value added
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-

Salary and wages (Labor costs)

-

Operating gross margin (Ebitda)

-

Depreciation, Amortization, and Provisions

-

Operating margin (Ebit)

-

Financial income and charges

-

Extraordinary income and charges

-

Profit (loss) before taxes

-

Taxes

-

Net profit (loss)

This model of presenting the results of operations is substantially similar to the financial
statements proposed for industrial firms by the National Commission for Companies and the
Stock Exchange (Consob) in 1987 (Consob Resolution No. 2838 of 8 April 1987) for the
report on the company’s performance in the first half of the year. This resolution (superseded
in 2004) has been criticized with reference to that performance statement because the value
added is incidentally exposed as one of the items (Gabrovec Mei, 1992: 242).
It is evident that this exposition does not resemble a value added statement, properly
defined. However, we can see that Italian quoted companies show the industrial value added
in the gross configuration (before amortization and depreciation). This evidence is further
supported by analyzing company’ behavior depending on the sector of activity. Table 3 shows
the behavior of companies operating in the financial macro sector, following the classification
of the Italian stock exchange, including banking, insurance, real estate, and financial services
companies. The same table shows the behaviors of firms operating in the industrial and
services macro sector, following the classification of the Italian stock exchange, including
food and beverage, car industry and motor, chemical, buildings and construction, electrical,
plant and equipment, media, oil and minerals, public utilities, textile, transportation, and
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tourism. In the comparison it is clear that the value added statement rearranged to show the
value added is typical of the industrial sector, with about 56% of companies presenting some
kind of information about the value added. This evidence supports the idea that the practice of
disclosing a rearranged income statement showing the value added is historically linked to the
Consob Resolution of 1987 mentioned previously.

Table 3

Turning to the value added statement, we observe that this information is inserted in the
Directors’ Report, specifically, in the section devoted to social and sustainability information.
Even thought there are only three cases, it is of interest to highlight some differences in the
value added reporting:
- in one case out of three, the net value added available for allocation is shown;
- in two cases out of three, social contributions for employees’ pensions are allocated to the
State (public sector) instead of as a component of the labor remuneration;
- in one case out of three, only the distribution of the wealth created for different
stakeholders, and thus only the lower part of the value added statement, is shown;
- in one case out of three, information provided covers three accounting periods;
- in one case out of three, the percentage repartitions of the value added are displayed in
the statement.
These elements confirm the issue of missing standards for the value added statement, with
consequences in terms of comparison. For example, there is a difference in the calculation of
the percentage distribution of the value added, as in the case of Banca Popolare di Cremona.
The company’s annual report (December 31, 2003: 68) shows that 77.5% of the net value
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added is allocated to the employees, but the same percentage calculated on the (gross) value
added declines to 51.7%.
Moreover, the value added measurement in the rearranged income statement is
quantitatively different from the global (or in other words, “adjusted”) value added exposed in
a value added statement appropriately defined, including the effects of secondary, financial,
extraordinary, and sector activities, as shown in the extract from the Telecom Italia annual
report 2003 (see Table 4).

Table 4

With respect to the value added exposition, starting from the value of production or from
sales, Table 5 shows the prevalent practice of referring to the value of production. With
respect to this behavior, it is of interest to note that the income statement prescribed by the
Italian civil code starts from the value of production; consequently, for companies operating
in the industrial sector, the exposition format is more likely to show the value added in the
rearranged income statement starting from the value of production. Considering the matching
principle, this difference could be interpreted just as a choice of emphasis and not a difference
in quantitative measurement.

Table 5

Finally, the marginal role of the value added statement in the annual report of Italian
companies does not exclude the fact that, in some cases, this document is provided outside the
official annual report, in the context of a separate “social reporting” (“sustainability reporting”
or other similar labels). In some cases, the annual report invites the reader to look at a separate
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social report. This behavior is not investigated in this paper. However, some evidence shows
that in 2005, from a sample of 218 Italian listed companies, 24 (11%) published a kind of
social or environmental report, of which 6 (2.75%) disclosed this in the annual financial
report (AA.VV., 2006: 8-9).

5. CONCLUSIONS

The interest in value added accounting could have different motivations: management
control, financial reporting, and social reporting. In different periods and countries, such
motivations have emerged in connection with the cultural, political and social contexts.
This paper addresses the issue of voluntary disclosure of the value added statement in
annual reports. In the Italian context, 50% of the listed companies in the industrial sector
present an income statement rearranged to expose the industrial value added as one of the
items in the performance statement. This performance indicator is usually used as an
efficiency measure, in particular for the employees. Indeed, this behavior is substantially
absent in banking and insurance companies; consequently, the previous percentage declines to
about 34% when referring to the whole sample.
The value added statement showing the wealth created and its allocation to the key
productive resources is marginally exposed in the annual reports (1.42%). Italian companies
do not use the value added reporting to improve the true and fair view of their financial
position and the results of the year or for describing their performance during the period. This
evidence does not exclude that the value added statement could be disclosed in a separate
social or sustainability reporting, sometimes recalled by the report of the board of directors.
Even though this behavior was not addressed in this paper, disclosing the value added
statement outside of the official annual reports, for example, in a separate social report, is in
line with the implicit suggestion of IAS 1 (2004). This newer version, compared to that of
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1997, does not encourage the presentation of a value added statement in addition to the
traditional financial statement if management believes it will assist users in making economic
decisions.
At the same time, it is worth noting the content of the European Directive 2003/51/EC of
June 18, 2003, which amended accounting directives and provided for a change in the
Directors’ Report: “to the extent necessary for an understanding of the company’s
development, performance or position, the analysis shall include both financial and, where
appropriate, non-financial key performance indicators relevant to the particular business,
including information relating to environmental and employee matters”. These non-financial
key performance indicators could generate high administrative costs, so Member States may
choose to exempt small companies from the obligation regarding non-financial information.
In this context of a growing requirement of disclosure, the value added statement might
provide an informative advantage with limited marginal costs because this performance report
can be disclosed with figures already recognized in the income statement. In this way, an
additional financial performance statement with social motivation would be available for the
reader of annual reports, contributing to the vision of a business entity as a cooperative effort
of several stakeholders or key (structural) productive resources. In the case of multinational
companies, the next step could be the publication of local value added statements in the
companies’ host countries (Rahman, 1990).
Giving social meaning to financial accounting and following the stakeholders and
legitimacy theories, this paper shows a low level of “legitimacy” problems and “political
costs” for Italian listed companies, at least using the value added statement as an indirect
indicator of those features. Following this argument, the future of the value added statement
as additional information or as a main performance statement is linked to the evolution of the
political, social and economic context.
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Among the limitations of this paper is that the observations are from one single year;
moreover, further investigations of firms’ characteristics and international comparisons could
contribute to a better understanding of the possible role of the value added statement in
accounting language, both in a national and international context.
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Table 1 – Disclosure of value added measurements in the annual reports of Italian listed
companies

Companies disclosing value added measurements
Companies not disclosing value added measurements
Total

No.

%

130

61.61

81

38.39

211

100.00

Table 2 – Ways of disclosing the value added in annual reports of Italian listed companies

Companies not disclosing the value added
Value added among other financial performance information (financial highlights)

No.

%

130

61.61

6

2.84

72

34.13

3

1.42

211

100.00

or without representation in a statement
Value added as one of the results in a rearranged income statement
Value added statement
Total
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Table 3 – Ways of disclosing the value added in annual reports of Italian listed companies on
a per macro sector basis
Financial
No.
Companies not disclosing the value added

70

Value added among other financial performance information

Industrial

% No.
93.33

0

%

60

44.12

6

4.41

(financial highlights) or without representation in a statement
Value added as one of the results in a rearranged income statement

4

5.34

68

50.00

Value added statement

1

1.33

2

1.47

Total

75 100.00 136 100.00
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Table 4 - Value added and stakeholders (extracted from Telecom Italia Annual report 2003)
€ millions
Sales

30.850

Value of production

31.595

Bought-in raw material and services

(13.018)

Value added

18.577

Capital grants for telecommunication activities

56

Other revenues and costs

(1.206)

Adjusted value added

17.427
Allocation of Value added

Employees

3.376

State

2.506

of which

- social contributions for employees’ pensions

1.308

- direct taxation (corporate income tax)

1.014

- indirect taxation

128

- capital grants for telecommunication activities
- dividend to the Ministry of Economy

56
0
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Shareholders (excluding the Ministry of Economy)

1.049

Providers of loan capital

3.146

Retained by the company (depreciation, amortization, provisions)

7.350

Table 5 – Value added reporting starting from the value of production or sales
No.

%

Value of production

53

65.43

Sales

22

27.16

6

7.41

81

100.00

Not disclosing a statement
Total
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Mutual Fund – A Catalyst of Industrial Development
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Results
Financial sector liberalization was one of the major reforms, which have taken place in majority
of the developing countries in the eighties. The major objectives of financial sector reform were
to improve the allocative efficiency of resources and accelerate the growth process of the real
sector by removing structural deficiencies affecting the performance of financial institutions and
financial markets. Also the main thrust of reforms in the financial sector was on the creation of
efficient and stable financial institutions and markets. In response to reforms, the Indian financial
sector has undergone radical transformation in the post financial liberalization period. Reforms
have altered the organizational structure, ownership pattern and domain of operations of
institutions and infused competition in the financial sector. Coupled with this, there has been
increase in the growth of financial institutions like mutual funds in many of the developing
nations in recent years. This is also relevant in the Indian context where a large number of mutual
funds were started after the financial sector reforms. In the case of financial sector and mutual
funds, reforms attempted to create a competitive environment by allowing private sector
participation. Coupled with this, there has been increase in the growth of financial institutions
like mutual funds in many of the developing nations in recent years. This is also relevant in the
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Indian context where a large number of mutual funds were started after the financial sector
reforms. In the case of financial sector and mutual funds, reforms attempted to create a
competitive environment by allowing private sector participation. When the mutual funds
industry was liberalized in 1992, the UTI had held a monopoly in the market for almost 30years.
Indian retail investors had been familiarized to guaranteed high returns on their UTI investments.
This good record, combined with aggressive marketing by new entrants, led to expectations of
high profits by investors who began to invest strongly in the new private mutual funds. A large
number of mutual funds operating in the country have intensified competition and led to product
innovation. According to AMFI, presently there are 37 mutual funds including public, private and
foreign funds (Joint ventures Indian and Foreign). Product innovation is happening by way of
new plans or schemes. Thus from the monopoly of a single mutual fund like UTI, mutual fund
industry moved to public with a few public sector funds and has now with the entry of private
and foreign funds, it has moved to a competitive environment. Mutual funds presently offer a
variety of options to investors such as income funds, balanced funds, liquid funds, gilt funds,
index funds, exchange traded funds and sectoral funds etc (Report on Currency and Finance, RBI,
2006
Mutual Fund is an instrument of investing money. Nowadays, bank rates have fallen down and
are generally below the inflation rate. Therefore, keeping large amounts of money in bank is not a
wise option, as in real terms the value of money decreases over a period of time. One of the
options is to invest the money in stock market. But a common investor is not informed and
competent enough to understand the intricacies of stock market. This is where mutual funds come
to the rescue. A mutual fund is a group of investors operating through a fund manager to
purchase a diverse portfolio of stocks or bonds. Mutual funds are highly cost efficient and very
easy to invest in. By pooling money together in a mutual fund, investors can purchase stocks or
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bonds with much lower trading costs than if they tried to do it on their own. Also, one doesn't
have to figure out which stocks or bonds to buy. But the biggest advantage of mutual funds is
diversification. Diversification means spreading out money across many different types of
investments. When one investment is down another might be up. Diversification of investment
holdings reduces the risk tremendously. The mutual fund industry is a lot like the film star of the
finance business. Though it is perhaps the smallest segment of the industry, it is also the most
glamorous in that it is a young industry where there are changes in the rules of the game
everyday, there are constant shifts and upheavals.

The mutual fund is structured around a fairly simple concept, the mitigation of risk through the
spreading of investments across multiple entities, which is achieved by the pooling of a number
of small investments into a large bucket. Yet it has been the subject of perhaps the most elaborate
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and prolonged regulatory effort in the history of the country. The growth of the industry
continued to be corporate focused barring a few initiatives by mutual funds to expand the retail
base. Large money brought with it the problems of low retention and consequently low
profitability, which is one of the problems plaguing the business. But at the same time, the
industry did see spectacular growth in assets, particularly among the private sector players, on the
back of the continuing debt bull run. Equity did not find favor with investors since the market
was lack-luster and performances of funds, barring a few, were quite disappointing for investors.
The other aspect of this issue is that institutional investors do not usually favor equity. It is
largely a retail segment product and without retail depth, most mutual funds have been unable to
tap this market. Mergers, acquisitions and consolidation are features common to most of the
industries and mutual fund is no exception to this. Several mergers and acquisitions have taken
place over the years and the most recent being Sun F & C acquiring the schemes of Jardine
Fleming Mutual Fund, Templeton Mutual Fund acquiring Pioneer ITI Mutual Fund and the slated
acquisition of Zurich India by HDFC Mutual Fund. The extension given to intermediaries to pass
the AMFI certification test till September 2003 presents an opportunity for member funds to
identify and motivate the remaining intermediaries to complete the test. Instead of waiting till the
last month, a systematic plan of action may be initiated from now onwards so that all the
intermediaries genuinely interested in the profession are certified before the deadline.
Mutual funds have been a significant source of investment in both government and corporate
securities. It has been for decades the monopoly of the state with UTI being the key player, with
invested funds exceeding Rs.300 bn. (US$ 10 bn.). The state-owned insurance companies also
hold a portfolio of stocks. Presently, numerous mutual funds exist, including private and foreign
companies. Banks--- mainly state-owned too have established Mutual Funds (MFs). Foreign
participation in mutual funds and asset management companies is permitted on a case by case
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basis. UTI, the largest mutual fund in the country was set up by the government in 1964, to
encourage small investors in the equity market. UTI has an extensive marketing network of over
35, 000 agents spread over the country. The UTI scrips have performed relatively well in the
market, as compared to the Sensex trend. However, the same cannot be said of all mutual funds.
Let us start the discussion of the performance of mutual funds in India from the day the concept
of mutual fund took birth in India. The year was 1963. Unit Trust of India invited investors or
rather to those who believed in savings, to park their money in UTI Mutual Fund. For 30 years it
goaled without a single second player. Though the 1988 year saw some new mutual fund
companies,

but

UTI

remained

in

a

monopoly

position.

Mutual Fund is a convenient medium through which a common man can invest in the equity
market. A Mutual Fund is actually a trust that pools the savings of a number of investors who
share a common financial goal. The money so collected is invested in capital market instruments
such as shares, debentures and other securities. Professional Managers known as investment
bankers are employed by mutual fund houses to make investment decisions on behalf of common
investor. The income earned through these investments and the capital appreciations realized are
shared by its unit holders in proportion to the number of units owned by them. Thus the Mutual
Funds offer the common man an opportunity to invest in a diversified professionally managed
basket of securities at a relatively low cost. The mutual fund industry in India started in 1963
with the formation of Unit Trust of India, at the initiative of the Government of India and Reserve
Bank. In the last few years Indian Mutual Fund industry has grown at a rapid pace. Some of the
top performing and best mutual funds in India are: SBI Mutual Funds, UTI Mutual Funds,
Prudential ICICI Mutual Funds and HDFC Mutual Funds.
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The performance of mutual funds in India in the initial phase was not even closer to satisfactory
level. People rarely understood, and of course investing was out of question. But yes, some 24
million shareholders were accustomed with guaranteed high returns by the beginning of
liberalization of the industry in 1992. This good record of UTI became marketing tool for new
entrants. The expectations of investors touched the sky in profitability factor. However, people
were miles away from the preparedness of risks factor after the liberalization. The Assets under
Management of UTI was Rs. 67bn. by the end of 1987. The performance of mutual funds in India
suffered qualitatively. The 1992 stock market scandal, the losses by disinvestments and of course
the lack of transparent rules in the where about rocked confidence among the investors. Partly
owing to a relatively weak stock market performance, mutual funds have not yet recovered.

The supervisory authority adopted a set of measures to create a transparent and competitive
environment in mutual funds. Some of them were like relaxing investment restrictions into the
market, introduction of open-ended funds, and paving the gateway for mutual funds to launch
pension schemes. The measure was taken to make mutual funds the key instrument for long-term
saving. The more the variety offered, the quantitative will be investors. At last to mention, as
long as mutual fund companies are performing with lower risks and higher profitability within a
short span of time, more and more people will be inclined to invest until and unless they are fully
educated with the dos and donts of mutual funds.
INDIA’S mutual fund industry is surging ahead, as a growing number of resident and nonresident Indians are finding it a safe and relatively high-return investment vehicle.
Assets under management (AUMs) of the mutual fund industry have shot up to a whopping Rs3.5
trillion. There are 33 mutual funds offering a variety of schemes, and investors are lapping them
up. According to the Association of Mutual Funds in India (AMFI), there were 414 new fund
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offers (NFOs) in financial year 2006-07 (ending March 31, 2007), as against 190 in the previous
fiscal. Funds were able to raise Rs1.4 trillion through NFOs, as against Rs705.83 billion in the
previous financial year. Investments in equity schemes shot up by 47 per cent, reflecting the
buoyancy

in

the

Indian

stock

markets.

But despite the growing popularity of funds, there is tremendous scope for growth in the sector.
According to AP Kurain, Chairman, AMFI, there is a vast untapped potential. Many of the asset
management companies were realizing this, and are spreading their net across the country. Kurain
notes that many fund houses are opening branches in tier-II and tier-III cities. There has been a
40 per cent growth in the number of accounts that were opened last year. Another reason for the
frenzied growth in the sector was the popularity of schemes like ‘systematic investment planning
(SIP), wherein investors can put apart a small sum every month in their mutual fund account.
According to Kurain, there are about 1.2 million SIP accounts. The concept of SIP was launched
just about three years ago, and has emerged as one of the most popular ways of raising funds.
Mutual funds have also brought down the minimum investment amounts for SIPs – Reliance
Mutual fund has reduced the minimum amount from Rs500 a month to Rs100, while ICICI
Prudential

has

brought

it

down

further

to

a

mere

Rs50.

Investors in India, who had kept away from mutual funds for many years, are now convinced
about the safety and rewards from the industry. Many are investing to maximize returns, as they
have

seen

several

schemes

give

handsome

dividends.

Reliance Mutual Fund, which is part of the Anil Ambani-controlled Reliance Capital, continues
to

be

the

biggest

mutual

fund

in

terms

of

AUMs.

According to the latest AMFI figures, Reliance retained the top slot in April, with a 5.44 per cent
rise in AUM to Rs488.28 billion. ICICI Prudential, which saw AUMs grow by nearly 12 per cent,
was second with total assets of Rs422.68 billion. UTI Mutual Fund ranked third with AUMs of
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Rs355.17 billion. UTI, which has been active in the Gulf market for several years, is now
planning to expand aggressively abroad. The fund house recently raised about $400 million in
Japan, in partnership with the Shinsei Bank. UTI Mutual Fund is keen to set up a subsidiary in
Singapore, and branches in Europe and the Gulf, including Dubai and Bahrain. The fund will also
invest in overseas markets, enabling resident Indian investors to diversify their portfolio. The
Securities and Exchange Board of India (SEBI), the country’s capital market regulator, recently
allowed mutual funds to invest up to $4 billion in ADRs, GDRs, foreign securities and overseas
exchange traded funds. “Pursuant to the enhancement in overseas investment limits by RBI, it has
now been decided that mutual funds can invest in American Depository Receipts (ADRs), Global
Depository Receipts (GDRs), and foreign securities within overall limit of $4 billion,” said a
statement from SEBI. The RBI in its annual credit policy had indicated that mutual funds would
be allowed to invest substantially large sums abroad. The RBI recently liberalized its overseas
remittance scheme, hiking the transaction limit for individual investors to $100,000 a year,
enabling resident Indians to invest in foreign markets. Companies like Reliance Money have tied
up with international partners (CMC Markets, a UK-based online trading platform, in the case of
Reliance) to offer offshore investment products (including equities, derivatives and commodities)
to resident Indians. Other financial service sector players and brokerages are also expected to
offer

products,

after

entering

into

tie-ups

with

international

partners.

By allowing mutual funds in India to invest up to $4 billion abroad, the government is allowing
them to hedge their risks. India’s mutual fund sector is growing rapidly. While many mutual
funds are offering simple vanilla products to a new class of investors in semi-urban and rural
areas, others are coming out with esoteric products for sophisticated investors.
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Indian Mutual Funds to be Powered by PSUs
Mutual funds in India would be further energized with investment from major public sector
undertakings following the Indian government’s approval which came in last week. Lifting the
restrictions on PSU investments in mutual funds after 8 years, the money held by asset
management companies is expected to swell to an astounding Rs. 4 trillion, if the PSUs were to
invest even a conservative 10% of their funds.
Currently at Rs. 3.5 trillion, total assets under management by the mutual fund industry in India
has grown by 51% over the last one year. Almost two-thirds of these assets are built from equity
and fixed income schemes, and further invested in stable instruments like government securities
and bonds.
The government may issue directives to PSUs to invest more heavily in fixed income schemes,
while curtailing their equity exposure. Indian mutual funds are on a roll with new participants and
products in the market. Mutual funds in India have performed more successfully than their
counterparts around the globe, bagging 8 of the top10 ranks over the last decade.
Over the last 5 years, Indian mutual funds figure amongst the top 7 in the world. Outstanding
performance was recorded by 6 Indian mutual funds in the last 3 years. Franklin Templeton,
Merrill Lynch, Fidelity and HSBC registered elevated returns in 2006.
Further infusion by global asset managers in the Indian mutual fund market like JP Morgan,
AXA Investment, Mirage Asset Group of Korea is likely by the end of 2007. Currently, 9 of the
30 asset management companies in India have global operations.
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Prominent mutual funds in India like AIG Global, Birla Mutual Fund, DSP Merrill Lynch,
HDFC, HSBC, Prudential ICICI, JM Financial, Lotus India, SBI and Franklin Templeton have
ongoing schemes which can be considered for investment.

The Indian Mutual fund industry withstood the financial turmoil which engulfed many markets
alike as a result of the efforts of all the efforts of all the stakeholders (AMC, Government, SEBI,
RBI and AMFI). The industry has bounced back after the crisis with assets under management
(AUM) growing at a staggering rate of 50.5% 2009.

Currently mutual fund products are dominated by debt oriented schemes due to skewed nature of
the investor profile. But new products (ETFs and Fund of Funds) have been introduced to meet
the changing needs of investors. This can be attributed to the changes observed over the last few
years (post the repealing of UTI Act in 2003) which marked the end of assured return schemes.
The industry is expected to grow at a CAGR of 27.2% to reach INR 17.6 trillion by 2015. Low
penetration levels and low percentage of savings directed to Mutual funds provide a tremendous
untapped potential for growth. High growth and attractive future prospects have attracted a
number of players to the market. As on September 2009, the Indian Mutual Fund industry had 36
Asset Management Company (AMCs) of which 86% are from private sector. The number of
public sector AMCs have declined from 11 in March 2000 to 5 in September 2009, while private
AMCs have increased from 21 to 31 over the same period. In terms of AUM private sector
AMCs reached INR 5.8 trillion as on September 2009( March 2000 INR 251 billion) growing at
a CAGR of 41.8%. Public sector AMCs on the other hand grew at a CAGR of 7.1% during the
same period to reach INR 1.6 trillion as on September 2009

( March 2000 INR 879 billion).

Immediately after the repealing of UTI Act in 2003, UTI was the market leader with INR 135
103

billion as AUM as on March 2003 followed by Prudential ICICI Asset Management Co. Ltd
(INR 91 billion) and Templeton Asset Management (INR 88 billion). Reliance Mutual Fund,
HDFC Mutual fund and ICICI Prudential are the current market leaders with a share of 16.4%
(AUM INR 809 billion), 11.7% (AUM INR 579 billion) and 10.4% (AUM INR 514 billion)
respectively.

Mutual funds have turned cautious at current levels and have remained on the sidelines and sold
Rs 75 crore in the first half of August 2009. They, however, bought equities in July 2009 to the
extent of Rs 1828 crore.
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The mutual fund industry in India has been on a roll as the assets under management continue to
see strong spurt in growth. The assets under management swelled to Rs. 1, 67,978 cr. By May 31,
2005 from Rs.1, 01,565 cr. In January 2000.This apart, the industry has also seen a spurt in the
number of schemes on offer which amount to 460 at present, catering to varied needs of
investors. A booming economy, soaring stock market and a conducive regulatory environment,
amongst a slew of other factors have added to the growth of the industry. Given the huge
opportunity in sub-urban and rural markets, which lie hitherto untapped and growing income
levels in the country, the industry’s future look bright ( Source: Mutual Fund Industry in India:
On a growth Trail (Cover Story, Chartered Financial Analyst, July 2005)

Securities and Exchange Board of India (SEBI) on Mutual Fund Summit organized by
ASSOCHAM on 20th Jan 2010, Wednesday categorically stated that the market regulator will
take all possible measures to sufficiently protect investors’ and asked Indian industry to function
effectively on price performance point to contain investors, which in India is ruthlessly price
sensitive.

Delivering his Valedictory Address at ASSOCHAM Mutual Fund Summit Mr. K N
Vaidyanathan, Executive Director SEBI dropped sufficient hints not to withdraw Entry Load
imposed by the market regulator on distributors of mutual fund units.

According to Mr. Vaidyanathan, the distributors of MF units and other such agents should stop
cribbing, moaning & complaining and need to stay extremely focused to enable retail investors
have maximum return on their investments and stop thinking in terms of their commission.
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This is necessary because with reasonable commission, the distributors and agents will be able to
generate volumes of scale to enable them earn money which they cannot envisages in the initial
phases, said the Executive Director SEBI.

He reiterated that SEBI will take all possible steps and measures including initiatives to protect
investors by all means as Indian consumer which is sitting at the bottom is extremely price
sensitive and is in majority whose investment will have to be protected at all cost.

“Indian industry which often cribs and complains and seeks concessions now has to operate at
price performance point so that cost is contained and products offered to investors become
cheaper and reasonable for inclusive growth. Only then the untapped market will be explored
and volumes would multiply so that business of economies of scale is generated to enable
maximum participation of retail investors in mutual funds and capital markets”, said Mr.
Vaidyanathan.

One reason why mutual funds penetration remains lower in countryside is because cost of money
on raising mutual funds units is still higher and distributors are demanding waiver of entry load
for which he remained non-committal and advised mutual fund industry not to persist on this
demand rather than concentrate on increasing volumes.

In his remarks, Chairman AMFI, Mr. A P Kurian said that mutual fund industry is still act infant
stage and needs support of regulator like SEBI so that its reach is widened and penetration levels
are broad based especially beyond tier II and tier III cities.
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Association of Mutual Funds in India (AMFI) and Associated Chambers of Commerce and
Industry of India (ASSOCHAM) have jointly demanded extension of Entry Load to insurance
sector in a bid to ensure level playing for mutual fund industry.

The demand for extension of Entry Load to insurance was raised by Chairman AMFI, Mr. A P
Kurian which was supported by ASSOCHAM President, Dr. Swati Piramal at a day-long
Seminar on Mutual Fund Summit: Multiply your Wealth with Investors’ Protection held here
today under aegis of ASSOCHAM.

Delivering his Keynote Address at the Conference, Mr. Kurian clarified that the recent decision
taken by SEBI to shift burden of entry load on distributor of mutual fund units from their
subscribers has adversely affected the MF penetration base as their distributors are no loner
centivised. As a result, the mutual fund business has shifted away to other units of insurance
policies, he added.

Therefore, the entry load should also be extended to insurance sector to ensure level playing field
for spread of MF penetration, explained Mr. Kurian saying that despite this discrimination, nearly
40% of MF units under various portfolios came from individual subscribers. ASSOCHAM
President, Dr. Piramal found justification in it and lent ASSOCHAM support to Mr. Kurian.

The mutual fund industry also demanded that in the forthcoming Budget Proposals of Finance
Minister Mr. Pranab Mukherjee, the government should continue existing tax incentives for
mutual fund industry and the mutual fund investment on equities which is currently exempt from
taxation should also be extended to Funds of funds, said Mr. Kurian.

107

He admitted that efforts need to be put in to increase penetration levels of mutual funds beyond
tier II and tier III cities and awakening levels be intensified to take MF industry’s subscription in
every district to connect rural India with it.

In the meanwhile, a Study brought out by ASSOCHAM and EVALUESERVE which was
released here on the occasion by Deptt. of Corporate Affairs Secretary, Mr. R. Bandyopadhyay,
Chairman AMFI, Mr. A P Kurian, ASSOCHAM President Dr. Swati Piramal has predicted that
Indian mutual fund industry (MF) is poised for a period of sustained growth and Assets Under
it’s Management (AUM) are likely to reach approximately INR 17.6 trillion by March 2015
because of strong fundamentals in place and an active market regulator is there to protect
investors interest.

However, the Study named “Indian Mutual Fund Industry – Accessing the Untapped Potential”
also reveals that although AUM declined by INR 879 billion for financial year 2008-09 as a
result of global financial turmoil, a strong recovery was registered in H2 of 2009.

This growth momentum is expected to continue over the medium term, with AMU likely to reach
approx. INR 17.6 trillion by 2015, increasing at a CAGR of 27.2% from March 2009 onwards.

It has pointed out that a favourable economic climate, increasing participation of retail customers,
especially in tier II and tier III cities and rural areas, along with a gradual shift in investors
preference towards mutual funds will drive the projected growth.

While a proactive regulator has brought about standardization and transparency in the industry to
win investor’s confidence, focused programme by other stakeholders to further enhance financial
literacy and product awareness need to be undertaken to maintain the growth momentum. Also,
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strengthening of distribution channels to facilitate access of MF products and after sale service,
combined with innovative product offerings will play an important role in the success of the
industry, points out the study.

EVALUESERVE and ASSOCHAM Study, however, admit that rural India could be an attractive
market though effective penetration remains a key challenge. Even though rural India’s growth
has been over shadowed by the progress made in urban regions, it has continue to play an
important role in Indian economy and emerged as a key target market for various industries,
albeit a difficult one to penetrate.

Although, rural India’s contribution to the Indian GDP has declined over time (expected to reach
30% in 2011 as compared to 53% in 1981, rural income is expected to increase from INR 8
trillion in 2001 to INR 13 trillion in 2011.

Since per capita income in rural India is increasing, reflecting a rising consumption capacity for
various products and services. Rural per capita income is expected to increase from INR 7335 in
1981 to INR 15,396 in 2011, a CAGR of 2.5%. Given the fact that 70.2% of India’s population
resides in rural areas and whose increasing income is driving consumption capacity, many
industries especially FMCG companies have recognized the potential of this market and are
taking innovative initiatives to tab this market. (Source: Mutual Fund Summit organized by
ASSOCHAM, Jan 20, 2010)
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Assets and financial situation of agricultural companies in
Slovakia
P. Krutáková1, N. Gyurián1
1
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Abstract: The article is intended on evaluation of assets and financial situation in selected
companies. An organic part of entrepreneurial analysis is evaluation of assets situation, the
result of which should not be treated as a passive descriptor of the situation but as a start point
on the way to positive economic goals and long-term prosperity. The term assets structure
indicates relation between individual items of the company´s assets. The on-balance sheet
assets includes all the assets, which means that it is the source of any business activity.
A company can own machinery, equipment, buildings, vehicles which it uses for its
production and sale of goods and services. Resources of capital settlement are called the
financial structure.
Key Words: assets structure, financial structure, assets, liabilities
Introduction:
Assets, financial and income situation is an actual issue of every enterprise. Specialties
throughout business activities in agricultural companies require access to evaluation of its
entrepreneurial results. The achieved goals require information analysis with attempt to accept
effective decisions for enhancement of the company´s financial situation. Common
accounting, especially individual financial statement, is the basic information source which
provides completeness, accuracy, demonstrability, logical sequence and orderliness of output
information about capital, liabilities and equity.
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Material and Methods:
The synthetic goal of the article is evaluation of assets and financial structure with intention to
identify and consequently quantify the effect of chosen determinants on assets and financial
structure of assessed bunch of agricultural companies in Slovakia.
The goal of the article will be assessed in connection with causes that create this state or level
of development, analysis of the agricultural firm´s specialties while achieving economical
trade income.
The leaving source of information in this article are data from Resort database of Agriculture
of Slovak Republic in selected file of agricultural companies, which are drawn from
information sheets of Land Government of Slovak Republic. Our analyze, in aspect of
analyzed data availability, touches time period 2005-2007. Based on these entries we have
calculated average values of analyzed items of balance sheet, which are presented in figures
of this article.
The following methods of processing and achieving the goal were applied:
•

Method of comparison – place and time comparison was used while comparing the
results, statements and opinions of quoted authors to the given topic,

•

Method of deduction – is used in formulating of synthetic goal, partial goals and
hypothesis that are the subject of testing,

•

Method of analysis – forms the basis of methodical sequence of processing. Its
application can be used in the theoretical part of presentation and comparison of
literary sources,

•

Method of selection – is used in selecting the literary sources, presented sources are
connected with the content and the structure of the work.
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•

One of the tools used in examining capital and financial situation of operating is
a trend financial analysis.

Results:
Assets structure
The importance of assets structure is pointed out by Štroffek, A. – Borovský, J. (2005) and
they claim that one of the conditions for accounting to fulfill the expectations of the
information, that must be provided, is to know the assets structure, which is used by the
business unit for operating their business. Tabas, J. (2006) explains the difference between
the costs in the Slovak and the Czech accounting system, which proclaims that according to
the Act of the Czech accounting system non-current assets are assets, of which the period of
using is longer than a year and their cost is higher than 40 000,- Kč as for a Property, plant
and equipment and more than 60 000,- Kč as for the Non-current intangible assets.
The asset is all the means that a firm provides, uses, creates, operates and makes its business
activities. It consists of:
•

an active part – the capital that directly takes part in business activities, e. g.
machinery, equipment and

•

a passive part – the capital that helps to utilize the active parts, e. g. buildings,
factories.

According to Act on Accounting1 under the term on-balance sheet assets we understand
assets of accounting entity which:
•
1

are easily appreciable,

Act no. 431/2002 Coll. on Accounting
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•

are results of past events,

•

is almost evident that will increase the economical benefits of the accounting unit in
the future and

•

are recorded in the financial statement of the balance sheet.

The Act on Accounting defines assets2 that form wider category because they are made of
capital recorded in the balance sheet and off-balance sheet assets.
Content and structure of assets in the balance sheet, which accept the capital classification
according to capital function in the cycle, is as follows:

Vertical structure of assets in the balance sheet
A. Non-current assets

figure 1
B.I. Non-current intangible assets
B.II. Property, plant and equipment
B.III. Non-current financial assets

B. Current assets

C.I. Inventory
C.II. Long-term receivables
C.III. Short-term receivables
C.IV. Financial accounts

C. Accruals/deferrals of assets
Source: own elaboration

2

which we understand as economic tools that are results of past events and that are supposed
to increase the economical benefits in the future
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The analysis of assets situation in a company gives us an overview to the basic economic
situation of the firm, characterizes sources of improvement and deterioration, informs about
the essence of company activities and contributes to creating effective ways of financial
operations of the business subject. A company´s management must try to reach an optimal
structure of its assets and simultaneously the highest profitability and liquidity. It is inevitable
in the assets structure analysis to come across certain compromising choices and set up an
optimal level of both non-current and current assets, which provides economic efficiency of
the firm, sales and liquidity with the lowest costs and continuous production. Assets structure
provides information necessary for the volume of investment, specialization in production
process, and efficiency of utilization of production capacity. Its development and state are
determined by the production intention and the volume structure (volume of non-current and
current assets for hectare of agricultural soil).
Non-current corporeal assets is divided into two groups:
•

depreciable (i.e. subject to wear and tear),

•

non-depreciable (it does not depreciate while using it, after some time price of the
asset increases).

The average values of non-current and current assets of agricultural companies of Slovak
Republic are presented in figure 2. As results from this figure, during analyzed time period (in
2007), non-current assets have arrived significant fall. Property, plant and equipment have the
largest ratio on non-current assets, what takes almost 96% on total non-current assets. The
item with second largest ratio on non-current assets are non-current financial assets with total
ratio 6%, whereby this item doesn't achieve even 2% ratio on total non-current assets.
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Average values of non-current and current assets
2005
Non-current assets

figure 2

2006

2007

Index

47 708

48 316

39 533

0,83

82

128

172

2,09

45 793

46 488

37 861

0,83

2 933

2 781

3 463

1,18

Current assets

30 698

29 913

28 823

0,94

Inventory

17 398

16 726

14 510

0,83

Long-term receivables

878

812

1 298

1,48

Short-term receivables

9 122

9 440

10 968

1,20

Financial accounts

3 965

3 557

3 694

0,93

830

736

488

0,59

Non-current intangible
assets
Property, plant and
equipment
Non-current financial assets

Accruals/deferrals of assets
Source: own elaboration

By current-assets is possible to record decrease of its value during monitored time period,
therefore has less funds fixed in this assets. This is preferable for the agriculture companies.
Inventory have the largest ratio on total value of current assets, what means a largest item. Its
ratio on total current assets takes almost 54%. The second largest items on total current assets
are short-term receivables with 33% ratio.

Financial structure
Except assets structure also exists capital structure of the firm. Ross, S. A. (2008) defines
capital structure as a structure of a long-term capital of a firm. According to Hacherová, Ž.
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(2008) financial situation is the basic economic characteristics of a business unit and is the
result of financial operations.
Under the term resource of settlement we understand a place or way of obtaining assets for
business activity. In the Act on Accounting there is no definition of the term resource of
settlement. The law defines this category as liabilities, which are explained as resource of
settlement of assets made of overall sum of liabilities of the accounting entity including offbalance sheet liabilities and the difference between assets and liabilities. This difference
constitutes total equity. The term is defined even in the commercial code. Content and
structure of liabilities in the balance sheet is as follows:
Vertical structure of total equity and liabilities in the balance sheet
A. Equity

figure 3

A.I. Share capital
A.II. Capital funds
A.III. Funds created from profit
A.IV. Net profit/Net loss achieved during the last accounting period
A.V. Net profit/Net loss achieved during the present accounting period

B. Liabilities

B.I. Provisions
B.II. Non-current liabilities
B.III. Current liabilities
B.IV. External allowance
B.V. Bank loan

C. Accruals/deferrals of liabilities
Source: own elaboration

The financial structure of accounting entity is relationship between total equity and liabilities.
Note that the structure of resources of settlement is more specific term than financial structure
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of the firm which analyses individual parts of sources not only in classifying them into own
and outside resources of settlement but even analyzing their content.
Under the term financial structure we understand share of individual parts of liabilities on
their overall state. Financial situation belongs to basic characteristics of the firm in the market
position, the level of firm´s financial situation meets with the direct reaction of trade partners,
banks, investors and other subjects in the market environment that have contacts with chosen
firms. For a firm, diversified capital structure is very typical because subjects keep their
capital in different forms.
An important issue in capital management is the structure of total equity and liabilities, their
share and share of short-term and long-term resources of settlement. In terms of financial
structure it is important to see relations between own and outside resources of settlement. If
we want to assess financial structure of a firm, it is necessary to examine the reports that
create an individual financial statements. Forming the financial structure is connected with
requests of financial reliability and financial freedom. Nowadays financial structure of
agricultural companies is traced by organizational, possessive and productive restructuring
processes as a result of transformation process together with insolvency and scarcity of longterm sources of financing.

Average values of equity and liabilities
2005
Equity

figure 4
2006

48 914
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48 708

2007
36 441

Index
0,75

Share capital

18 981

18 646

13 650

0,72

Capital funds

29 025

28 725

24 617

0,85

5 000

5 115

4 321

0,86

2 219

2 155

1 921

0,87

-219

125

1 294

-5,92

25 739

25 322

27 929

1,09

835

872

994

1,19

4 634

4 996

5 168

1,12

Current liabilities

11 691

11 255

13 512

1,16

Bank loan and allowance

10 693

8 259

12 084

1,13

5 037

5 438

5 194

1,03

Funds created from profit
Net profit/Net loss achieved
during the last accounting
period
Net profit/Net loss achieved
during the present
accounting period
Liabilities
Provisions
Non-current liabilities

Accruals/deferrals of
liabilities
Source: own elaboration

The average values of resources of settlement of agricultural companies in Slovak Republic
are presented in figure 2, from which results that the total value of own resources of
settlement exceed total value of outside resources of settlement during analyzed time period.
By development of own resources of settlement is possible to record its gradual fall, whereby
in 2007 have arrived to their intense fall. The largest items of equity are capital funds with
60% ratio on total own resources of settlement.
By outside resources of settlement is possible to record moderate fall in 2006 and moderate
growth in 2007 of their value. Current liabilities are items with largest ratio (45%) on outside
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resources of settlement, followed by item bank loan and allowance with total ratio 41% on
total outside resources of settlement of agriculture companies.

Conclusion:
An inevitable condition of existence and development of a business subject is its assets
structure and consequently its financial structure. Assets structure suggests the structure of the
capital in the balance sheet, given by the share of individual items on the firm´s assets overall.
Financial structure suggests the structure of financial sources, of which the assets of the firm
is covered. Providing a real vision of assets and financial situation in a firm is one of the most
significant tasks of accounting.
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Logistic costs in competitive strategies of enterprises

M. Kubon1, A. Krasnodębski1
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Abstract: The thesis focuses mainly on primary logistic strategies as well as the place and
structure of logistic costs in the accounting system of an enterprise. The final element was an
analysis of logistic costs on the example of 50 enterprises specialising in agricultural
production. The obtained results of empirical studies prove that costs of logistic infrastructure
form a significant part of general costs, which can be reduced through proper management.
Consequently, as far as the creation of the competitive edge is concerned, it is important to
identify and control these costs precisely and continuously in the structure of enterprise
operation costs.

Key words: logistics, strategy, logistic costs, competition
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Introduction
Logistics is increasingly often regarded as a key factor of creation of the competitive edge by
Polish enterprises. The use of logistics is gradually beginning to go beyond the operating
level, and enterprises that are aware of the threat created by strong competitors are beginning
to use it on the strategic level. The presence of logistics on the strategic level is reflected by
the fact of its strict connection with all aspects of management in an enterprise. In such case,
logistics becomes a determining factor of the most important decision-making processes.
Today, perfect logistics is one of the decisive advantages in market competition. There are no
domestic markets anymore; all markets are international, and many of them tend to assume a
global form. We can observe more and more frequently competition between supply chains
rather than enterprises. These challenges must be met by logistics, which is no longer treated
as a set of methods useful for the solving of operational problems. Most enterprises, including
a large group of Polish enterprises, treat logistics as a strategic opportunity (Szulc 2004).
Logistics is defined in many different ways; most often, however, it is understood as a method
of supply chain management. Therefore, logistics consists of planning, performance and
control of an efficient flow of raw products and materials for production, finished products
and relevant information from the point of origin to the point of consumption for the purpose
of satisfying the customer’s requirements. Sometimes logistics is also defined as management
of processes of movement of property and people and actions supporting these processes in
systems where they occur (Słownik 2006). It is assumed that the main purpose of logistics is
the minimisation of the cost of product flow in a supply chain, on condition that the profit of
the enterprise increases and the high level of customer service is maintained on the market.
Experiences of many European countries show that logistic costs can form a basis for the
acquisition of the competitive edge by enterprises. On the competitive strategy level, logistic
costs are often the basic strategy or an important element supporting the basic strategy.
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Relations between logistic costs and enterprise strategies play a very important role in
strategic management and have a very strong influence on the development and
implementation of new competitive strategies. However, there are few analytical studies in
the literature of the subject that could be useful for the analysis of the possibility of use of
logistic costs for the creation of the competitive edge of enterprises. Therefore, the aim of the
thesis is to present cost aspects of formulation of competitive strategies of enterprises. The
obtained results of studies and their analyses will confirm the essence of the academic
problem under consideration.

Logistic strategies of enterprises
The strategy of an enterprise is defined and understood in many different ways. This results
from the essence of this concept, which refers to the behaviour of various organisations in
various environments and with various impacts of the environment on these organisations.
According to Ciesielski (1999), the strategy of an enterprise is a concept of systemic activities
consisting in the formulation of a set of long-term goals of an enterprise and their
modification depending on changes in its environment, specification of resources necessary
for the achievement of these goals and procedures ensuring the optimum distribution and use
of resources for the purpose of flexible response to market challenges.
Any enterprise that wants to survive in a competitive environment and develop must
formulate and implement strategies on various levels and in many specialistic management
profiles. According to this principle, strategies refer to individual areas of operation of an
enterprise and its function. These strategies include:
- strategy of an enterprise – formulated on the top management level and defining what types
of operations must be carried out to achieve a strategic advantage;
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- strategy of the method of operation – formulated on the medium level for particular types of
operations (for groups of products, markets, groups of customers);
- functional strategy – formulated with reference to particular functions of an enterprise
(marketing, production, sales, financial, logistic and other strategies) (Ciesielski 1999).
Among functional strategies, a very important role is played by logistic strategies, which must
be subordinated to the strategy of an enterprise and guarantee the achievement of its logistic
goals. They should also be co-ordinated with other functional strategies of an enterprise and
adapted to its internal situation and the environment. Relations with competitive strategies
and logistic strategies are shown in Table 1.
Table 1. Relations between competitive strategies and logistic strategies
Dominant competitive strategy
Cost leadership

Creation of

Time-oriented

Development of

Acquisition of the

Competing for the

uniqueness for

competition

key competencies

competitive edge

future

the customer

thanks to cooperation

Dominant logistic strategy
Minimisation of

High and

Shortening of

logistic costs

differentiated

operating cycles

Lean logistics

Integrated supply

Virtual and

chain

flexible logistics

logistic level of
customer service

Key concepts of logistics and main relations between logistic strategies
Minimisation of

Time of delivery

JIT,

physical

and

service standards

distribution

service (customer

costs,

service)

quality

of

customer

Outsourcing

consolidation,
standardisation
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Responsiveness,

Efficiency,

ECR, ECI

virtuality, synergy

Source: prepared on the basis of: T.L Thoung, Logistics Strategies and Competitive Advantage, Journal of
Business Management 1995, no. 5, quoted after: Logistyka w zarządzaniu strategicznym. Marek Ciesielski.
Wydawnictwo Naukowe PWN. Warsaw 1999. p. 50.

Logistic strategies can be analysed in the context of M.E. Porter’s model (1993), which
contains three basic strategies: cost leadership, differentiation and concentration. The strategy
of cost leadership is implemented through reduction of costs of an enterprise’s operations,
whereas the strategy of distinction is implemented by offering products or specific services
that are apparently different from other products or services of competitors. The strategy of
concentration is based on the assumption that an enterprise which focuses on a specific
segment of purchasers or range of products can provide better service for its narrow segment
than competitors acting on a more extensive scale.
Kay’s conception (1996) is also interesting, as it defines the competitive edge as the
distinguishing ability of the company put into use and introduced into the market. According
to Kay, distinguishing abilities include innovation, reputation, strategic resources and
„architecture”, i.e. relations between people in a company and a company’s relations with
customers, suppliers and other companies in the industry. This interpretation allows for a
more flexible understanding of the relation between the competitive edge and competitors.
Additionally, it is very useful for the analysis of the relation between logistics and a
company’s competitive edge.
In many enterprises, management started to recognise logistics as a strategic opportunity for
their companies a long time ago. Logistics can determine the method of acquisition of the
competitive edge, either independently or in combination with other types of operations, in
terms of competitive actions, negotiations or bidding processes.

126

Place and structure of logistic costs in the accounting system of an enterprise
Costs of logistics constitute a basic quantity criterion of efficiency and modernity of logistic
processes, therefore it is so important to identify them precisely and specify them in detail
according to current needs. These costs have a large impact on the total result of an
enterprise’s business activity and the formation of the total financial result determining an
enterprise’s profitability.
The problem of logistic costs and various aspects of quality changes in logistics that affect the
amount of these costs are raised in the document „Opinion of the European Economic and
Social Committee” (Brussels 2007) published in Brussels on 15 February 2007 by the
European Economic and Social Committee. This document draws special attention to the fact
that “…logistic costs in the economy of EU countries are not recognised to a sufficient extent,
and, consequently, significant logistic decisions are taken on the basis of incomplete
information. For these purposes, it is necessary to prepare models for the needs of calculation
of actually incurred costs. This is because logistic costs should constitute one of the
significant indicators of economic efficiency of enterprises…”.
Ficoń (2001) stated that costs of logistics are one of the main criteria of evaluation of
effectiveness of logistic technologies being used and only superior standards of customer
service are more important. Minimisation of these costs is a basic operating requirement
implemented in market enterprises. In order to minimise the amount of logistic expenses, it is
necessary to define precisely the formula which can be studied and analysed with the use of
accurate methods of economic calculation.
The problem of logistic costs is one of the most difficult and complex issues, due to their
elaborate and vague structure and difficulties in their identification. Systems that can be used
for identification of logistic costs are very complex and strongly interdependent, which makes
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it difficult to evaluate them according to analytical criteria. In cost accounts, costs are
traditionally grouped into wide and aggregated categories, and logistic costs are shown in
other sections. For this reasons, identification of actual logistic costs is difficult, if not
impossible. This is well illustrated by results of studies published by M. Christopher (2000)
and H.Ch. Pfohl (2001), which concern the share of logistic costs in sales revenues in selected
European countries and the USA. The biggest differences, which can amount even up to
100%, occur for costs of transport, storage and maintenance of inventories. The problem
becomes even more important in the case of significant differences in the evaluation of the
share of logistic costs in the gross national product. Logistic costs are dependent on the
economic branch and the level of economic development of particular countries. For example,
the share of logistic costs in the gross national product of less developed countries is 20% and
in industrialised countries it varies from 3 to 5% (Logistikdienstleister und Spedition 2007).
The starting point for making decisions necessary for logistic cost management is the
knowledge of structure of these costs. It is also necessary to know the factors that determine
their amount and share in the structure of total costs. The cost structure is analysed in
enterprises according to the rules applied in accountancy. It must be borne in mind, however,
that the number and type of criteria of differentiation of logistic costs must be adapted to the
nature of an enterprise’s operations and the mechanism of recording of these costs. E. Nowak
(2004) specifies the following criteria of division of logistic costs:
− criterion of the type of costs,
− criterion of cost flow phases and cost centres,
− criterion of logistic processes,
− criterion of variability of costs vs. the amount of material flows or stocks kept.
From among the aforementioned criteria, the division of logistic costs according to kinds of
logistic processes is an important and commonly used criterion of classification of these costs.
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According to this criterion, the following costs are distinguished: costs of physical movement
of tangible goods in logistic processes, costs of stock maintenance and costs of information
flows. Speaking in different terms, only costs of logistic infrastructure are taken into account
in the adopted classification of costs. In view of the fact that logistic processes cannot be
implemented without a specific technical and telecommunications base, it is necessary to
analyse the state and use of elements of logistic infrastructure in terms of efficiency of
processes and costs. This is because the knowledge of proper systems of classification and
structure of logistic costs is a prerequisite for effective actions aimed at their minimisation,
whereas the prerequisite for reduction of costs is the knowledge of factors determining their
level and their current amount and share in the structure of total costs of enterprise operation.
Costs of logistic infrastructure in agricultural enterprises
In market economy, logistic processes determine the conducting of business activity in time
and space, and costs of their implementation affect significantly the financial result of an
enterprise. Logistic operations are an inseparable part of this activity and constitute an
important determinant of its economics and ability to create the competitive edge. An
enterprise’s infrastructure should ensure: fast and efficient flow of goods, protection of stocks
and finished products, gathering and processing of information and its quick transmission
aimed at optimum control of logistic processes. On the other hand, costs of logistic
infrastructure are a serious burden for each enterprise, irrespective of the extent of its
operations, and the share of these costs in the structure of total costs is significant. Therefore,
the precise identification of such costs in the enterprise cost structure is a very significant
issue (Cieślik, Krasnodębski 2000, Twaróg 2003, Tabor, Kuboń 2004, Kuboń 2007a, SzelągSikora 2008). In spite of its huge importance, the process of comprehensive presentation of
logistic costs is not covered appropriately in economic literature and, all the more so, in the
practical activity of enterprises and market entities. There are no empirical studies,
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particularly in the field of agricultural and processing enterprises and entities providing food
economy services that, due to their specific nature, are mainly located in rural areas. This gap
was bridged to a limited extent by studies carried out by the author in years 2006-2007 on the
example of 50 enterprises specialising in agricultural production. The aforementioned studies
helped to identify the amount and structure of logical infrastructure costs as well as their share
in total administration costs. Indexes of evaluation of the effectiveness of use of logistic
infrastructure (Kuboń 2008) were also prepared; they reflect the impact of values and
infrastructure costs on the final amount of the financial result, which is expressed in terms of
gross final production and commodity production.
The studies were carried out in enterprises specialising in field crops (Group A), in breeding
of animals fed in the grazing system (Group B), in breeding of animals fed with nutritive
fodders (Group C), in various crops and breeding of various animals (Group D) and
horticultural crops (Group E).
The highest costs of logistic infrastructure were recorded in farms specialising in horticultural
crops (Group D) - 13,210 PLN·ha-1 UR, whereas the lowest costs were recorded in farms
specialising in field crops (Group A) - 1,710 PLN·ha-1 UR. The biggest share in the structure
of these costs, both in Group A and D, is represented by costs of maintenance and use of
technical facilities (respectively 78% and 75.8%), and the smallest share is represented by
costs of package management (respectively 6.6% and 1.8%). The aforementioned studies
confirmed the author’s research assumptions (Kuboń 2007) that costs of logistic infrastructure
represent a significant part of total costs of enterprise operations.
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Fig. 1. Share of logistic infrastructure costs (KIL) in total production costs [%]

The share of logistic infrastructure costs in total costs of enterprise operations varied in the
range of 36.4-69.4%. The highest share was recorded for enterprises from Group D, whereas
the lowest share was recorded for enterprises from Group A. The presented results of studies
stress the importance and role of logistic infrastructure in the functioning of agricultural
enterprises. The obtained values prove that logistic infrastructure has a big influence on the
final financial result determining an enterprise’s profitability. Figure 2 presents the Index of
activity of logistic resources (WA), effectiveness of use of logistic infrastructure (WE) and
logistic investment attractiveness (WI) in agricultural enterprises under examination.
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Fig. 2. Index of activity of logistic resources (WA), efficiency of use of logistic infrastructure
(WE) and logistic investment attractiveness (WI) in agricultural enterprises under
examination

The activity index shows the efficiency of use of an enterprise’s logistic infrastructure. It is
expressed as a ratio of the value of gross final production to the replacement value of logical
infrastructure. The highest index was recorded in farms from Group A and E (0.6), whereas
the lowest index was recorded for Group D (0.2). This means that each 100 PLN invested in
logistic infrastructure made it possible to generate commodity production of the value of 60
PLN. The efficiency index determines the relation between effects (value of gross final
production) and expenses (logical infrastructure costs). In groups of enterprises under
examination, the highest index of efficiency of use of logistic infrastructure characterised
facilities from Group A (3.2), whereas the lowest index was recorded for Group D (1.2). In
this case, each 1 PLN spent for the maintenance and use of infrastructure generated
production of the value of 3.2 PLN. The last index, i.e. the logistic investment attractiveness
index, determines the relation of the value of logistic infrastructure to the value of commodity
production. The highest index was recorded in enterprises specialising in mixed production
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(19.4), whereas enterprises specialising in field and horticultural crops had the lowest share
(1.7). This means that in the case of farms specialising in field production 1.7 PLN must be
invested in logistic infrastructure to manufacture 1 PLN of commodity production, whereas in
the case of farms from Group D the 11 times higher amount, i.e. 19.4 PLN, is needed (Kuboń
2008).
The presented indexes stress the role and importance of logistic infrastructure in the
functioning of enterprises and make it possible to use logistic costs for the creation of the
competitive edge of enterprises. The determination of these indexes resulted from the need to
rationalise logistic processes, which necessitate current measurements and evaluation of
efficiency of logistic processes to be done on their basis.

Summary
Logistics has played a significant role in competitive strategies based in particular on cost
leadership and differentiation in terms of logistic service. The matter of key importance for
logistics is the combination of costs and quality characteristics that determine the market
service level. These dependencies are connected by the logistic system with production,
supply, sale, marketing etc. The existence of these dependencies means that logistic
management must cover not only an enterprise, but also its environment. The managementoriented integration of all functions and logistic processes is not only a pre-requisite for
efficient restructuring and modernisation of an enterprise, but also opens new opportunities to
use potential effects in operating and strategic activity.
In order to generate large savings, management of an enterprise should analyse and compare
on a continuous basis real costs with assumed costs or implementation of the plan. The
presented results of empirical studies prove that costs of logistic infrastructure form a
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significant part of general costs, which can be reduced through proper management.
Consequently, as far as the creation of the competitive edge is concerned, it is important to
identify and control these costs precisely in the structure of enterprise operation costs. There
are many possibilities to generate better results arising from the decision-making process.
Management should choose between alternatives such as: rental of storage area or
construction of its own warehouses, hire of additional transport or expansion of its own
transport base, increase of deliveries or goods, or automation of the order and information
processing system. In order to make such decisions, it is necessary to have information
concerning segments such as sellers, recipients, products, territory, distribution channels. The
currently existing integrated management systems make it possible to receive information
quickly and perform detailed analyses and evaluations of an enterprise’s operations, and the
obtained results make it possible to use alternative solutions in the management process.
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Abstract: In this paper the causal nexus between futures return, trading volume, open interest
and volatility for S&P CNX Nifty futures markets were analyzed for the period from January 1,
2002 to September 30, 2009. In view of the priority given to dynamic relationship in conducting
this study, the Johansen-Juselius Multivariate cointegration, Vector Error Correction Model
(VECM), Impulse Response Function (IRF) and Variance Decomposition (VDC), are used as
empirical evidence. Our result reveals, that the causal linkage of return are influenced by all the
other variables, whereas the ECTs coefficients are negative and significant in the long-run but
their values are too high to be in equilibrium. We conclude that, any deviation from the
equilibrium Cointegrating relationships, as measured by the ECTs, is mainly caused by changes
in returns and volatility. In the case of IRF appears to be broadly consistent with earlier VECM
results trading volume, open interest and volatility remain consistent over the period, whereas the
fluctuation in futures return was mainly determined by the other future market variables. Finally,
there exist a bi-directional causal relationship exist between futures market variables in the shortrun and unidirectional causality running from trading volume and open interest with return and
volatility bears the brunt of short-run adjustment to long-run equilibrium.
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Introduction:
Financial media regularly reports daily trading activities to the stock markets. The information
content of this data has long attracted the attention of many researchers, policy makers and
investors to examine if there is an asymmetric relationship between these variables. However,
trading volume offers useful information for practitioners and investors in investment decisions,
as well as for researchers and policy makers in testing the theories of financial economics. The
contemporaneous relation between price movements, trading volume and open interest on
financial markets has long attracted the attention of many financial economists. Our initial
analysis centers on the volume and price change relative are positively related to each other and it
was first documented by Ying (1966). Similarly, Karpoff (1987) seminal paper summarizes the
importance of this research area by presenting the following argument. First, the returns or
trading volume relation provides insight into the structure of financial markets. Second, the
returns or trading volume relation is important for event studies that use a combination of stock
returns and trading volume data to draw inferences. Third, the returns or trading volume relation
is critical to the debate over the empirical distribution of speculative prices.
A considerable amount of empirical research has been directed towards examining the
relationship between futures and the underlying spot prices. In particular, the focus of attention
has been on the existence of cointegration relationship between return, trading volume, open
interest and volatility for S&P CNX Nifty futures markets. Additionally, this paper also
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investigates the speed of equilibrium between the multivariate variables and to forecast the
innovation to shocks and relies on the rate of information arrival in futures market. One of the
main limitations of the earlier analyses on the stock return and trading volume relationship is that
they are all performed on stock markets. Meanwhile, the results from stock index futures markets
will be quite interesting for several reasons. First, price movements can only capture the impact
of that ‘news’ on the average change in investor’s expectations. Second, trading volume has the
specificity of reflecting the cumulative response of investors. Third, open interest can prove
useful towards the end of the major market moves. Finally, volatility is a measure used to assess
the trading strategies to exploit risk movements. Many studies reported a contemporaneous
correlation between stock returns and trading volume variables, but the casual relationship
between these variables in global markets were quite limited and still it remains like muddy
water.
The structure of the paper is as follows. Section 2 reviews the previous studies on the pricevolatility relationship and highlights their conclusions. Section 3 presents the methodology used
in this paper to investigate the relationship between futures market variables. The data and their
properties are discussed in section 4, while section 5 presents the empirical results and
discussion. Implications of findings and conclusions are the subject of the last section.

Literature Review
There are a large number of studies in the literature on the price-volume relationship. Clark
(1973) offers a competing explanation for the existence of positive price volatility and trading
volume relationship. The Mixture of Distribution Hypothesis (MDH) is based on the assumption
that both price changes and volume have a joint probability distribution. He argues that, price
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change and trading volume should be positively correlated because they jointly depend on a
common underlying variable, which is normally interpreted as the random flow of information to
the market. This means that both price changes and trading volume simultaneously respond to the
new information and they are contemporaneously correlated. Additional evidence in support of
the MDH is also provided by Epps and Epps (1976) who suggest that the change in the logarithm
of price can be viewed as following a mixture of distributions, with transaction volume being the
mixing variable.
The Sequential Information Flow (SIF) hypothesis proposed by Copeland (1976) and discussed
further in Jennings et al (1981) assumes that information is disseminated in the market
sequentially and randomly. Therefore, informed trades who obtain the information first take
positions and adjust their portfolios accordingly, which results in shifts in supply and demand and
a series of transitory equilibrium. Once the information is fully absorbed by all traders, informed
and uninformed, then equilibrium is restored. This sequential dissemination of information
initiates transactions at different price levels during the day, the number of which increases with
the rate of information flow to the market. Consequently, both trading volume and movement in
prices increase as the rate of arrival of information to the market increases which implies the
existence of a positive relationship between the two variables.
To address the controversy related to endogeneity between stock return and trading volume, Clark
(1973) put forward the Mixture of Distributions Hypothesis plays a prominent role in the
empirical finance arena. As initially suggested by Morgan (1976) volume is regarded as a major
risk factor contributing to the volatility of returns, particularly in less liquid and thin markets
including emerging markets. In the mixture model of Epps and Epps (1976), trading volume is
used to measure disagreement among traders as investors revise their reservation prices based on
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the arrival of new information to the market. Similarly, positive contemporaneous relationship
between variance of price change and trading volume was linked by Ragalski (1978), Figlewski
and Cornell (1981) who studied the basic relationship between the variables. Tauchen and Pitts
(1983), and Lastrapes and Lamoureux (1990) alleges that the conditional heteroskedasticity in
stock returns can be explained by a serially correlated mixing variable that measures the rate at
which information is transmitted to the market. These authors have shown that the information
arrivals stemming from the existence of exogenous variables can be identified by the mixture of
distributions, and these variables exhibit time-varying ARCH effect.
Recent studies have also examined the price-volatility relationship in a dynamic framework using
GARCH type models where trading volume is used as a proxy for the rate of information flow to
the market to explain market volatility. For instance, Lamoureux and Lastrapes (1990) examined
the relationship between return volatility and information flow for other markets Martikainen et.
al (1994) and Pyun et. al (2000). Omran and Mckenzie (2000) investigated the relation between
volume of trade and conditional variance of trade and found the significant relation between
timing of innovational outliers in returns and volume. Chen et.al (2001) report the persistence in
volatility is not eliminated when lagged or contemporaneous trading volume level is incorporated
into the GARCH model, a result contradicting the findings of Lamoureux and Lastrapes (1990).
Brailsford (1996) found the irrespective of the direction in price change was significant across
three measures of daily trading volume for the aggregate market and was significant for
individual stocks. Miyakoshi (2002) finds that the inclusion of the trading volume variable in both
ARCH and exponential GARCH eliminate the ARCH/GARCH effect for individual stocks listed
on the Tokyo stock Exchange and their price index.
An overwhelming number of studies have examined both theoretical and empirically, the
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relationship between future return, trading volume and open interest. Ragunathan and Pecker
(1997) focus on the relationship between volume and price variability for the Australian futures
market and explore positive relationship between volume and volatility by documenting
asymmetric volatility response to unexpected shocks in trading volume by using the model
developed by Bessembinder and Seguin (1993). Positive unexpected shocks to trading volume
were found to induce an average increase in volatility at 76 per cent, while negative unexpected
shocks to trading volume induce a smaller response in volatility. Daigler and Wiley (1999)
examine the volume-volatility relation in futures markets for Chicago Board of Trade for four
types of traders. Bessembinder & Seguin (1992) have reported that active futures markets
enhance the liquidity and depth of equity markets. In contrast, the results obtained here provide
low cost of futures trading attracts additional informed traders, and support for the alternate
theory that futures trading leads to price destabilization.

Bessembinder and Seguin (1993)

investigated the relations between volume, volatility, and market depth in eight physical and
financial futures markets and suggested that unexpected volume shocks have a larger effect on
volatility, the role of open interest provides information to mitigate volatility and he suggested
that the volatility-volume relation in financial markets depends on the type of trader. Toshiaki
Watanabe (2001) examines the relation between price volatility, trading volume and open interest
for Nikkei 225 stock index futures and evidenced the relation between price volatility; volume
and open interest may vary with the regulation.
A large number of studies have conducted at international level by the authors of recent origin to
test the relationship between futures return, trading volume and open interest contacts, whereas in
India the empirical works are quite limited. Pati and Kumar (2006) tested the maturity, volume
effects and volatility dynamics for Indian futures market and suggested that time-to-maturity is
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not a strong determinant for futures price volatility, but rate of information arrival proxies by
volume and open interest are the important sources of volatility. Finally, they concluded that
Samuelson Hypothesis does not provide support for Indian futures market so the investors should
not base their investment decision on time-to-maturity. Srinivasan, Malabika and Murugesan
(2009) evidenced that return volatility is influencing by both expected and unexpected trading
volume and open interest respectively, they concluded that unexpected volume and open interest
are more likely to have a greater impact on volatility than the expected trading volume and open
interest.
Despite this plethora of studies on the relationship between price variability, trading volume and
market depth in financial markets, but only a handful of studies have come out to examine the
casual nexus between futures market variables at the national level Pati and Kumar (2006),
Srinivasan, Malabika and Murugesan (2009). To our knowledge, there has been no studies have
investigated to explore the long-term relationship between future return, trading volume, open
interest and volatility in futures market. This is unfortunate given the importance of to our
economies. Despite the obvious importance of the relationship between price changes, trading
volume, open interest and volatility is a paucity of research on this topic in emerging markets.
The contribution of this paper is to fill the existing gaps by using multivariate Johansen’s
cointegration techniques, Vector Error Correction Model (VECM), Variance decomposition and
Impulse Response function for examining the relationship between futures market variables.

Material and Methods:
Step: 1 Johansen Multivariate Cointegration Test
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In order to estimate the VECM, we first consider whether each series is integrated of the same
order, to do this we consider the standard Augmented Dickey Fuller (ADF) test. Assuming that
each series contains a single unit root, and thus each series is integrated of order one, the potential
for co movement between series exists, suggesting the existence of a long-run relationship
amongst these variables.
To investigate the long-run relationship between stock return, trading volume and volatility as a
system of equations, we employed the Johansen multivariate cointegration test. The relationship
among the variables is based on the following models;

∆X t = Γ1∆X t −1 + Γ 2 ∆X t − 2 + ..... + Γ k −1∆X t +1 + ΠX t − k + µ + ΦDt + ε t

(1)

Where, Γ i = − I + Π1 + Π 2 + ..... + Π i for I =1, 2, k-1;
Π = − I + Π1 + Π 2 + ..... + Π k I is an identity matrix

The matrix Гi comprises the short-term adjustment parameters, and matrix П contains the longterm equilibrium relationship information between the X variables. The П could be decomposed
into the product of two n by r matrix α and β so that П=αβ where the β matrix contains r
cointegration vectors and α represents the speed of adjustment parameters. Johansen (1988)
Johansen developed two likelihood ratio tests for testing the number of Cointegration vectors (r):
the trace and the maximum Eigen value test. The trace statistics tests the null hypothesis of r = 0
against the alternative that r > 0. The maximum Eigen value statistics test the null hypothesis
that the number of Cointegrating vectors is r against the specific alternative of r = 1
Cointegrating vectors.

Step: 2 Vector Error Correction Models
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Utilizing the Cointegrating vector obtained from Johansen procedure, the short run vector auto
regression in the error correction model (VECM) can be expressed as follows:
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(5)

Where, the lagged difference terms are being determined by minimum number of residuals free
from autocorrelation. This could be tested for in the standard way such as Akaike Information
Criterion (AIC) or Schwartz Bayesian Criterion (SIC). Return movements can only capture the
impact of “news” on the average change in investor’s expectations, trading volumes reflect the
cumulative response of investors, open interest is a total number of contracts that are not closed at
the end of a particular day and volatility is a measure used to assess the trading strategies to
exploit risk movements and it is described as the “rate and magnitude of changes in prices”. α0,
β0, ψ0 and ξ0 are the constant indicating intercepts, respectively; ∆ is a first difference operator;
ECTt-1 is the error correction term obtained from the Cointegration test that is normalized with
respect to each variable; and α0, β0, ψ0 and ξ0 are the coefficients that show the speed of
adjustment back to along-run equilibrium relationship. In addition u1t, u2t, u3t and u4t are serially
uncorrelated random error terms with a zero mean.
The null hypotheses this paper is interested in are α2i = 0 indicates that trading volume does not
cause returns and β1i = 0 implying returns does not cause trading volume. Even though both t-
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and F-tests can be used for the statistical inferences regarding the hypotheses because all the
variables in equations (2)-(5) are cointegrated of the same order, the standard t-test is used for the
inferences regarding individual coefficients in this study.

Step: 4 Impulse Response Function (IRF) and Variance Decomposition (VDC)
Information gathered from Variance decomposition (VDC) can also be presented with impulseresponse function (IRF). Impulse-response function display the effect of one unit standard
deviation shock coming to one of the random error terms on the current and future values of
endogenous variables. Consequently, the IRF was used to explain how the changes in one
variable will respond to the shock in another variable in the future and portray the dynamics
multipliers giving about the size and the direction of the effect. As the VEC model is underidentified, the Choleski clarification method is used to orthogonalize all innovation. Despite, all
the above, this method is very sensitive and dependent on the order of variables.
On the other hand, Variance decomposition decomposes the change in one of the endogenous
variables as separate shocks affecting all endogenous variables. VDC gives information about the
dynamic structure of the system in this respect. The goal of VDC is to figure out the proportion of
movements in a variable due to it “own” shocks versus shocks to other variable.

Data Properties
The data used are settlement prices, trading volume, open interest and volatility for S&P CNX
Nifty futures traded in National Stock exchange (NSE). The database used for the sample period
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for the study covers 9 years, from January 2002 to September 2009. The analysis for testing the
relationship between futures market variables were retrieved from the website of NSE with detail
contract specifications. One of the major reasons for considering S&P CNX Nifty futures was
due to diversification of 50 liquid stocks of the economy. During the study period, trading on
derivatives segment takes place on all days of the week except Saturdays and Sundays as holiday
declared by the exchange in advance and the securities trade from 09: 55 hrs to 15: 30 hrs.
Nearby futures contracts are selected for this study, because they are the most actively traded
futures contracts within their own classification. The closing price indices were converted to
daily compounded return by taking the log difference as Rt = log (Pt/Pt-1), where Pt represents the
value of index at time t. As for as, trading volume and open interest is concern, the study applied
logarithmic procedure on these variables to account for non-stationary in the series.
The daily volatility of index futures returns are estimated by the model developed by Schwert
(1990) and Schwert and Seguin (1990). The following equations are
σ2 =

π / 2 | Rt − µ |

Where, Rt is the return for selected index futures contracts calculates as described above and µ is
mean of the series.

Results:
Step 1: Unit-root tests
In this study, to measure the stationarity of the futures market variables like futures returns,
trading volume, open interest and volatility Augmented Dickey Fuller (ADF) unit-root tests were
used to measure the z-statistic and it will be compared to the critical value given by MacKinnon
(1991) and the test results are presented in Table 1. The time series under consideration should be
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integrated in the same order before we can proceed to co integration analysis and causality test.
Table 1 presented the results of the stationarity test at level and first difference. From the result, it
is found that the null hypothesis of non stationary at level for all the time series failed to be
rejected. Notwithstanding the above, all null hypotheses are rejected for every test at first
difference. The results clearly indicate that all variables are stationary at I(1).

Step 2: Multivariate Cointegration test
The cointegration test, which was the precondition for estimating VECM, was performed under
the assumption that there are linear trends in the data, so the model allows the non-stationary
relationships in the model. From the results in Table 2, we can conclude that there exists three
significant Cointegrating vector. So, it can be concluded that these four variables are bound
together by long-run equilibrium relationship. The number of Cointegrating vectors found in
Table 2 results in a corresponding number of residual series, and hence error-correction terms
(ECTs), which can be embodied as exogenous variables appearing in their lagged-levels as part
of the vector error-correction model (VECM), Table 3.

Step 3: Vector Error Correction Model
The results of Vector Error Correction model can be applied next to co-integrated series and the
results are reported in Table: 3, we find that, all the futures market variables are significant in the
short-run, but the variables like trading volume and open interest which is statistically exogenous
in the long-run. The statistically significant coefficients associated with ECT provide evidence of
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an error correction mechanism that drives the variables back to their long-run relationship, which
shows the econometrical exogeneity of the ECT series.
As we note that neither the ECT nor the short-term channels of Granger-causality is temporarily
active. Although the error-correction term is insignificant in trading volume and open interest
equations, each variable is influenced by significant short-run causal influences from variables.
Here we can visually discern the Granger-causal linkage patterns of return are influenced by all
the other variables, whereas the ECTs coefficients are negative and significant in the long-run but
their values are too high to be in equilibrium. We conclude that, any deviation from the
equilibrium Cointegrating relationships, as measured by the ECTs, is mainly caused by changes
in returns and volatility, i.e. unidirectional causality exist between trading volume and open
interest with return and volatility bears the brunt of short-run adjustment to long-run equilibrium.

Step: 4 Impulse Response Function (IRF) and Variance Decomposition (VDC)
Dynamic simulations are used to calculate VDC and visualize the IRF in order to corroborate the
results obtained through VECM. An analysis of the IRF is presented in Figure 1. A ten-period
horizon is employed to allow the dynamics of the system to work out. in each figures, the point
estimates are plotted with solid lines for return, bold dotted lines represent trading volume, open
interest were denoted with thin dotted lines and thin lines envisage volatility of the shocks. The
IRF’s, Figure: 1, tend to suggest that one standard deviation shock to return relatively has an
impact on the other variables. A shock to output variable significantly affects the future market
variables. The impulse response function of the futures market variables fluctuate during the
period, whereas the response of return and volume converge over the time, but the response of
open interest and volatility will take a long time to die out, this shows that the information is

149

persistent in open interest and volatility. In case of return the shocks begins with positive
response, then fluctuates around zero and finally becomes less than zero towards volatility, open
interest and volatility. For trading volume, the IRF begins with positive shocks and shows
significant positive response towards the end. Shocks to open interest and volatility have small
response on return but the impact is not persistent almost stabilize during the period. Therefore,
the IRF appears to be broadly consistent with earlier VECM results trading volume, open interest
and volatility remain consistent over the period, whereas the fluctuation in futures return was
mainly determined by the other future market variables.
The results of VDCs are reported in Table: 4, A ten-period horizon is employed to convey a sense
of the dynamics of the system. The chain implied by the analysis of VDC tends to suggest that
return series is relatively the leading variable, being the most exogenous of all, except open
interest. VDC in trading volume, besides being explained by its own variable, trading volume can
be explained by open interest and volatility. In case of open interest it is explained by its own
shocks and trading volume. The same can be said for volatility, in addition to being explained by
the variable itself, it is explained by return.

Conclusion:
The main objective of this study is to view the relationship between futures returns, trading
volume, open interest and volatility using S&P CNX Nifty futures market by applying the
cointegration test in the VECM framework. The VDC and IRF are viewed to verify the results
obtained through VECM. The evidence of cointegration between the variables, suggest the
existence of a long run stable relationship between variables. This gives the implication that even
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though there is a momentary dispersal from the long-run, the power of endogenous variables will
promote the relationship back to long-run equilibrium.
The finding from cointegration test or the relation of long-run stability between variables
especially futures returns, trading volume, open interest and volatility is vital for policy maker.
The combination of VECM, VDC and IRF provide a valuable implication on the direction of
relationship between variables examined. In the view of the feedback effect, in the determination
of futures market variables in the short-run, but the linkage pattern of return are influenced by all
the other variables, whereas the ECTs coefficients are negative and significant in the long-run but
their values are too high to be in equilibrium. We conclude that, any deviation from the
equilibrium Cointegrating relationships, as measured by the ECTs, is mainly caused by changes
in returns and volatility i.e. unidirectional causality exist between trading volume and open
interest variables. This study concludes that information based upon trading volume, open
interest are not the key determining factors for futures price volatility, but the rate of information
arrival proxies like trading volume, open interest and volatility are the important sources for
measuring the fluctuations in future returns.
Our result would be interesting for the researchers, policy makers and market participants. The
study suggested that the fluctuations in future return are mainly due to the other futures market
variable. But, there is no link between the individual variables like open interest and volatility,
whereas trading volume was the variable having meager impact on open interest and volatility.
Two of the market participants interested in the results are hedgers and speculators. Hedgers
enters the futures market to offset the risk of substantial loss in the future, while speculators take
positions based on their expectation of the movements of that contract. Since, open interest does
not hold in the Indian futures market, the investors should not base their investment decision
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according to open interest. The trading volume is still important in influencing the futures returns,
open interest and volatility in futures markets. In conclusion, the empirical results show that,
financial development significantly causes growth in the short-run, and in the long-run. There is a
bi-directional causal relationship exist between futures market variables in the short-run and
unidirectional causality running from trading volume and open interest with return and volatility
bears the brunt of short-run adjustment to long-run equilibrium.
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Table 1 Augmented Dickey Fuller Test
Level

First Differences

Particulars

Intercept

Trend & Intercept

Intercept

Trend & Intercept

Return

-1.37378

-1.36529

-32.77378*

-32.76529*

Trading Volume

-1.56389

-1.56521

-28.56389*

-28.56521*

Open Interest

-0.01332

-0.01320

-26.01332*

-26.01320*

Volatility

-1.23162

-1.22325

-32.23162*

-32.22325*
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Note: t-value in the level accepts the null hypothesis of unit root whereas the t-values in the first difference reject the
hypothesis at 1 per cent level of significance. Thus, the table shows that all the variables have the same single unit
roots, I(1).

Table 2 Results of Johansen Cointegration test
λtrace Test
Null Hypothesis

Alternative Hypothesis

95 per cent C.V

λtrace Statistics

r=0

r>0

47.8561

749.8426*

r≤1

r>1

29.7970

289.4407*

r≤2

r>2

15.4947

93.7091*

r≤3

r>3

3.8418

3.8256

λmax Test
Null Hypothesis

Alternative Hypothesis

95 per cent C.V

λtrace Statistics

r=0

r=0

27.5843

460.4019*

r=1

r=1

21.1316

195.7315*

r=2

r=2

14.2640

89.8835*

r=3

r=3

3.8414

3.8256

Note: denotes the number of Cointegrating vectors and the 95 per cent confidential level of the trace and maximum
eigenvalue statistics. * denotes significance at 1 per cent significant level.
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Table 3 Results of Multivariate Vector Error Correction Models for Futures Market Variables
Dependent Variables

Return

Trading Volume

Open Interest

Volatility

ECM

-1.0028 (-18.021)a

1.3587 (1.657)

0.9961 (1.472)

-0.5080 (-11.190)a

Returnst-1

0.0429 (0.852)

-2.6312 (-3.544)a

-1.1029 (-1.800)

0.3438 (8.363)a

Returnst-2

0.0125 (0.287)

-1.7616 (-2.751)b

-1.1732 (-2.220)b

0.2135 (6.022)a

Returnst-3

0.0322 (0.930)

-1.5058 (-2.948)a

-0.7243 (-1.718)

0.1160 (4.100)a

Returnst-4

0.0302 (1.257)

-1.0892 (-3.071)a

-0.7917 (-2.705)a

0.0298 ( 1.518)

Trading Volumet-1

-0.0027 (-1.709)

-0.5779 (-24.382)a

-0.0506 (-2.592)b

-0.0003 (-0.301)

Trading Volumet-2

-0.0020 (-1.136)

-0.4453 (-16.878)a

-0.0357 (-1.643)

0.0004 (0.331)

Trading Volumet-3

0.0002 (0.120)

-0.2913 (-11.105)a

0.0192 (0.888)

0.0024 (1.672)

Trading Volumet-4

-0.0025 (-1.595)

-0.1769 (-7.635)a

-0.0313 (-1.641)

0.0012 (0.934)

Open Interestt-1

-0.0007 (-0.370)

0.0333 (1.183)

-0.1200 (-5.167)a

0.0031 (2.015)b

Open Interestt-2

0.0001(0.070)

0.1558 (5.567)a

-0.1316(-5.700)a

-0.0010 (-0.700)

Open Interestt-3

-0.0014 (-0.774)

0.1185 (4.189)a

-0.1437 (-6.157)a

0.0008 ( 0.518)

Open Interestt-4

-0.0019 (-1.025)

0.0692 (2.432)b

-0.0984 (-4.190)a

0.0009 ( 0.593)

Volatilityt-1

0.3152 (10.645)a

1.6539 ( 3.791)a

-0.6129 (-1.702)

-0.6854 (-28.372)a

Volatilityt-2

0.2376 (7.074)a

0.5523 ( 1.116)

-0.3948 (-0.967)

-0.5422 (-19.783)a
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Volatilityt-3

0.1615(4.904)a

0.8720 ( 1.797)

-0.3442 (-0.859)

-0.4009 (-14.920)a

Volatilityt-4

0.0915(3.384)a

0.7403 ( 1.857)

-0.1735 (-0.527)

-0.1813 (-8.214)a

C

2.4405 (0.055)

0.0048 (0.755)

0.0026 (0.503)

-1.9105 (-0.053)

R – Squared

0.4826

0.2782

0.0623

0.4399

F – Statistics

104.7783

43.2927

7.4703

88.1983

Note: All variables are in the first differences with the exceptional of lagged error correction term ECT generated from Johansen’s Cointegration test. a and b
represent at 1 per cent and 5 per cent level of significance.
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Figure 1 Impulse Response Function
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Table 4 Decomposition of Variance (Return, Trading Volume, Open Interest, Volatility)
Days after Shocks

Response of Return to innovation in
Return

Trading Volume

Open Interest

Volatility

1

100.0000

-

-

-

3

99.1160

0.0216

0.2311

0.6310

6

95.9158

0.2464

0.6334

3.2043

9

94.4356

0.2458

0.7443

4.5741

Days after Shocks

Response of Trading Volume to innovation in
Return

Trading Volume

Open Interest

Volatility

1

5.2647

94.7352

-

-

3

7.2324

90.1306

1.6473

0.9894

6

6.3009

89.5018

3.1897

1.0074

9

5.8898

89.5600

3.3863

1.1637

Days after Shocks

1

Response of Open Interest to innovation in
Return

Trading Volume

Open Interest

Volatility

0.2282

2.7200

97.0516

-
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3

0.1743

1.5983

98.2121

0.0151

6

0.2064

1.6080

98.1671

0.0184

9

0.1987

1.5240

98.2583

0.0188

Days after Shocks

Response of Volatility to innovation in
Return

Trading Volume

Open Interest

Volatility

1

1.6875

2.2225

0.6845

95.4053

3

10.0910

2.2475

0.7477

86.9136

6

17.0668

2.5161

0.9051

79.5118

9

20.7357

2.7313

0.9209

75.6120

Note: Figures in the first column are horizons; all other figures are estimates rounded to two decimal places, so rounding errors may sometimes prevent a perfect
percent decomposition. Several alternative orderings of these variables were also tried, but they did not alter the results substantially. This is possibly due to the
variance-covariance matrix of residuals being diagonal, obtained through Choleski decomposition in order to orthogonalize the innovations across equations.
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Factors of Differentiation Economic Profit of Agricultural
Enterprises

P. Mistríková1
1

Slovak University of Agriculture, Nitra, Slovak Republic

Abstract: Economic differentiation of agricultural enterprises is a natural phenomenon.
Economic profit is one element of differentiation. Many factors influence the economic profit.
The agricultural enterprise can influence with its activity some of these factors (e.g. legal
form of business, organization and direction of enterprise) but there are also such that the
enterprise can not influence with its activity (e.g. natural conditions, the concentration of
agricultural land).

Key words: Economic Profit, Economic Differentiation, Legal Form of Business, Natural
Conditions

Introduction:
Slovak agriculture in 2008, represented by legal entities and individuals made a profit before
tax amounting to almost 130 million. EUR. This result positively affects overall support,
particularly direct payments, which crucially went into production areas, namely into the
enterprises farming in better natural conditions. Increase in prices of agricultural
commodities, especially cereals, oilseeds and milk contribute to a better economic profit of
agricultural enterprises. Economic profit depends on many factors. Factors that greatly
influence on economic profit are natural condition, legal form of business, organization and
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direction of enterprise and concentration of agricultural land. In this paper we will discuss
natural condition and legal form of business.

Materials and Methods:
The aim of this paper is to assess the economic level of agricultural enterprises in terms of
differentiation factors economic profit. This work is focused on factors that played a huge role
in the differentiation economic profit achievements in agricultural enterprises during the
period 2004 – 2007. We will address the natural conditions and legal form of business in this
paper. The information sources necessary to realize that objective are the data from the CD
MA SR, kept bz the RIAE, which were obtained from the Information Sheets of agricultural
enterprises. Evaluated file contains 1 352 legal entities at average and 7 033 private farms
with up to 19 and over 20 employees. They farmed at average 1.878.508 of agricultural land
area in ha.

Results:
Slovakia is a mainly mountainous country with a low representation of highly productive
soils. A crucial part of the territory consists of soils, which have certain disadvantages (e.g.
sandy, skeleton, sloppy, extremely dry and low fertile soil). Different natural conditions have
a major impact on pension disparity of agricultural enterprises. Enterprises operating in
mountainous and disadvantaged areas are largely located in regions of central and eastern
Slovakia and agricultural enterprises operating in production areas are largely located in
regions of western Slovakia.
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Table 1 Base characteristics of enterprises in the better natural conditions and in the
worse natural conditions (legal entities), in SKK/ha
Indicator

Value of indicator

Share on total acreage in %

Area
2004

2005

2006

2007

2004

2005

2006

2007

Number of

BNC

359

338

327

310

31.49

30.1

32.25

33.3

enterprises

WNC

781

785

687

621

68.51

69.9

67.75

66.7

Acreage of

BNC

397 795

361 223

372 408

340 038

27.91

26.11

29.86

29.75

a.l. in ha

WNC

1 027 646

1 022 308

874 650

802 981

72.09

73.89

70.14

70.25

Source: Information sheets MP SR, CD MP SR, VUEPP, own calculations

The proportion of enterprises operating in disadvantaged areas was 66.7 % in 2007. Acreage
of agricultural land of enterprises operating in the better natural conditions accounted for
nearly 30%. It is evident, that 70 % of agricultural land is located in disadvantaged areas. For
these areas are typical lower productive potential, shorter growing seasons and limited
commodity structure of agricultural production.
Table 2 Base economic indicators of enterprises in the better natural conditions and in
the worse natural conditions (legal entities), in SKK/ha
Value of indicator
Indicator

Index

Remainder

Area
2004

2005

2006

2007

2007/2006

2007-2006

BNC

53 938

60 968

56 770

57 897

1.020

1 127

WNC

30 437

32 581

32 043

36 320

1.133

4 277

BNC

51 655

60 268

55 863

55 724

0.998

-139

WNC

29 946

32 500

31 924

34 900

1.093

2 976

Economic profit before

BNC

2 284

700

908

2 173

2.393

1 265

tax

WNC

490

81

118

1420

12.034

1 302

BNC

4 727

4 618

5 514

6 470

1.173

956

WNC

5 236

5 929

7 087

7 867

1.110

780

Subsidies of investment

BNC

231

1502

885

451

0.510

-434

character

WNC

184

914

539

557

1.033

18

Revenues

Costs

Subsidies (current)

Source: Information sheets MP SR, CD MP SR, VUEPP, own calculations
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Development of basic economic indicators was accompanied by slower growth of revenues in
production areas, which increased compared with the previous year by 1.99 % and by faster
growth of revenues in disadvantaged areas by 4 277 SKK/ha. This situation is due to greater
dependence on current subsidies and revenues in the agricultural enterprises farming in
disadvantaged areas, because these enterprises are directly depended on grant subsidy. We
recorded a decrease of costs in production areas by 139 SKK/ha of agricultural land and in
disadvantaged areas were the recorded increase of costs by 9.32%. Enterprises in the
production areas made the higher economic profit of 753 SKK/ha of agricultural land
compared with the agricultural enterprises operating in disadvantages areas. A subsidy policy
helps to eliminate agricultural enterprises in disadvantaged areas with the negative impacts of
natural conditions. This policy compensates partly difference between economic profit of
agricultural enterprises, which farming in disadvantages areas and production areas. In 2007,
we remarked an increase in current subsidies by 17.34 %, which went to the enterprises
operating in the better natural conditions. The enterprises operating in the worse natural
conditions got more current subsidies in comparison with 2006, there were by 780 SKK/ha of
agricultural land. Subsidies of investment character were reduced in production areas by
almost 50 % and in disadvantaged areas was recorded their increase by 3, 34 %.
Legal form of business affects economic profit of agricultural enterprises. We distinguish the
enterprises in terms of legal form of business to legal entities (co-operative farm and Trade
Company) and individuals (private farm).
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Table 3 Distribution of legal entities by economic profit
Co-operative farms

Trade companies

Together

Together

Period

Total
Profitable

unprofitable

profitable

unprofitable

profitable

unprofitable

2004

451

122

616

94

1 067

216

1 283

2005

387

185

663

171

1 050

356

1 406

2006

421

139

664

135

1 085

274

1 359

2007

440

99

714

106

1 154

205

1 359

Source: Information sheets MP SR, CD MP SR, VUEPP, own calculations

Total number of co-operative farms and trade companies was 1 359 in the year 2007. 84.92 %
of enterprises were profitable and 15.08 % were unprofitable of these total number
enterprises. By comparing of economic profit obtained in the year 2007 with the year 2005, it
was recorded increase of the number profitable enterprises and decrease of the number
unprofitable enterprises by 10.24 %. Trade companies concluded the financial year 2007 with
the loss were 12.93 % and co-operative farms (loss makers) were 18.37 %.

Table 4 Economic profit before tax in the co – operative farms and in the trade
companies in SKK/ha of agricultural land
Co – operative farms

Trade companies

Period
profitable

unprofitable

together

profitable

unprofitable

together

2004

1 224

-3 646

335

2 412

-13 805

1 602

2005

994

-3 631

-493

2 553

-8 043

1 107

2006

1 078

-4 251

-256

2 523

-6066

1 352

2007

1 754

-4 143

883

3 349

-10 546

2 192

Source: Information sheets MP SR, CD MP SR, VUEPP, own calculations

Trade companies account better results of financial management as co-operative farms long
time. Trading activity of trade companies contributes to more favorable economic profits. Due
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to the trading activity of trade companies, they achieved 10-multiple higher revenues from
sales of goods compare with the co-operative farms in the year 2007.

Table 5: Economic profit of private farms by interval of agricultural land, in SKK/ha of
agricultural land
With a personal income

Without of personal income

Interval
2006

2007

Index

2006

2007

Index

0,1 - 50

3 034

2 989

0.985

- 2 465

- 3 155

1.280

51 – 100

1 723

2 389

1.387

- 692

- 308

0.445

101 – 500

2 103

1 888

0.898

1 245

936

0.752

Up 500

3 012

2 913

0.967

2 810

2 668

0.949

Together

2 375

2 291

0.965

1 003

800

0.798

Source: Information sheets MP SR, CD MP SR, VUEPP, own calculations

Individuals (private farms) were farming 7.6 % of total acreage of agricultural land in Slovak
Republic. In 2007, economic profit including personal income of farmer was 2 291 SKK/ha of
agricultural land and after deducted of personal income of farmer was the economic profit
significantly lower, it was just 800 SKK/ha of agricultural land. Subsidies had the greatest
credit for the positive economic profit, without which there would be private farms losing.
Private farms are largely focused on crop production, from which they have about 8- times
larger incomes than from livestock production. This means, that specialization of private
farms influenced the favorable economic profit during the period.

Conclusion:
Slovak agricultural reported a positive economic profit during the period (except of the year
2005). The enterprises operating in better natural conditions reported better economic results
than the enterprises in worse natural conditions. Subsidy policy helps to eliminate agricultural
enterprises in disadvantaged areas the negative impacts of natural conditions. This policy
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compensates partly difference between economic profits of agricultural enterprises in the
better natural conditions and in the worse natural conditions. Factor which also influences the
economic profit in agriculture is the legal form of business. The economic results of trade
companies are more favorable long-term as economic results of co-operative farms. A
positive economic profit of private farms was affected by subsidies, without which the private
farms would be a loss and it was affected by their specialization, because the income from
crop production is higher than the income from livestock production.
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Abstract: World biofuel production has exceeded 100 billion litres of annual production in
2009. Beside other factors, the development of biofuel production is partly influenced by the
development of oil prices. The main purpose of this paper is therefore, to analyze the
statistical relationship between ethanol, gasoline and crude oil prices. We aim to check for a
correlation among these variables and analyze the strength and direction of a possible linear
relationship among the variables. We are interested in analyzing how each variable is related
to another, so we evaluate the inter-relationship among the variables in a Vector
Autoregression (VAR) and Impulse Response Function (IRF). In order to achieve our goal,
we first collected weekly data for each variable from January, 2000 to October, 2009. The
results provide evidence of cointegration relationship between oil and gasoline prices, but no
cointegration between ethanol, gasoline and ethanol, oil prices. As a result, we used a VAR
model on first differences. After running an Impulse Response Function, we found out that
the impact of the oil price shock on the other variables is considerable larger than vice versa.
The largest impact of oil price shock was observed on the price of gasoline.
Key Words: biofuels, crude oil, gasoline, bioethanol, cointegration
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Introduction
Quantitative analysis of the relationship among ethanol, gasoline and crude oil prices has been
largely neglected in the literature.

1.1 The relationship between ethanol and gasoline prices
O’Brien and Woolverton (2009) examined the type of statistical relationship between ethanol
prices and gasoline prices. Beside other regulatory and environmentally-oriented mandates by
the government, gasoline prices have a primary and crucial impact on ethanol prices. The
positive correlation between these two energy price series over the time period examined by
O’Brien is 83%. When Iowa ethanol prices were regressed upon Midwest gasoline prices, for
the late January 2006 through early June 2009 period, a 10% increase in Midwest gasoline
prices brought about a 6.59% increase in Iowa ethanol prices.
Eidman (2005) also points out a strong positive correlation between ethanol and
gasoline prices. Employing an international ethanol model consisting of behavioral equations
for production, consumption, and trade, Tokgoz and Elobeid (2007) analyze the price linkage
between ethanol and gasoline markets. They focused on the substitution and complementary
relationship between the two fuels. According to the results, ethanol is mainly used as an
additive to gasoline and that the complementary effect of ethanol dominates the substitution
effect on gasoline prices.
Coltrain (2001) found that ethanol price follows the “price swings of wholesale
unleaded gasoline”, stating that ethanol price is typically 50 cents above the price of
wholesale gasoline. Studies by the Clean Fuels Development Coalition (2002) and Gallagher
et al. (2003) support this finding, attributing the difference in ethanol and wholesale gasoline
price to the federal excise tax. Additionally, Lau et al. (2004) found wholesale gasoline price
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and federal subsidy level as having a significant affect on ethanol price and used those prices
to make cointegrated short term density forecasts on ethanol prices.

1.2 The relationship between oil and gasoline prices
A positive correlation of 93% was found between U.S. Midwest gasoline prices and the U.S.
price of oil over the 2007-mid-2009 period. At the average prices for ethanol and gasoline for
the late January 2006 through early June 2009 period, a 10% increase in U.S. domestic oil
prices led to about a 6.14% increase in U.S. Midwest gasoline prices (O’Brien, Woolverton,
2009). However, the price of crude oil increased percentage-wise much more than gasoline in
2007 and 2008. This was partially caused by the fact that crude oil is not the only cost factor
involved in producing gasoline. Beside the crude oil, there is a number of costs involved in
the production process that do not increase proportionately as crude oil prices rise (Wisner,
2009). The variability of oil constitutes 78 % of the variance for gasoline prices (Zhang et al.
2010).
Girma and Paulson (1999) investigated the long-run relationship among crude oil and
gasoline, and found the prices are co-integrated. They also found a stationary relation between
crude oil and its end products.

1.3 The relationship between oil, gasoline and ethanol prices
In the long-run, oil prices are influencing gasoline prices which then impact ethanol prices. As
the global economy expands or contracts, oil prices are affected, placing pressure on gasoline
prices which then influence ethanol prices (Zhang et al. 2010). Balcombe and Rapsomanikis
(2007) argue that feedstock, ethanol, and oil prices may be perceived as being non-related if
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prices move within a threshold, but price transmission mechanisms may be activated outside
the threshold.

Material and Methods
The main purpose of this study is to evaluate the relationship among the following variables:
ethanol prices (Germany), gasoline prices (Germany) and Europe Brent oil prices. We aim to
analyze the strength and direction of a possible linear relationship among the variables. We
are interested in analysing how each variable is related to another. The method comprises of a
series of tests, starting with tests for unit roots and stationarity, estimation of cointegrating
relationships between price pairs, estimation of linear cointegration and evaluating the interrelationship among the variables in a Vector Autoregression (VAR) and Impulse Response
Function (IRF). The direction of causation in the variables runs from oil to gasoline to ethanol
investigated by means of Granger causality tests.

In order to achieve our goal, we first collected weekly data for each variable from January,
2000 to October, 2009. The model had a total of 484 observations. The units used for the
prices were USD per Gallon. To attain stationarity the series must be transformed. A common
way of achieving stationarity is to take logarithms and then difference. Natural logarithmic
transformation of the prices is used due to the assumed multiplicative effect (Johansen, 1995).
The use of the logarithm of the variables of the model implies that the corresponding
coefficients are now interpreted in percentage terms.
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2.1 Tests for Unit Roots and Stationarity
To analyze whether there is a cointegrating relationship among different time series we have
to determine the nature of time series. The necessary condition for cointegration is the nonstationarity of time series and the presence of unit root. A stochastic process is said to be
stationary if its mean and variance are constant over time and the value of the covariance
between the two time periods depends only on the distance or gap or lag between the two time
periods and not the actual time at which the covariance is computed (Gujarati, 2004):
Mean: E(Yt) = µ
Variance: var (Yt) = E(Yt − µ)2 = σ2
Covariance: γk = E[(Yt − µ)(Yt+k − µ)]
where γk, the covariance at lag k, is the covariance between the values of Yt and Yt+k.

Student’s-t, Durbin-Watson and R2 statistics do not retain their traditional characteristics in
the presence of non-stationary data and the application of an OLS regression leads to spurious
results (Kennedy, 2003). Spurious regressions are illusory significant long-run relationships
caused by “contemporaneous correlations” as compared to the “meaningful causal
relationships” that we are searching for (Harris 1995).

Since no single unit root test is without some statistical shortcomings, in terms of size and
power properties, we have decided to use a group of unit root tests. The first applied test for
the presence of unit root was the augmented Dickey Fuller test (ADF). Later on we have
applied the Phillips Perron Test (PP). PP and ADF tests differ mainly in how they treat serial
correlation in the test regressions. ADF tests use a parametric autoregressive structure, while
PP tests use non-parametric corrections based on estimates of the long-run variance of ∆Yt.
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ADF and PP belong to the group of unit root tests, as they test the null hypothesis that a time
series has a unit root.
Beside the unit root tests we have applied the Kwiatkowski-Phillips-Schmidt-Shin test
for stationarity (KPSS) as well. KPSS tests are intended to complement unit root tests, as
testing both the unit root hypothesis and the stationarity hypothesis, one can distinguish series
that appear to be stationary, series that appear to have a unit root, and series for which the data
are not sufficiently informative (Kwiatkowski, et.al 1992). The unit root tests are known to
have low power problems in small samples, particularly, if the series include structural breaks
(Kwiatkowski et al.1992; Leybourne & Newbold 2000). The KPSS tests, on the other hand,
have good power properties (Liu, 2007).

The number of lags of the dependent variable was determined using Akaike Information
Criterion (AIC). To provide the tests we used three equations for every variable: equation
with no constant and no time trend, equation with constant and no time trend and equation
with constant and time trend.

We tested the following hypothesis in each equation to determine whether there is a unit root
in the given time series,
H0: There is unit root in the series (for ADF and PP)
H1: There is no unit root in the series (for ADF and PP)

or whether the time series is stationary
H0: The time series is stationary (for KPSS)
H1: The time series is not stationary (for KPSS)
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2.2 Cointegration
According to Engle and Granger (1987), while an individual time series may be nonstationary a combination of two non-stationary time series may be stationary. These two
series are said to be cointegrated. If two variables are cointegrated, there exists a long-run
equilibrium relationship between them.
The use of cointegration testing on different commodities can provide evidence of a substitute
or a complemetary relationship between different commodities (Hermanson, 2008).
We use ADF test to test the stationarity of the residuals obtained from the cointegrating
regression (known as augmented Engle–Granger (AEG) test) as well as the Johansen
cointegration test.

We tested the following hypothesis for the presence of unit roots in the AEG equations.
H0: There is unit root in the estimated residuals of equation
H1: There is no unit root in the estimated residuals of equation

Traditionally, the Engle and Granger (1987) two-step method has been the approach used to
test for cointegration, but this method suffers some shortfalls. If a cointegrating relationship is
determined, the Engle and Granger methodology assumes it is a unique cointegrating vector
(Menon 1993), therefore eliminating the possibility that there are multiple cointegrating
vectors. On the other hand, Johansen Cointegration Test allows for testing the cointegration of
several time series. Advantage of the test is, that the variables are not required to be in the
same order of integration.
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The cointegration rank is obtained through the trace test and the Maximum-Eigenvalue
test. All cointegrating equations included an intercept, and regressions were estimated both
with and without a linear trend in level data. The null hypothesis of the trace test statistics of
Johansen (1991) is that there are at most r cointegrating vectors.

We test the null hypothesis
H0: there is no cointegrating vector between the two series, r = 0
H1: there is at least one cointegrating vector, r ≥ 1

2.3 Vector Autoregression Model
The vector autoregression (VAR) model is used for analyzing the interrelation of time series.
VAR methodology is based on simultaneous-equation modeling in that we consider several
endogenous variables together. But each endogenous variable is explained by its lagged, or
past, values and the lagged values of all other endogenous variables in the model (Gujarati,
2004).
A p-dimensional VAR model of order n can be written as:
n

Yt = c + ∑ Ai Yt −1 + ε t
i =1

where Yt is a (p×1) vector of p price series at time t, c is a (p×1) vector of constants, Ai is a
(p×p) matrix of coefficients relating series changes at lagged i period to current changes in

series and εt is a vector of error terms.
To check the model fitness of the model we tested the presence of autocorrelation,
joint significance of the VAR coefficients at various lags as well as the Eigenvalue stability
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condition, whether the VAR model satisfies the stability condition as all the eigenvalues lie
inside the unit circle.
The main uses of the VAR model are the impulse response analysis and Granger causality
tests.

2.4 Granger Causality
Granger causality tests highlight the presence of at least unidirectional causality linkages as an
indication of some degree of integration. This implies that each market uses information from
the other when forming its own price expectations, while unidirectional causality inform
about leader-follower relationships in terms of price adjustments (Arshaad, Hameed 2009).
Causality tests answer the question which of the observed commodities is a price leader and
which are the price followers, or that none of the commodities is more important than the
other (Ciaian, Kancs, 2009). The fundamental Granger causality method is based on the
hypothesis that compared series are stationary or I(0). In the absence of cointegration vector,
with I(1) series, valid results in Granger causality testing are obtained by simply first
differentiating the VAR model. Hassapis et al. (1999) show that in the absence of
cointegration, the direction of causality can be decided upon via standard F-tests in the first
differenced VAR.
X Granger causes Y if past values of X can help explain Y. Of course, if Granger causality
holds this does not guarantee that X causes Y. This is why we say “Granger causality” rather
than just “causality”. Nevertheless, if past values of X have explanatory power for current
values of Y, it at least suggests that X might be causing Y (Koop, 2006).
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The null hypothesis being tested here is
H0: Granger causality does not occur

2.5 Impulse Response Function
Since the individual coefficients in the estimated VAR models are often difficult to interpret,
we estimate the so-called impulse response function (IRF). The IRF traces out the response of
the dependent variable in the VAR system to shocks in the error terms (Gujarati, 2004). We
performed the Impulse Response Functions to analyze how a shock in one variable would
persist in future periods. The forecast was made considering a ten-week period.

Results
3.1 Development of ethanol, gasoline and oil prices
Since early 2000 ethanol prices in Europe have traded in a wide price range (Figure 1,
Table 1). The high for the period of $3.94 per gallon occurred in March 2008, while the low
of $1.33 per gallon occurred in September 2000. Evaluating the prices of ethanol, we have to
take into consideration, the development of ethanol production in Europe. The ethanol market
in Europe has been starting very slowly. It took almost 10 years to grow production from
60 million litres in 1993 to 525 million litres in 2004. Around September of 2005, ethanol
price dropped below the price of gasoline. The same trend can be observed in the US ethanol
market as well. Hart (2005) attributes this divergence to the expansion of ethanol production
and the expansion of ethanol products that serve as a competitor to gasoline, such as E85.
There was a true explosion in production in 2005 and 2006 when the growth of ethanol
production reached over 70%.
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Beside the rise of ethanol production there was an increase of ethanol prices as well,
driven (especially after 2004) by the increase of oil prices reaching its peak in July 2008. Oil
being the raw product from which gasoline is produced has also a crucial impact on the
development of gasoline prices. 2008 was also the year when ethanol production in Europe
reached another spike, increasing significantly by 56%, from 1.8 billion in 2007 to 2.8 billion
in 2008.
A look at price differentials between gasoline and ethanol (Figure 2) indicates that in
the past ethanol was not competitive with gasoline (except for Sept. 2005 and July 2008). The
differentials below zero represent time periods when ethanol is more expensive than gasoline.
Different studies have shown similar results, proving that ethanol would not have been very
competitive with gasoline without certain government policies (Kruse 2007, de Gorter 2008,
Hermanson 2008).
Initial relationships between the variables were analyzed using a correlation matrix
(Table 2). The positive correlation between ethanol and gasoline price series over the time
period examined here is 83.56%. Oil being the raw product from which gasoline is produced,
is expected to be in a high positive relationship with gasoline prices. A positive correlation of
97.8% exists between these two energy prices over the observed period.

Figure 3 shows a scatter diagram of the monthly index of ethanol and gasoline prices
since January 2000. The straight line represents a statistical regression of ethanol prices with
gasoline prices. The squares above and below the line point out, that the price series do not
move with exact precision over time, still there exists a strong relationship between the price
series. However this may be a result of a spurious regression and the following tests were
needed to be applied.
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3.2 Stationarity of the time series
As a result of ADF, PP and KPSS tests we found out, that:
Ethanolt ~ I (1)
Gasolinet ~ I (1)
Oilt ~ I (1)
Where Ethanolt is a time series of ethanol prices, Gasolinet time series of gasoline prices and
Oilt time series of oil prices, t is time variable. The time series are integrated of order 1, the
first differences are stationary. Order of integration refers to the number of times a variable is
differenced before becoming stationary. A condition applicable to above tests is that the
variables entering the cointegrating equation should be integrated of the same order
(Wickremasinghe, 2004).
As seen from Table 3, the unit root hypothesis can not be rejected for the original time
series. All the original time series are non-stationary and could be used for cointegration test.
The null hypothesis is rejected for the first differences of all observed time series on the 1%,
5% and 10% level. That is, they exhibit the presence of unit-root or I(1) process. These results
were proved also by the help of stationarity KPSS test (Table 4). All the original time series
are non-stationary and could be used for cointegration test.

3.3 Cointegration results
As seen from the Table 5, the residuals from the regression of gasoline on oil are I(0); that is,
they are stationary. This means, it is a cointegrating regression and this regression is not
spurious, even if individually the time series are nonstationary. On the other hand the
residuals from the other two regressions are not stationary, the original time series are not
cointegrated and we have to use their first differences when regressing ethanol upon gasoline
and ethanol upon oil.
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Checking cointegrating relationships among ethanol, gasoline and oil prices we
applied also the Johansen cointegration test, using the 1% level because the power of this test
is low. As shown in the Table 6, the first cointegrating relationship between gasoline and
crude oil prices was expected due to the obvious close relationship. Going back to the
correlation matrix in Table 2, gasoline price and crude oil price have a correlation coefficient
of 0.978.
On the contrary, cointegration relationship was found by Higgins, Bryan, Outlaw and
Richardson. They used the data form 1989 to 2005 to test the cointegration of several price
relationships within the ethanol industry. Higgins et al. found evidence of cointegration
between ethanol and gasoline and between MTBE, ethanol and natural gas (Higgins et al.,
2006).
The results of Zhang (2009) also indicate cointegrating relationship among the fuel prices
(gasoline, oil, and ethanol). However this relationship was observed only in the ethanol boom
period (2000-2007), there was no cointegrating relationship between ethanol and oil prices
before 2000 in USA. The only cointegration was found between gasoline and oil prices in
1989-1999.
Cointegration tests in Serra (2008) support the existence of a (single) long-run relationship
between ethanol, corn and oil prices. A high degree of integration between the biofuel and the
fossil fuel markets should ensure a strong price link between the two products. There are
however different constraints that can limit such integration: bottlenecks in distribution,
technical problems in transportation and blending systems, etc. (Serra, 2008)
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3.4 Vector Autoregression Model

Not all of the variables presented evidence to be all cointegrated. As a result, we used a
Vector Autoregression (VAR) model to estimate the relationships among the variables. We fit
the VAR(2) model on the first differences of the logarithms of each variable. Table 7 presents
the main results of the model, P values are presented in parentheses below the estimates.
First, we found a relationship between the price of gasoline and ethanol. The
coefficient 0.068993 implies that if the gasoline price in period t-1 goes up by one unit, the
ethanol price in period t would go up by 0.068993. Both prices are positively linked.
Secondly, we found a relationship between the gasoline and oil prices. There is a positive
relationship between gasoline price in period t-1 and the oil price in period t. If the price of
gasoline in period t-1 increases by one unit, the coefficient shows that oil price in period t
increases by 0.1499384. The same is valid for the price of gasoline in period t-2 and oil price
in period t. The increase of gasoline price in t-2 period by one unit increases the oil price in t
period by 0.1069034.
Next, we found a relationship between the oil price and ethanol price. However the coefficient
-0.0540094 implies, that an increase in oil price in period t-2 by one unit, leads to a decrease
in ethanol price by 0.0540094.
The strongest is the relationship observed between the oil prices and gasoline prices.
The model suggests that the increase in oil price by one unit in period t-1 and t-2 will lead to
an increase in gasoline price by 0.4288639 and 0.1677313 respectively. Finally, we found that
each variable in this period is affected by its own values from the previous periods. The
coefficient -0.2484576 implies that the increase of ethanol price in the previous period by one
unit, would lead to a decrease of the current ethanol price by 0.2484576. The P-values imply
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this influence is significant even at 1% level. However this is not true for oil prices (P-values
0.583 and 0.377. This is because of a rather different size of the oil and ethanol markets).

To check the suitability of the model we tested the presence of autocorrelation, joint
significance of the VAR coefficients at various lags as well as the Eigenvalue stability
condition, whether the VAR model satisfies the stability condition. As a result all the
eigenvalues lie inside the unit circle and VAR satisfies stability condition, the VAR
coefficients are jointly significant and no autocorrelation at lag order was observed.

We needed to run a causality test in order to explore if there is a “Granger causality”
among the analyzed variables. A Wald test is commonly used to test for Granger causality.
Each row of the table reports a Wald test that the variable in the "excluded" column does not
Granger cause the variable in the "equation" column.
Causality results are reported in Table 8. As seen from the table, we found a casual
relationship between gasoline and ethanol and oil and ethanol, even if the results are only
significant at 5.1 % level. As expected, the price of ethanol does not granger cause the prices
of gasoline and oil. However there is a bivariate causal relationship between gasoline and oil
prices. This feedback relationship between oil and gasoline prices is strong with a significance
level of one percent. Similar results were found by Zhang et al., (2010), where in the long-run,
oil prices are influencing gasoline prices which then impact ethanol prices.
Zhang (2009) explains that the increases in the price of gasoline are driving up ethanol and oil
prices. Gasoline prices not only directly influence oil prices but also indirectly influence them
by impacting ethanol prices which influence oil prices. This supports the microeconomic
theory hypothesis of a derived demand for ethanol and oil associated with fuel production.
The ever-increasing demand for gasoline within the U.S. and the existing tight world oil

183

market underlies this ethanol and oil derived demand. As the demand for vehicle fuels
increases, the input demand for ethanol and gasoline increases.

Impulse Response Function
Impulse Response Functions were performed in order to show how a shock in one variable
would persist in future periods. The forecast was made considering a ten-week period.

As we can see from Figure 4, a shock in the ethanol price would result in a temporary
response in gasoline and oil prices. Sudden increase in ethanol price, would result in a slight
decrease of gasoline and oil prices. It seems that the response disappears after about two
weeks. This is also true for the response of oil price to the shock in gasoline prices. As Figure
4 shows, a sudden change in oil prices results in a small change in ethanol prices but the same
shock in oil prices will lead to a strong response of the gasoline prices. After a sudden
increase, gasoline prices will then start decreasing after 7-10 days following the shock. It will
eventually approach zero within a ten-week period, which proves to be a temporary response.
Similar results were observed by Serra (2008) Ethanol responses usually reach a peak after
about 10 days of the initial shock and fade away after around 30-35 days (Serra, 2008).

Conclusion
The main purpose of this paper is to analyze the statistical relationship between ethanol,
gasoline and crude oil prices. In order to achieve our goal, we first collected weekly data for
each variable from January, 2000 to October, 2009. The results provide evidence of
cointegration relationship between oil and gasoline prices, but no cointegration between
ethanol, gasoline and ethanol, oil prices. As a result, we used a VAR model on first
differences. We found a relationship between the price of gasoline and ethanol, gasoline and

184

oil prices, oil price and ethanol price and the strongest is the relationship observed between
the oil prices and gasoline prices.
After running an Impulse Response Function, we found out that the impact of the oil price
shock on the other variables is considerable larger than vice versa. The largest impact of oil
price shock was observed on the price of gasoline. All the responses will eventually approach
zero within a ten-week period, which proves to be a temporary response.

Appendix
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Figure 1: Development of ethanol, gasoline and oil prices
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Table 1: Descriptive statistics
Variable

Obs.

Mean

Std. Dev.

Min

Max

Ethanol

484

2.51576

0.72192

1.32716

3.93718

Gasoline

484

1.71238

0.65682

0.70380

3.90654

Oil

484

1.16803

0.62675

0.40142

3.42738

Source: Own calculation
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Figure 2: Gasoline Ethanol Differential
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Table 2: Correlation Matrix
Variable

Ethanol

Gasoline

Oil

Ethanol

1.0000

-

-

Gasoline

0.8356

1.0000

Oil

0.8345

0.9780

-

1.0000

Source: Own calculation
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Figure 3: Ethanol Gasoline Price Relationship (Index Jan 2000 = 1)
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Table 3: Unit root tests
Level

First Differences
Constant

Time series

Constant
None

Constant

None

Constant

and

& Trend
Trend
ADF - Ethanol

1.315

-1.184

-1.731

-13.697***

-13.841*** -13.839***

ADF - Gasoline

-0.497

-1.613

-3.186

-10.090***

-10.111*** -10.100***

ADF - Oil

-1.322

-1.359

-2.294

-14.449***

-14.455*** -14.439***

PP - Ethanol

1.167

-1.135

-2.952

-26.420***

-27.334*** -27.312***

PP - Gasoline

-0.415

-1.421

-3.084

-22.781***

-22.785*** -22.762***

PP - Oil

-1.395

-1.438

-2.059

-20.448***

-20.491*** -20.470***

Source: own calculation
Notes: *

significance at the 10% level
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**

significance at the 5% level

*** significance at the 1% level

Table 4: Stationarity test
Level
Time series

First Differences

Level

Trend

Level

Trend

stationarity

stationarity

stationarity

stationarity

KPSS - Ethanol

10.3

0.86

0.0782***

0.0707***

KPSS - Gasoline

7.97

0.493

0.0404***

0.0382***

KPSS - Oil

13.2

1.02

0.0581***

0.0544***

Source: own calculation
Notes: *
**

significance at the 10% level
significance at the 5% level

*** significance at the 1% level

Table 5: Augmented Dickey Fuller test for residual series
Time series

Residual series

Ethanol – Oil

-2.377

Ethanol – Gasoline

-2.237

Gasoline - Oil

-5.241***

Source: own calculation
Notes: *
**

significance at the 10% level
significance at the 5% level

*** significance at the 1% level
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Table 6: Johansen cointegration test
Rank

Trace statistic

1% critical value

Ethanol - Oil
0

7.5953

20.04

1

1.0257

6.65

0

6.7402

20.04

1

1.0608

6.65

0

39.0938***

20.04

1

1.6961

6.65

0

49.1975***

35.65

1

9.9659

20.04

2

3.5420

6.65

Ethanol-Gasoline

Gasoline - Oil

Ethanol – Gasoline – Oil

Source: own calculation
Note: *** denotes rejection of hypothesis at 1% level
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Table 7: Vector autoregression
Ethanol

Gasoline

Oil

-0.2484576

-0.0574191

-0.0701044

(0.000)

(0.483)

(0.463)

-0.1003702

-0.0677275

0.045901

(0.027)

(0.404)

(0.628)

0.068993

-0.2206276

0.1499384

(0.009)

(0.000)

(0.007)

0.0303603

-0.0416184

0.1069034

(0.208)

(0.334)

(0.033)

-0.027945

0.4288639

0.0256903

(0.213)

(0.000)

(0.583)

-0.0540094

0.1677313

-0.0457989

(0.030)

(0.000)

(0.377)

Ethanol L1

Ethanol L2

Gasoline L1

Gasoline L2

Oil L1

Oil L2

Source: own calculation
Note: P values in parentheses below the estimate

Table 8: Granger causality Wald tests
Prob > chi2

Equation

Excluded

Ethanol

gasoline

0.024

Ethanol

oil

0.051

Ethanol

ALL

0.066

Gasoline

ethanol

0.610
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Gasoline

oil

0.000

Gasoline

ALL

0.000

Oil

ethanol

0.618

Oil

gasoline

0.006

Oil

ALL

0.030

Source: own calculation

Figure 4: Impulse Response Function

Note: order of variables: impulse variable, response variable
Source: own calculation
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EU CAP reforms: Reasons and impact on the financial
situations of agricultural enterprises

P. Serenčéš1, Z. Čierna1, K. Koncošová1
1

Slovak University of Agriculture, Nitra, Slovak Republic

Abstract: Authors of the article present the results of the analysis about CAP reforms impact
on the financial situation of agricultural enterprises. There are analyzed indicators of activity,
profitability, liquidity and indebtedness throught the selected sample of enterprises. There
is documented their development and throught the teoretical and practical aspects some
optimal values are defined. Theoretically, it was assumed that by implementation of the EU
CAP objectively operating disparities will gradually reduce and stabilize the financial position
of farms. But the real trend does not confirm this assumption.
Key Words:
Agricultural enterprise, activity, profitability, liquidity, indebtedness

Introduction:
The development of Slovak agriculture, except for deepening financial and economic crisis,
climate changes and population income differentiation is significantly and long-term
determined by the reforms of the Common Agricultural Policy of the European Union. After
accession Slovak republic to the European Union and adopting the euro currency agriculture
moved to a qualitatively more demanding trajectory of its existence. The financial situation
of agriculture, expressed in the concentrated form, does not provide a real picture of the status
of the individual components of the file. What is important, it does not provide information
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about thier weight in influencing the overall efficiency and income of the agricultural sector.
Authors

POKRIVČÁK,

STŘELEČEK (2009),

KUČERA (2009),

SERENČÉŠ (2009)

and others in their examining the reproductive process in agriculture focused on the impact
of objective operating disparities and their mitigation, especially through the purpose-built
and efficient segmenting and through the classification of the agricultural land. Mainly by the
classification of the agricultural land to the land for producing the renewable energy and the
land for producing the new "commodity" - maintenance of landscape and environment. Thus
oriented supporting policy powered by EU CAP reforms creates conditions for disparities
mitigation as – diferent natural and production conditions between countries of EU and within
the country with the impact on the financial situation of the agricultural enterprises.
BOŽÍK (2009), TOTH (2009), RÁBEK (2009), ČIERNA (2009), KONCOŠOVÁ (2009),
LÁTEČKOVÁ (2009) apart from another, deal with relationship between supporting
agricultural policy of the EU and financial situation of the agricultural enterprises. They state
development trends of financial situation of agricultural enterprises reflect complicated and
contradictory relationships within the business environment, different starting positions in the
original EU countries and acceding countries into the EU after 2004, and also Slovakia's entry
into the eurozone in 2009.
For the above reasons, the article will deal the EU CAP reforms and their impact on the
financial situation of agricultural enterprises in Slovakia. The aim of the article from
a theoretical perspective, methodological and practical aspect is to assess the impact of CAP
reforms on the financial situation of agricultural enterprises through the indicators of activity,
profitability, liquidity and indebtedness for years 2000-2008 by the samle of the agricultural
enterprises.

Material and methods:
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Article based on an analysis of selected indicators of sample enterprises shows the trend of the
financial situation of the agricultural sector in Slovakia in the context of the EU CAP
effecting. The introductory part of article deals with the core, significance of existence and
objectives of the EU CAP reforms. The main intention of the article is to highlight the causes
whay must be EU CAP constantly reformed and adapted to new developments and hihglight
the results and impact of reforms on the financial situation of enterprises.
In connection with the stated aim the indicators of activity, profitability, liquidity and
indebtedness were analysed by selected sample of agricultural enterprises in years 2000-2008.
Selected indicators were:
• turnover of total assets (TTA) – in the calculation we have taken into account in the
numerator „revenues from sales of own products and services” and in the denominator
„total assets“
• return on equity (ROA) – as a ratio of net income in current period and equity
• indicator of liquidity of the 1. degree – calculated as a ratio of financial accounts and
sum of short-term liabilities, current bank loans and short-term financial allowances
• degree of indebtedness – which was calculated as a ratio of total liabilities and
shareholders' equity and liabilities together
Structure of selected sample of enterprises
Year

2001

2002

2003

1200

1223

1234

1334

1283

1405

1359

1359

1251

Sample file

250

250

250

250

250

250

250

250

250

Percentage

21 %

20 %

20 %

19 %

19 %

18 %

18 %

18 %

20 %

Basic file

2000

Table 1
2004

2005

2006

2007

2008

Source: database, own calculation

A database consists of financial data from profit and loss statements and balance sheets
for legal persons in the agricultural sector. Database of anonymised datga comes from the fact
sheets Slovak Republic Ministry of Agriculture.
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The selected sample consists of enterprises with the best values of the financial indicators
after the exclusion 5% of enterprises with unrealistic and extreme values. As is shown
in Table 1 the selected sample consists of 250 agricultural enterprises in each year.
It represents in average 20% of the basic file. Total for 9-year period it is 2 250 enterprises.
Calculated values of indicators were analyzed using a statistical software STATGRAPHICS.
There were used basic descriptive statistics - mean, median, coefficient of variation and
the results are presented via tabular and graphical representations using a box plot analysis.
Box plot chart (Chart 1) characterizes sample data by five statistics: minimum, lower quarter,
median, upper quarter and maximum. Vertical line in box represents the median and sign "+"
represents average.

Box plot

Chart 1

Source: own picture

It is a graphical representation showing the distribution frequency and containing the average value,
which is shown by “cross”, the median, which is illustrated by a line between the upper and lower
quartiles.

Results and discussion:

Historical development, reforms and financing of the Common Agricultural Policy
of the European Union
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The Common Agricultural Policy represents the most extensive EU policy, which began
to develop at the end of the 50's. This policy was based on the needs and priorities of Member
States at that time. Agriculture has been undermined by years of World War II and was not
guaranteed enough food. The primary effort was to achieve and develop a degree of selfsufficiency of food production, developing agricultural production and protect farmers'
livelihoods.
The establishment of the CAP is enshrined in the Treaty of Rome from 1957. Article 39
formulates 5 main objectives of the CAP:
1) increase agricultural productivity;
2) provide a standard of living for farmers;
3) to stabilize markets;
4) to ensure sufficient supply,
5) offer supply with stable prices for consumers.
The Treaty contains also basis for rural development policy, stressing the needs of special
character and social structure of farming.
Member States met at a conference in Stres in 1958 and to achieve these goals they adopted
three basic principles:
1) to form a single agricultural market (free movement of goods, common borders,
common prices, common competition rules)
2) prefer the Community (EU production costs advantage - higher prices of agricultural
production in the EU compared with prices on world markets, the imposition of duties
on imported agricultural products and export refunds should compensate
the differences between EU prices and international market prices)
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3) Financial solidarity (on the basis of which all Member States contribute to the costs
and benefits involved in the CAP)
The main CAP mechanism based on these principles was formed in the years 1960 - 1962,
and offered subsidies and guaranteed prices to farmers, which should be incentives for them
to production.
These subsidies have resulted in a comprehensive framework of "common market
organizations (CMO). The main purpose of CMO is to support markets through appropriate
mechanisms. There are currently CMO for all products except potatoes, honey and some
spirits.
In the 70s CAP developed the financial aid for restructuring agriculture, financial aid for take
early retirement for farmers and for vocational training and specific support for less favored
areas (LFA).
In 1962 the EU produced only 80% of food needs; later EU produced approximately 120%.
Farmers' income from agriculture has increased since 1992 by about 18%. Nowadays EU
is the largest importer and second largest exporter of agricultural products in the world.
CAP become successful, but on the other side, less positive effects of this development
is reflected in for example that in the years 1980 - 1986 the Guarantee Section expenditure
budget doubled, and also surpluses of the main products grew. These surpluses had to be
exported (with the help of subsidies), stored or disposed of within the EU. This led to high
financial costs. The main problem is that the CMO was based on a system of high prices paid
by production volume. As a result, costs of intervention increased and EU farmers were losing
competitiveness due to higher prices in the EU as a word market. Another adverse
consequence of this development was intensive methods in some areas, leading to overuse
of soil and pesticides, which in time resulted in environmental degradation.
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That was reason for begin to orient farmers to reduce production. They began to establish
maximum levels (production levels), for all major products of the EU, what was guaranteed
by support payments.
In 1988 there was introduced the principle of "fiscal discipline". It presented the need
to restrict the development of the Guarantee Section of the agricultural budget to 74% of EU
GDP growth.
The first major reforms of CAP ("Mac Sharry reforms") were introduced in 1992. The main
objective was to reduce intervention prices to gradually come closer to world market prices.
It started also reduction of land for food production through the so-called "leaving the soil
for ice“ (set aside). Reducion of imcome from these measures was compensated by direct
income payments for farmers.
In July 1997 the European Commission presented Agenda 2000 - a document of proposals
to reform existing policies and proposals related to the process of EU enlargement and
the financial framework for the period 2000 - 2006. Commission drew up the Agenda on the
basis of assessment of period from the act of European integration from 1986 to June 1997.
The aim of the Agenda was to achieve the following results:
• The competitiveness of the agricultural sector, which could be traded on the world
market without relying on the anti-subsidy,
• Agriculture respecting environmental requirements and able to provide healthy and
quality food,
• The rich economic system able to bring rural areas to prosperity,
• Simple and understandable policy that respects the requirements of the common
market and of subsidiarity,
• Financially justified policy, which expenditures are identical to needs of society
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The reform has contributed to strengthening farmers' orientation to market and to farming
with manner sensitive to the environment and there was a comprehensive rural development
policy introduced as the second pillar of CAP. This pillar should to complement the further
reform of market policy (first pillar).
Another fundamental reform was approved in June 2003. This reform brought a complete
change in supproting agriculture in the EU. In the past there was a rule – for more production,
more subsiedes for farmers has been paid. The last CAP reform means disconnecting direct
payments from production volume ("Decoupling"). Decoupling subsidies payments from
production would increase the competitiveness of farmers in the EU and to focus them
to market orientation.
The new system of direct payments ("the single area payment scheme") will be linked with
respect of environmental standards, food safety and animal welfare. Farmers who will not
fulfill conditions will obtain lower direct payments ("cross compliance").
The volume of the single farm payment (SAPS) is calculated on the base of direct subsidies,
which were payed to farmers in the reference period (years 2000-2002).
Another benefit of the reform is more money available for farmers to rural development
by reducing direct payments for bigger farms and their transfer to rural development measures
("modulation").
The part of the CAP reform became also national envelopes and the system of consultancy
for farmers. The consultancy for farmers is obligatory since 2007 and it has to set the audit assessment of the farm.
All expenditure on the CAP and also some expenditure on rural development in the previous
programming period (years 2000-2006) were financed by the European Agricultural Guidance
and Guarantee Fund (the European Agricultural Guidance and Guarantee Fund - EAGGF),
which was part of the EU structural policy and consisted of:
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• Guarantee Section, which is funded mainly market measures (Pillar I)
• Guidance section, which creates a structural fund, funded projects aimed
at management structure and improvement of rural areas (Pillar II).
The second pillar was esteblished by the Rural Development Regulation 1257/99, adopted
in the reform of Agenda 2000. The first pillar and most of the second pillar were financed
by the Guarantee Section. Significantly smaller guidance section has funded some of the rural
development measures in regions within the Objective 1 = areas with GDP per capita below
the 75% of the EU average (SR without Bratislava region) and program LEADER + in whole
Europe.
On the basis of Council Regulation (ES) No. 1290/2005 about the CaP financing in the new
programming period from 2007, all rural development programs are covered by one fund
the European Agricultural Fund for Rural Development (EAFRD) as the second pillar
of CAP. It is one of the EU Structural Funds for the next programming period.For the first
pillar the European Agricultural Guarantee Fund (EAFG) was created – It was designed
for direct payments and expenses for the market organisation. It is not a part of the EU
Structural Funds for the next programming period.

Programming period 2007 – 2013

In the new programming period 2007 - 2013, all rural development activities are subordinated
to three key policy objectives:
• Improvement of the competitiveness of agriculture and forestry,
• Improvement of environment and countryside through support farmers,
• Improvement the quality of life in rural areas and support diversification of economic
activities.
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The annual contribution from EAFRD (in EUR)
Year

EAFRD total

Convergence regions (98.04 %)

Table 2
Bratislava region (1.96 %)

2007

303 163 265

297 221 266

5 941 999

2008

286 531 906

280 915 880

5 616 026

2009

268 049 256

262 795 490

5 253 766

2010

256 310 239

251 286 560

5 023 679

2011

263 028 387

257 873 030

5 155 357

2012

257 025 447

269 634 950

5 390 497

2013

317 309 578

311 090 310

6 219 268

1 969 418 078

1 930 817 486

38 600 592

TOTAL

Source: RÁBEK, T., ČIERNA, Z.: Druhý pilier Spoločnej poľnohospodárskej politiky pre
programovacie obdobie 2007 – 2013 v Slovenskej republike. In: Zborník z vedeckého
seminára s medzinárodnou účasťou „Význam a úlohy účtovníctva a financií v riadení malých
a stredných podnikov v poľnohospodárstve“, Nitra: SPU, 16.11.2007, s. 150-157. [CD-ROM]
ISBN 978-80-8069-967-3

Each of these objectives of rural development programs has one thematic axis (What
is completed by the fourth axis of the Leader approach):
Axis 1 – Improvement of the competitiveness of agriculture and forestry
Axis 2 – Improvement of the environment and landscape
Axis 3 - Quality of life in rural areas and diversification of rural economy
Each axis contains a number of predefined measures for rural development.
The global objective of the Rural Development Program 2007 - 2013 is "to increase the
competitiveness of agriculture, food and forestry sectors and improving the environment
by implementing appropriate agricultural and forestry practices and the quality of rural life
with an emphasis on sustainable development".

The total financial contibution of SR in millions Eur
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Chart 2

1 400
1 200
1 000
800
600
400
200
0
Axis 1

Axis 2

Sum from EAFRD

Axis 3

Axis 4

Techniical
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Source: RÁBEK, T., ČIERNA, Z.: Druhý pilier Spoločnej poľnohospodárskej politiky pre
programovacie obdobie 2007 – 2013 v Slovenskej republike. In: Zborník z vedeckého
seminára s medzinárodnou účasťou „Význam a úlohy účtovníctva a financií v riadení malých
a stredných podnikov v poľnohospodárstve“, Nitra: SPU, 16.11.2007, s. 150-157. [CD-ROM]
ISBN 978-80-8069-967-3

Spatial definition of EU financial support, it means distribution of funds from the EAFRD,
representing two groups of regions at NUTS II level. Convergence regions are the regions
whose GDP per capita measured in purchasing power parities and calculated on the basis
of EU data for the period 2000-2002 is less than 75% of GDP average in EU-25. The second
area of the objective “Regional Competitiveness and Employment” is the territory of the
Bratislava region. Bratislava region is the most developed region of the Slovak republic from
the point of view of realized values of economic indicators. The annual contribution from the
EAFRD for the period 2007 - 2013 is shown in Table 2.
The total financial contribution for SR from EAFRD is for the period 2007 – 2013 is more
than 1 969 million Eur. The amount of the individual years is ranged from 256.3 million Eur
(2010) to 317.3 million Eur (2013). The share of the EAFRD from this public grand is about
76%. Other contributions are part of the state budget.
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Up to 50% of EAFRD contribution is accounted for Axis 2 and 31.5% for Axis 1. It is for
"Improvement of the environment and the landscape" and " Improvement of the
competitiveness of agriculture and forestry” (see Chart 2).
In conclusion we can note that, although the rural development as the second pillar of the
CAP has become an important priority for the EU, the actual development will depend on the
quality of upcoming projects and their successful implementation.

Assessment of Turnover of total assets development

The initial analysis of the sample as a whole shows that most enterprises for the period
ranging indicator of activity in the range of values from 0.7 to 1.0. Through boxplot analysis
there was analyzed the development of this indicator value for each year of the period. Actual
values are given in Table 3 and graphical representation is illustrated by Chart 3.

Boxplot of activity indicator according the years

Chart 3

Source: database, own calculation

Chart 3 shows the evolution of the Turnover of total assets (TTA) in selected enterprises for
the analyzed period of years. As is shown in boxplot, in the period of years before entrance
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Slovak republic into the European Union values are demostrated slightly increasing trend.
The average value of TTA increased from 0.87 (2000) to 1.11 (2003). For the analyzed
period, the average value of the indicator did not exceed 1.11. The best year in the period
is year 2003. 80% of analyzed enterprises in this year were ranging from 0.82 to 1.60.
50% of selected enterprises in 2003 were ranging from 0.91 to 1.30. That means
in 50% of analyzed entzerprises for 1 Slovak Crown of assets accounted from 0.91 to 1.30
Slovak Crown revenues from sales of own products and services.

Descriptive characteristics for activity indicator according to the years
Year

Count

Average

Median

Standard

Coeff. of

Deviat.

variation

Min.

Max.

Table 3
Range

Lower

Upper

Quart.

Quart.

2000

250

0.8731

0.8368

0.2058

23.58%

0.6029

1.3585

0.7556

0.6949

1.0432

2001

250

1.0082

0.9632

0.2140

21.23%

0.7278

1.4588

0.7310

0.8123

1.1796

2002

250

1.0387

1.0251

0.1863

17.94%

0.7616

1.4862

0.7247

0.8815

1.1590

2003

250

1.1100

1.0616

0.2220

20.00%

0.8191

1.5933

0.7742

0.9082

1.2958

2004

250

0.9914

0.9539

0.1810

18.26%

0.7397

1.4042

0.6645

0.8405

1.1378

2005

250

0.9154

0.8669

0.1750

19.12%

0.6895

1.3180

0.6285

0.7718

1.0461

2006

250

0.9210

0.8634

0.1727

18.75%

0.7001

1.3097

0.6096

0.7780

1.0516

2007

250

0.9495

0.9136

0.1680

17.69%

0.7218

1.3251

0.6033

0.8072

1.0943

2008

250

0.8320

0.7909

0.1625

19.54%

0.6218

1.2180

0.5962

0.6952

0.9395

Total

2250

0.9599

0.9235

0.2051

21.36%

0.6029

1.5933

0.9905

0.7963

1.1075

Source: database, own calculation

After the entrance SR into the EU small decrease took place in the evolution of values and the
worth year appears the year 2008. The range of values, which amounted 80% of selected
enterprises in year 2008 was from 0.62 to 1.22. 50% of selected enterprises have this range
from 0.70 to 0.94, in comparison with year 2003 it means lower values. It can be noted that
the development of TTA in pre-accesion perion is positive, while conversely, after the
accession SR into the EU is negative. Unfavorable development of values in 2008 may
indicate, in part, the impact of global economic crisis on farm management. In connection
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with this claim, it would be necessary to monitor development and interdependencies between
various financial indicators.

Repeating of enterprises in the selected sample
Repeating in observed period
Amount of enterprises

Table 4

1

2

3

4

5

6

7

8

9

305

175

110

72

69

39

23

15

13

Source: database, own calculation

Table 4 contains a number of enterprises in the observed period, which were repeatedly
included in the sample of enterprises on the base of achievieng the best values of TTA.
As is shown in Table 4, only 13 enterprises were identified in the sample between
250 enterprises each year. 15 enterprises were identified in eight years, 23 enterprises in seven
years. Generally there were included 822 enterprises in the sample over the 9-year reporting
period. 305 enterprises appeared in the selected sample only in one year (1 times).

Boxplot of activity indicator according the legal form

Chart 4

Footnotes: 50 – collective farms, 55 - companies
Source: database, own calculation

Finally, the development of the indicator TTA was evaluated on the basis of grading criteria
of legal form. As is shown in Table 5, in the sample according to the count of enterprises
209

there are more companies than collective farms, during the whole observed period. Their
share in the sample of 2250 enterprises (for the whole observed period) is 78%. Only 22%
of the collective farms were included in the sample according the achieving the best values
of TTA.

Descriptive characteristics for activity indicator according to the legal form
Legal

Count

Average

Median

form

Standard

Coeff. of

Deviat.

variation

Min.

Max.

Range

Table 5
Lower

Upper

Quart.

Quart.

50

492

0.8692

0.8215

0.1789

20.58%

0.6043

1.5933

0.9890

0.7459

0.9457

55

1758

0.9853

0.9547

0.2048

20.78%

0.6029

1.5927

0.9899

0.8227

1.1316

Total

2250

0.9599

0.9235

0.2051

21.36%

0.6029

1.5933

0.9904

0.7963

1.1075

Footnotes: 50 – collective farms, 55 - companies
Source: database, own calculation

50% of collective farms in obsedved period achieved the values of TTA indicator in range
from 0.75 to 0.94. Commercial companies achieved higher values, namely from 0.82 to 1.13.
From Table 5 and from Chart 5, on the basis of mean, median and other values can be noted
that companies use their assets more effectively than collective farms.

Assessment of Return on equity development

From the primary analysis of the sample as a whole followes that 40% of enterprises in the
file reached the return on equity (ROE) till the value of 0.2. 80% of selected enterprises
reached the ROE till the level of 0.4. The remaining 20% of selected enterprises reacher ROA
higher than level of 0.4.

Table 6 documented that the ROE average value during the reporting period is till 26.32%,
which is a very high value. This indicator expresses that each invested Euro will returne
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to investor in 4 years. The highest average value was reached in year 2004, and at 41%.
In median measured values are slightly lower. Half of all valueas throughout the observed
period was till the level of 23.37%. Both of these mean values indicate differences in the
amount of profitability before Slovakia's accession to the EU. After the accession to the EU
values of ROE increased. The high coefficient of variation in the years 2000 to 2003 also
reflects the greater variability in the profitability of equity between enterprises before entering
into EU in comparison with years 2004 - 2008. Entering SR into the EU can not be assessed
as a single factor coused changes in ROE between years, because there were differenes
between years before and also after EU accession.

Descriptive characteristics for rentability indicator according to the years
Year

Count

Average

Median

Standard

Coeff. of

Deviat.

variation

Min.

Max.

Range

Table 6
Lower

Upper

Quart.

Quart.

2000

250

0.1425

0.0935

0.1251

87.74%

0.0242

0.5270

0.5028

0.0427

0.2199

2001

250

0.2637

0.2094

0.1605

60.87%

0.0772

0.6467

0.5695

0.1255

0.3924

2002

250

0.2350

0.2128

0.1269

54.00%

0.0785

0.5560

0.4775

0.1220

0.3130

2003

250

0.1567

0.1250

0.1008

64.31%

0.0441

0.4091

0.3649

0.0718

0.2268

2004

250

0.4124

0.3569

0.1936

46.94%

0.1736

0.8782

0.7046

0.2567

0.5446

2005

250

0.3031

0.2682

0.1283

42.34%

0.1402

0.6096

0.4694

0.1956

0.3920

2006

250

0.2837

0.2691

0.1121

39.52%

0.1337

0.5488

0.4151

0.1906

0.3603

2007

250

0.3493

0.3172

0.1327

38.00%

0.1820

0.6660

0.4840

0.2354

0.4492

2008

250

0.2293

0.2071

0.0981

42.81%

0.1086

0.4879

0.3794

0.1471

0.2855

Total

2250

0.2640

0.2337

0.1565

59.29%

0.0242

0.8782

0.8541

0.1462

0.3567

Source: database, own calculation

From the Chart 5 followes that the highest ROE was reached in 2004, while the lowest
in 2000, 2003 and 2008. Years 2001 and 2002 are at similar levels as 2008; however their
values have a higher variability. There can be states that after accession to the EU (after year
2004) the best 250 enterprises achieved a higher ROE in medium values with lower
variability, but statistically substantiating ROE difference existed both before and after
accession to the EU.
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Boxplot and median chart of rentability indicator

Chart 5

Source: database, own calculation

Development of components of ROE indicator

Chart 6
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Source: database, own calculation

Chart 6 includes the development of components of ROE indicator. That means sum of equity
and net trading income of the sample 250 firms each year. The highest value of equity was
reached in years 2000, 2008, and 2003. In these years the lowest values of ROE indicator
were recorded (Table 6). The value of net trading income is much more stable
and as it is clear from the right part of the Chart 6, net trading income has throughout the
whole observed period slightly increasing trend. By contrast the value of equity at the
begining decreases till the year 2004 and 2005 and after that is reflected from the bottom and
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then grows. Development of equity is best described by parabolic trendline with a coefficient
of determination R2 = 0.7216, which is the correlation coefficient of 0.8495.

Development of components of ROE indicator in thousands of Slovak crow Table 7
Year
Equity

2000

2001

2002

6709777

3705100

3556972

4607354

2396274

510732

695875

679272

594852

734717

Net income

2003

2004

2005

2006

2007

2008

2447329

3393804

3546398

5902404

644524

823752

998659

1192815

Source: database, own calculation

Value of equity and net trading income is shown in Table 7. It would be useful to precisely
analyze the equity for to find out what caused the fluctuations in values. There is also
necessary to note that the sample of enterprises contains in each year different enterprises
because our only criterion for inclusion was the highest ROE.

Enterprises with negative equity value in thousands of Slovak crown
Year

2000

2001

2002

2003

2004

(1)

-476253

-39028

(2)

86

95

(3)

-5538

(4)

6709777

2005

-313039

-640183

-407887

78

150

79

-4200

-4013

-4268

3705100

3556972

4607354

Table 8

2006

2007

2008

-458423

-443972

-427468

-127982

106

80

80

44

-5163

-4325

-5550

-5343

-2909

2396274

2447329

3393804

354639

5902404

8
(5)

26839

14820

14228

18429

9585

9789

13575

14186

23610

Footnotes: (1) – value of negative equity in the basic file; (2) – count of enterprises with
negative equity; (3) – average per enterprise with negative eguity; (4) – value of equity
in sample file; (5) – average per enterprise in sample file
Source: database, own calculation

According to the sample file and to the relatively high volatility of equity values there
is necessary to note that there were quite a lot of enterprises with negative equity value in the
basic file. Table 8 gives us an overview of the number of these enterprises as well as the value
of accumulated negative equity of these enterprises. These companies were excluded as first,
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as well as the negative values of net income would be based on positive ROE. The average
amount of negative equity per enterprise ranging from 2.9 to 5.5 million Slovak crown (SKK).
For this it should be necessary to focuse on these enterprises in further research to underlying
causes of this situation. These enterprisees have not equity; they use only foreign capital,
in scope of which aslo subsidies are included.

Repeating of enterprises in the selected sample
Repeating in observed period

1

2

3

Amount of enterprises

393

236

140

Table 9
4
89

5
52

6
29

7
19

8

9
3

2

Source: database, own calculation

Overview of the number of enterprises repeated in the sample gives us the Table 9. Selected
sample consisted of 250 enterprises in nine seasons, giving a total 2250 subjects. Overall, only
393 enterprises were worked with. 236 enterprises have occurred in our group 2 times, only
140 enterprise 3 times and only 2 occurred 9 times. This means that only two enterprises
throughout the whole period been included among those with the highest ROE in each year.
To compare before and after accession SR to the EU, we divided the time series for the years
2000 - 2003 and 2005 - 2008. Year 2004 we have not taken in this case into account (as the
year of entry), and thus we get a sample of 1000 and 1000 data. The calculations showed that
in 2000-2003, the 30 enterprises were located in each year of the top 250 enterpsrises.
Between years 2005 - 2008 it was already 40 enterprises. That means increase of 33.33%.

Assessment of Liquidity indicator development

Most of enterprises in selected sample reached throughout the whole period values of liquidity
indicator from 0.2-1.1. Values above the level of 1.1 were significantly less frequented.
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From Chart 7 it is possible to determine the gradual changes of liquidity. In the period 20002003 was the liquidity of the best 20 % enterprises latively stable. After the entrance SR the
EU in 2004, the values shifted to higher levels, while the years 2006 and 2007 can be viewed
as a period according to development of liquidity indicator as favourable.

Boxplot of liquidity indicator according to years

Chart 7

Source: database, own calculation
Table 10 contains the descriptive characteristics for each of the years and of liquidity
indicator. Years 2000 to 2003 were characterized by relatively stable values of liquidity
as is reflected in the average and median values. In subsequent years there was a significant
increase in liquidity until the year 2007, where it can be observed stagnation of growth and
then in 2008 a significant decrease in average about 30%.

Descriptive characteristics for liquidity indicator according to the years
Year

Count

Average

Median

Standard deviat.

Min.

Max.

Range

Table 10
Lower

Upper

Quart.

Quart.

2000

250

0.8063

0.7005

0.3654

0.3518

1.7206

1.3688

0.4971

1.0112

2001

250

0.7051

0.5659

0.3614

0.3135

1.6899

1.3764

0.4221

0.9116

2002

250

0.6199

0.5193

0.3132

0.2852

1.7135

1.4283

0.3723

0.7679

2003

250

0.6887

0.6238

0.3032

0.3111

1.5128

1.2018

0.4305

0.8894

2004

250

1.2641

1.0182

0.6409

0.6050

2.9646

2.3596

0.7727

1.5565

2005

250

1.3952

1.1674

0.6147

0.6822

3.1965

2.5143

0.9178

1.7719

2006

250

1.8914

1.4796

1.0308

0.7796

4.8838

4.1042

1.0157

2.5577
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2007

250

1.8678

1.5106

1.0382

0.7107

4.5189

3.8081

1.0291

2.4617

2008

250

1.4536

1.1647

0.9432

0.5188

4.2347

3.7159

0.7306

2.0000

Total

2250

1.1880

0.9277

0.8357

0.2852

4.8838

4.5986

0.6262

1.4460

Source: database, own calculation

Such development may be largely conditioned by volume of subsidies as well as by their way
of payment in according to a time. Their main amount is paid before the end of the calendar
year. This development reflects the existing economic situation, which has important
influence on the agricultural enterprises. The range of the values was in the period 2000-2003
from 1.2018 to 1.4283. In next years it increased over hhe value of 4.5. This fact can
be interpreted as increasing differences of liquidity indicator between the best enterprises.
Last 2 columns may serve as a range of recommended values for the indicator of liquidity.
They determine the interval for 50% of the selected enterprises. If enterprise reaches the value
of liquidity indicator in range of 0.6262 to 1.4460, it belongs to from the liquidity point
of view between the very good enterprises.

For assessment of liquidity indicator development is necessary to analyzed also individual
components. The overview of this Table 11 provides.

Development of individual items of the liquidity indicator
Financial accounts

Table 11

Short term liabilities

Short term credits

Financial assistance

(3)

(1)

(2)

(3)

(1)

(2)

(3)

(1)

(2)

Year

(1)

(2)

2000

250

5097.3

2808

250

5560.9

3559.5

78

2390.4

1157

31

1983.5

1000

2001

250

5053.3

2665.5

250

5919.9

3680.5

74

3733.4

1265

64

3311.0

1074.5

2002

250

4478.5

2256

250

5725.2

3176

80

3301.4

1474

71

2900.6

1309

2003

250

4364.6

2229.5

250

5411.9

3306

87

2525.4

1000

85

1078.9

498

2004

250

5385.6

3418

250

3941.8

2668

74

1766.8

537

80

1084.9

278.5

2005

250

5874.6

3305

250

3504.0

1857.5

95

2201.7

1020

69

898.3

99

2006

250

6604.0

3788.5

250

3456.2

1947

81

1555.6

200

50

386.5

0

216

(3)

2007

250

8129.9

4430,5

250

4427.3

2092.5

79

1242.6

368

31

0

29

2008

250

6852.6

3909.5

250

4666.2

3106

98

2096.0

903.5

40

664.9

270

Total

2250

5760.1

3059

2250

4734.5

2800

746

2300.3

809

521

1468.4

350

Footnotes: (1) – count; (2) – average; (3) – median
Source: database, own calculation

Development of components of liquidity indicator
– median in thousands of Slovak crown

Chart 6

Source: database, own calculation

From the long-term sustainability of liquidity view, it must be questioned whether
average velues of liquidity were reached in the same enterprises, or it was only random
phenomenon. The answer to this question provides Table 12. In total there was
250 enterprises observed. This means 2250 subjects through the whole analzyed period.
As is apparent from the table 12, 7 enterprises business occurred in each year, 22 enterprises
in eight years, 28 companies in seven yers. Overall, the sample throughout the period covered
806 enterprises, of which more than 30% appeared in at least four times.

Repeating of enterprises in the selected sample
Repeating in observed period

1

2

Amount of enterprises

296

170

3
97

Source: database, own calculation
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Table 12
4
89

5
50

6
47

7
28

8
22

9
7

Boxplot of liquidity indicator according the legal form

Chart 9

Footnotes: 50 – collective farms, 55 - companies
Source: database, own calculation

In the last step, we analyzed the liquidity indicator by legal form. As is apparent from Chart 9
and Table 13, there are no significant differences in values of indicator between non collective
farms and companies. The only one significant difference is in frequency. From 2250
monitoring enterprises 1333 were collective farms and 917 were companies.

Descriptive characteristics for liquidity indicator according to the legal form Table 13
Legal

Count

Average

Median

form

Standard

Min.

Max.

Range

Deviat.

Lower

Upper

Quart.

Quart.

50

1333

1.1817

0.9207

0.8542

0.2852

4.8838

4.5986

0.9079

1.4247

55

917

1.1973

0.9400

0.8085

0.2874

4.4935

4.2061

0.6649

1.4807
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Total

2250

1.1880

0.9277

0.8357

0.2852

4.8838

4.5986

0.6262

1.4460

Footnotes: 50 – collective farms, 55 - companies
Source: database, own calculation

Assessment of Indebtedness indicator development

In the sample file enterprises reached the values of level of indebtedness in range from
7% to 20%. Values exceeding the 20% level were relatively rare, as well as enterprises with
values of indebtedness indicator less than 7%.

Boxplot of indebtedness indicator according to years

Chart 10

Source: database, own calculation

From Chart 10 it is possible to determine changes in the indebtedness indicator. In the 20002006 period was the degree of indebtedness of selected sample relatively stable.
Since year 2007, the level of indebtedness increased slightly.

Table 14 contains the descriptive characteristics of the indebtedness indicator for the 250 best
companies in Slovakia in the period 2000-2008. Throughout the whole analyzed period
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Slovak enterprises achieved the same average level of debt moving in the range from 13.11%
in 2006 to 16.36% in 2008. In year 2006, the minimum value of the indebtedness indicator
in selected sample was 6.2% and the maximum value was 19%. In 2008, the minimum value
of the indebtedness was 7.5% and the maximum value was 24.1%.

Descriptive characteristics for indebtedness indicator according to the years Table 14
Year

Count

Average

Median

Standard

Coeff. of

Deviat.

variation

Min.

Max.

Range

Lower

Upper

Quart.

Quart.

2000

250

0.1392

0.1405

0.0380

27.31%

0.1709

0.2009

0.1299

0. 1070

0.1720

2001

250

0.1408

0.1444

0.0362

25.71%

0.0765

0.2009

0.1243

0.1096

0.1724

2002

250

0.1460

0.1478

0.0402

27.50%

0.0701

0.2122

0.1421

0.1107

0.1834

2003

250

0.1440

0.1428

0.0373

25.92%

0.0778

0.2125

0.1347

0.1138

0.1781

2004

250

0.1379

0.1411

0.0397

28.78%

0.0664

0.2006

0.1342

0.1060

0.1735

2005

250

0.1373

0.1363

0.0416

30.33%

0.0616

0.2089

0.1474

0.1010

0.1713

2006

250

0.1312

0.1331

0.0355

27.09%

0.0620

0.1908

0.1288

0.1033

0.1608

2007

250

0.1467

0.1439

0.0378

25.73%

0.0788

0.2119

0.1331

0.1143

0.1797

2008

250

0.1636

0.1671

0.0486

29.67%

0.0756

0.2416

0.1659

0.1233

0.2069

Total

2250

0. 1429

0.1433

0.0405

28.30%

0.0616

0.2416

0.1799

0.1089

0.1774

Source: database, own calculation

The degree of indebtedness is critical if the value is 0.7, that means ratio of foreign capital
should not exceed 2/3 sources. High level of indebtedness may be justified by higher margins
generated for variou purposes to the debt of cost. These reserves are recognized as foreign
source even if the character or them is own.
As is apparent from Chart 11 and Table 15 there are no significant differences in descriptive
characteristics between collective farms and companies. The only one significant difference
is in frequency. From 2250 monitoring enterprises 1806 were farms and 444 were companies.

Descriptive characteristics for indebtedness indicator according to the legal form
Table 15
Legal

Count

Average

Median

Standard Deviat.

form

Min.

Max.

Range

Lower
Quart.
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50

1806

0.1417

0.1414

0.0400

0.0616

0.2416

0.1799

0.1076

55

444

0.1482

0.1503

0.0419

0.0625

0.2398

0.1774

0.1146

Total

2250

0.1429

0.1433

0.0404

0.0616

0.2416

0.1799

0.1089

Footnotes: 50 – collective farms, 55 - companies
Source: database, own calculation

Boxplot of indebtedness indicator according the legal form

Chart 11

Footnotes: 50 – collective farms, 55 - companies
Source: database, own calculation

Conclusion:

According to the results of an analysis of selected indicators development, the following brief
summary can be included. During the analysis period the values of avtivity indicator moved
in the range 0.7 to 1.0, while the average for the period does not exceed 1.11. As favorable
part of whole period appear the years before Slovakia's accession to the EU, after the
accesion SR into the EU the development of values is decreasing. According the analysis
by legal forms companies used their assets more effectively than corporations.
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In case ROE (rentability indicator) average value reached 26.32% through the whole analyzed
period. Each invested Euro will returne to investor inless than 4 years. The lowest level
in year 2000 was 0.14. The highest average value was reached in year 2004, and at 41%.
The results show that the agriculture sector may be attractive for investors, especially after the
accession SR to the EU, when the agricultural sector reached higher level of ROE.
According to the assessing the solvency of farms is necessary to take into account the
specificities of agricultural primary production occurring mainly in the subsidy policy and
pricing policy. Observed trends in the liquidity indicator can be regarded as authoritative and
useful in the management activities of farms.
Values of indebtedness in whole analyzed period mowed in range from 7% to 20%, while
lower or higher values of the interval occurred sporadically. The relatively stable values
of indebtedness in years 2000-2006 succeeded since 2007 a slight increase.
Theoretically, it was assumed that by the implementing of the EU CAP, the objective
operating disparities will gradually reduce and stabilize the financial position of agricultural
enterprises, but the real trend does not confirm this assumption. Further reform of EU CAP,
should focus on ensuring food security, environmental protection and countryside, the new
challenges as climate change and to wipe too much disparity in the amount of payments
to farmers. The future of direct payments scheme should be fair, legitimate, easy
to implement, effective, flexible and transparent.
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Financial performance of Equity Mutual Funds
under Different Investment Options- An Empirical Analysis

H. K. Singh1
1

Banaras Hindu University, Varanasi, INDIA

Abstract: Mutual funds provide variety of schemes to its investors so that they can
choose the most suitable funds for themselves. For same portfolio of mutual fund
scheme, investors are provided with two investment options i.e. Growth plan and
Dividend Plan. The present paper analyses the performance of 24 schemes of top four
mutual funds of 2008 for one financial year. The objective of the study is to analyze the
difference between the returns of growth funds under the two available options (Growth
option & Dividend option). The study is conducted by comparing the monthly returns of
respective funds under both options. Standard deviation and Sharpe Ratio is used to study
the risk adjusted returns of funds. T-Test has been carried out to find whether the
differences in the performance of Equity growth plans and Equity dividend plans are
statistically significant or not.

226

Introduction
The Indian mutual funds industry has shown impressive growth over the past
years. Presently, this industry is at an infant stage as compared to that of USA and UK
but is expected to perform brilliantly in the future. Mutual funds have not only succeeded
in mobilizing the small savings of investors but have also inculcated a habit of saving by
alluring them through easy money policies. Mutual funds provide investors with variety
of schemes and investment options to its investors. The returns of funds varies according
to the schemes’ investment objectives and the adopted investment option i.e. growth plan
or dividend plan. The present paper analyses the financial performance of top mutual
fund schemes for the year 2007-08 under different options.
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Top Five Fund Houses of year 2007-08
Fund House

No. of Top Rated

Total Rated Funds

funds
Reliance Mutual Fund

10

17

21

38

Tata Mutual Fund

14

30

Birla Sunlife Mutual Fund

18

39

HSBC Mutual Fund

6

13

ICICI Prudential Mutual
Fund

Source- value research

The above table shows the Top 5 fund houses of 2007-08. The table shows that in
Reliance Mutual Fund, out of 17 rated mutual funds, 10 funds were amongst the top
performers (as per the Top 100 list given by Value research study), similarly in ICICI
prudential mutual fund-out of 38 rated funds, 21 funds were in top 100 funds of 2007-08,
14 out of 30 funds were from Tata Mutual fund and 18 out of 39 rated funds were from
Birla Sunlife mutual fund.

Review of Literature
Mutual funds and their performance is one of the major topics of discussion in the
field of Finance. Many researchers throughout the world have contributed a lot in this
area. The pioneer work on mutual funds was done by Warton School of Finance and
Commerce (1962) in U.S. They studied mutual funds on various parameters like their
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investment policies, portfolio turnover ratios, and the impact of mutual funds trading on
the stock market and concluded that the funds failed to outperform their benchmarks.
Similar conclusions was drawn by Friend and Vickers (1965) who evaluated the
performance of mutual funds against randomly selected portfolios and found that on the
whole mutual funds performance were not superior to randomly selected portfolios. The
portfolio theory suggested by Harry Markowitz gave a new direction for evaluating
portfolio performance. The Capital Asset Pricing Model (CAPM) further developed and
improved the path of estimating and evaluating portfolio performance.
Many models since then have been suggested by various economists to evaluate
mutual funds performance. The major contribution in this area is by William Sharpe
(1966). He evaluated 34 funds and found that 19 funds were able to outperform their
benchmarks. He was followed by Treynor (1966) who studied the performance of the
managers of mutual funds in terms of their ability and market timings. In his study he
found no statistical evidence that any manager of 57 mutual funds were able to guess the
market correctly in advance. His study also suggested that the returns of mutual funds
were directly proportional to the ability of the manager to identify the under priced
securities in the market. Jenson MC (1968) studied a sample of 115 MF’s which revealed
that the fund managers were not able to forecast security prices well enough to recover
research expenses and fees. E. Fama (1970), in his study suggested that the over all
performance of managed portfolios could be broken down into several components. He
argued that the observed return of a fund could be due to ability of fund managers to pick
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up the best securities at a given level of risk (selectivity ability) and some portion of this
return could also arise due to the prediction of general market price movements (timing
ability). Friend, Blume and Crockett (1970) compared the performance of 86 mutual
funds with random portfolios and concluded that MF’s did worse than randomly selected
portfolios. The study made by Carlson (1970) and SEC (1971) concluded that some of
the MF’s had outperformed their benchmarks but there was no consistency in their
performance. In 1974 Mcdonald studied the relationship between the funds objectives
and their risk-return attributes and found that the funds managers were able to manage
MF’s within the stated risks but few funds of lower risk category was risky than the funds
in higher risk category. Norman E. Mains (1977) stated in his study approximately 66%
of the funds out of 75 funds gave larger net returns adjusted for systematic risk. James
R.F Guy evaluated the mutual funds of U.K as per Sharpe and Jenson measures and
concluded that no MF’s outperformed the London Stock Exchange Index. Kon And Jen
(1979), Viet and Cheney (1982), Henrikson (1984) evaluated the performance of mutual
fund managers on the basis of their stock selection abilities and market timings and
concluded that the managers failed to possess such qualities. Lehmann and Modest
(1987) suggested the importance of the appropriate model for risk and return of
portfolios. Grinblatt and Titman (1989) and Richard Ippolito (1989) studied that MF’s
never gave abnormal returns as they were offset by expenses and load charges. Hendricks
(1993) found that MF’s offered superior returns over a short period.
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Many Indians have contributed a lot in this direction. M Jayadev (1996) evaluated
the NAVs of 62 MF’s schemes for varying period between 1987 - 1995. He reported that
30 out of 44 schemes showed superior performance when total risk was considered and
24 out of 44 schemes outperformed their benchmarks when only systematic risk was
considered. S. A. Dave (1998) reviewed the performances of individual mutual funds.
Susan Thomas (1998), with the use of Jenson measure studied the NAV and prices of
Mastershare and MSGF funds. Vivek Kulkarni (1998) in his article explained the
framework of good performance evaluation and criteria for selecting the benchmark of
MF’s. He also discussed the methodology used by CRISIL in measuring portfolio risk.
Julie Hudson (1998) used Sharpe and Treynor’s measure for evaluating the performance
of portfolios and the criteria for selecting their benchmarks. Chakrabarti and Harsha
Rungta (2000) studied the risk-return relationship of selected equity based private MF’s
only. They found that there is no one-to-one correspondence between performance by
return and performance by risk-adjusted return. Amitab Gupta (2001) compared the
performance of selected MF’s with their benchmark and found that 52% funds
outperformed their benchmarks whereas the remaining 48% underperformed the
benchmarks. Narasimhan and Vijayalakshmi (2001) made an empirical evaluation of 76
mutual funds schemes from 25 mutual fund houses. In the study, the portfolio risks,
returns and correlation between the stocks in the portfolio of each scheme was computed
and compared with each other and correlation amongst the frequently appearing stocks in
the portfolio. The study revealed that almost all the portfolios showed higher risk level as
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compared to their returns. Biswadeep Mishra (2002) evaluated the timing and selectivity
skills of mutual funds. He used the Chen & Stockum model to evaluate the mutual fund
selectivity, beta instability and timing skills and found that mutual funds lacked timing
ability and there exists instability in the systematic risks of mutual funds. Likewise, Prof.
M S Turan, Dr. B S Bodla and Sushil Kumar Mehta (2001), Biswadeep Mishra (2002),
Ramesh Chander (2002) has also made fruitful contribution in this area.
Recently a number of studies have been conducted to examine the growth and
performance of mutual fund industry in India. Sharad Panwar and Dr. R. Madhumathi
have studied the sample of public sector sponsored and private sector sponsored mutual
funds of varied net assets to investigate the differences in the characteristics and effect of
diversification on their performances. Rao Neelakanteswar Dabbeeru (2007) in his paper
“Investment styles and performance of equity mutual funds in India” has analyzed the
performance of selected open ended equity mutual funds for the period 1st April 2005 to
31st March 2006. Other recent studies include the work of Gajendra Sidanaand Debashis
Acharya (2007), Dr. Anand and Dr. Murugaiah and Tetsuya Kamiyama etc.
Objectives of the study
The present study is conducted to achieve the following objectives1. To analyze the performance of Equity growth plans and Equity dividend plans
with reference to returns, risk adjusted returns and market returns.
2. To ascertain whether the differences in the performance of Equity growth plans
and Equity dividend plans are statistically significant.
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Investment Options- The following investment options are available to investors of
mutual funds:
1. Growth Option The NAV of such plans reflects the profits/losses incurred by the scheme. NAV
goes up when the scheme earns profits and vice versa. The profits under such plans are
not distributed amongst the unitholders. The unitholder can realize his gains by selling
the entire holdings or some portion of the units held by him. Such options are suitable for
long term investors not aiming for regular income. All the profits/losses made by the
mutual funds schemes are reflected in the NAV of such schemes. The NAV’s of such
schemes goes up when profits are made and vice versa. Over time, as the schemes makes
profits, the NAV of each unit keep on increasing. The realized profits are never
distributed to its unitholders.
This option is suitable for those who- Want capital appreciation
- Do not want a regular income
- Are long term investors

2. Dividend Option In this option, too, the profits/losses made by the mutual fund schemes are
reflected in the NAV of the MF Unit. But contrary to the growth options, regular
distribution of the profits is made to its unitholders. This distribution is in the form of
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dividends declared from time to time. But such declaration of dividends is not mandatory
for the mutual fund scheme. The amount and frequency of the dividends depends on the
profits made by the scheme and are declared only when the scheme makes a profit, and it
is at the total discretion of the fund manager. The dividend is paid out from the NAV of
the unit and when the dividend is paid out, the NAV of each unit goes down by an equal
amount. Because of this the NAV of a scheme with dividend option is always less than
the NAV of a scheme with growth option. Under such schemeseven if markets move
down the investor is able to book some profits and is free from the worry about the
timings of booking the profits.
This option is suitable - where regular income is expected (although this is not guaranteed).
- The unitholder is not very interested in long term capital appreciation

3. Dividend Reinvestment Option
This is a variant of dividend option. Here, the declared dividend is used to
purchase the units of the same mutual funds scheme and these units are credited to the
investors account.
The Dividend reinvestment plan is close to the growth option in terms of returns.
This is because the returns are in the form of capital appreciation - but with an increase in
the number of units of the scheme. In growth option, the investor has less number of units
with a higher NAV and in this option, the number of units is more but NAV is low.
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Research Methodology
The study is limited open ended equity mutual funds of top fund houses of 2008
for the period 1st April 2007- 31st March 2008. The study has been carried out entirely on
the basis of secondary data. The monthly NAV’s of schemes has been collected from the
websites of mutualfundsindia .com. The NAV’s of funds has been adjusted with the
dividends/ bonus shares declared during the period of the study. Monthly Bombay stock
exchange 100 National Index Values has been drawn from the website of Bombay stock
exchange. The BSE 100 Index is proxy for the market return in the study. Returns on 364
days T- Bills has been collected from the website of Reserve Bank of India for the period
1st April 2007- 31st March 2008.
The Microsoft excel sheet has been used to make the relevant calculations. Single
period change of NAV per unit has been computed for the sample schemes. Single period
has been defined as one month in the study. Monthly returns for each of the single period
so computed has been compounded to get single compounded monthly rate of returns on
the mutual fund portfolio as per the following formulaRjn = NAVn / NAVn-1
Where,
Rjn = Single period return on fund ‘j’ for ‘nth’ month
NAVn = Net asset Value at the end of ‘nth’ month
NAVn-1= Net Asset Value at the end of (n-1)th month
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The compounded monthly rate of returns of sample mutual funds has been calculated by
the equation.
R= (Rj1+ Rj2 +Rj3 ……….. + Rjn )1/n - 1
Where,
R= Compounded monthly rate of return on fund j
Rjn = Monthly rate of return on fund ‘j’ for ‘nth’ month
n = Number of months
The rate of return of Bombay Stock Exchange 100 has been used as a proxy for
market return. The index has been used for market portfolio in the study. The monthly
returns of BSE-100 have been calculated from the formulaRm = IVn /IVn-1
Where,
Rm = Return on market portfolio (BSE-100 Index)
IVn-1 = BSE 100 at time (n-1)th month
IVn = BSE-100 at the beginning of nth month

Performance Analysis
For the purpose of the study, the top four fund houses of 2008 have been selected.
It is estimated that the market share of top five mutual funds was 55% of total AUM in
2007-2008. The top five mutual funds in 2007-08 were Birla Sunlife mutual fund,
Reliance mutual fund, ICICI Prudential mutual fund, Tata mutual fund and HSBC mutual
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fund. From each mutual fund house six open end equity schemes have been selected.
HSBC mutual fund has not been included in the study because data for open end equity
mutual funds were not completely available for the required period. The monthly returns
of BSE 100 Index, 364 days T-bills and the monthly compounded returns of the selected
equity mutual funds with Growth and Dividend plans an Sharpe ratio has been computed
for making the relevant comparison to meet the objectives of the study.
The compounded monthly return of BSE 100 for the period 1 April 2007 – 31st
March 2008 is 0.72% with standard deviation of 0.1067. The compounded monthly
return of market was 4.73% till January 2008 as the market was at its peak but the returns
of market collapsed because of the downturn in February and March 2008. Let us find out
whether the mutual funds were able to outperform the market during this period or not.
TABLE 1: Performance of Equity Growth Plans

Growth Plans
S.N

Monthly

Standard deviations

compounded return

of the returns of the

of the plan

plan

1 Birla sunlife 95

1.94

0.0731

2 Birla sunlife Advantage Fund

1.60

0.0910

3 Birla sunlife basic industries

3.27

0.0990

4 Birla sunlife buyindia fund

0.99

0.0848

5 Birla sunlife equity fund

2.60

0.0880

-0.34

0.0722

2.14

0.0774

6 Birla sunlife opportunities fund
7 Reliance Equity Fund
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8 Reliance Diversified Power Sector

5.66

0.0968

9 Reliance Banking Fund

4.15

0.0775

10 Reliance Growth Fund

2.85

0.0912

11 Reliance Vision

0.00

0.1209

12 Reliance Equity Opportunities Fund

1.48

0.0835

13 ICICI Prudential Discovery fund

1.32

0.1031

14 ICICI Prudential Dynamic Plan

1.54

0.0706

15 ICICI Prudential Emerging STAR Fund

2.12

0.0994

16 ICICI Prudential Infrastructure Fund

4.20

0.0965

17 ICICI Prudential Power

1.71

0.0831

-0.67

0.0938

19 Tata Contra Fund

2.45

0.0916

20 Tata Equity Management Fund

0.89

0.0586

21 Tata Equity Opportunities Fund

2.87

0.1001

22 Tata Pure Equity Fund

2.54

0.0839

23 Tata Growth Fund

2.29

0.0864

24 Tata Contra Fund

2.45

0.0909

18 ICICI Prudential Technology fund
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TABLE 2: Performance of Equity Growth Plans

S.N

Dividend Plans

Dividend

Standard Deviation

1 Birla sunlife 95

1.94

0.0733

2 Birla sunlife Advantage Fund

1.60

0.0910

3 Birla sunlife basic industries

3.27

0.0991

4 Birla sunlife buyindia fund

1.00

0.0847

5 Birla sunlife equity fund

0.25

0.0806

-0.34

0.0723

7 Reliance Equity Fund

2.14

0.0774

8 Reliance Diversified Power Sector

4.89

0.1015

9 Reliance Banking Fund

2.54

0.0920

10 Reliance Growth Fund

1.03

0.0852

11 Reliance Vision

1.99

0.0856

12 Reliance Equity Opportunities Fund

0.80

0.0913

13 ICICI Prudential Discovery fund

-0.07

0.1181

14 ICICI Prudential Dynamic Plan

0.73

0.0692

15 ICICI Prudential Emerging STAR Fund

0.57

0.1204

16 ICICI Prudential Infrastructure Fund

1.48

0.0940

17 ICICI Prudential Power

0.06

0.0675

-0.67

0.0938

19 Tata Contra Fund

1.90

0.0855

20 Tata Equity Management Fund

0.26

0.0728

21 Tata Equity Opportunities Fund

2.23

0.1014

6 Birla sunlife opportunities fund

18 ICICI Prudential Technology fund
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22 Tata Pure Equity Fund

1.68

0.0905

23 Tata Growth Fund

-3.39

0.1333

24 Tata Contra Fund

1.90

0.1003

The table shows that only 3 equity growth funds underperformed the market
returns whereas in case of dividend plans, 8 funds underperformed the BSE 100 index.
Thus, Growth plans performed better than the dividend plans during the period of the
study. The average per unit risk of Growth plans was 2.08/1.43 = 1.46 and that of
dividend funds was 0.74. Interestingly, the study shows that 50% of the dividend plans
have higher total risk than that of Growth plans. It is also seen that almost all the Growth
plans (except Reliance Vision) have succeeded in giving higher returns than the dividend
plans. Thus, Growth Plans played a better role in delivering higher returns that dividend
plans. It implies that the fund managers were able to reinvest the earned gains (in
dividend plans such gains are distributed to the investors as dividends) at higher returns
in the market during the period of the study. Similar results are shown in the graphs
shown below.
Graphical comparison of Returns under Growth & Dividend Plans
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Monthly
returns
of funds

Graphical comparison standard deviation of Returns under Growth & Dividend
Plans
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The graphical representation of funds returns under the growth plan and dividend
plan shows that all growth funds gave higher returns as compared to dividend plans
(except Reliance Vision). In case of graphical comparison on the basis of standard
deviation of funds we can see that 7 funds under dividend plan have higher standard
deviation than growth plans but their returns are lower than the growth plans.

Sharpe Ratio of Funds

Dividend Plans

Sharpe Ratio of

Sharpe Ratio of

Dividend Plans

Growth Plans

Birla sunlife 95

18.04

18.11

Birla sunlife Advantage Fund

10.79

10.76

Birla sunlife basic industries

5.48

26.75

Birla sunlife buyindia fund

4.43

4.37

-4.56

22.49

-13.28

-13.29

Reliance Equity Fund

19.61

19.61

Reliance Diversified Power Sector

42.04

52.02

Reliance Banking Fund

20.88

45.54

Reliance Growth Fund

4.83

24.40

15.96

-5.13

1.97

10.30

-5.82

6.83

Birla sunlife equity fund
Birla sunlife opportunities fund

Reliance Vision
Reliance Equity Opportunities Fund
ICICI Prudential Discovery fund
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ICICI Prudential Dynamic Plan

1.62

12.98

-0.38

15.05

9.11

37.08

-8.31

13.12

-13.79

-13.79

Tata Contra Fund

14.94

19.96

Tata Equity Management Fund

-4.97

4.57

Tata Equity Opportunities Fund

15.86

22.51

Tata Pure Equity Fund

11.69

22.88

Tata Growth Fund

-30.11

19.30

Tata Contra Fund

12.76

20.14

ICICI Prudential Emerging STAR
Fund
ICICI Prudential Infrastructure Fund
ICICI Prudential Power
ICICI Prudential Technology fund

“Higher the Shape Ratio Better is the performance of the mutual fund”. The study
shows that only 4 funds with growth option have been unable to deliver higher Sharpe
Ratio than the dividend plans. 16 funds out of 24 funds with dividend option has been
able to deliver positive Sharpe Ratio and the rest 8 funds have negative Sharpe Ratio
implying such funds assumed higher risk and low returns. Whereas in case of Growth
Plans 21 funds have positive Sharpe Ratio and only 3 funds gave negative ratios. The
Graph shown below shows that all funds under growth plans have high or equal Sharpe
ratio in comparison to the funds under the dividend plans (except Reliance Vision).
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Graphical comparison Sharpe Ratio of Funds under Growth & Dividend Plans

Hypothesis Testing
To find whether there exists any correlation between the returns of the growth plans and
the dividend plans. The calculated pearson correlation is 0.5657 and the correlation is
found to be moderate.
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Students T-Test
H0 – There is no difference between the mean returns of Equity Growth plans and the
mean returns of Equity Dividend Plans for the F.Y 2007-08.
H1 – The mean returns of Equity Growth Plans is higher than the mean returns of the
Equity Dividend plans for the F.Y 2007-08.
MS Excel has been used to compute the T-test at 5% significance level. The calculated
value of T critical two-tail is 2.069 and T-stat is 3.24. T-stat is higher that t critical at 5%
level of significance and thus, null hypothesis is rejected and alternative hypothesis is
accepted. This implies that Equity Growth Plans yield higher returns than Equity
dividend plans during the financial year 2007-08.
Thus, the above study shows that schemes with growth plan performed relatively
better than schemes with dividend plans and therefore the investment options available
with the schemes affect the returns of the schemes.
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Testing Alternative Models for Forecasting Volatility in Stock
Futures Market: A Linear Approach
K. Srinivasan1, M. Deo1
1

Pondicherry Central University Kalapet, Puducherry, India

Abstract: Thanks to numerous empirical research studies, a general consensus has been reached
on examining the various alternative models for forecasting and modeling volatility in stock
futures contracts by using out-of-sample forecast according to statistic and risk management
evaluation criteria. The dataset were retrieved from National Stock Exchange (NSE) website
terminal for the period from April 1, 2003 and ending on December 31, 2008. The forecasting
models that are considered here ranges from Random Walk, Linear Regression, Moving Average,
Autoregressive Models. In order to evaluate the forecasting performance of different models we
use two forecasting error statistics by considering the root mean square error (RMSE) and the
mean absolute percentage error (MAPE) for testing the return characteristics. Our findings
suggest that, according to RMSE statistics the autoregressive model and linear regression models
rationally shared and ranked first for out-of-sample forecasts in the linear models. In addition,
one cannot conclude that the success or failure of a particular type of forecasting model applied
to one market carries over to a different market, because the size and liquidity of a market can
affect the quality of volatility forecasts. Finally, one can learn more about the market movement
and return volatility through studying the non linear approach.
Key Words: stock futures, volatility, forecasting, linear models, information content
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Introduction
Volatility is the major concern for those who involved in the financial markets, which simple
synonymous of risk. The rational investors, high volatility is though of market disruption. To
them, volatility means that securities are asset pricing fairly as it should. On the other hand,
consistence of volatility undermines the usefulness of stock prices as a signal for true intrinsic
value of a firm, concept that is core to the paradigm of informational efficiency of markets.
Further, volatility estimation and forecasting have become a compulsory risk management
exercise for many financial institutions around the world. There is a clear evidence of the
important link between volatility and public confidence. Investors and policy makers rely on
market estimates of volatility as a barometer of the vulnerability of financial markets for returns
and regulations respectively. One of the important things about stock market volatility is
asymmetric behaviour that means bad news to financial time series are more volatile than good
news of similar magnitude.

There is an inherent relationship between stock market and the economy.

Growth and

development of an economy needs good rates of saving and investment. The stock market helps
in mobilizing saving and investment. The stock market helps in mobilizing saving and
channelizing them through securities into preferred enterprises. Thus the securities market fosters
economic growth by segmenting quantities of real saving and capital formation from any given
level of national income and raises productivity of investment by improving allocation of
investible funds. On the other hand, it also increases the capital flows from abroad.

The

securities market facilitates the globalization of an economy by linking with the rest of the world
and thereby assists the inflow of capital in the form of portfolio investment. Once the domestic
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economy is opened up to international competitive pressures, not only it helps to raise the
efficiency of the domestic capital market, it is also very likely that the domestic securities market
will facilitate capital outflows by providing attractive investment securities market successfully
monitors the performance of the existing capital stock, as also enlarges the financial sector by
promoting additional and more sophisticated financing and increases opportunities for
specialization, division of labour and reduction in the cost of financial activities.

This study can be considered as one of the few attempts made to examine the relative ability of
various models to forecast daily stock futures volatility contracts, such as such as volatility
clustering, excess kurtosis, and fat tailed etc., to identify which model is the best model according
to statistic and risk management evaluation criteria. The rest of the paper is structured as follows.
In the next session we outline some of the previous literature on volatility modeling and
forecasting, and the role that news releases play in determining volatility. Section 3 describes the
datasets adopted for the study and methodological parts will be discussed in Section 4. The
results of linear models and interpretations were carried out in Section 5. Section 6 details the
forecasting performance of the estimates models. Finally, Section 7 summarizes and concludes.

Material and Methods
Most of this research has focused on equity markets Akgiray (1989), Pagan and Schwert (1990),
Bollerslev et.al (1992), Francis and Van Dijk (1996), Brailsford and Faff (1996) and Brooks and
Persand (2002). However, many theoretical and empirical studies are designed to work with the
conditional variance in developed markets Dimson and Marsh (1990), McMillan, Speight and
Gwilym (2000). First, large changes tend to be followed by large changes and small changes
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tend to be followed by small changes, which mean that volatility clustering is observed in
financial returns data. Secondly, financial time series data often exhibit leptokurtosis, which
indicate that the return distribution is fat-tailed as observed by Mandelbrot (1963), Fama (1965),
Laurent and Peters (2002). Finally, changes in stock prices tend to be negatively related to
changes in stock volatility which is identified to be “leverage effect” Black (1976), Christie
(1982), Nelson (1991), Koutmas and Saidi (1995). In Sight of the importance of volatility in
financial markets, a seminal contribution to the study of stock market volatility was Schwert
(1989). He sought to establish which economic variables are highly correlated with volatility in
returns, and found little evidence that volatility in economic fundamentals had a discernible
influence on stock market returns. Another study by Lamoureux and Lastrapes (1990) assumed
that volatility was influenced both by past forecast errors (GARCH) and by the volume of
trading, where volume was interpreted as measuring the arrival of new information he conjecture
that, in general, GARCH effects in many other studies are really measuring the persistence in the
arrival of new information.
To capture the above uniqueness, ARCH class of models were introduced by Engle (1982) and
GARCH (Generalized Autoregressive Conditional Heteroskedasticity) by Bollerslev (1986) and
Taylor (1986).

Since, the intrinsically symmetric GARCH model does not cope with the

asymmetry issues or so called leverage effect, the Exponential Generalized Autoregressive
Conditional Heteroskedasticity process (EGARCH) by Nelson (1991) is suggested. Finally, to
capture asymmetries in terms of negative and positive shocks TGARCH (Threshold Generalized
Autoregressive Conditional Heteroskedasticity) model was introduced by Zakoian (1990) and
Glosten, Jaganathan and Runkle (1993). An alternative way to model the intra-day price variation
is adopting the price range data instead. The price range, the difference between the daily high
and daily low of log-prices, has been used in the academic literature to measure volatility.
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Financial economists have long known that the daily range of the log price series contains extra
information about the course of volatility over the day. Despite the elegant theory and the support
of simulation results, the price range as a proxy of volatility has performed poorly in empirical
studies. Therefore, the GARCH type of models is most-adopted for modeling the time-varying
conditional volatility, because it models the time varying variance as a function of lagged squared
residuals and lagged conditional variance.

Recently, several authors have investigated the volatility of stock market by applying
econometric models and suggested that, no single model is superior Akgiray (1989), Pagan and
Schwert (1989). Brailsford and Faff (1996) and Koutmos (1998) examine the predictive
performance of several statistical methods with GARCH and TGARCH models for Australian
stock exchange. The unexpected changes in volatility are the most important risk factor in
estimating the cost of portfolio insurance Hill, Jain and wood (1988). Dimson and Marsh (1990)
examine various technical methods of predicting the volatility of UK stock market returns and
find that exponential smoothening and regression model performed best according to their
criteria. Tse (1991) and Tse and Tung (1992) examine the stock market of Japan and Singapore
respectively, and find that an exponentially weighted moving average method is superior to the
GARCH model in both cases. Franses and Van Dijk (1996) compare the volatility forecasting
performance of GARCH, QGARCH and TGARCH models to the random walk model using
weekly for Scandinavian stock markets returns over the period 1986 to 1994 and reported random
walk model performs particularly well. Brailsford and Faff (1996) compare the predictive
performance of several statistical methods with GARCH and TGARCH models using several loss
functions, they are unable to identify clearly superior models and suggest the forecasting models
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depends upon the sequent application. Harris and Sollis (2003) provide a very good recent
overview of the relationship between the variants of various ARCH and GARCH models.

There is a large literature on modeling and forecasting volatility at international level, however
only a limited study has appeared in the literature focusing on the Indian stock market. Varma
(1999) examined the volatility estimation models comparing GARCH and EWMA models in the
risk management setting. Pandey (2002) analyzed the extreme value estimators and found the
performance with Parkinson estimator for forecasting volatility over these horizons. Karmakar
(2005) has estimated that the movement in stock returns volatility is not explained by the
fundamental economic factors, but also the presence of ‘fade’ due to the actions of noise traders,
liberalizing policies and procedures of the government. Kumar (2006) examined the comparative
performance of volatility forecasting models in Indian markets and the results were found
contrary to Brailsford and Faff (1996). However, further research is needed to forecast the
volatility of stock futures market for an in-depth understanding about the behavioral
characteristics of Indian capital markets, to fill the gap in the existing literature.

Sample Data
The data for this study consists of observations on the daily closing futures price for 25 stock
index futures contracts are used for the period beginning on 1st April 2003 and ending 31st
December 2008, for a total of 1440 observations and contract trade on the National Stock
exchange (NSE) and contract specifications and trading details are available from their website
(www. nseindia.com). In sample analysis is carried out for the period from April 1, 2003 to
march 31, 2008 (1257 observations) and the remaining 184 observations (from 1st April 2008 to
31st December 2009) are used to evaluate the out-of-sample forecasting performance of the
252

model. Nearby futures contracts are selected for this study, because they are the most actively
traded futures contracts within their own classification. The price indices are converted to returns
by the standard methods of calculating the log-difference as Rt = log (Pt/Pt-1), where Pt represents
the value of the index at time t. All the observations are transformed into natural logarithms so
that the price changes in futures returns prevents the non-stationarity of the price level series
approximate the futures price volatility.

The daily volatility of stock index futures returns are estimated by the model developed by
Schwert (1990) and Schwert and Seguin (1990). The following equations are

σ2 =

π / 2 | Rt − µ |

Where, Rt is the return for selected stock index futures contracts calculates as described above
and µ is mean of the series.

Econometric Methodology:
Linear Models
Random Walk Model:
The random walk model is the simplest possible models, where the Ordinary Least Square (OLS)
method is constructed on the assumption of constant variance.

As per, efficient market

hypothesis the competing market participants reflect information instantly hence are useless in
predicting future prices. The basic model for estimating stock returns fluctuation by using OLS
in the naïve random walk model is given below
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Rt = µ + εt
Where, µ is the mean value of the returns, it is expected to be insignificantly differ from zero; and
εt, the error term should not be serially correlated over time.

Simple Regression Model:
The simple regression model is the familiar model which provides one step-ahead forecasts for
estimating the preceding volatility of the univariate series. The in-sample observations were
estimated using ordinary least squares for observed actual volatility upon immediately preceding
actual volatility of the time series data. Accordingly, this is a simple model for running the
following regression;
σ t2 = α + β σ t2− 1 + ε t

Where, σ t2 is the volatility of futures market returns, α + β are estimated by omitting the most
distant post observations, εt is an error term representing unexplained price changes.

This

methodology was followed to calculate the actual time-varying parameters for each day.

Moving Average Model
The simplest class of time series model that one could entertain is that of the moving average
process. A moving average is simple a linear combination of white noise processes, where more
recent observations receive more weight. A first order moving average, or MA (1) model was
used to calculate the more recent forecast error and it is written as;

Yt = µ + (1 − ϕ1L)ε t
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Where, Yt depends on the current and previous values of a white noise disturbance, φ denotes the
moving average parameter, L is the backward shift operator, µ is constant term and εt is the error
term at time t.

Autoregressive Model
An autoregressive model is one where the current value of a variable y, depends upon only the
values that the variable took in previous periods plus an error term. An first-order autoregressive
model, AR (1) process is specified as follows

(1 − ϕ1B)σ t ( AR) = µ + ε t

Where, φ is the autoregressive parameter, B is backward shift operator, µ is constant term and εt
is the error term at time t.

Results
In the recent finance literature, the explosion of testing the stationary of the time series data
should be kept into consideration for testing the presence of unit root in the variables, otherwise
the analyze may produce spurious regression results. The selected stock index futures return
series was examined for I(1), which is carried out in two steps process in Table: 2. we conduct
the unit root test using both the Augmented Dickey Fuller (ADF) test and Phillip-Peron (PP) test,
on the first differences for the volatility series. Besides, the unit root test results concludes that
the stock index futures return series are found to be stationary at first-order differencing and
integrated at the order of I(1).
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The Random Walk, Linear regression, Autoregressive (1) and Moving average (1) models are
estimated for selected stock index futures for the period from 1st April 2003 to 31st December
2008 are envisaged in Table: 3. Next, we use F-statistics and Durban Watson (DW) statistics to
choose the volatility models that best fits the conditional variance of the stock index futures
returns.
Panel: A reports the estimated parameters and the robust for random walk model. The Ordinary
Least Squares (OLS) of the constant random walk model suggest that the mean (µ) of the return
series is statistically significant at 1 per cent level for all the estimates, which is inconsistent with
the random walk hypothesis. The DW statistics presented in the last column of Panel: A reports
that CIPLA, Dr. REDDY, INFOSYSTCH, ITC and WIPRO does not reject the null hypothesis of
no autocorrelation. The linear regression results are envisaged in Panel: B of Table: 3 suggest
that the lagged value of the stock index futures returns were significant for all the estimates at 1
per cent level. Next, we use a combination of information criteria such as F-statistics and DW
statistics for testing volatility of the models. Here, the F-statistics best fits the model and DW
statistics has two as a critical values and it reports no evidence of autocorrelation effect for the
stock index futures return series.

The results of AR (1) model specifications are provided in Panel: C. The highest lagged
coefficient for NATIONALUM and TATAPOWER were observed at 1 per cent level of
significant with 0.374 and 0.372 respectively.

But the coefficient parameters for CIPLA,

INFOSYSTCH and ITC indicated with insignificant effect. The null hypothesis for CIPLA, Dr.
REDDY, INFOSYSTCH, ITC and WIPRO will not be rejected if DW is near to two. Hence,
there is a little evidence of autocorrelation for the stock index futures returns. The simple class of
linear combination of white noise series is the MA model are reported in Panel: D, from which
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we see that in terms of insignificant CIPLA, INFOSYSTCH and ITC of estimated coefficients,
but the other parameter observed with 1 per cent level of significance. The model that is more
appropriate by using DW statistics is ITC, CIPLA, INFOSYSTCH, Dr. REDDY and WIPRO.

Forecast Evaluation
In order to evaluate the forecasting performance of different models we use two forecasting error
statistics by considering the root mean square error (RMSE) and the mean absolute percentage
error (MAPE), which are defined as follows:
RMSE =

MAPE =

1
n

n

∑ (σ
t =1

t

− σˆ t ) 2

1 n
∑ | (σ t − σˆt ) | / σ t
n i =1

Where in all the above statistics ‘n’ stand for the number of out of sample forecasts. In this paper
we analyze two most popular measures to evaluate the forecasting capability of a model by using
RMSE and MAPE. In RMSE the weights of greater forecast errors more heavily in the average
forecast error penalty. But, the MAPE is the mean of percent deviations of the forecast from the
actual series. In short, the model that exhibits the lowest values of the error measurement
technique is considered to be the best model.

To assess the forecasting performance of selected stock index futures, we compare the out-ofsample forecasts with Random Walk, Linear regression, AR (1) and MA (1) models are reported
in Table: 5. We perform the out-of-sample forecasts by considering Root Mean Square Error
(RMSE) and Mean Absolute Error (MAE) statistics for the period from April 1, 2008 to
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December 31, 2008. Our results suggest, that the RMSE statistics in AR (1) model and linear
regression models rationally shared and ranked first for out-of-sample forecasts in the linear
models. The results of MAE reveals that the AR (1) model dominates the entire model using
MAE criteria. The linear regression model ranked second and MA (1) models ranks last.

Conclusion
This paper shed light on the importance of modeling and forecasting stock futures market
volatility for various linear models by using out-of-sample forecast. The dataset covers for the
period from April 1, 2003 and ending on December 31, 2008. The forecasting models that are
considered here ranges from random walk, linear regression, moving average, autoregressive,
models. In order to evaluate the forecasting performance of different models we use two
forecasting error statistics by considering the root mean square error (RMSE) and the mean
absolute percentage error (MAPE) for testing the return characteristics. In order to identify,
which model is the more suitable model according to statistic and risk management evaluation
criteria. Our results suggest that, in RMSE statistics the autoregressive model and linear
regression models rationally shared and ranked first for out-of-sample forecasts in the linear
models. In addition, one cannot conclude that the success or failure of a particular type of
forecasting model applied to one market carries over to a different market, because the size and
liquidity of a market can affect the quality of volatility forecasts. Finally, one can learn more
about the market movement and return volatility through studying the non linear approach. In
this case, a standard GARCH family model is necessary to measure the characteristics like
volatility clustering, leptokurtosis and asymmetry effects alike.

258

References
Akgiray. V. (1989), “Conditional Heteroskedasticity in Time Series of Stock Returns: Evidence
and Forecasts”, Journal of Business, Vol. 62, pp: 55-80.

Black., F. (1976), “Studies of Stock Market Volatility Changes”, Proceedings of the American
Statistical Association, Business and Economic Statistics Section, pp: 177-181.

Bollerslev, T. (1986), “Generalized Autoregressive Conditional Heteroskedasticity”, Journal of
Econometrics, Vol: 31, pp: 307-327.

Bollerslev, T., Chou, R.Y., Kroner, K.F., (1992), “ARCH Modelling in Finance: A Review of the
Theory and Empirical Evidence”, Journal of Econometrics, Vol. 52, pp: 5–59.

Brailsford T.J. and R.W. Faff, (1996), “An Evaluation of Volatility Forecasting Techniques”,
Journal of Banking and Finance, Vol. 20, pp: 419-38.

Brock, W.A., Dechert, W. and Scheinkman, H and LeBaron, B. (1996), “A Test for
Independence Based on the Correlation Dimension”, Econometric Reviews, Vol. 15, pp: 197-235.

Brooks. C (1998), “Predicting Stock Index Volatility: Can Market Volume Help?” Journal of
Forecasting, Vol. 17, No. 1, pp: 59 – 80.

Brooks Chris (2002), “Introductory Econometrics for Finance”, Second Edition, Cambridge
University Press, Cambridge.
259

Brooks, C., Persand, G., (2002), “Model Choice and Value-At-Risk Performance”, Financial
Analysts Journal, Vol. 58, No. 5, pp: 87–97.

Christie. A. A (1982), “The Stochastic Behaviour of Common Stock Variance Value, Leverage
and Interest Rate Effects”, Journal of Financial Economics, Vol. 10, pp: 407 -432.

Dimson, E. and Marsh, P. (1990), “Volatility Forecasting without Data-Snooping”, Journal of
Banking and Finance, Vol. 14, pp: 399 – 421.

Engle, R. F. (1982), “Autoregressive Conditional Heteroskedasticity with estimates of the
variance of United Kingdom inflation”, Econometrica, Vol. 50, pp: 987-1007.

Engle, R.F., Ng, V.K., (1993), “Measuring and Testing the Impact of News on Volatility”,
Journal of Finance, Vol. 48, pp: 1749–1778.

Fama, E., (1965), “The Behaviour of Stock Market Prices”, Journal of Business Vol. 38, No. 1,
pp: 34-105.

Frances, P.H., van Dijk, D., (1996), “Forecasting Stock Market Volatility using Non-Linear
GARCH models”, Journal of Forecasting, Vol.15, pp: 229–235.

Glosten, L. R; Jagannathan, R., & Runkle, D. E, (1993), “On the Relation between the Expected
Value and the Volatility of the Nominal Excess Returns on Stocks.” Journal of Finance, Vol. 48,
No. 5, pp: 1779-1791.
260

Harris, R., Sollis, R., (2003), “Applied Time Series Modelling and Forecasting”, John Wiley and
Sons Limited, Chichester, England.

Hill. J.M., A. Jain, and R.A Wood (1988), “Insurance: Volatility Risk and Futures Mispricing”,
Journal of Portfolio Management, Vol. 14, pp: 23 – 29.

Jarque, C.M., Bera, A.K., (1980),”Efficient tests for Normality, Homoskedasticity and serial
independence of regression residuals. Economics Letters, Vol. 6, pp: 225–259.

Jondeau. E & Rockinger. M (2003), “Conditional Volatility, Skewness and Kurtosis: Existence,
Persistence, and Co-movements”, Journal of Economic Dynamic and Control, Vol. 27, pp: 1699
– 1737.

Karmakar Madhusudan (2005), “Modelling Conditional Volatility of the Indian Stock Market”,
Vikalpa, Vol. 30, No. 3, pp: 21 – 37.

Koutmos, and Saidi (1995), “Asymmetric Volatility and Risk Return Tradeoff in Foreign Stock
Markets”, Journal of Multinational Financial Management, Vol. 2, pp: 27-43.

Koutmos, G., (1998). “Asymmetries in the Conditional Mean and the Conditional Variance:
Evidence from Nine Stock Markets”, Journal of Economics and Business, Vol. 50, pp: 277-290.

Kumar. S.S.S (2006), “Comparative Performance of Volatility Forecasting Models in Indian
Markets” Decision, Vol. 33, No.2, pp: 26 – 40.
261

Lamoureux, C. G. and Lastrapes, W. D. (1990), “Persistence in Variance, Structural Changes and
the GARCH Model”, Journal of Business and Economic Statistics, Vol. 8, pp: 225-234.

Laurent S. and Peters J-P, (2002). GARCH 2.2: An Ox package for estimating and forecasting
various ARCH models, Journal of Economic Surveys, Vol. 16, pp: 447–485.

Ljung, G and G. Box (1978), “On a Measure of Lack of Fit in Time Series Models,” Biometrika,
Vol. 66, pp: 67-72.

Mandelbrot, B., (1963), “The Variation of Certain Speculative Prices”, Journal of Business, Vol.
36, pp: 394-419.

McMillan, D., A. Speight and O. Gwilym (2000), “Forecasting UK Stock Market Volatility”,
Applied Financial Economics, Vol. 10, pp: 435-448.
Najand. M (2002), “Forecasting Stock Index Futures price Volatility: Linear Versus Nonlinear
Models”, The Financial Review, Vol. 37, pp: 93 – 104.

Nelson, D.B (1991), “Conditional Heteroskedasticity in Asset Returns: A New Approach”,
Econometrica, Vol. 59, No. 2, pp: 347 -370.

Pagan, A.R., Schwert, G.W., (1990),”Alternative models for Conditional Stock Volatility”,
Journal of Econometrics, Vol. 45, pp: 267–290.

262

Pandey Ajay (2002), “The Extreme Value Volatility Estimators and their Empirical performance
in Indian Capital Markets”, NSE Working Paper No. 52.

Schwert, W. (1989) Stock volatility and the crash of 87, Review of Financial Studies, Vol. 3, pp:
77–102.

Schwert, G. W. (1990) Stock market volatility, Financial Analysts Journal, Vol. 46, pp: 23-34.

Schwert, G.W and P.J.seguin (1990), “Heteroskedasticity in Stock Returns”, Journal of Finance,
Vol. 45, pp: 1129 – 1155.

Stock, J. and Watson, M. (1998), “A comparison of Linear and non-linear Univariate models for
forecasting macroeconomic time series”, NBER Working Paper, No. 6607.

Taylor. S. J (1986), “Modelling Financial Time Series”, Chichester: John Wiley Publication.

Tse, Y. K. (1991) Stock Return volatility in the Tokyo stock market, Japan and the World
Economy, Vol. 3, pp: 285-298.

Tse, Y. K. and Tung, S. H. (1992), “Forecasting volatility in the Singapore Stock Market”, Asia
Pacific Journal of Management, Vol. 9, pp: 1-13.

Varma, J.R (1999), “Value at Risk Models in the Indian Stock Market” IIMA Working Paper No:
99 – 07 – 05, India.
263

Zakoian. J (1994), “Threshold Generalized Autoregressive Conditional Heteroskedasticity
Models”, Journal of Economic Dynamics and Control, Vol. 18, pp: 931 – 955.

Appendix
Table 2: Unit Root Test
Sl.

ADF Test

No:

Company

Intercept

Trend &

PP Test
Intercept

Intercept

Trend &
Intercept

1

ACC

-10.61074

-11.74781

-36.01716

-35.62984

2

BEL

-11.35238

-11.45157

-33.93056

-33.85736

3

BHEL

-14.61881

-15.08222

-36.16696

-35.49959

4

BPCL

-5.590978

-6.184915

-36.84571

-36.27035

5

CIPLA

-16.89831

-16.89236

-37.58669

-37.57509

6

Dr. REDDY

-35.34392

-35.35584

-35.64737

-35.64783

7

GRASIM

-6.219426

-6.328350

-38.94136

-38.81747

8

HCLTECH

-5.694116

-6.007683

-37.66153

-37.20573

9

HDFC

-5.541808

-6.207713

-39.73625

-38.61276

10

HEROHONDA

-8.858530

-8.855722

-34.07336

-34.06591

11

HINDPETRO

-5.171961

-5.534925

-34.98169

-34.48881

12

ICICIBANK

-4.339780

-5.255879

-41.09709

-40.13047

13

INFOSYSTCH

-36.06770

-36.05537

-36.21679

-36.20515

14

ITC

-37.75843

-37.77546

-37.76299

-37.77769
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15

M&M

-10.41734

-10.55933

-37.50359

-37.38761

16

MTNL

-6.072162

-6.127391

-32.86795

-32.82077

17

NATIONALUM

-6.347533

-6.713981

-34.64043

-34.14098

18

ONGC

-10.98955

-11.17860

-36.69149

-36.53095

19

POLARIS

-15.59077

-15.78609

-31.27781

-31.16306

20

RANBAXY

-14.63214

-15.27109

-36.16474

-35.68456

21

RELIANCE

-4.976078

-5.999626

-36.92888

-36.17682

22

SBIN

-5.810681

-7.324236

-36.95017

-35.89772

23

TATAPOWER

-7.434996

-7.582331

-33.13445

-32.82715

24

TATATEA

-13.19580

-13.28726

-32.71373

-32.66957

25

WIPRO

-34.44143

-34.45092

-35.21913

-35.20885

Note: The significant value at 1 % for Phillips-Perron test for intercept, trend and with both are – 2.5665, -3.4357
and -3.9667 respectively.

Table 3: Linear Models
Panel A: Random Walk Model
Sl. No:

Company

µ

DW Statistics

1

ACC

0.022a (38.164)

1.512

2

BEL

0.024a (37.517)

1.517

3

BHEL

0.025a (28.019)

1.667

4

BPCL

0.025a (40.225)

1.572

5

CIPLA

0.022a (13.181)

1.967

6

Dr. REDDY

0.020a (24.304)

1.860
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7

GRASIM

0.022a (39.034)

1.543

8

HCLTECH

0.027a (30.182)

1.710

9

HDFC

0.024a (38.759)

1.504

10

HEROHONDA

0.020a (40.515)

1.595

11

HINDPETRO

0.025a (38.981)

1.501

12

ICICIBANK

0.026a (36.731)

1.493

13

INFOSYSTCH

0.022a (15.551)

1.901

14

ITC

0.021a (9.055)

1.992

15

M&M

0.025a (28.406)

1.715

16

MTNL

0.025a (38.464)

1.440

17

NATIONALUM

0.030a (36.378)

1.252

18

ONGC

0.023a (34.255)

1.615

19

POLARIS

0.033a (34.749)

1.376

20

RANBAXY

0.022a (24.559)

1.758

21

RELIANCE

0.022a (35.709)

1.411

22

SBIN

0.024a (40.222)

1.504

23

TATAPOWER

0.026a (36.477)

1.256

24

TATATEA

0.021a (37.304)

1.360

25

WIPRO

0.026a (20.368)

1.809

Note: Figures in the parenthesis report z-Statistics. a & b significance at the 0.01 & 0.05 per cent level
respectively.
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Panel B: Linear Regression Model
Coefficients

Sl.
No:

Company

F - Statistics

α

β

DW
Statistics

1

ACC

0.017a (20.971)

0.244a (9.547)

91.149

2.076

2

BEL

0.018a (20.877)

0.239a (9.346)

87.349

2.056

3

BHEL

0.020a (19.029)

0.166a (6.381)

40.717

2.048

4

BPCL

0.020a (22.217)

0.214a (8.300)

68.888

2.035

5

CIPLA

0.022a (12.234)

0.017a (0.629)

0.396

2.001

6

Dr. REDDY

0.018a (19.070)

0.070a (2.657)

7.057

2.002

7

GRASIM

0.017a (21.552)

0.229a (8.901)

79.224

2.074

8

HCLTECH

0.023a (20.378)

0.145a (5.550)

30.801

2.027

9

HDFC

0.018a (21.036)

0.248a (9.694)

93.973

2.078

10

HEROHONDA

0.016a (22.525)

0.202a (7.825)

61.237

2.032

11

HINDPETRO

0.019a (21.075)

0.249a (9.754)

95.138

2.044

12

ICICIBANK

0.019a (20.368)

0.253a (9.929)

98.585

2.095

13

INFOSYSTCH

0.021a (13.679)

0.049a (1.872)

3.506

2.001

14

ITC

0.021a (8.769)

0.004a (0.150)

0.022

2.000

15

M&M

0.021a (19.674)

0.143a (5.456)

29.769

2.027

16

MTNL

0.018a (20.262)

0.280a (11.036)

121.804

2.079

17

NATIONALUM

0.019a (17.700)

0.374a (15.269)

233.129

2.114

18

ONGC

0.019a (20.917)

0.192a (7.437)

55.308

2.043

19

POLARIS

0.023a (18.560)

0.311a (12.404)

153.859

2.104

20

RANBAXY

0.019a (18.259)

0.121a (4.613)

21.276

2.013
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21

RELIANCE

0.015a (19.177)

0.294a (11.667)

136.107

2.086

22

SBIN

0.018a (21.398)

0.248a (9.704)

94.167

2.066

23

TATAPOWER

0.016a (17.773)

0.372a (15.192)

230.798

2.114

24

TATATEA

0.014a (19.070)

0.320a (12.802)

163.898

2.121

25

WIPRO

0.024a (16.276)

0.096a (3.643)

13.268

2.006

Note: Figures in the parenthesis report z-Statistics. a & b significance at the 0.01 & 0.05 per cent level respectively.

Panel C: Autoregressive Model
Sl.
No:

F - Statistics

Coefficients
Company

ø

Rt-1

DW
Statistics

1

ACC

0.022a (29.736)

0.244a (9.547)

91.149

2.076

2

BEL

0.024a (29.360)

0.239a (9.346)

87.349

2.056

3

BHEL

0.025a (23.655)

0.166a (6.381)

40.717

2.048

4

BPCL

0.025a (32.375)

0.214a (8.300)

68.888

2.035

5

CIPLA

0.022a (12.952)

0.017 (0.629)

0.396

2.001

6

Dr. REDDY

0.020a (22.651)

0.070a (2.657)

7.057

2.002

7

GRASIM

0.022a (30.921)

0.229a (8.901)

79.224

2.074

8

HCLTECH

0.027a (26.044)

0.145a (5.550)

30.801

2.027

9

HDFC

0.024a (30.084)

0.248a (9.694)

93.973

2.078

10

HEROHONDA

0.020a (32.956)

0.202a (7.825)

61.237

2.032

11

HINDPETRO

0.025a (30.215)

0.249a (9.754)

95.138

2.044

12

ICICIBANK

0.026a (28.344)

0.253a (9.929)

98.585

2.095

13

INFOSYSTCH

0.022a (14.785)

0.049 (1.872)

3.506

2.001
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14

ITC

0.021a (9.015)

0.004 (0.150)

0.022

2.000

15

M&M

0.025a (24.582)

0.143a (5.456)

29.769

2.027

16

MTNL

0.025a (28.858)

0.280a (11.036)

121.804

2.079

17

NATIONALUM

0.030a (24.523)

0.374a (15.269)

233.129

2.114

18

ONGC

0.023a (28.184)

0.192a (7.437)

55.308

2.043

19

POLARIS

0.033a (25.165)

0.311a (12.404)

153.859

2.104

20

RANBAXY

0.022a (21.747)

0.121a (4.613)

21.276

2.013

21

RELIANCE

0.022a (26.350)

0.294a (11.667)

136.107

2.086

22

SBIN

0.024a (31.192)

0.248a (9.704)

94.167

2.066

23

TATAPOWER

0.026a (24.659)

0.372a (15.192)

230.798

2.114

24

TATATEA

0.021a (26.754)

0.320a (12.802)

163.898

2.121

25

WIPRO

0.026a (18.474)

0.096a (3.643)

13.268

2.006

Note: Figures in the parenthesis report z-Statistics. a & b significance at the 0.01 & 0.05 per cent level respectively.

Panel D: Moving Average Model
Sl.
No:

F - Statistics

Coefficients
Company

µ

εt-1

DW
Statistics

1

ACC

0.022a (32.847)

0.189a (7.296)

68.351

1.937

2

BEL

0.024a (32.191)

0.193a (7.457)

68.378

1.943

3

BHEL

0.025a (25.066)

0.130a (4.960)

31.318

1.961

4

BPCL

0.025a (34.585)

0.186a (7.187)

58.730

1.966

5

CIPLA

0.022a (12.976)

0.016 (0.589)

0.370

1.999

6

Dr. REDDY

0.020a (22.793)

0.068a (2.602)

6.901

1.998
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7

GRASIM

0.022a (33.881)

0.175a (6.746)

59.043

1.941

8

HCLTECH

0.027a (27.113)

0.123a (4.693)

25.829

1.976

9

HDFC

0.024a (33.144)

0.198a (7.644)

71.775

1.944

10

HEROHONDA

0.020a (35.072)

0.176a (6.768)

52.276

1.968

11

HINDPETRO

0.025a (33.020)

0.212a (8.235)

79.122

1.953

12

ICICIBANK

0.026a (31.656)

0.188a (7.264)

70.589

1.927

13

INFOSYSTCH

0.022a (14.845)

0.048 (1.839)

3.440

1.999

14

ITC

0.021a (9.017)

0.004 (0.147)

0.022

2.000

15

M&M

0.025a (25.528)

0.122a (4.661)

25.133

1.979

16

MTNL

0.025a (32.429)

0.223a (8.689)

93.044

1.933

17

NATIONALUM

0.030a (29.881)

0.286a (11.312)

166.751

1.880

18

ONGC

0.023a (29.970)

0.160a (6.158)

45.112

1.964

19

POLARIS

0.033a (29.228)

0.234a (9.097)

109.739

1.903

20

RANBAXY

0.022a (22.259)

0.110a (4.212)

19.256

1.989

21

RELIANCE

0.022a (29.938)

0.235a (9.144)

103.466

1.927

22

SBIN

0.024a (34.402)

0.198a (7.661)

72.962

1.941

23

TATAPOWER

0.026a (29.879)

0.289a (11.458)

166.942

1.887

24

TATATEA

0.021a (31.296)

0.238a (9.296)

114.911

1.902

25

WIPRO

0.026a (18.765)

0.090a (3.418)

12.426

1.993

Note: Figures in the parenthesis report z-Statistics. a & b significance at the 0.01 & 0.05 per cent level respectively.
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Corporate Debt Restructuring

S. Sharma1
1

Maniben Nanavati Women's College, Mumbai, India

Abstract: All over the world non-performing loans have been a matter of concern for depositors,
bank employees and management, governments and the public at large. The Reserve Bank of
India and Ministry of Finance, Government of India have been alarmed by the growing
magnitude of non-performing loans (NPLs). Steps have been taken to reduce the amount of NPLs
and one step taken is Corporate Debt Restructuring (CDR) mechanism. This paper discusses why
do individuals and firms borrow. It also explains the menu of approaches recommended by the
World Bank. Paper summarizes the Genesis of Corporate Debt Restructuring Mechanism in
India, progress report of CDR cases industry – wise and bank-wise and concludes.
Key Words: corporate debt, non-performing loans
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Results
Why Do Individuals and Firms Borrow?
Individuals and firms borrow from external sources to satisfy their ambitions for acquiring goods,
services and social status. Their own savings are not sufficient to satisfy their ambitions. Hence,
they rely on external sources of finance.
Different organization such as the following require external finance:
1) Proprietorship: e.g. Subhiksha Stores started by Mr. S. Ramchandran. He has established
1600 discount retail stores all over India and borrowed Rs. 700-750 crores from various
banks. He also received a loan of Rs. 40 crores from Aziz Premji of Wipro Ltd.
2) Partnership: The well-known Godrej group has borrowed from several banks for a long
period for their partnership firms. Godrej Consumer Products Ltd. paid interest and finance
charges of Rs. 26.05 crores as on 31.03.09
3) Private Ltd. Companies: The Somaiya Group borrows regularly from banks to keep their
firms like Godavari Sugar a float.
4) Public Ltd. Companies: The largest borrowers of funds from banks are large corporates like
Hindalco, Tata Steel and several others.
5) Special Purpose Vehicles: Now a days there is public private partnership in several
infrastructure projects, like Sethu Samudram Ship Canal, which are guzzlers of large amount
of funds.
6) Multi National Corporations (MNCs): Most of the MNCs come from the Triad – U.S.A. ,
European Union and Japan. They borrow globally and spend globally.
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7) Leveraged Buy Outs (LBO): In the U.S.A. many firms borrowed heavily from banks to buy
under performing American firms and use this leverage to improve the performance of such
firms for the benefit of the shareholders.
8) Non-Banking Finance Companies: They also borrow from banks e.g. recently, in February
2009, TATA Capital Ltd., registered with the Reserve Bank of India (RBI) under Sec. 45-IA
of the RBI Act 1934 had tried to raise capital of Rs. 500 crores with a green shoe option of
Rs. 1000 crores through non-convertible debenture but it has also secured loans and advances
from banks.
9) Mergers and Acquisitions: This activity gathered a lot of steam during last five years.
Mergers and Acquisitions (M & A) activities remained buyout during 2006-07 on the back of
strong growth prospects, healthy internal cash generation and the desire to obtain efficiency
gains through economies of scale. Indian corporates have also shown increasing interest in
acquiring foreign companies to strengthen their position in overseas markets. Among the
famous mergers entered into by Indian Companies Tata Steel (Corus) & Hindalco (Navelis)
Standout. They have borrowed huge sums of money from banks to finance their overseas
acquisitions. Some companies have borrowed the second time to repay the first borrowings.
Tata Steel has also managed to complete Corus financing by converting a bridge loan facility into
a long term loan. Thus it does not have any debt repayment obligation till December 2009.
Once again Dabhol power plant, abandoned by Enron Ltd., is revived by Ratnagiri Power Ltd. It
has approached the bankers to restructure the rupees 7500 crore loan taken by the company in
2005. As per the original schedule Ratnagiri Gas had to pay Rs. 1100 crore as principal amount
and another Rs. 1491 crore in interest by the end of 2009. Now its lenders – IDBI, ICICI Bank,
State Bank of India and Canara Bank have agreed that the company can make this payment by
2010 or 2011. The bankers are now seeking the approval of Reserve Bank of India (RBI) for the
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restructuring. This has been confirmed by the Executive Director of IDBI Mr. B.K. Batra (as
reported by the Economic Times, Mumbai, on Saturday 11th April 2009, Pg. 5)
A well integrated structure of financial institutions has evolved in the country comprising eleven
institutions at the national level and forty-six at the state level. They provide financial products
and services to the corporates. The Corporate Debt Restructuring mechanism was evolved from
August 23, 2001.

Recent International Experiences in Corporate Restructuring
The World Bank has published as chapter 3 an article by Ira Lieberman, Mario Gobbo, William
P.Mako, and Ruth L. Neyens. The title of the article is “Recent International Experience in the
use of the Voluntary workouts under distressed conditions” (pg 59-98). These authors review the
recent experience with voluntary corporate workouts (Similar to our corporate debts restructuring
scheme). During periods of voluntary distress or crises they begin with the United Kingdom and
London Approach, where the bank of England used its power of persuasion to bring debtors and
creditors to the negotiating table. During the East Asian Crisis (1997-2002), Indonesia, Republic
of Korea and Thailand each adopted variants of the London approach. They focus on the most
effective example-Korea-where the Financial Supervisory Commission undertook both bank and
corporate restructuring. During the tequila crisis, Mexican authorities reacted to the need for
corporate workouts by establishing a presidential commission to handle a select number of
workouts. During the Turkish crisis, the government, the banks, and representatives of industry
came together, assisted by the World Bank, to design a voluntary workout program that soon
became known as the Istanbul approach. They also explore the Polish case, where the
government developed a decentralized, bank-led approach to workout with a view to
restructuring the banks before their eventual privatization.
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•

The London Approach: The United Kingdom entered a period of industrial recession
during the mid-1970s and commercial banks experienced a rapid build up in
nonperforming loans. The banks had little experience in organizing internal workout units
and the insolvency legislation did not provide the tools necessary for voluntary
restructuring, including the protection of new money and a process to limit the ability of a
small group of creditors to block a work out settlement between the majority of creditors
and the company. Against this background Banks of England used moral suasion. Instead
of being a regulator it acted as a diplomat and catalyst

During the early 1990s it

formalized the rules which were latter on described as the London approach. The key
features of the London approach were Voluntary resolution, Due diligence, Standstill,
Lead bank and creditors committee, New money, Seniority of claims and sharing of
losses, Financial restructuring, Operational restructuring. The London approach provides
a mechanism to preserve value for creditors and shareholders and save jobs as well as
productive capacity.
•

Corporate Restructuring in Korea: When contagion from the East Asian crisis spread
to Korea in 1997 it found an economy with a crisis waiting to happen. The financial
system was weak and subordinate to the strong industrial coriglomerates-chaebols-that
dominated the economy. Loans were often politically directed, and major banks served as
the “house” banks to the major chaebols. By 1997 there was significant over-capacity in
the economy in several industries. As a result, profit margins, return on equity, and
returns on assets were all low by Western Standards. The families that controlled the
chaebols often did so with minority shareholdings, so expansion was fueled by heavy
over-borrowing, to avoid dilution of their existing shareholdings. Most of the chaebols
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were technically bankrupt, with inadequate cash flow to cover their debt service
payments.
The main problem Korean government faced was a systemic crisis which involved the banking
and the corporate sector. On the financial sector side, the government created the Korea Asset
Management Corporation (KAMCO) in 1997 to lift highly distressed assets off the books of the
banks: On the corporate side, there was a very large and complex problem : how to resolve
excessive indebtedness of Korean industry without resorting to bail outs
The corporate restructuring program had four objectives:


Reduce systemic risk and the potential for a secondary crisis



Liquidate nonviable corporation and restructure potentially viable ones



Restore viable chaebols to creditworthiness



Foster a competitive real and financial sector.

Some of the policy measures adopted by the Korean Government for Corporate Restructuring
were – Tax exemptions and reductions to encourage merger and acquisition (M & A)
transactions, liberalizing entry for foreign direct investment, modified labor standards to allow
layoffs in corporate restructuring, higher ceiling for bank holdings, progressive limitations on
interest deductibility for corporate taxes, international accounting standards to be fully adopted
by 2000, creation of dedicated bankruptcy courts, improved disclosure and reporting
requirements for public companies and a series of corporate governance measures to protect
minority shareholders rights.
The Government segmented the problem as follows:
1) Highly indebted companies were allowed to enter the court supervised insolvency
process.
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2) The largest or top five chaebols – Hyundai, Samsung, Daewoo, SK and LG- were
required to submit capital structure improvement plans (CSIPs) to the government. They
have also been asked to bring down debt equity ratio from a very high level to 2:1 over a
period of three years.
3) The next tier of chaebols titled 6-64, ranked by the size of their assets and categorized on
the scale of A (satisfactory) to E (extremely unsatisfactory) of these 59 chaebols 41 went
into a voluntary restructuring program. Similar to the CSIPs of the top five, fifteen were
assigned to a workout program, and three went into court receivership. The addition of 664 chaebols would have created further distress and therefore they were put under
voluntary workout.
4) In addition to CSIPs, the government sought to reduce overcapacity in industry by forcing
them into a series of asset swaps, the so called Big Deals, in industries such as
petrochemicals, chip making heavy industry aerospace engineering and construction.
5) Finally, the government dealt with small and medium companies, many of which were
satellites or captive suppliers of the chaebols, by requiring the banks to roll over their
loans, provide grace periods for repayment, and inject liquidity into the sector.
The Korean government establishment three debt and one equity fund, managed
by international, accredited fund managers. It also established a real estate investment
trust to allow companies to sell their land and buildings and to lease them as necessary.
Korean economy was liberalized to invite foreign direct investments and facilitate
corporate restructuring. The banks selected 1246 companies for a credit risk assessment
system. Of the 1246 companies, 66 were deemed nonviable and scheduled to be
liquidated, 83 showed sign of distress and were restructured, and another 274 companies
were seen as high risk and in need of change
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Corporate Restructuring Turkey: The Istanbul Approach: The Turkish crises, which began
in February 2001 led the government to intervene in some 19 private banks and to restructure
major state banks – Halk, Vakif, and Ziraat – at great cost to the economy. The banking
regulation and supervision Agency (BRSA) adopted a program to audit and flush out non
performing loans in the non intervened banks, including the five or so largest banks in the
country. While the intervened banks were acquired by the State Deposit and Insurance Fund
(SDIF) which in effect became a public asset management agency. During the course of 2001 it
come to be realized that that corporate sector was in deep distress. The Istanbul approach was
announced on June 1, 2002 but completed towards the end of September. The approach was
enacted in Banking Law 4743 and in a circular issued by BRSA. At the heart of Istanbul
approach is a framework agreement that is inter creditor agreement approval by BRSA and
signed in June 2002 by 34 commercial banks, non bank financial intermediaries, as well as
intervened banks and state banks.
The work out programme is a voluntary and non judicial programme based on the London
approach and the lessons learnt from the East Asian experiences. The creditors agree to support a
standstill during the period of review and negotiation. If creditors agree that the company is
viable over the long term, they consider a formal rescheduling - such as an interest holiday,
recapitalization of interest in arrears, extension of loan maturities, lending of new money, or
conversion of debt to equity. These longer term financial changes are conditional on
implementation of an agreed business plan that may well require restructuring of the company
over the term of the workout. Restructuring may include changes in management, injections of
fresh equity, sole or division of assets and mergers or even company takeovers by new owners.
At the end of 2003 a total of 34 cases had been considered for workouts under the Istanbul
approach, involving some 161 separate companies. Loans equal to $ 4.6 billion were restructured,
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while some $ 5.4 billion in loans come under the framework of the Istanbul approach, of the total
$ 2.3 billion of the total was accounted for by the Cukrova Group, a banking and corporate
conglomerate that was subject to a separate workout.
The cases had the following characteristics - Dependence on long term rescheduling of debts
ranging from 5 to 10 years, grace period from six months to two years for repayment of principal,
consolidation of debt past due to interest rates ranging from 1.5 to 5 percent over Libor, debt-forasset swaps in an amount of $ 273.6 million or 6 percent of restructured debt, debt-for-equity
swaps in an amount of $ 313.9 million or 7 percent of restructured debt, fresh capital, with $ 79
million in cash and $ 132.9 million in non-cash (letters of credit, guarantees, construction bonds)
for a total of $ 211.9 million or 4.6 percent of restructured debt, with interest rates on fresh
capital ranging from 5 to 7 percent over Libor, write-off of only $ 3.6 million of debt and
minimal company restructuring. With agreement to a change of management in only one of the
20 cases.
Several impediments have prevented the Istanbul approach from becoming a more robust
restructuring process beyond this initial round such as loans that were impaired but were overdue
less than 90 days did not require provisioning and forbearance for a period of six months by
BRSA, State and State Deposit and Insurance Fund (SDIF) banks could not participate in debt –
for equity swaps, so domestic banks and virtually all foreign banks opted out of the Istanbul
approach. The banks opted for long term rescheduling (6-14 years) to lower the companies’ debt
amortization and to increase the free cash flow in the companies.
In conclusion, it is clear that the banks remained fragile due to impaired loans that were not
adequately provided for. By the end of 2003 the banks had stepped uptheir provisioning, and
there was a sense that this was less of a problem. What totally failed to work was any
restructuring of corporate assets under the public asset management company.
280

Corporate Restructuring in Mexico: Following reprivatization of the Mexican banks in 1992,
credit expanded very rapidly, reaching a peak of $ 117.8 billion in 1994. Faced with an acute
shortage of foreign reserves, in December 1994 the Mexican central bank allowed the peso to
float against the dollar. The resulting sharp rise in interest rates and the cost of foreign debt
created a liquidity crisis that was exacerbated by a slump in domestic demand. The crisis known
generally as the “tequila crisis”, forced a number of the groups, which had diversified and grown
very rapidly in the early 1990’s to restructure their debts.
The Mexican Bankruptcy Law, a weak law, permitted many debtors stave off creditors claims
almost indefinitely and it was used as a threat or weapon more often than creditors did. In
December 1995 the Mexican government created an institutional structure known as Unidad
Coordinadora deal Acuerdo Bancario Empersarial (UCABE) to orchestrate the voluntary
restructuring of 30-40 of the largest debtors. The Mexican Banking Commission and
FOBAPROA (a bank support fund, in effect an asset management agency), responsible for
purchasing distressed assets from Mexican banks, also helped to organize the banks so that they
could deal with their large cases using a unified approach.
UCABE was a mediator in large cases of corporate restructuring, targeting companies with $ 150
million - $ 500 million of bank debt. UCABE sought to preserve the viability of these firms,
sustain employment, and promote economic recovery. In total 30-40 companies were restructured
through UCABE. Some of the workout cases, such as Mexicana de Aviacion and Aeromexico,
were problematic state-owned firms in the 1980s that were privatized in the early 1990s –
apparently without adequate restructuring - and emerged again as problem cases during the
tequila crisis.
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Poland: Decentralized Workouts Pursuant to Privatization of State Owned Banks: The case of
Poland differ from the case of earlier three countries because Poland made a transition from state
controlled economy to a market economy. Poland has not adopted faithfully the London approach
except some key elements. Poland adopted a decentralized bank led approach.
During the transition reforms of 1991, the portfolio’s of most banks, especially of Poland’s nine
state owned institutions, deteriorated rapidly. In March 1993, with the assistance of the World
Bank, the Act on Financial Restructuring of Enterprises and banks was adopted to supplement
and accelerate court – based bankruptcy and liquidation options. Poland focused on the bank
conciliation procedure, unique in central Europe, with effect from 1993 to 1996. This new law
provides the bank with three new tools, or instruments, for use in the workout process: (a) bank –
led conciliation agreement, (b) the public sale of nonperforming loans on the secondary market,
and (c) debt – for – equity swaps, as well as for the rescheduling or write - off of debts and the
extension of new credit. The bank conciliation procedure was designed as a temporary process to
bypass the existing judicial debt workout procedure that dated from 1994. There was flexibility in
restructuring instruments. The plan shared several key elements with the traditional London
approach framework:


Placing the responsibility for negotiations and subsequent monitoring of the plan
squarely on the banks rather than on a government entity.



Designing the approach to provide an efficient and effective process to preserve
viable companies and jobs



Introducing new priority rules by eliminating the treasury’s superiority



Developing provisions preventing small creditors from blocking agreements.



The overall conciliation process took about two years, and by mid – 1995
approximately 85 percent of the conciliation agreements had been finalized. While
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only 23 percent of firm entered bank conciliation. They accounted for 46
percentage of debit owed to the main banks at the end of 1991 – 92. Debt for
equity swaps occurred in 25 of 62 bank conciliation cases and covered, on
average, 33 percentage of the debt. The weaker banks and the worst clients had
thus fewer options. New loans were relatively uncommon. Restructuring plans
were overly optimistic, vague and unrealistic. There were hardly any operational
restructuring. The conciliation process provided the firms with breathing rooms.
There was no general debt forgiveness. This helped the banks to extend new loans
on market oriented terms. The Polish stock exchange and its lack of growth did
not support this process. Average operating profit of the firms undergoing
conciliation process actually fell during 1994 – 95. Despite, the fact that the
economy was growing by 6 percent. The results of this process were mixed. Never
the less the workout process resulted in a relatively healthy banking sector and in
faster economic growth than that of many neighbors.
Conclusion: Lessons Learnt from the financial crisis in emerging markets: As seen in case of
Korea the key is to segment the problem and address the need of different types of firms:
 Widespread failures of small and medium business can have a severe effect on low –
income families in the absence of adequate social, safety net.
 Midcap and large companies produce much of a country’s good and services, employ
large numbers of workers and are the key to recovery, especially in economies such as
Korea’s and Turkey’s with no base of natural resources. Distressed firms invariably
require rollover and extension of banks credit. This helps them to ride out the (temporary)
contraction of domestic demand during the crisis and provides the working capital needed
to boost exports in the wake of a sharp currency devaluation.
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 Very large firms must be dealt with on a case by case basis (Cukrova, Daewoo) but baling
out such firms can be expensive, simply postone the problems, and may undermine credit
discipline. Thus, government should aim to achieve a deep corporate restructuring,
preserving as much of the firm as a going concern as possible. The involvement of private
sector expertise – financial advisers, insolvency specialists, auditors, and lawyers – is
likely to be necessary.
1) Successful out of court – workouts depend on the ability to impose losses on
participants.
2) Preventive medicines is best .More transparency in insider lending and reporting
consolidate financial statements is required
3) Greater capacity to manage corporate restructuring is essential.
4) It is important to use all the tools of the trade available in a crisis. The tools of the
trade – the insolvency system, asset management companies, and workouts – are
complementary. Korea and Malaysia used them and performed well.
5) A systemic workout process may take a few years to complete. There may be one,
two or three rounds to make the process successful.

Reserve Bank of India scheme on Corporate Debt Restructuring:
The Reserve Bank of India (R.B.I) felt the need for revolving an appropriate mechanism for
Corporate Debit Restructuring (C.D.R) in the country on the lines of similar mechanism prevalent
in countries like U.K, Thailand, Korea, Malaysia, etc. In response to the need, R.B.I issued a
circular No B.P.B.C.15/21.04.114/2000-01 on August 23, 2001. This circular outlined the CDR
scheme which was later on modified to have a wider coverage. Banks are also asked to publish in
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there annual accounts under “notes on account” the following information in respect of CDR
undertaken during the year.
•

Total amount of loan assets subjected to restructuring under CDR.

•

The amount of standard assets subject to CDR.

•

The amount of sub- standard assets subject to CDR.

On 27th August 2008 the prudential guidelines issued by the R.B.I on restructuring of advances
(other than those restructuring on account of natural calamity)divided advances extended to
different types of units in the following four categories:
i)

Guidelines on restructuring of advances extended to industrial units.

ii)

Guidelines on restructuring of advances extended to industrial units under the CDR
mechanism.

iii)

Guidelines on restructuring of advances extended to small and medium enterprises
(SME)

iv)

Guidelines on restructuring of other advances.

v)

The CDR. Mechanism under the latest directive has extended the scope of CDR
mechanism to borrowers engaged not only in industrial activities but also in non
industrial activity if the firms are eligible for restructuring.

Genesis of CDR Mechanism in India :
Objectives of the Scheme :
♦ To ensure timely and transparent mechanism for restructuring of corporate debts of viable
entities facing problems, for the benefit of all concerned.
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♦ To aim at preserving viable corporates that are affected by certain internal and external
factors.
♦ To minimize the losses to the creditors and other stakeholders through an orderly and coordinated restructuring programme.

Triggering CDR Mechanism :
The CDR mechanism is a voluntary non-statutory system based on Debtor-Creditor Agreement
(DCA) and Inter-Creditor Agreement (ICA) and the approvals by super majority of 75 %
creditors (by value) which makes it binding on the remaining 25 % to fall in line with the
majority decision. The CDR mechanism covers multiple banking accounts, syndication /
consortium accounts, where all banks and institutions together have an outstanding aggregate
exposure of Rs. 200 million and above. It consists of categories of assets in the books of member
– creditors classified in terms of RBI’s asset classification standards. Even cases filed in Debt
Recovery Tribunals / Bureau of Industrial and Financial Reconstruction/ and other suit-filed
cases are eligible for restructuring under CDR. The cases of restructuring of standard and substandard class of assets are category– I, while cases of doubtful assets are covered under category
- II. Reference of CDR mechanism may be triggered by:
i.)

any or more of credit institutions having a minimum 20 % share in either working capital
or term finance or

ii.)

by the concerned borrower if supported by a bank / financial institution having minimum
20 % share as above. Borrowers consent to be covered by CDR as they have to deal with
only one agency and they are free to pursue their operations as going concerns.
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Structure of CDR System: The edifice of the CDR mechanism in India stands on the pillars of a
three-tier structure :
♦ CDR Standing Forum
♦ CDR Empowered Group
♦ CDR Cell

Legal Basis of CDR: The legal basis of the CDR system is provided by the Debtor-Creditor
Agreement (DCA) and Inter Creditor Agreement (ICA). All banks / financial institutions in the
CDR system agree to enter into the legally binding ICA with necessary enforcement and penal
provisions are an important part of the CDR mechanism. The critical element of ICA is the
provision of 75 % of creditors (by value) agree to a debt restructuring package : the same would
be binding on the remaining creditors.
Similarly, debtors are required to execute the DCA, either at the time of reference to the CDR or
at the time of original loan documentation (for future cases). The DCA has a legal ‘stand still’
agreement binding for 90/ 180 days whereby both the debtor and the creditor agree to ‘stand still’
and commit themselves not to take recourse to any legal action during ‘stand still’. It is necessary
for enabling the CDR system to undertake the necessary restructuring exercise without any
outside intervention, judicial or otherwise. However the ‘stand still’ is applicable only to any civil
action, either by the borrower or any lender or any other party, and does not cover any criminal
action.
Besides, the borrower needs to undertake that during the ‘stand still’ period the documents stand
extended for the purpose of limitation and that he would not approach any other agency for relief
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and the directors of the company will not resign from the Board of Directors during the ‘stand
still’ period.

Membership of CDR: The following banks and F.Is were the member of CDR Scheme on May
26, 2006 as they have signed the inter-creditor agreement (ICA) :
I : Public Sector Banks

: 21

II : Associate Banks of SBI

:7

III : Financial Institutions

:2

IV : ARC / Trust

:1

V : Private Sector Banks

: 17

Progress report of CDR, as on April 30, 2008 is given in Table 1.1 while industry-wise
classification of approved cases is given in Table 1.2.
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Table 1.1
Progress Report of CDR Cases (as on April 30, 2008)
(Rs. Crore)
Total Cases

Total References

Cases Rejected /

Received

Closed

Cases under finalization

Approved (including

of Restructuring

case withdrawn /

Packages

exited / merged after
approval)

No. of

Aggregate

No. of

Aggregate

No. of

Aggregate

No. of

Aggrega

cases

Debt

cases

Debt

cases

Debt

cases

te Debt

199

88819

32

6256

2

36

165

82527

Source: http://www.cdrinda.org/addreading.htm

Table 1.2
Industry-wise Classification of Approved CDR Cases (as on April 30, 2008)
Sr.

Aggregate Debt
Industry

No.

No.

% of Share
(Rs. Crore)

1

Iron & Steel

20

29956

36.30

2

Fertilizers

9

13156

15.94

3

Refineries

1

4874

5.91

4

Cement

7

4663

5.65

5

Telecom

6

4285

5.19

6

Power

5

3486

4.22
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7

Textiles

23

2897

3.51

8

Chemicals

15

2923

3.54

9

Engineering

9

2615

3.17

10

Sugar

18

3943

4.78

11

Metals (Non-ferrous Metals)

5

2171

2.63

12

Infrastructure

8

1844

2.23

13

Paper / Packaging

8

905

1.10

14

petrochemicals

2

903

1.09

15

Electronics

1

655

0.79

16

Auto Components

7

576

0.70

17

Wood Products

1

463

0.56

18

Cables

5

406

0.49

19

Ceramic Tiles

4

223

0.27

20

Pharmaceuticals

3

1011

1.23

21

Ship Breaking

1

176

0.21

22

Rubber

3

167

0.20

23

Hotels

2

147

0.18

24

Glass

2

82

0.10

Total

165

82527

100

Source: http://www.cdrinda.org/addreading.htm

The Hindu Business Line of Saturday, April 25, 2009 (Pg. 6) carries the report that the CDR cell
has received, in 2008-09, 34 cases of corporate debt restructuring, involving an outstanding
aggregate amount of Rs. 7500 crores. Of the 34 half of the from the textile sector. Companies
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from sectors such as steel and auto components too have come up for restructuring in the last one
year.
As pointed out in Table 1.1 & 1.2 there are now 199 reported cases (165 + 34) for CDR. The total
amount tied up in these delinquent cases is Rs. 90,000 crores. What a staggering amount.
Looking at Table 1.3 ICICI Bank & SBI Group account for large amounts under CDR. It appears
from the above table the higher the rank of the bank in the public image, the larger the amount
under CDR.

Size and Performance of Private Corporate Sector
The RBI publishes regularly data relating to financial performance of private corporate sector
since 1950-51. Recently it has published in three volumes Selected. Financial Statistics of public
limited companies during 1974-75 to 1999-2000 for selected industries. It has classified
industries into sixteen major and sub-group industries. The Annual Report 2006-07 of RBI has
given financial performance of corporate sector during 2002-03 to 2006-07 for selected
companies. According to Vol. 1 on company finances the number of public limited companies as
on 31.03.1999 the size of paid up capital (PUC) of these companies was found to be skewed with
a few large companies with high P.U.C. accounting for the bulk of the coverage in total P.U.C.
There were 49,439 public limited companies having a paid up capital of Rs. 103,431 crores.
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Table 1.3
Corporate Debt Restructuring (CDR) in 2007
(in crores of Rupees)
Sr.

Annual

No.

Report

Name of the Bank

No. of

Amount

Amount

A/c

under

Scarified

2007-08 Pg.

CDR

NO.
SBI AND ITS ASSOCIATES
32

322.54

5.02

State Bank of Bikaner & Jaipur

-

33.21

-

63

Sate Bank of Hyderabad

-

53.16

1.95

4

93

State Bank of Indore

2

32.22

-

5

B-530

State Bank of Mysore

-

21.75

-

6

47

State Bank of Patiala

-

254.28

-

7

75

State Bank of Saurashtra

-

87.09

-

8

130

State Bank of Travancore

4

125.65

-

38

928.90

1

119

State Bank of India

2

121

3
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NATIONALISED BANK
9

92

Allahabad Bank

-

371.39

-

10

107

Andhra Bank

-

24.87

-

11

94

Bank of Baroda

-

208.93

-

12

80

Bank of India

-

98.59

-

13

74

Bank of Maharashtra

-

19.96

-

14

100

Canara Bank

-

0.00

-

15

193

Central Bank of India

1

11.55

0.75

16

135

Corporation Bank

NIL

NIL

NIL

17

85

Dena Bank

2

33.61

4.36

18

71

Indian Bank

NIL

NIL

NIL

19

88

Indian Overseas Bank

-

39.65

-

20

88

Oriental Bank of Commerce

-

11.22

-

21

37

Punjab & Sind Bank

NIL

NIL

NIL

22

111

Punjab National Bank

-

242.23

-

23

99

Syndicate Bank

-

84.50

-

24

128

Union Bank of India

2

158.01

-

25

77

United Bank of India

-

11.25

-

26

89

United Commercial Bank (UCO

-

83.44

-

27

107

Bank)

NIL

NIL

NIL

28

120

Vijaya Bank

7

364.09

0.19

IDBI Bank
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Important Private Banks
29

54

AXIS Bank (UTI Bank)

4

253.92

-

30

53

HDFC Bank

-

2.74

-

31

F-39

ICICI Bank

2

1013.70

-

56

3963.55

12.27

TOTAL
Source: Annual Reports of the above mentioned Banks.

The rang-wise distribution of P.U.C. of these public limited companies is as follows:

Table 1.4
Range-wise distribution of P.U.C. of manufacturing companies
Public Limited Companies
Range
Number

PUC (Rs. Crores)

34827

5274

(70.4)

(5.1)

Rs. 50 lakh to under Rs. 1

3789

2753

crore

(7.7)

(2.6)

Rs. 1 crore to under Rs. 5

7069

17368

crore

(14.3)

(16.8)

Rs. 5 crore to under Rs. 25

3165

30649

crore

(6.54)

(29.7)

589

47357

(1.2)

(45.8)

Belou Rs. 50 Lakh

Rs. 25 crore and above

294

49439

103431

(100.0)

(100.0)

Total

Source: Department of Company Affairs (mentioned by RBI, Vol. I Pg. 3)

As seen in the above table i.e. 1.4 , 7.6 % of the companies account for 75.5 % of the paid-up
capital. The table has not given the breakdown of the size of Rs. 5 crore to Rs. 25 crore.
Companies covered under CDR are likely to have a paid up capital of Rs. 10 crores and above,
assuming the debt-equity ratio may be greater than one.

Debt Equity Ratios of Companies and Industries in Certain Years: The Debt-Equity ratio
during 2000-01 to 2006-07 was 52.7 – 70.5 % on an average. This is lower than the ratio during
the decade 1990-91 to 1999-2000; the ratio was 58.7 - 99.5 %. Thus the corporate sector has
reduced its reliance on debt. But RBI report 2006-07 comments as follow, “While the overall
reliance on debt flows has declined in recent years, the share of bank borrowings in total
borrowings has risen from 27.5 % on an average to 35.0 % by the 20th century. It has gone up to
61.7 % in 2004-05”. We shall have to wait for another 2-3 years to get data for 2008-09. The
trend towards CDR is unmistakable “the double whammy of global and domestic economic
slums has led to a number of corporate entities getting referred to the (CDR) cell”. According to
The Hindu Business Line of April 25, 2009 Pg. 6.
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Table 1.5
Debt Equity Ratios of selected industries for 1999-2000 (in percent)
No.
Debt / Equity

Sr.
Name of Industry

of
Ratio

No.
Cos.
1

Tea

52

21.2

2

Sugar

20

103.9

3

Jute Textiles

14

200.6

4

Cotton / Blended Textiles

106

87.2

5

Silk & Rayon Textiles

64

150.3

6

Engineering

535

76.2

7

Motor Vehicles

68

35.9

8

Electrical Machinery , apparatus appliances etc.

154

63.1

9

Machinery other than transport & electrical.

135

29.2

10

Foundries & engineering workshops

85

219.5

11

Ferrous / non-ferrous metal products

81

102.6

12

Chemicals

304

65.8

13

Medicines & Pharmaceutial preparations

79

30.6

14

Basic industrial chemical

131

79.3

15

Chemical fertilizers

20

84.9

16

Cement

25

157.0

17

Rubber & rubber products

33

73.9

18

Paper & paper products

56

129.5
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19

Construction

34

128.1

20

Electricity generation & supply

10

133.0

21

Information Technology

3094

5.6

22

Trading

9

62.1

23

Shipping

14

57.2

24

Diversified

47.8

Source : RBI, Selected Financial Statistics Public Ltd. Cos. 1974-75 to 1999-2000 Vol. III Pg.
R074 – R119

From the above table 1.5 it is clear that some industries like foundries & engineering workshops,
jute textiles cement, paper & paper products, construction, electricity generation and shipping had
high debt / equity ratio. There are other industries like sugar and ferrous / non ferrous metal
products which have debt / equity ratio hovering around 100 but lowest debt / equity ratio of 5 :6
is to be found only in information technology industry. We require a detailed analysis of each
industry to find out the causes of the different debt ratios. It appears that the companies having
high debt equity ratios occupy a pride of place in CDR ranking. We cannot but conclude that
CDR may have to become a permanent feature of the Indian economy in the first quarter of
the 21st century.
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Impact of CAP Subsidies on Agricultural Production in Slovakia
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Abstract: The aim of the article is to analyze the relation between the CAP subsidies and
agricultural production in Slovakia. Before the CAP reform in 2003 the subsidies paid to the
producers were linked to production. But after decupling the main part of subsidies does not
depend on agricultural production.
We analyze the development agricultural production on a selected sample of agricultural
entities. We worked with database from The Research Institute of Agricultural and Food
Economics (RIAFE) for the period 2000 – 2008. As the analysis shows the development in
animal production and the crop production after 2004 is different. There is an clear decrease
in animal production while the crop production is very volatile.
Key Words: agriculture, CAP, subsidies, agricultural production

Introduction
Management of agricultural sector in MATOUŠEK, J. (2009) opinion must be more
consistent with Common Agricultural Policy of the European Union like in other sectors and
Slovak republic must be part of it. In Slovak republic incomes from subsidies creates more
than 30 % of productions revenues. Without these subsidies majority of enterprises could not
be sustainable.
Agriculture of Slovak republic after the entrance SR to the EU has increasing incomes. In
spite of increasing support of subsidies our agriculture has considerable gaps in
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competitiveness, what is result of unsatisfactory investments and unsatisfactory innovative
activities and also no efficient production.
According to PALACKOVÁ, A. (2009) after the year 2004 agriculture makes profit every
year and majority of enterprises are profitable, while in years 1990-2003 the majority of
enterprises was unprofitable. To the profits contributed subsidies, efficient production by size
optimization and efficient production by reducing unprofitable production and by decreasing
costs of labour.
MATOUŠEK, J. (2009) states in Slovak republic is problem with creation of positive net
income without other revenues (subsidies), there is an increasing net operating agricultural
surplus (PP + subsidies) and production are caused by rising subsidies.
KONCOŠOVÁ, K. (2008) states the development of agricultural sector is showing a
decreasing amount of gross agricultural production after the entrance SR to the EU and after
implementing policy where subsidies do not depend on amount of production. The decrease in
gross animal production is much higher than in gross crop production. This is also related to
development of sales prices, which were rising after the year 2006. This fact together with
high investment demands of animal production causes decreasing numbers of animals what
has bad influence on self-sufficiency of animal food in Slovak republic.
PALACKOVÁ, A. (2009) emphasizes agricultural enterprises don’t use their competitiveness
advantage – area size of farms.
Another problem according to MATOUŠEK, J. (2009) is that agricultural enterprises without
exceptions are not able to plan more than for one year. Their business is made “ad hoc”
according to the momentary cognition. In principle, range of production, liquidity cannot be
planed because real economy takes away sources within standard development and within
important deviation in development the medium-term and short-term plans cannot be realized.
Absence of plans causes troubles in liquidity, total stability and indebtedness.
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The main part of subsidies for slovak agriculture are direct payments, says PALACKOVÁ, A.
(2009). Paradox is that with rising subsidies production is decreasing, wages are stagnating
and employment is decreasing. Rising labour productivity is caused more by decrease of
labour than increase of production.
According to KONCOŠOVÁ, K. (2008) direct payments don’t have impact on the amount of
gross agricultural production. Because of that she is suggesting direct payments and payments
for less favoured areas (LFA) should be paid out with condition of minimal quote of
agricultural production.
Actual system of CAP is based on the historical principle of reference production, average
income and on linearly development and trade behaviour. European Commission is
suggesting decreasing subsidies for production and moving it to the environment and rural
development, says MATOUŠEK, J. (2009).
KONCOŠOVÁ, K. (2008) states actual instruments of CAP EU are oriented on preservation
of environment quality and separation from the agricultural production, without respectingthe
impact on consumption and prices of agricultural products in the global point of view.
Support of subsidies for Slovak republic represents 0.87 % from whole support of subsidies
for EU-27 and support for new members of EU represents only 15.25 %, SERENČÉŠ, R.
(2009) states. There are several reasons for another CAP EU reform: rising uncertainty on the
agricultural trades, high input costs of farms in EU, disparagement of agricultural functions in
country, bad system of CAP organization, decline of agriculture in new members of EU etc.
The competitiveness of agriculture depends according to KUČERA, M., LÁTEČKOVÁ, A.,
MICHALÁKOVÁ, J. (2007) largely on the knowledge gained from information systems.
Currently reconcile the different components of strategic management in ensuring the longterm competitiveness of the whole enterprise is impossible without application software
solutions.
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Main goal of this article is to analyze relationship between subsidies and agricultural
production in Slovak republic and point out development of these categories in pre-accession
period and after the entrance SR to the EU in 2004.

Material and Methods
In connection with the stated aim was the development and relationship between subsidies
and revenues from sales of own products and services examined on a sample of enterprises. A
key indicator for the analysis became ratio "total admitted subsidies / revenues from sales of
own products and services”. Examined the time horizon is the period 2000-2008.
A database consists of financial data from profit and loss statements, balance sheets and sheet
of auxiliary indicators for legal persons of agricultural enterprises. Database comes from the
fact sheets Slovak Republic Ministry of Agriculture.

Calculated values of indicators were analyzed by statistical software STATGRAPHICS. First,
we determined by outliers analysis and extreme values. Sample of enterprises does not
include companies reaching extreme values, which were outside the range 0 to 1 of examined
ratio values. In enterprises, in which the ratio would exceed the value 1, the amount of
operating subsidies exceeded the revenues from the sale of products and services. After
excluding outliers there remained 9818 values in the database from the 11578 original values.
It means 15.2% decrease.
Then we tested the normality of the data. For testing normality we used parallel three tests chi-squared test, skewness Z-score test, kurtosis Z-score. The chi-squared test divides the
range of ratio into 100 equally probable classes and compares the number of observations in
each class to the number expected. The standardized skewness test looks for lack of symmetry
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in the data. The standardized kurtosis test looks for distributional shape which is either flatter
or more peaked than the normal distribution. If the value "P-Value 'of these tests was less than
0.05 so reject the assumption of normal distribution. Then we used nonparametric methods, in
particular, Kruskal-Wallis test.
The Kruskal-Wallis test tests the null hypothesis that the medians within each of the columns
is the same. The data from all the columns is first combined and ranked from smallest to
largest. The average rank is then computed for the data in each column. Since the P-value is
less than 0,05, there is a statistically significant difference amongst the medians at the 95,0%
confidence level. Based on the tests of contrasts, we found, among which groups are
statistically substantiating differences.
Results are presented via tabular and graphic representation. There were used box-andwhisker plot, quantile and bar charts. In scope of the analysis values were assessed according
to criteria of legal form and by regions.

Results
Subsidies represent external financial resource. When receiving subsidies they are considered
as foreign financial source and liability. According to international accounting standards two
accounting methods are used nowadays. Capital method and earnings method. The latter has
been used in accounting both (capital and also working (current)) subsidies since 1. 1. 2000.
The main idea of this method is a gradual accounting of subsidies to revenues. Trading
income (profit) is not directly influenced.
New element was introduced in CAP reform in 2003. It separated payment of direct payments
from production – decoupling. The aim of this change was to reduce intensification impulses
considering the quality of environment. It means that the amount of money, that farmer
obtains in form of subsidies, does not depend on amount of production. Slovak agriculture
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had to adopt the conditions of CAP when entering EU in 2004. The chart 1 documents the
trend of indicators, which are connected to evaluation of production and trend of subsidies.
Received subsidies in general have shown the growing trend since SR entered EU. On the
other hand revenues from sales of own production and service have stayed at the same level
since the entry of SR to EU. Revenues from sales of livestock production are slowly
decreasing and revenues from sales of crop production have increased since joining EU.

Selected production indicators – 2000-2008 development

Chart 1

Source: database, own calculation, in thousand SKK.

Value added which is the sum of trade margin a production total minus purchased
consumables and services does stagnate since 2003. Inventory in total are slowly increasing
while the revenues from the sale of own products and services stay at the same level from
2001. On the other hand subsidies received are continually increasing from 2004 which is the
year when Slovak republic entered the EU.
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To evaluate the production it is also important to look at the amounts produced. We observed
trend of head of sows, production of milk in thousand of liters, head of cattle, production of
potatoes, sugar beet, oilseeds and cereals in tons. The development is in the chart 2.
Development of agricultural production in volume

Chart 2

Source: database, own calculation.

Livestock production:
Trend in livestock production needs to be mentioned. There is a decrease in number of pigs
and cattle and stable trend of production of milk. Livestock production is not profitable, what
is definitely the main reason of this trend.
Prices of meat do not cover the cost of the production. Therefore agricultural entities decrease
the production of livestock. The development of milk production in thousand of liters
remained unchanged in 2004-2008. The milk quota for Slovakia is 1 billion liters but the
production is not that high. One of the reasons why the production of milk is stable is that
cash received from milk production is an important part of the whole cash flow. Mainly
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during the year when there is no cash inflow from the crop production money from milk
production is used to cover the cost that have to be paid periodically – e.i. wages.
Crop production:
In chart 1 we can see that the crop production in thousand of SKK since 2004 increases.
According to chart 2, the development of production of potatoes and sugar-beet in ton
decreases. The reason is clear in case of the sugar-beet. The production quota for Slovakia
was decreased to 50% compared to 2004. The amount of production of oilseeds is growing
and getting more important for the producers. In case of cereals the production is very
volatile. If we exclude the year 2008 there would be a strong decline from 2004 to 2007.
What was the reason of the increase by almost 30% in 2008? One of the main reasons was a
huge increase in prices in the year 2007. Therefore a lot of producers decided to crop more
cereals in 2008 and it resulted in a deep fall of prices in 2008.
In next parts we will focus on the comparison of two values: production represented by
revenues from the sale of own products and services and subsidies received. For the
evaluation we use the ratio: subsidies received/revenues from the sale of own products and
services. When the ratio increases it means that the producer receives more units of subsidies
per one unit of production. We excluded all values that were not in the range from 0 to 1. The
individual

records

for

producers

were

analyzed

with

the

statistical

software

STATGRAPHICS. The distribution of the observed ratio was analyzed in the first step. The
quantile plot and also the histogram in the chart 3 show that the distribution is not normal.

Histogram and quantile plot of subsidies to revenues ratio

307

Chart 3

Source: own calculation.
The data in years 2000 to 2008 were analyzed in the next step. The table 1 shows the total
number of enterprises in each year, number of observed and excluded enterprises, average and
median of observed enterprises.
Subsidies to revenues ratio in period 2000-2008

Number

Number

of Number

of excluded

observed

Table 1
of

Year enterprises

enterprises

enterprises

Average

Median

2000 1198

157

1041

0,3159

0,2518

2001 1223

113

1110

0,2481

0,1694

2002 1231

81

1150

0,2254

0,1421

2003 1329

128

1201

0,2223

0,1449

2004 1278

178

1100

0,2918

0,2346

2005 1391

264

1127

0,2869

0,2075

2006 1347

296

1051

0,3063

0,2297

2007 1340

270

1070

0,3020

0,2346

2008 1241

273

968

0,3289

0,2610

Total 11578

1760

9818

0,2789

0,2087

Source: own calculation
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After 2004 the subsidies to revenues ratio increases. The highest level was reached in 2008
when per one unit of revenues the enterprise received 0,33 units of subsidies(average) or 0,26
units (median). Also the number of excluded enterprises is important. Each excluded
enterprise did not fulfill the criteria to have the subsidies to revenues in the range 0 to 1. That
means that in 2004 178 enterprises out of 1278 had the ratio higher than 1 which means that
did receive more subsidies than the amount of revenues. In 2005 this was the case in 264
enterprises out of 1391 which is almost 20%. In 2007 270 and in 2008 273 enterprises
received more subsidies than revenues.
The development of subsidies to revenues shows also the Box and Whisker plot in chart 4
Box-and-Whisker Plot of subsidies to revenues ratio in observed period

Chart 4

Source: own calculation
The average (+ in the box) is increasing since 2004 and so is the median (│in the box). To
conclude: receiving an greater amount of subsidies by unchanged revenues means that each
unit of revenues was generated with higher support from 2004-2008.
In the next step we analyzed the trends of the evaluated ratio in different regional parts of the
country. According to the regional division Slovakia consists of 8 regions also called HigherTier Territorial Units as the following map 1 shows.
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Regional map of Slovakia

Map 1

Source: www.slovakiacity.eu

The natural conditions in regions differ. The regions Bratislava, Trnava, Nitra and Trenčín are
typical crop production regions. Others are mainly less favored areas because of mountains,
lower temperatures and the quality of the soil. As the table 2 shows the observed ratio in
period 2000-2008 differs according the regions. The lowest average value was recorded in
Nitra at 0,159. The highest average value reached the ratio in Prešov Region 0,44. That means
while producers in Nitra Region received 0,159 SKK per 1 SKK revenues in 2000-2008,
producers in Prešov Region received almost three times more.
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Subsidies to revenues ratio in regions

Table 2

Number of observed
Region

enterprises

Average

Median

1- Bratislava Region

616

0,1647

0,1223

2- Trnava Region

1825

0,1636

0,1280

3- Trenčín Region

933

0,2428

0,1969

4- Nitra Region

2141

0,1591

0,1366

5- Žilina Region

784

0,4264

0,4185

6- Banská Bystrica Region

1174

0,4008

0,3775

7- Prešov Region

1201

0,4397

0,4087

8- Košice Region

1144

0,3829

0,3423

Total

9818

0,2789

0,2087

Source: own calculation

The situation is clear by looking at the chart 5. There are basically 2 groups of regions in
Slovakia. Regions Žilina, Banská bystrica, Prešov and košice receive much more subsidies
per one unit of production than the rest of the country. On the other hand regions Nitra,
Bratislava, Trenčín and Trnava with better agricultural conditions receive 16-24% (average)
subsidies to revenues compared to 38-44% (average) in less favoured areas.
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Box-and-Whisker Plot of subsidies to revenues ratio in regions

Chart 5

Source: own calculation
The Box and Whisker plot shows that 50% of the evaluated producers in the better
(production) areas are in a smaller range (as the box shows) compared to the less favoured
areas or regions.
In the last part we tried to find differences between the legal forms of producers. The database
included two kinds of legal forms: Collective farm and Company (Joint Stock company or
Limited Liability Company)
Table 3 shows the average and median value for the subsidies to revenues ratio in legal forms.
Subsidies to revenues ratio according the legal form

Table 3

Number of observed
Legal form

enterprises

Average

Median

50- Collective farms

4692

0,2957

0,2270

55- Companies

5126

0,2636

0,1913

Total

9818

0,2789

0,2087

Source: own calculation
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Collective farms as forerunners of companies in Slovak agriculture show an higher share of
subsidies to revenues ratio. Also the number of observed enterprises is important. Out of 9818
entities 52,21% were companies and only the rest collective farms. The situation is
graphically expressed in the box and whisker plot in chart 6
Box-and-Whisker Plot of subsidies to revenues ratio according legal form

Chart 6

Source: own calculation

Conclusion
In the analysis we tried to find a correlation between subsidies and production in agriculture
in Slovakia after EU accession. Clearly rising trend since 2004 we have observed in subsidies
as on the total level and the level of individual farms. In the examined sample of legal persons
the subsidies reached 12,5 billion Slovak crowns in 2008. Did the growing trend of subsidies
affect the production?
It is not possible to conclude whether the agricultural production in the Slovak Republic is
influenced by increase of subsidies in increasing or decreasing way. One of the reasons could
be a relatively short period of time when CAP is being exercised. We should mention, that
years 2007 and 2008 were specific. Lower harvest and global factors in 2007 caused, that
prices of plant commodities grew by 50% and this trend lasted till the first half of year 2008.
Considering the increase of price level cereals became more attractive and this caused an
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increase in amount in 2008, as the chart 2 shows. This situation resulted in re-increase of
agricultural production. The ratio of subsidies to revenues reached in 2000-2008 the value of
27,9% on average and has increased since 2004. It is caused especially by increase of
subsidies in a more dynamic way in comparison with revenues from sales of own products
and services.
Livestock production:
Livestock production is not profitable and therefore we can see decreasing trend in volume
indicators. Only milk production has stayed at the same level, although quota has not been
used up. The main reason is that milk ensures regular cash flow to producer. This cash is used
for covering regular costs.
Crop production:
The chart 2 shows that sugar-beet production fell by a half during the years 2005-2008 which
caused a reduced quota. Compared to livestock in crop production it is not possible to observe
a clear trend. In general according to chart 1 crop revenues are increasing but the production
is very volatile (chart 2).
Regions:
From the perspective of the Regions, Slovakia is divided into 8 parts. In some of them
dominate LFA, which are characterized by smaller production potential. In these regions was
during the whole period the ratio of total admitted subsidies to revenues more than 2.5 times
higher than in the production regions. It is obvious that the subsidies in LFA are much more
important. These subsidies are the stabilizing factor contributing to the development of the
country in line with the objectives of rural development program.
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Legal form:
No clear conclusion can be made when comparing subsidies to revenues according the legal
form. Collective farms had higher ratio than companies. The latter mentioned have formed
out of collective farms. Better economy is their main characteristic, but according to ratio
there are no important distinctions between these legal forms. Subsidies to revenues ratio in
case of collective farms is 3% higher than in case of companies. It is not possible to confirm,
whether it is caused by increasing volume of production, but it is high likely because of the
construction of CAP payments.
Subsidies are one of the factor that has impact on the production. Generally all the factors that
affect production can be divided into economic and non-economic. Weather and climate
changes are the most important non-economic. Prices of agricultural commodities are
considered as the essential economic factors and they have higher volatility in the last years.
As production in SKK or EUR is given by the amount of produced commodity times price,
therefore price is very important. It reflects changes in supply and demand of agricultural
production. The question is, whether increased volatility was influenced by decoupling
subsidies from production.
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Segmentation or the way how to spend money to advertising
effectively
J. Turček1
1

Slovak University of Agriculture, Nitra, Slovak Republic

Abstract: The article describes broad view of the customer segmentation in relation to
effective spending of money. At the time of global crisis companies create constant pressure
on cost cutting in every part of the enterprise. From the beginning majority of subjects stood
on the side of producers, suppliers, vendors in order to limit marketing budget. Company
leaders forgot that marketing is not the only way of advertising. They also reduced outgoings
on existing and potential customer needs survey.
Nowadays, it is not difficult to produce or deliver products or goods. The real problem
is to channel and sale specific products or services to the right consumer. That is the reason
why companies should pay more attention to the behaviour and needs of their target groups of
customers and spend each Euro from their budgets for advertising efficiently.
Keys words: Market, Customer, Segmentation, Advertising.

Introduction
A marketing orientation by Weinstein, A. (2004) is based on a customer-driven focus.
During the last two decades we have seen the rise of market segmentation in business.
Introduced into the marketing community by Wendell Smith in 1956, segmentation has
moved from an academic concept into available “real life”. Companies have been using
product segmentation for years. They have developed, produced and composed different
products. They tried to impress majority of the market but customers are not alike. Each
customer has different requirements and he wants the company to meet his expectations and
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fulfil his needs. Any customer who is interested in great product wants to be valued customer
and expects that will take care of him by using the best solution. Market segmentation is the
process of dividing market up into different groups of customers, in order to create special
products to meet customer’s needs. That is the reason why product segmentation must step
aside of market segmentation and customer’s needs.

Picture 1 - Difference between product and market orientation.

SEGMENTATION
Croft, M.J. (1994) describes the process of market segmentation that brings much
increased understanding of user’s needs, their decision criteria and approach, and therefore
gives a much clearer direction to the management of current products.
Market segmentation is usually based on various criteria. Market could be divided into
segments by following criteria:
•

Geographical segmentation is a simple form of market segmentation. Certain
countries, regions, etc. are assumed to have common characteristics which influence
buying attitudes.
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•

Demographic segmentation involves dividing the population into discrete segments
either by age, by sex, by income group, by occupation, by religion, etc.

•

Psychographic segmentation is concerned with identifying personality traits and
distinguishing characteristics in groups of the population. Examples are young and
outgoing or grey and conservative.

•

Behaviouristic

segmentation

looks

at

consumer

behaviour

patterns

-

frequent/infrequent purchase, loyalty to a product X, etc.
The procedure of segmentation:
•

specification of segmentation criterions

•

segmentation of market by using these criterions

•

definition of segments

•

evaluation activity and convenience of selected segments

•

selection of segments that will be target groups

•

definition of potential customer accosted in target group.

Activity of segment could be evaluated by next views:
•

simplicity of entry

•

potential level of profitability

•

size of segment

•

uniqueness and stability of segment

•

numbers of competitors and their market shares

•

availability of market share.

Big segment doesn’t have to be the most profitable. Sometimes is better to select smaller
segments with lower number of customers.
Marketing is the process of identifying, anticipating and then meeting the needs and
requirements of consumers in order to make a profit.
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Sale involves persuading potentials customers that your products or services provide
the benefits they are looking for.
When company has invested so much in customer focused marketing they must then
sell the customer oriented products with benefits for them. This involves advertising and
promotion to communicate product benefits. The sales force is effectively selling the benefits
of the new products. These benefits were developed as a result of market and product
research. Marketing goes hand in hand with sales. Marketing is all about finding out what the
customer wants. Selling is all about ability to show customer, that company can please him by
providing products he wants.
The 80/20 rule which determines that 20% of customers account for 80% of turnover
focuses special activity on those large accounts which determine the future of a business.
The purpose of segmentation is the concentration of marketing energy and force on the
subdivision to gain a competitive advantage within the segment.
Ďumbala, P. (2009) in his article Innovations against crisis describe the survey of
Linea Directa Communications Ltd.. It is a company focused on direct communication and
provide call centres in 7 countries in Europe. They realized survey - market research in
countries of CEE (Czech Republic, Hungary, Poland, Romania, Russia, Slovenia and
Slovakia) by using own call centres in July 2009. Mr. Peter Ďumabala accosted 1.161
directors or responsible managers for marketing, advertising or trade in their company.
Companies were from cars, finance, pharmacy, FMCG, travelling, retail, wholesaling, telco,
IT and energy segments.
There are main detections:
•

80% companies invested to marketing less than 250.000 EUR

•

14% manager present spent expenses till 500.000 EUR

•

3% companies invest to marketing more than 1.000.000 EUR
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•

50% companies decreased expenses circa 50%

•

14% companies marketing budget increased

•

36% budgets stayed on volume of 2008.

Some respondents presented that increasing marketing budget helped their companies
to overcome crisis and increase or hold sale on the same level as in year 2008. Budgets raised
in Russia, Hungary and Slovenia. They were reduced in the rest of countries.
The majority of respondents presented their plans for antiquation crisis. They aim to
develop and upgrade products and services according to customer’s needs. The second group
of respondents marked their gun for antiquation crisis – looking for new sales and distribution
channels and using them. Their aim is differentiate from competition and offer the innovation
possibility of communication with customer focused on the sale of product and services.
Respondents indicated following tools - enter to new segments, new target group acquisition,
regional expansion and intensification of marketing communication.
40% companies have increased or have stayed on same level with the volume of sale
in compared with year 2008. The sale of 60% companies decreased and 20 % companies
achieved increase. The majority is group with the decrease of sale up to 30%. On the other
hand the increase of sale could be related to discounts and the promotion of new products and
services (for example – subsidy for buying a new car when old is scraped).
The result of research is that internet is the most powerful medium for its low costs
and friendly usage. The second channel is e-mail marketing and the third is direct mailing.
Next are catalogues, mass marketing, telemarketing and non address marketing in order.
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Table 1 - The overview of expenses to advertising from 2002 till August 2009 in Slovakia

Expenses to advertising 2002 – 2009 (VIII.)
month

2002

2003

2004

2005

2006

2007

2008

2009

January

574,6

746,4

948,9

1 237,50

1 859,50

2 025,70

2 714,80 48703,7 (1467,2 eur)

February

832,7

1 036,30

1 347,60

1 842,70

2 542,20

2 543,70

3 957,30 2179,7 (72352,8 eur)

March

1 060,00

1 422,10

1 808,00

2 352,10

3 103,90

3 745,30

4 475,70 2729,9 (90617,2 eur)

April

1 130,10

1 567,80

1 835,40

2 617,50

3 272,70

3 833,20

4 354,80 2976,3 (98793,7 eur)

May

1 311,10

1 666,60

2 520,30

3 221,90

3 802,40

3 957,50

4 845,90 3057,9 (101505,1 eur)

Jun

1 155,50

1 443,10

2 111,70

2 859,20

3 443,50

3 761,10

4 612,00 2719,0 (90254,8 eur)

July

722,4

1 020,00

1 338,80

1 777,00

2 137,30

2 539,10

3 537,90 1885,7 (62595,2 eur)

August

718,4

928,3

1 326,80

1 579,80

1 928,30

2 442,10

3 504,80 1756,3 (58297,5 eur)

September

1 110,40

1 631,40

2 136,20

2 594,10

3 068,70

3 831,10

4 273,70

-

October

1 364,80

1 888,70

2 895,00

3 122,60

3 352,00

4 811,10

5 142,00

-

November

1 405,00

1 946,20

3 051,60

3 293,60

3 423,80

4 318,40

5 090,70

-

December

1 264,80

1 532,10

2 534,80

2 765,90

3 061,00

3 631,00

3 656,70

-

Figures are in million Sk (thousand EUR).
Figures in 2009 are calculated by conversion 1 EUR = 30,1260 SKK.
Source: ACNielsen, 2001–2002; TNS SK, 2003–2009.

Between 2008 and 2009, companies focused on cost reduction. The first of the areas of
reduced corporate budgets in most companies was the area of marketing. Due to the economic
crisis, expenses on advertising is reduced to approximately the level of expenses in 2005 and
2006.
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Graph 1 - The overview of expenses to advertising from 2002 till August 2009 in Slovakia

Source: ACNielsen, 2001–2002; TNS SK, 2003–2009

Table 2 - TOP 30 producers according to volume advertising in mediums August 2009 in
Slovakia:

Amount V/2009

Share in the

Growth

Producer

(EUR)

ranking (%)

(%) *

1.

Orange Slovensko

3 845 763

11,5

-29,8

2.

Procter & Gamble

3 592 651

10,7

-44

3.

Reckitt Benckiser

2 606 540

7,8

-44,4

4.

T-Mobile Slovensko

2 491 978

7,4

-73,8

5.

Unilever Slovensko

2 223 266

6,6

-46,9

6.

Henkel Slovensko

2 161 178

6,4

-37,6

7.

Coty SR

1 398 482

4,2

-40,9

8.

T-Com

1 229 925

3,7

-20,7
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9.

Slovenská sporiteľňa

1 141 166

3,4

11,1

10.

Nestlé Slovensko

1 049 837

3,1

-37,7

11.

Beiersdorf Slovakia

988 537

2,9

-48,8

12.

Tipos

829 831

2,5

–

13.

Danone Slovensko

811 182

2,4

-41

14.

Billa

769 002

2,3

–

15.

Heineken Slovensko

735 538

2,2

-74

16.

Poštová banka

703 985

2,1

-63,9

17.

Rauch

691 440

2,1

–

18.

Volkswagen

622 751

1,9

-44,6

19.

TV Doma

615 914

1,8

–

20.

GlaxoSmithKline

610 443

1,8

-40,2

21.

L´Oréal

573 987

1,7

-80,5

22.

Studio Moderna

573 178

1,7

–

23.

Lidl SR

471 856

1,4

–

24.

Pivovary Topvar

430 713

1,3

-50,6

25.

Toyota Motor Slovakia

408 449

1,2

-68,1

26.

Coca-Cola Slovakia

400 184

1,2

-74,8

27.

SC Johnson

394 647

1,2

-63,2

28.

Telefónica O2 Slovakia

392 867

1,2

–

29.

Tesco Stores

378 031

1,1

-72,2

30.

J&T Banka

367 811

1,1

–

Express accrual/decrease the volume of advertising in comparation with the same term in last
year.
Figures are in EUR.
Source: TNS SK, 2009
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Almost all of the above companies are the members of foreign concerns. Most of the
companies have own history and rich international experience in the field of market
segmentation Based on market surveys.

Table 3 - TOP 10 products categories – VIII/2009

Title

%

1.

Mobile communication

20,80

2.

Internet

14,10

3.

Chain markets, supermarkets

10,20

4.

Banks

10,10

5.

Soft drinks

8,70

6.

Cars

8,40

7.

Woman cosmetics

8,30

8.

Mens cosmetics

7,00

9.

Other cosmetics

6,60

10. Milk products

5,70

Source: TNS SK, 2009

Companies engaged in the sale of the aforementioned products (mainly FMCG - Fast
Moving Costumers Goods) and services using the suitably prepared segmentation of existing
and potential customers. This helps them reach customers with targeted offers for specific
products or services. This approach increases the likelihood of successful sales and money
invested effectively to marketing.
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Conclusion
These analysis refer to the producers who spent the most volume in advertisement.
These companies have built up their own market segmentation. They know their current and
potential customers and have accosted target group by direct marketing.
When company has its market segmentation:
•

knows existing and potential customers needs

•

knows its competitors in segments

•

offer customers benefits which could satisfy their needs

•

communicate with target customer more directly and effectively on the right place in
the right time.
Customers´ needs are much simpler than we think
The start point of a needs based segmentation is to have sense of what needs might be.

It is wise to keep the list of possible needs relatively short. People are economical with their
mental resources and make decisions based on just one or two criterions. These are some of
criterions:
1. Quality products
2. High levels of sales service
3. The excellent reputation of the company
4. Low prices
5. High levels of technical service
6. On time and reliable delivery
7. Ease of doing business with the supplier.
There are several important reasons why businesses should try to segment their markets:
•

Increase profits for business - Customers have different income. They are different in
how sensitive they are to price.
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•

Better opportunities for growth - Market segmentation can build sales.

•

Better matching of customer needs - Customer needs differ. Creating separate offers
for each segment makes sense and provides customers with a better solution.

•

Target marketing communications - Businesses need to deliver their marketing
message to a relevant customer audience.

•

Retain more customers - Customer circumstances change. By product marketing that
appeal to customers at different stages of their life ("life-cycle”).

•

Gain share of the market segment - Segmentation offers the opportunity for smaller
firms to compete with bigger ones.
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Abstract: The growing integration of economies and societies around the world – has been one
of the most hotly-debated topics in international economics over the past few years. Rapid growth
and poverty reduction in China, India, and other countries that were poor 20 years ago, has been a
positive aspect of Liberalization, Privatization and Globalization (LPG). But Globalization has
also generated significant international opposition over concerns that it has increased inequality
and environmental degradation. There is a need to study the impact of globalization on
developing countries from the viewpoint of inward foreign direct investment. Attention should
also be focused on the role which some developing countries, particularly from parts of Asia and
Latin America, are playing as initiators of globalization through their own MNCs. India opened
up the economy in the early nineties following a major crisis that led by a foreign exchange
crunch that dragged the economy close to defaulting on loans. The response was a slew of
Domestic and external sector policy measures partly prompted by the immediate needs and partly
by the demand of the multilateral organizations. The new policy regime radically pushed forward
in favour of a more open and market oriented economy. This paper explores the contours of the
on-going process of globalization Liberalization and privatization. Throughout this paper, there is
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an underlying focus on the impact of LPG on Indian economy. It also comments on impact of
LPG on Developing countries.

Introduction
Globalization has many meanings depending on the context and on the person who is talking
about. Though the precise definition of globalisation is still unavailable a few definitions are
worth viewing, Guy Brainbant: says that the process of globalisation not only includes opening
up of world trade, development of advanced means of communication, internationalisation of
financial markets, growing importance of MNC’s, population migrations and more generally
increased mobility of persons, goods, capital, data and ideas but also infections, diseases and
pollution. The term globalization refers to the integration of economies of the world through
uninhibited trade and financial flows, as also through mutual exchange of technology and
knowledge. Ideally, it also contains free inter-country movement of labour. In context to India,
this implies opening up the economy to foreign direct investment by International Research
Journal of Finance and Economics - Issue 5 (2006) 167 providing facilities to foreign companies
to invest in different fields of economic activity in India, removing constraints and obstacles to
the entry of MNCs in India, allowing Indian companies to enter into foreign collaborations and
also encouraging them to set up joint ventures abroad; carrying out massive import liberalisation
programs by switching over from quantitative restrictions to tariffs and import duties, therefore
globalization has been identified with the policy reforms of 1991 in India.

The FDI norms in real estate sector as well as in the retail sector are also predetermine by the Go
I after a careful study of the foreign direct investment pros & cons. The foreign direct investment
advantages lay in the fact that equity participation form foreign investors brings larger
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infrastructure base for the project but the FDI disadvantages of losing the ownership rights to a
foreign company makes it a cautious decision. The FDI theories listing the FDI disadvantages
include the increased liquidity and consequent inflation due to excessive FDI inflow in India. In
order to absorb the FDI entering the Indian economy, the rupee is being pressurized. However the
FDI benefits include better efficiency in funds management in India and thus improvisations in
the quality standards. The FDI policy 2007 ascertains regulations on the FDI stocks and this may
reduce the foreign direct investment confidence as closing the doors of industrial relations with
foreign investors with only hamper the FDI and economic growth in India coordination. FDI and
GDP in India working together and brining the reforms to the economics in India.

Foreign Portfolio Investment in India
Another form of foreign investment besides FDI is FPI or foreign portfolio investment that is a
more easily traded form of foreign investment and less permanent. In FPI investment is made
through stocks and bonds in a foreign enterprise without long-term financial relationship plans.

FDI trends in India
Steps have been taken by the government to impart technical FDI education so as to improvise
the FDI database of the country. FDI and trade go hand in hand as both works in a symbiotic
situation. FDI has also created more employment opportunities as FDI trends have increased the
basic infrastructure of any organization thus demanding growth in terms of organizational
structure as well. The foreign direct investment news in India shows the FDI notations being
adopted by India, the foreign direct investment strategies, and the FDI guidelines regulating the
inflow of foreign funds in India. Multinational companies are the organizations or enterprises that
manage production or offer services in more than one country. And India has been the home to a
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number of multinational companies. In fact, since the financial liberalization in the country in
1991, the number of multinational companies in India has increased noticeably. Though majority
of the multinational companies in India are from the U.S., however one can also find companies
from other countries as well.

Destination in India
The multinational companies in India represent a diversified portfolio of companies from
different countries. Though the American companies - the majority of the MNC in India, account
for about 37% of the turnover of the top 20 firms operating in India, but the scenario has changed
a lot off late. More enterprises from European Union like Britain, France, Netherlands, Italy,
Germany, Belgium and Finland have come to India or have outsourced their works to this
country. Finnish mobile giant Nokia has their second largest base in this country. There are also
MNCs like British Petroleum and Vodafone that represent Britain. India has a huge market for
automobiles and hence a number of automobile giants have stepped in to this country to reap the
market. One can easily find the showrooms of the multinational automobile companies like Fiat,
Piaggio, and Ford Motors in India. French Heavy Engineering major Alstom and Pharma major
Sanofi Aventis have also started their operations in this country. The later one is in fact one of the
earliest entrants in the list of multinational companies in India, which is currently growing at a
very enviable rate. There are also a number of oil companies and infrastructure builders from
Middle East. Electronics giants like Samsung and LG Electronics from South Korea have already
made a substantial impact on the Indian electronics market. Hyundai Motors has also done well
in mid-segment car market in India.

Why are the multinationals in India
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There are a number of reasons why the multinational companies are coming down to India. India
has got a huge market. It has also got one of the fastest growing economies in the world. Besides,
the policy of the government towards FDI has also played a major role in attracting the MNC’s in
India. For quite a long time, India had a restrictive policy in terms of foreign direct investment.
As a result, there was lesser number of companies that showed interest in investing in Indian
market. However, the scenario changed during the financial liberalization of the country,
especially after 1991. Government, nowadays, makes continuous efforts to attract foreign
investments by relaxing many of its policies. As a result, a number of multinational companies
have shown interest in Indian market.
Following chart would show the effect of the Government of India policy towards FDI
Table1Approved FDI

Actual FDI Flows

Year

(US$ mn)

(US$ mn)

1991

218.3

143.6

1992

1485.5

258

1993

2890.5

582.9

1994

4522.5

1048.5

1995

10213.9

2172

1996

10510.9

3020.9

1997

15302.9

4579.1

1998

7800.9

3377.2

1999

6753.9

4016.1

2000

8613.8

4498.1

333

2001

5972.2

4281.1

2002

2320.8

4434.5

Following are the reasons why MNCs companies consider India as a preferred destination
for business:
•

Huge market potential of the country

•

FDI attractiveness

•

Labor competitiveness
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•

Macro-economic stability

List of MNC’s in India
The list of multinational companies in India is ever-growing as a number of MNCs are coming
down to this country now and then. Following are some of the major multinational companies
operating their businesses in India:
•

British Petroleum

•

Vodafone

•

Ford Motors

•

LG

•

Samsung

•

Hyundai

•

Accenture

•

Reebok

•

Skoda Motors

•

ABN Amro Bank

The Important Reform Measures (Step towards Globalization)
Indian economy was in deep crisis in July 1991, when foreign currency reserves had plummeted
to almost $1 billion; Inflation had roared to an annual rate of 17 percent; fiscal deficit was very
high and had become unsustainable; foreign investors and NRIs had lost confidence in Indian
Economy. Capital was flying out of the country and we were close to defaulting on loans. Along
with these bottlenecks at home, many unforeseeable changes swept the economies of nations in
Western and Eastern Europe, South East Asia, Latin America and elsewhere, around the same
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time. These were the economic compulsions at home and abroad that called for a complete
overhauling of our economic policies and programs. Major measures initiated as a part of the
liberalisation and globalisation strategy in the early nineties included the following:

Devaluation: The first step towards globalization was taken with the announcement of the
devaluation of Indian currency by 18-19 percent against major currencies in the international
foreign exchange market. In fact, this measure was taken in order to resolve the BOP crisis.

Disinvestment-In order to make the process of globalization smooth, privatization and
liberalisation policies are moving along as well. Under the privatization scheme, most of the
public sector undertakings have been/ are being sold to private sector

Dismantling of The Industrial Licensing Regime At present, only six industries are under
compulsory licensing mainly on accounting of environmental safety and strategic considerations.
A significantly amended locational policy in tune with the liberalized licensing policy is in place.
No industrial approval is required from the government for locations not falling within 25 kms of
the periphery of cities having a population of more than one million.

Allowing Foreign Direct Investment (FDI) across a wide spectrum of industries and
encouraging non-debt flows. The Department has put in place a liberal and transparent foreign
investment regime where most activities are opened to foreign investment on automatic route
without any limit on the extent of foreign ownership. Some of the recent initiatives taken to
further liberalise the FDI regime, inter alias, include opening up of sectors such as Insurance
(upto 26%); development of integrated townships (upto 100%); defence industry (upto 26%); tea
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plantation (upto 100% subject to divestment of 26% within five years to FDI); enhancement of
FDI limits in private sector banking, allowing FDI up to 100% under the automatic route for most
manufacturing activities in SEZs; opening up B2B e-commerce; Internet Service Providers (ISPs)
without Gateways; electronic mail and voice mail to 100% foreign investment subject to 26%
divestment condition; etc. The Department has also strengthened investment facilitation measures
through Foreign Investment Implementation Authority (FIIA).

Non Resident Indian Scheme the general policy and facilities for foreign direct investment as
available to foreign investors/ Companies are fully applicable to NRIs as well. In addition,
Government has extended some concessions specially for NRIs and overseas corporate bodies
having more than 60% stake by NRIs

Throwing Open Industries Reserved For The Public Sector to Private Participation. Now
there are only three industries reserved for the public sector.

Abolition of the (MRTP) Act, which necessitated prior approval for capacity expansion

The removal of quantitative restrictions on imports.
The reduction of the peak customs tariff from over 300 per cent prior to the 30 per cent rate
that applies now. 168 International Research Journal of Finance and Economics - Issue 5 (2006)
Severe restrictions on short-term debt and allowing external commercial borrowings based on
external debt sustainability.
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Wide-ranging financial sector reforms in the banking, capital markets, and insurance sectors,
including the deregulation of interest rates, strong regulation and supervisory systems, and the
introduction of foreign/private sector competition.

Impact of GlobalizationThe implications of globalization for a national economy are many. Globalization has intensified
interdependence and competition between economies in the world market. These economic
reforms have yielded the following significant benefits: Globalization in India had a favorable
impact on the overall growth rate of the economy.This is major improvement given that India’s
growth rate in the 1970’s was very low at 3% and GDP growth in countries like Brazil,
Indonesia, Korea, and Mexico was more than twice that of India. Though India’s average annual
growth rate almost doubled in the eighties to 5.9%, it was still lower than the growth rate in
China, Korea and Indonesia. The pick up in GDP growth has helped improve India’s global
position. Consequently India’s position in the global economy has improved from the 8th position
in 1991 to 4th place in 2001; when GDP is calculated on a purchasing power parity basis. During
1991-92 the first year of Rao’s reforms program, The Indian economy grew by 0.9%only.
However the Gross Domestic Product (GDP) growth accelerated to 5.3 % in 1992-93, and 6.2%
1993- 94. A growth rate of above 8% was an achievement by the Indian economy during the year
2003-04. India’s GDP growth rate can be seen from the following graph since independence
India - a growing economy.

Structure of the Economy
Due to globalization not only the GDP has increased but also the direction of growth in the
sectors has also been changed. Earlier the maximum part of the GDP in the economy was
338

generated from the primary sector but now the service industry is devoting the maximum part of
the GDP. The services sector remains the growth driver of the economy with a contribution of
more than 57 per cent of GDP. India is ranked 18th among the world’s leading exporters of
services with a share of 1.3 per cent in world exports. The services sector is expected to benefit
from the ongoing liberalization of the foreign investment regime into the sector. Software and the
ITES-BPO sectors have recorded an exponential growth in recent years. Growth rate in the GDP
from major sectors of the economy can be seen from the following Table.
Table-2: Structure of the Economy (Percentage)
(%

Of

GDP)

198485

2002-3

2003-4

2004-5

Agriculture

35.2

26.5

21.7

20.5

Industry

26.1

22.1

21.6

21.9

Services

38.7

51.4

56.7

57.6

Source: International Research Journal of Finance and Economics - Issue 5 (2006) 169,
Economic Survey 2000 &2005

Foreign Direct investment inflows
FDI increased from around US$100 million in 1990/91 to USD 5536 million in 2004-5. The
details of the foreign investment inflow can be seen from the following table.

Globalization and Structural Changes in the Indian Industrial Sector took place in the early
1990s when the government decided to open the markets to foreign investments by forming new
economic polices. Structural Changes in the Indian Industrial Sector and Globalization were
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initiated because the government wanted to encourage growth by doing away with supply
bottlenecks that stopped efficiency and competitiveness. Globalization implies the dismantling
of trade barriers between nations and the integration of the economies of the nations through
financial flow, trade in services and goods, and corporate investments between nations.
Globalization has increased in the recent years due to the rapid progress that has been made in the
area of technology especially in communications and transport. The Indian policies with regard to
the industrial sector before globalization had imposed many restrictions on the sector with regard
to the use and procurement of capital and raw material, type and nature of industry where the
entry of private sector was allowed, the operation scale, and the various markets where they could
supply. The Indian industrial policies favored firms of small size that were labor intensive. The
Structural Changes in the Indian Industrial Sector was brought about by the New Economic
Policy of 1991 which did away with many of the regulations and restrictions. The various
advantages of Globalization and Structural Changes in the Indian Industrial Sector are that it
brought in huge amounts of foreign investments and this gave a major boost to this sector. Many
foreign companies entered the Indian market and they brought in highly technologically
advanced machines into the country as a result of which the Indian Industrial Sector became
technologically advanced. With new companies being set up in the Indian Industrial Sector it
provided employment opportunities for many people in the country which in its turn helped to
reduce the level of poverty in the country. The number of factories in India in 1990-1991 stood at
110,179 and in 2003-2004, the figure increasedto129, 074.

The various disadvantages of

Globalization and Structural Changes in the Indian Industrial Sector are that with many foreign
companies entering the sector increased the competition for the domestic companies. With
foreign goods being better then the Indian products, the consumer in the country preferred to buy
the foreign goods. This reduced the profit levels of the Indian companies and they had to resort to
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lowering the prices of their products which in turn further lowered their levels of profit. With
highly advanced technology entering the Indian Industrial Sector, the number of labor required in
the sector reduced. The number of labor in the Indian Industrial Sector in 1990-1991 was
81,62,504 and in 2003-2004, the figure has decreased to 78,70,081. Thus, Globalization and
Structural Changes in the Indian Industrial Sector poses advantages and disadvantages for the
country. So the government of India must take steps in order to ensure that the changes in the
structure of the Indian Industrial Sector are such that it facilitates globalization in a manner that is
gainful and constructive for a country like India.

Foreign Trade (Export- Import)
India’s imports in 2004-05 stood at US$ 107 billion recording an increase of 35.62 percent
compared with US$ 79 billion in the previous fiscal. Export also increased by 24 percent as
compared to previous year. It stood at US $ 79 billion in 2004-05 compared with US $ 63 billion
in the previous year. Oil imports zoomed by 19 percent with the import bill being US $ 29.08
billion against USD 20.59 billion 170 International Research Journal of Finance and Economics
- Issue 5 (2006) in the corresponding period last year. Non-oil imports during 2004-05 are
estimated at USD 77.036 billion, which is 33.62 percent higher than previous year's imports of
US $ 57.651 billion in 2003-04.
Table-3:Foreign Trade (US $ Million)
1990Trade

91

2002-3

2003-4

2004-5

18477

52719

63843

79247

Total
Exports
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Total
imports

27915

61412

79149

107066

-9438

-8693

-14307

-27819

Trade
Balance

Source – Reserve Bank of India Annual Report 2004-05
Thus we find that the economic reforms in the Indian economy initiated since July 1991 have led
to fiscal consolidation, control of inflation to some extent, increase in foreign exchange reserve
and greater foreign investment and technology towards India. This has helped the Indian
economy to grow at a faster rate. Presently more than 100 of the 500 fortune companies have a
presence in India as compared to 33 in China.

A Comparison with Other Developing Countries
Consider global trade – India’s share of world merchandise exports increased from .05% to .07%
over the past 20 years. Over the same period China’s share has tripled to almost 4%. India’s share
of global trade is similar to that of the Philippines an economy 6 times smaller according to IMF
estimates.

Over the past decade FDI flows into India have averaged around 0.5% of GDP

against 5% for China and 5.5% for Brazil. FDI inflows to China now exceed US $ 50 billion
annually. It is only US $ 4billion in the case of India.

Indian Economy: Future Challenges
Sustaining the growth momentum and achieving an annual average growth of 9-10 % in the next
five years. Simplifying procedures and relaxing entry barriers for business activities and
Providing investor friendly laws and tax system.

Checking the growth of population; India is

the second highest populated country in the world after China. However in terms of density India
342

exceeds China as India's land area is almost half of China's total land. Due to a high population
growth, GNI per capita remains very poor. It was only $ 2880 in 2003 (World Bank figures).
Boosting agricultural growth through diversification and development of agro processing.
Expanding industry fast, by at least 10% per year to integrate not only the surplus labor in
agriculture but also the unprecedented number of women and teenagers joining the labor force
every year. Developing world-class infrastructure for sustaining growth in all the sectors of the
economy.

Allowing foreign investment in more areas.

Effecting fiscal consolidation and

eliminating the revenue deficit through revenue enhancement and expenditure management.
Some regard globalization as the spread of western culture and influence at the expense of local
culture. Protecting domestic culture is also a challenge.

Global corporations are responsible for

global warming, the depletion of natural resources, and the production of harmful chemicals and
the destruction of organic agriculture.

The government should reduce its budget deficit through

proper pricing mechanisms and better direction of subsidies. It should develop infrastructure with
what P Chidambaram called “ruthless efficiency” and reduce bureaucracy by streamlining
government procedures to make them more transparent and effective. Empowering the
population through universal education and health care, India must maximize the benefits of its
youthful demographics and turn itself into the knowledge hub of the world through the
application of information and communications technology (ICT) in all aspects of Indian life
although, the government is committed to furthering economic reforms and developing basic
infrastructure to improve lives of the rural poor and boost economic performance. Government
had reduced its controls on foreign trade and investment in some areas and has indicated more
liberalization in civil aviation, telecom and insurance sector in the future.
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Conclusion
Globalization and Structural Changes in the Indian Industrial Sector took place in the early 1990s
when the government decided to open the markets to foreign investments by forming new
economic polices. Structural Changes in the Indian Industrial Sector and Globalization were
initiated because the government wanted to encourage growth by doing away with supply
bottlenecks that stopped efficiency and competitiveness. Globalization implies the dismantling
of trade barriers between nations and the integration of the economies of the nations through
financial flow, trade in services and goods, and corporate investments between nations.
Globalization has increased in the recent years due to the rapid progress that has been made in the
area of technology especially in communications and transport. The Indian policies with regard to
the industrial sector before globalization had imposed many restrictions on the sector with regard
to the use and procurement of capital and raw material, type and nature of industry where the
entry of private sector was allowed, the operation scale, and the various markets where they could
supply. The Indian industrial policies favored firms of small size that were labor intensive. The
Structural Changes in the Indian Industrial Sector was brought about by the New Economic
Policy of 1991 which did away with many of the regulations and restrictions. The various
advantages of Globalization and Structural Changes in the Indian Industrial Sector are that it
brought in huge amounts of foreign investments and this gave a major boost to this sector. Many
foreign companies entered the Indian market and they brought in highly technologically
advanced machines into the country as a result of which the Indian Industrial Sector became
technologically advanced. With new companies being set up in the Indian Industrial Sector it
provided employment opportunities for many people in the country which in its turn helped to
reduce the level of poverty in the country. The number of factories in India in 1990-1991 stood at
110,179 and in 2003-2004, the figure increased to 129,074.
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The various disadvantages of

Globalization and Structural Changes in the Indian Industrial Sector are that with many foreign
companies entering the sector increased the competition for the domestic companies. With
foreign goods being better then the Indian products, the consumer in the country preferred to buy
the foreign goods. This reduced the profit levels of the Indian companies and they had to resort to
lowering the prices of their products which in turn further lowered their levels of profit. With
highly advanced technology entering the Indian Industrial Sector, the number of labor required in
the sector reduced. The number of labor in the Indian Industrial Sector in 1990-1991 was
81,62,504 and in 2003-2004, the figure has decreased to 78,70,081. Thus, Globalization and
Structural Changes in the Indian Industrial Sector poses advantages and disadvantages for the
country. So the government of India must take steps in order to ensure that the changes in the
structure of the Indian Industrial Sector are such that it facilitates globalization in a manner that is
gainful and constructive for a country like India.
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i)

Introduction –

South Asian economy is on cross roads of change. It has been pointed that South Asia's
economy performed well in the 1990s and during the
past 5 years it has done even better. The growth rate has improved
steadily, and is today among the highest in Asia (Figure 1.1). Similar
improvements have taken place in the macroeconomic fundamentals
(lower inflation, smaller current account deficit, and declining fiscal
deficit in the last 5 years), in the saving and investment rates, and in the integration with the global
economy. 1

Macro-econometric description of an economic system has proved useful in organizing and
combining theoretical beliefs and economic time series for policy prescription and forecasting.
For India, there have been a few attempts of constructing these models during the last two
decades.1 In the new age we have two understand potentials of Emerging South Asian Economy
and India can Lead a model in this regards.
Model-building is a dynamic process in which advances are made continually towards a more
effective integration of the building blocks out of which it is fashioned. In the course of this
process, standardization takes place along a number of dimensions, such as notations,
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computation and solution methods, estimation procedures etc, but this has been confined merely
to the consumption function and the trade equations.2 In case of other functional relations,
Indian, models is developing in a fastest manner for providing new light to South Asia
The South Asian economy is emerging in the whole world as the strong base of human capital
natural recourses as well as promising entrepreneurship for strategic planning. In 1985 it was
expected that one aspect of this involvement is the need to maintain international confidence in
the commitment of individual countries to continued pursuit of appropriate financial policies,
even after formal Fund programs are no longer in effect. In appropriate case the procedure of
enhanced surveillance can be a useful technique for providing analysis and policy advice.3 Now
is the high time for developing new insight for South Asian Economy. Growth was largely driven by
the services sector from the
supply side and by domestic expenditures from the demand side.
Inflation remains a concern in South Asia, particularly in Bangladesh,
Pakistan, and Sri Lanka. High rates of import growth, driven by strong
domestic demand and rising oil prices, also resulted in widening current ccount deficits in South Asia.5 (page 12)

ii) The Changing Scenario
The Asian Development Outlook 1992 Report pointed that the liberalization of the foreign sector
has generally played a critical role in this process by establishing the relative prices that an
economy faces, by encouraging the exploitation of comparative advantage in lab our intensive
activities and by creating pressures to be efficient and to increase productivity.4

After

globalizing world economy has changed and Asia is gaining significance in the world. In the
today’s context making better decisions based on information institution and participation is
highly needed. Rethinking instructional arrangements is an important challenge. It was pointed
that improving the performance of public utilities nevertheless remains an important goal, for two
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reasons. First, in the medium term public utilities will continue to provide services to many.
second, improvement in the performance of public utilities will continue to provide services to
many. Second, improvement in the performance of public utilities is often a precondition if
private operators are to be induced to participate.5 The predicated role of South Asian Economy
must be properly strengthened in the new age further Community’s role is also very important. It
has been observed that community groups and other NGOs also have an important role to play in
the supply of water and sanitation services and the collection of wastes. As the condominium
examples show, in the urban fringe the most productive relationship between community groups
and the formal sector is that of partnership, with the formal sector responsible for the “external”
or “trunk” infrastructure and the community paying for, providing, and the community paying
for, providing, and managing the “internal” or “feeder” infrastructure.6 Economic growth accelerated
in India and Pakistan, to 8.4% and 8.6%
respectively. Afghanistan and Sri Lanka also surpassed the rates of
growth achieved in FY2004. Conversely, the pace of growth slowed
in Bangladesh, Bhutan, and Nepal, while the economy of Maldives
actually contracted by 5.2% in 2005 due to the combined effects of
the damage from the tsunami and rising oil prices. 9 (page 12)

iii) South Asian Economy in Globalization
The outlook for the global economic environment remains strong in 2006 and 2007. Growth of the world economy is
expected to continue at a robust pace (4.9%) in 2006, as the major economies are likely to remain buoyant. Growth
may slow modestly to 4.7% in 2007. The US economy is expected to grow at 3.3% and 2.8% in 2006 and
2007respectively, compared to 3.2% in 2005.

South Asian Countries areas searching new economic model for overall development of economy
after examining earlier models Narayan Sniha as observed that this model provide bag round
studies in many ways. Firstly it provides a gridline about what has already been done in the
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sectors relevant to our study. Secondly, it provides us the information on data processing and
techniques followed in the macro modeling in India. finally, in the light of more and better data it
helps us to reformulate equations with a better insight possible. New modes of desegregation of
data and inclusion of new variables enable us to get a model of the economy which facilitate a
better understanding of its working.7
In globalized scenario, every country is concentrating on its “human power.” With the help of
qualitative human resource a country can face challenges regarding world wide competition,
quality, creations etc. Hence, modern management has became an important aspect in every field.
It has been observed that quality control is a major consideration of all firms offering a product or
services to costumers. To most costumers of course, quality is a relative matter in terms of the
price that they are willing to pay. Even here, however, the customer still expects the best possible
performance.8 Serious efforts are required for fostering quality in South Asian products.
In South Asian countries there is need to bring a change both him private and public sector
units it has been observed that in many countries the public sector owns the most-polluting
industries and controls important natural resources. Instead of performing better on
environmental criteria than private enterprises, state-owned enterprises tend to be less efficient, to
use more resources, and to produce more wastes. The public sector is also notoriously bad at
policing itself. It is to that public agencies are responsible for such essential but massive tasks ad
waste- water treatment or solid waste disposal.9 Serious implications of indoor year pollution for
family health must be carefully understood. It is necessary, first, to know the facts; second, to
determine values and analyze the benefits and costs of alternative measures; and third, to ensure
that information is available to inform public and private choices.10 Thus environmental care
must be taken for supporting sustainable development refers in South Asia.
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Eco friendly development is the major challenge in South Asia it has been pointed that
ignorance is an important cause of environmental damage and a serious impediment to finding
solution. It has been pointed that to keep its developmental options open, India must insist that
the North Drastically reduce its occupation of the global atmospheric commons and compensate
the south for what it has taken away.11 The development of Asia depends on proper use of
natural resources.
Iv) Recession and South Asian Economy
The global melt down has effected South Asian economy both on agricultural and industrial
development. even on it sector recession has affected according to d.j. hector Indian I.T. firms
should get ready to diversify into other markets.12 It is true that populism on out sourcing can not
help to over came the crisis. There is little that obama can do to curb outsourcing as lunges US
firms are saving costs.13
The effects of melt down situations were not much intensive on south Asian market in
comparison to U.S.A. and Europe, because South Asian market is based on consumption market.
There are more choices of production and distribution because of emerging network and rising
purchasing power of common man. The safety and security of south Asian market is based on
mutual trust confidence and co operation with each other. It has been observed that Indian
agriculture should be viable because 60 percent people are still dependent on agriculture. For
making is viable, emphasis needs to be given on investment in agriculture.14 This investment
can strengthen back bone of Indian economy.
The agro based Indian market is viable and sound due to combination of traditional and
modern farming methods. The biodiversity of nature has provided suitable background for
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organic farming. Like China India should strengthen rural market infrastructure with effective
credit system and crop insurance methods, to avoid drought and flood situations. It is to that this
would require concerted and simultaneous efforts several fronts like increase in the use of
modern inputs life fertilizers and plant protection chemicals expansion in are under high yield
varieties and improved seeds provision of institutional credit for purchase of modern inputs,
improved water management and conservation strategies, reclaiming some of the barren and
degraded waste land and development of infrastructure to improve efficiency in produce and
marketing.15
v) Disaster management
Invorlment has become key issue in Asian Development. It has been observed that recent
years have witnessed rising concern about whether environmental constraints will limit
development and whether development will cause serious environmental damage in turn
impairing the quality of life of this and future generations. Asian Countries are facing serious
informant issues because they were exploited by western colonial powers in the last two centers
and now due to development their natural racecourse are decline in a fastest manner. To achiew
balance between ecology and development is highly needed it has pointed that This concern is
over due. A number of environmental problems are already very serious and require urgent
attention. Humanity’s stake in enormous, and environmental values have been neglected too
often in the past.16 Disaster management methods must be evolving to face different calamities
which give a set back to economic development. Regarding problems and remedies on disaster
management it has been observed that environmental degradation can be checked. There are
policies that will allow developing countries to improve the efficiency with which their
economies work while at the same time addressing many of the types of environmental damage.
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Developing countries need to give priority to the kinds of damage that most immediately threaten
the quality of their citizens lives.17
The developing countries must take care on following three grounds 1) The present natural recourses
2) The potential use of recourses
3) Strategy to face natural Disaster problems
In order to overcome this problems it was pointed that to improve understanding and
implementation of these procedures, an environmental assessment source book was published in
1991. It provides details on the operational directive, including a section on how the views of
affected groups and NGOs are to be taken into account in preparing EAs and during project
design and implementation.18
K.M. Rastogi has observed that developing countries of Asia face the problem of rapid
industrialization that consequently affects the magnitude of pollution.19 on this background
there is need to develop pollution control and disaster management stratgay for Asian countries.
vi ) Health for All
Health for all is an important and challging task in South Asia. In order to improve life and
health of common man economic resources must be properly used. Mother and Child health care
is a major concern before this countries Shannon has observed that there is a growing consensus
in the literature that the traditional psychological, socio-cultural and economic variables have
been found to be at best inconsistent and, more recently, substantively unrelated to medical care
utilization as the medical care process changes. Variables believed to be associated with care
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during the early part of the decade are now being rendered obsolete. More importantly, it is
acknowledged that relatively little is really known about health services utilization.20
Poll Krugman has also concerned about health care problems in the world he has pointed that
meanwhile, health care reform faces a troubled outlook. 21
vii) India as the Engine of South Asian Economic Growth
Indian can be described as in engine of South Asian Economic Growth which is up coming since 2001 the asian
economic development report pointed that. India is by far the largest economy in South Asia. In 2005, India
accounted for about 80% of South Asia’s GDP, trade, and regional
growth. Therefore, the current accelerated growth of the Indian economy will naturally have positive externalities for
the neighboring countries. Proactive policies to increase economic integration with other South Asian countries could
multiply these benefits many fold,
and the impact on the economic development of the neighboring countries could be dramatic. The political
implications of a more

economically integrated and rapidly developing South Asia for the countries in the region could
be a major additional benefit. 22 In order to improve South Asian economy following steps must
be undertaken.
1) In India, Pakistan, Srilanka and Bangladesh common Asian market must be established and
common currency like Euro dollar must be evolved. It has been pointed that In the last 15
years, South Asia has been increasingly integrated with the rest of the world, but significant
scope for further expansion of trade remains, as is evident from the trade ratios of other Asian
subregionsm 23
2) Rupee can be worded as Asian dollar which can improve the face value and conversation rate
of rupee. It is trout that methods used to establish dynamic properties of a non linear
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econometric model make use of simulation experiments conducted with the estimated model
parameters.24

3) In order to strengthen the economy BPL can be redefined and measures can be adopted to
improve basic human needs like food, dress, and shelter. Most economists would agree that
sustained economic growth is the surest way to fight poverty. There is considerable evidence,
both at the macro and the micro levels, that good governance and a
competitive investment climate are important in achieving and sustaining high growth rates.25

4) Further common problem such as scarcity of drinking water, energy crisis and lack of
communication facility and lack of speedy road transformation are major common problems
in these countries. It has been observed that Electricity is the most critical bottleneck.
According to the World Bank's Investment Climate Surveys, more than 40% of respondent
firms in South Asia cited access to a reliable source of electricity as a major or very severe
constraint in business.26

5) A road map of over all development can be prepared in tune with millennium development
goals. SAARC countries must take a great leap forward to bridge the gap in development. It
is trout that As for the investment climate indicators, infrastructure and the efficiency of
markets (product, financial, and nonfinancial factor), Figure 3.10 clearly illustrates that the
major scope for improvement in South Asia lies in the quality of its infrastructure.27
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6) Basic problem is of resource crunch and a planned strategy is required to change the current
scenario from negative to positive side and from pessimistic to optimistic picture of total
development. It has been observed that A strong banking sector is crucial for both avoiding
financial crises, which can threaten macroeconomic stability, and for providing the private
sector with ready access to finance, which is essential for it to play its role as the driver of
growth. 28

VIII) Summary
To take an overview common currency, common market and common strategies for all inclusive
development are needed on top priority for south Asian countries. The economic development of
south Asia in future depends on march of south Asia towards progress & prosperity. Policy
adjustments & macroeconomic performance depends on right planning & right program of
action. The Newly Industrializing Economics have tremendous scope for Asian countries. India,
Pakistan & Ceylon must work hand in hand for taking a great leap forward. Small Asian tigers
like Malaysia, Singapore, Indonesia should follow steps of India & China. Peoples participation
in soco economic development can be increased by involving them in the process of change both
NGO’s and Government agency can worked together to eradicate rural poverty in Asia. It has
been pointed that economic prospects for India will depend very much on the intensity of the
commitment to the planned reforms and on the capacity to sustain that commitment in key
sectors, including trade, industry, finance and energy.29 Further it has been observed that the
proposed policy reforms if the are implemented vigorously should impart dynamism & efficiency

357

to the growth process & provide a solid foundation for higher industrial & over all growth.30
Thus the emerging potentials of south Asian economy trout that India has to play key roll in the
future. In the 20-20 ed. India can be super power & a prosperous economy in the world by facing
problems of poverty & ignorance India can enhance its growth rate better that china & can
compete developed economies like America & Japan.

Notes & References :
1. N.V.A. Narasimham, A short-term Planning Model for India (Amsterdam : North
Holland, 1956)
2. Sinha Narain A Structural Model for Indian Economy. R.B.S.A.Publisher, Jaipur. 1986,
P. 2
3. World Economic Outlook. April 1985, International Monetary Fund Washington, D.C.
1985, P. 14
4. Asian Development Outlook 1992, Asian Development Bank Oxford University Press,
April 1992, P. 277
5. World Development Report 1992, Published World Bank Oxford University Press,
1992, P.110.
6. World Development Report 1992, Published World Bank Oxford University Press,
1992, P.111.
7. Sinha Opcit. p. 17
8. Girdhari D.G. (ed) globalisation and Indian Economy publisher Apratim Publication
Aurangabad 2002, p. 163
9. ibid. p. 84

358

10. idid p. 85
11. T. Jayaram Keeping Indais, Options open, The Hindu 29th Oct, 2009, P. 10
12. Hecotr D.J. Populism on outsourcing Financial Express 30th Jan. 2010, p. 8
13. Ibid.
14. Bhise V. B. & Dr. Takale D.P. Globalisation and Its Impact on Indian Agriculture.
Girdhari D.G. (ed) Globalisation and Indian Economy, O.P.C.I.T. p.132
15. Wordl Developement Report 1992, Oxferd University Press, 1992.
16. Ibid p. 1
17. Ibid p. 63
18.Ibid p. 83
19. Rastogi K.M. and Sinha J.K. Psycho-Social Dimension of Environment and its Effects
on Mental and Physical Health, Human Health and Environment, Dr. Sinha A.K.
A.P.H.Publishing Corporationm 1997, p. 247
20. G.W. Shanon, Space and Time in Medical care Geography in M. Meade (ed) conceptual
and Methodological issues in medical Geogrphy (Department of Geography, University of
North Carolina at Chapel Hill, 256, 1980.
21. The HIndu 30th Jan. 2010
22. Asian Development Outlook 1992, Asian Development Bank Oxford University Press,
April 1992, p. 21
23. Ibid p. 21
24. Sinha Narain OpCit. p. 72
25. Asian Development Outlook 1992, Asian Development Bank Oxford University Press,
April 1992, p.23
26. Ibid. p. 26

359

27. Ibid. p. 33
28. Ibid. p. 25
29.Asian Development outlook 1992, p. 178.
30. Ibid. p.178

360

TARIFF AND NON-TARIFF MEASURES IN EU-RUSSIA
DAIRY TRADE
L. Drgová1, M. Mráz2
1

Slovak University of Agriculture, Nitra, The Slovak Republic
2

Ministry of environment, Bratislava, The Slovak Republic

Abstract
Progressive multilateral trade negotiations have contributed to the fact that the general tariff
level has gradually fallen considerably. On the other hand, the recorded use of non-tariff
measures (NTMs) in international trade has increased during the last periods. Governmental
standards and regulations influence the importing conditions for agri-food products into the
EU market and into the markets of the main competing players. The paper submitted
evaluates EU-Russia dairy trade, which is significantly affected by government policies. The
international dairy sector is one of the most heavily protected agricultural commodity sectors.
We describe the impact of milk Common Market Organization (CMO) of the European
Union’s (EU) Common Agricultural Policy (CAP) on EU exports of dairy products to Russia
and the impact of Russian tariff and non-tariff measures on the imports of dairy products from
the EU and other competing countries.

Key Words: non-tariff measures (NTMs), tariffs, dairy trade, CMO.
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Introduction
Multilateral trade negotiations and agreements, especially those held under the World
Trade Organisation (WTO), have led to decreasing tariffs in the world trade. On the contrary
non-tariff measures (NTMs) are becoming more important and visible, mainly in the world
agri-food trade. Domestic protectionist policies such as the Common Agricultural Policy
(CAP) and its measures together with NTMs may have a significant and even greater impact
on the world dairy export volumes and trade comparing to tariffs.
These measures can be strict and difficult to be implemented in terms of time,
technological or financial constraints. Tariffs are generally considered visible and relatively
predictable but regulatory non-tariff measures are not so apparent and their costs are more
difficult to be assessed. Another problematic issue is the difficulty of NTMs identification,
measurement and quantification. The disadvantage is also the lack of information and data
scarcity comparing to tariffs.
The EU´s CAP is aimed at the protection of domestic dairy producers and ensuring
stable prices, incomes and correcting market failures. The EU has extended the intervention
period to support the dairy prices and has used the export subsidies to help to the dairy surplus
to be sold on the world market. The dairy production in the EU-27 is projected to remain
unchanged (at 154 million tonnes) despite market intervention and increasing milk production
quota by 1% every year. Demand for dairy products stagnated and farm gate prices decreased
substantially together with falling international prices. Traders were selling butter and SMP to
intervention, and using export subsidies. Because of low prices and higher feed prives the
European production is projected to remain stagnant in 2010 (FAO)1.
The Russian government decided to increase the import duties on milk and particular
milk products, as an action taken in response to the decision of the EU to strenghten the
protection of the European dairy farmers. The EU, for example, reinstated export refunds for
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milk, cream and butter. Russia adopted „Technical Regulation for Milk and Milk Products“ to
support domestic business and supervision of the consumer market. The Law sets out, for
example, new technical rules on dairy packaging, labelling or new standards under which only
whole milk will be allowed to go under the label of milk. Russian milk production increased
by 1% from 2008 at 32.8 million tonnes. Summer droughts in parts of the Russian Federation
from the fodder reserves for winter will cause probably unchanged level of dairy production
(FAO)1.
EU is considered using very high level of tariff protection on dairy products, sugar or
beef and the basic intention of using NTMs in dairy sector is the protection the health of
human-beings and animals, ensuring the food safety and country´s welfare. On the other hand
NTMs represent important restricions and barriers to dairy trade. Besides the classic forms of
NTMs such as milk production quotas or licensing requirements, sanitary and phytosanitary
maeasures and various technical barries are being adopted by trading partners.

Material and Methods
Regulations and various types of agricultural instruments in dairy trade are basicly
aimed at protecting the consumer´s health, food safety and sanitary or phytosanitary
protection. On the contrary these measures can become significant trade barriers because it is
often difficult for trading partners to implement these requirements in terms of technology,
time or financial means. So they raise their costs and thus the prices of their goods.
The main source of the information on the CAP of EU is the homepage of the EC:
http://ec.europa.eu/index_en.htm. On the other hand OECD and FAO Agricultural Outlooks
of Non-OECD countries represent very useful source of information on the Russian
agricultural policy, its instruments, evaluation and development.
1

FAO Agricultural Outlook 2009: http://www.fao.org/docrep/012/ak341e/ak341e10.htm#32
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We used TARIC - Integrated Tariff of the European Communities to obtain the current
data on the dairy tariffs imposed by the EU on imports from Russia. The TARIC is available
at: http://ec.europa.eu/taxation_customs/dds/tarhome_en.htm. TARIC uses HS (Harmonised
System) coding system. The required input is 10 digit HS code, country of origin (Russia) and
the date of simulation. For exemple, 0406 40 10 00 is 10 digit HS code for Roquefort.

04 06 40 10 00 – Roquefort (HS 10 digit code)
04 – HS Chapter – dairy products
06 – HS Heading – cheese and curd
40 – HS Subheading - Blue-veined cheese and other cheese containing veins produced by
Penicillium roqueforti
10 – CN Subheading (CN – combined nomenclature)
00 – TARIC Subheading

We collected and summarized the information on dairy duties imposed by Russia on
the European imports from the MADB (Market Access Database). It is available at
http://mkaccdb.eu.int/mkaccdb2/indexPubli.htm and uses the HS coding system as TARIC
does. Import duty for a particular product can be found through its 4 or 6 digit HS code.
MADB provides the information on general and product specific import requirements such as
Veterinary Health Certificates or Permissions. We used the same database to obtain the
information on SPS measures and TBT imposed by Russia in the area of milk and milk
products.
EU-27 countries as Member States of WTO are required to submit documents under
the SPS and TBT Agreements. All notifications received are recorded in an internal WTO
database known as the Central Registry of Notifications (CRN). It is easily accessible at:
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http://docsonline.wto.org/GEN_CRNsearch.asp. CRN provides for users specific data search
fields, such as document symbol, date of issue, requirement or notifying Member. We used
CRN for finding SPS and TBT notifications of the EU in dairy products.

Results
Common Agricultural Policy of the EU*
The CAP, established in 1963, meets an important target which is the protection of the
domestic agricultural production and consumption, so there is only limited impact of changes
in world prices on the European market. CAP has created the basis for the EU food and
agricultural programs based on the four following principles: a unified market for the free
movement of agricultural products in the EU, financial solidarity, Community preference (the
European products have a preference over imported goods) and parity and productivity -egual
farmer´s incomes compared to the other sectors (IATP)2. Products covered by the CAP dairy
regime include fresh, concentrated and powdered milk, cream, butter, cheese and curd.
Common Market Organizations (CMOs), introduced in the original CAP, currently 21
CMOs cover about 90% of the agricultural production in the EU and are aimed mostly at
reaching the CAP objectives (IATP)2. CMO for milk and milk products is covered by the
Regulation (EC) 1255/1999 amended by regulation (EC) 1787/2003.
Production of milk and milk products takes place in all EU Member States and
represents a significant proportion of the value of EU agricultural output. The share of milk in
total production varies between Member States, from 5.8 % to 33.5 %. It uses systems of
intervention, marketing and trade with the third countries to quarantee stable market and
incomes for dairy farmers and steady domestic prices.

*

This part is based mainly on the information available on the homepage of the EC: http://ec.europa.eu/index_en.htm
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The first CAP reform in 1984 intruduced the system of milk production quotas to
restrict milk production levels and control high budgetary expenditures. Dairy production
above the quota is subject to prohibitive fines called „super levies“ (USDA)3. The system of
quotas was effective in the limitation of the milk production and consumption, but still about
10% of the European production had to be exported. Currently the production is about 4,2%
below the quota level.
Another significant CAP reform was realised in 1992 when EC adopted „MacSharry
reform“. It reduced the level of guaranteed prices within three marketing years 1993-1996
(Giardini)4. The reform enacted price cuts for agricultural products (meat and cereals) as a
means to ensure competitive domestic and international markets. Farmers were partly compensated for the lower prices through direct payments, based on the area on which they plant
certain crops (IATP)2.
The Agenda 2000 highlighted the market orientation and environmental focus of the
CAP and created the second pillar within the CAP which takes into consideration the “multifunctionality” of farming activities. To improve price competitiveness, the reductions in
market support prices of 15% for milk and milk products from 2005 were introduced (EC)5.
Luxembourg Reform of CAP from 2003 introduced several significant changes in EU
dairy policy, such as lower support prices for butter and SMP and reducing the intervenions.
The asymmetric price cuts were agreed. The intervention price for butter was scheduled to be
reduced by 25% over four years, which is an additional price cut of 10% compared to Agenda
2000, for SMP a 15% reduction over three years, as agreed in Agenda 2000. The most
important decision, from 2003 CAP reforms, was to decouple direct payments provided.
Nowadays the Single Farm Payment (SFP) is the main agricultural subsidy scheme in the EU.
Farmers receiving the SFP have the flexibility to produce any commodity on their land except
fruit, vegetables and table potatoes. Countries that want to can keep some subsidies linked
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with limited production. These subsidies are denoted as “partial decoupling payments.” After
2003 the milk quota increased, prices continued to fall, further subsidies were integrated into
the SFP and the revisions to the market policy of CAP were agreed. As it was mentioned
before, the asymmetric price cuts in the milk sector were intorduced (IATP)2.

EU Dairy Policy Measures*
Internal market support and trade instruments
Dairy support mechanisms include public intervention, intervention prices, private
storage aid, domestic consumption aid (or disposal aid), milk quotas and export refunds
(Adams and Kilmer)6. Reducing the price support strengthens the importance of intervention
mechanism as a way of stabilising market prices and farmer´s income.
Under the intervention system butter and SMP are „bought in“ to stores (private or
public) until their prices rise again to a level which is attractive for their sales on the EU
markets. Butter and SMP must meet particular requirements to be bought in. Memeber State´s
national intervention agency is responsible for purchase operations and storage of the
products.
Butter is bought at 90% of the intervention price from the 1st of March until the 31th
of August of the year. After 2003 CAP reform the butter intervention price was agreed to be
reduced by 25% over a four-year period. From 2007, the butter intervention price was agreed
to be 246,39 €/100kg. SMP in purchased during the same period as butter at the intervention
price for SMP, which was by 5% in 2004, 2005 and 2006 and it was 174,69 €/100kg from
2006. The annual intervention ceilings are at 30,000 tonnes of butter and 109,000 tonnes of
SMP purchased by Brussel at pre-determined prices (EC)7.

*

This part is based mainly on the information available on the homepage of the EC: http://ec.europa.eu/index_en.htm
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Public stocks of certain milk products may qualify for private storage aid if a serious
market imbalance exists that could be ameliorated by seasonal storage (Adams and Kilmer)6.
Producers are then paid a financial support and helped to remove their products temporarily
from the market. This measure helps to stabilise the prices of butter, certain cheeses and is
also considered as an alterantive to the intervention of butter. The EC can release some or all
stored products on the market, when the market situation requires.
Quotas and intervention prices have opposite effects. Quotas are a production limiting
mechanism that is meant to maintain high internal prices, but the relatively high intervention
price causes milk producers to produce up to the quota maximum even when the quota would
not be a limiting factor (Adams and Kilmer)6. There are two types of milk quotas in EU.
Wholesale quota is held by milk producers delivering milk to a purchase and direct sales
quota held by producers who sell milk directly to market or who sell dairy products.
Producers can hold one or both quota types. Milk production quotas were agreed to be
increased annually by 1% until their phasing out in 2015. Recent dairy CAP reform includes a
quota increase by 1% annually until 2015 and a 15% drop in intervention prices for butter and
skimmed milk powder (Adams and Kilmer)6.
In the EU dairy market there are various subsidised disposal schemes used to ensure
the competitivness of the dairy products on the internal market:
•

Cream, butter and non-concentrated butter for non-profit organisations.

•

SMP for use in animal feed.

•

Skimmed milk for the casein manufacture (in 2004 it was 5,9 mil. tonnes).

•

School milk (is paid for 0,25l/pupil/day) and dairy products as an aid for the most
most deprived people.
In the case of higher domestic prices compared to the world dairy prices, the EU

provides for farmers the export subsidies to help them to export dairy products. So export
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refunds, re-introduced in 2009, are aimed at removing the dairy excess supply. They are paid
to fill the difference between world market prices and EU prices and are of the same rate for
the whole EU (EC)7. The refund rates and quantities are set annually by the Commission
according to market needs in order to maintain the target price (Adams and Kilmer)6.
The 2003 CAP reform radically changes the way the EU supports its agricultural
sector by decoupling direct payments. Production is no longer required to get the payment
attached to SFP entitlements (Piet and Levert)8. The reform was aimed at shifting from price
support towards direct income support and payments targeted at environmental, food safety
and other objectives. Support payments are paid directly to milk producers per calendar year,
per holding to guarantee their stable incomes. The support payments consist of dairy
premiums and additional payments. Dairy premiums are paid to all dairy farmers equally.

CAP Health Check*
The EU Agricultural Council reached agreement on the Health Check of CAP in 2008.
Milk quotas were agreed to be eliminated in 2015 with their increasing by 1% every year
between 2009 and 2013. The intervention system was proposed to continue and to be
converted into a genuine safety net. The Health Check introduced the possibility to
redistribute a certain amount of direct payments between farmers and sectors within a
Member State. Rural Development policy also dispose of various measures to help restructure
the dairy sector. The Health Check considered the „dairy restructuring“ as one of the new
challenges on which money added to the Rural Development fund may be spent.

*

This part is based mainly on the information available on the homepage of the EC: http://ec.europa.eu/index_en.htm
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Agricultural and dairy policy of Russia
In Russia the agriculture sector forms around 11% of total employment and
contributes by 5% to GDP. As a large agro-food importer, with agro-food items accounting
for 17% of total merchandise imports, Russia applies border protection together with direct
price subsidies to protect domestic farmers. The EU is Russia’s largest agro-food supplier,
with Germany and Netherlands being the main partners (OECD)9
After 1991 when the former Soviet Union ceased to exist, the transition from a
centrally-planned to a more market-oriented economy started. This proces has not been easy
and still some sectors are under greater influence by the government. The roles and
responsibilities of central and regional governments in the delivery and financing of
agricultural programmes were defined more clearly. Russia introduced a multi-year covering
framework for the delivery of agricultural policy (OECD)9. After the decentralisation of
agricultural support, russian regional administrations assume the responsibility for
implementation of support measures, previously attributed to the federal government
(OECD)10.
The Federal Law on Development of Agriculture from 2006 deals with six objectives
of Russian agricultural policy: improvement of competitivness and quality of production,
sustainable rural development and better standards of living for rural population, conservation
and reproduction of natural resources, efficiency of the agricultural market and market
infrastructure, favourable investment climate in agri-food sector and support of agricultural
input-output price parity. The government´s action plan on agriculture is set out in the State
Programme for Development of Agriculture for 2008-12 (OECD)10.
Russia officially began its WTO accession in 1993 and in 2009 concluded bilateral
negotiations with most WTO members, including EU. This can be considered a potential
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constraint on developing agricultural policy. Russia has negotiated for higher levels of import
tariffs and domestic support the accession negotiations .
The Producer Support Estimate (% PSE) is the key measurement indicator of support
provided to agricultural producers and expresses the estimated monetary value of policy
transfers from consumers and taxpayers to producers as a percentage of gross farm receipts.
Agricultural support fell meaningly after Russian financial crisis in 1999 and 2000. The PSE
in then averaged 17% in 2001-2005. (OECD, 2009)9.
Currently domestic dairy production provides about 73% of locally produced dairy
products and one-third of total domestic Russian milk is produced in 7 provinces (Moscow,
Leningrad, Novosibirsk, Kradnodar, Altay, Tatarstan and Bashkortostan). Approximately half
of milk is produced on private subsidiary plots. As the rural population is aging and it is not
being replaced, room for expansion by profitable commercial dairy farms is expected to
unfold. Generally commercial dairy farms with at least 40% gross profitability tend to stay in
business and expand. Many large dairy operations use to took out bank loans to expand when
the analysts predict higher demand and even higher prices. Domestic milk output is below the
target amount projected in Russia´s National Priority Project (NPP) for Agriculture. The milk
production in Russia is projected to increase annually as dairy operations continue to improve
low-yielding domestic herds with imported pedigree animals and genetics (USDA)11.
After sugar, the highest levels of support are provided to the poultry, pork, dairy, and
beef sectors. Market price support, interest rates concessions (increasing interest rates
adopted), input and output payments represent the dominant policy instruments. Market price
support is the main instrument of agricultural policy, forming 74% of PSE in 2003-2005
(OECD)9.
Output subsidies as a type of price support in Russia is, traditionally paid to all
livestock products, with about 78% of the total going to milk. Originally financed from the
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federal budget, they are now channelled from the regional budgets. Input subsidies constitute
the majority of budgetary support. Most important are interest rate subsidies on working
capital loans and various payments for variable inputs, such as fertiliser, elite seeds, and
insemination material (OECD)10. In 2008 the Russian government decided to introduced
powdered milk intervention in order to reach stable domestic milk supply and level seasonal
milk production. The biggest Russian dairies use their warehouses to store dry milk purchased
by the State (USDA)11.
To reduce the impact of higher food prices Russia introduced policy measures oriented
on the consumers, producers and trade. Tariffs on milk, milk products, cheese, vegetables and
vegetables oils were reduced. On the other hand duties on poultry and eggs importing for
breeding purposes were increased. Also, the export taxes on grain were introduced (OECD)9.
According to USDA11, Russian agriculture sector is constrained by the land ownership
problems, poor agricultural science and education, shortages of rural credit and inadequacy of
marketing channels available to producers.

Tariff and Non-tariff measures
The role of non-tariff measures (NTMs) is becoming more significant in international
agri-food trade. The trade-weighted non-tariff barriers (NTB) coverage of agriculture, forestry
and fishery products 24% for the EU (Anderson and Wincoop)12. Tariff equivalent is also
used to measure policy barriers. The tariff equivalent of EU policy barriers in 1999 was 5%
for cereals, 64,8% for meat, 100,3% for dairy and 125% for sugar (Messerlin)13. Dairy
products are generaly considered high-risk in terms of production, consumption and trade.
The risks are closely connected with the fact that milk products pose threats linked to food
safety and animal health.
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Policy barriers, especially NTMs, vary significantly across goods and the dairy sector
is one of the most heavily protected sectors mainly because of remaining high tariffs and
quotas but divergent standards do pose difficulties and are likely to increase in importance
after further trade liberalization (Achterbosch)14. On the contrary Walkenhorst (2004)17
suggested that concerns about domestic governance practices, such as impediments related to
government procurement, investment restrictions, or insufficient intellectual property rights
protection account for almost a third of all NTM observations and are in most cases not
sector-specific, but of a general nature.
For tariffs there are various databases and it is possible to measure, analyse and
monitor their incidence, levels of protection and changes in tariff rates but it is quite difficult
to identify NTMs and quantify their efects (OECD, 2005)15. The effect of NTMs can be even
more devastating because they are an unknown quantity and are much less predictable (Doole
and Lowe)16. The domestic governance issues seem to be a major problem only in some subsectors, such as those producing beverages, milk and dairy products. Certification procedures,
quantity control measures, and technical regulations are the types of NTM most frequently
complained about (Walkenhorst)17.
NTMs create an important part of the total trade costs. They include all costs incurred
in getting a good to a final user other than the marginal cost of producing the good itself.
There are transportation costs, policy barriers (tariffs and non-tariff barriers), information
costs, contract enforcement costs, costs connected with using different currencies, legal and
regulatory costs and local distribution costs (Anderson and Wincoop)11. In Table 1 we
provide the information on trading across borders for the EU and Russia. World Bank Doing
Business Report is issued annually and trading across borders indicator measures some import
and export conditions per countries and regions. Comparing the EU and Russia, we can see
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that the European import and export costs are lower that the Russian costs. Also the time
needed to import or export, measured in days, is lower.

Table 1: Trading across borders

Russia
The EU

Documents
to export
(number)

Time to
export
(days)

8

36

Cost to
Documents
export
to import
(US$ per
(number)
container)
1850

13

Time to
import
(days)

Cost to
import
(US$ per
container)

36

1850

4,5
23.1
909.3
5,3
12,3
Source: World Bank Doing Business 2010 Report (2009)

1102,7

NTMs can be simply defined as traditional measures such as quotas, import licensing
systems, sanitary regulations, prohibitions, etc. (OECD, 2002)18. (ITC)19 suggests that NTMs
are policy measures, other than ordinary customs tariffs, that can potentially have an
economic effect on international trade in goods, quantities traded or prices. One of the most
commonly used NTMs are TBT and SPS.
The implementation of the Uruguay Round of the WTO, in particular, the Sanitary and
Phytosanitary (SPS) and Technical Barriers to Trade (TBT) Agreements, has provided
significant momentum towards the use of international standards (Marette and Beghin)20.
Standards to protect human, plant and animal health are necessary but should comply with
SPS and TBT Agreements. Under WTO rules they may have two forms: mandatory technical
regulations (producers have to comply) or voluntary standards.
SPS is any measure applied to protect human or animal life from risks, to protect
human life from plant and animal carried diseases etc. and TBT includes technical
regulations, standards and conformity assessment procedures, such as labeling or food quality
reguirements, volume, shape and appearence of packaging etc. (WTO)21. Increased consumer
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demand for safety and environment-friendly attributes have also translated into an increase in
the number of TBT (Beghin)22.

Figure 1: Notifications of the EU on dairy products
EU notifications for dairy products (HS4) under WTO
Agreements
50
40
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39
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31

10
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5
12

0
Agenda
Corrigenda
SPS not.

Emergency
SPS not.

Regular SPS
not.

Technical
barriers to trade
- TBT

HS4 not.

Number of notifications

Source:www.wto.org
Not. = notification
HS4 = dairy products (Chapter 04 of HS)

Under the SPS and TBT Agreements of WTO, the EU Memeber States are required to
submit notifications of all new technical measures (or SPS measures) when their content falls
under the scope of these Agreements. WTO notifications can be easily found through Central
registry of notifications (http://docsonline.wto.org/GEN_CRNsearch.asp.). As we summarize
in the Figure 1 so far the EU has submitted exactly 78 SPS notifications on dairy products, 5
TBT notifications and 12 general notifications on milk and milk products were submitted.
The Table 2 summarizes SPS measures imposed by Russia, affecting the EU dairy
exports. The third SPS from the Table 2 deals with new requirements for milk products.
European dairy exporters complained about it because of time scarcity in adapting to these
obligations. The second measure focuses on lower levels of MRL (maximum residue limit) of
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particular substances. Russia imposes very strict MRL´s or permitts some medecines which
are not generally recognised as harmful by international authorities.
Table 2: SPS in agriculture imposed by Russia

1.
2.
3.

Sector
Agriculture and
Fisheries
Agriculture and
Fisheries

Products

Measure SPS
Other SPS import
dairy, meat
restrictions
Contaminants
dairy, fruits, nuts, meat,
(veterinary drugs,
vegetables
pesticides, hormones)
Agriculture and
Other SPS import
dairy
Fisheries
restrictions
Source: MADB (2010)

EU-Russia dairy trade
The Partnership and Cooperation Agreement (PCA) represents the actual legal
framework of the EU-Russia bilateral trade relations. Russia is participating in continuing
WTO accession negotiations and negotiations on a new agreement between the EU and
Russia which is assumed to replace the current PCA.
Russia is the third most important customer for the European agricultural products,
accounted almost 10% of the EU total agricultural exports in 2007. But on the other hand, the
largest suppliers of agricultural products for the EU are Brazil with 16% share from the total
agricultural imports in 2007 followed by Brazil and Argentina. In Table 3 we provide the
information on total export, agricultural export and dairy export shares from the EU-27 to
Russia.
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Table 3: EU-27 exports to Russia (in million € and %)

All products
Agrcicultural
export
Share of dairy
export on total
export
Share of dairy
export on total
agric.exp.

2001
31219

2002
34028

2003
37141

2004
45175

2005
55532

2006
71747

2007
88104

2008
102127

4095

4354

4338

4634

5185

6700

7663

8833

1,06%

1,04%

1,18%

0,92%

0,85%

0,88%

0,83%

0,80%

8,05%

8,10% 10,07% 8,94% 9,14%
Source: ITC (2010)

9,40%

9,54%

9,21%

The share of European dairy exports to Russia is decreasing. In 2001 dairy export
created 1,06% of the total export to Russia and in 2008 it was 0,80%. On the other hand when
we look at the share of dairy export on the total agricultural export to Russia, we can see the
increase, from 8,05% to 9,21% in 2008.
In the EU imports of dairy products are mostly the result of bilateral trade agreements
between the EU and countries outside the EU whereby a specific volume can be imported
against a reduced levy. Table 4 provides the summarization of dairy imports and exports of
Russia and in Table 5 we provide the information on EU and Russia dairy exports and imports
according to particular dairy products. Russia is a large net importer of dairy products. The
amounts imported are annually increasing. The Russian dairy imports increased by 49 % in
2008 comparing to 2004 and dairy exports were higher by 33,7 % in 2008 compared to the
same base year.
Table 4: Russia-world dairy imports and exports (in USD)
Year

2004

2005

2006

2007

2008

Dairy
export 99,389,708 131,691,867 177,176,313 244,544,613 294,908,992
Dairy
import 757,628,534 988,597,880 918,635,26 1,236,841,453 1,563,025,067
Source: COMTRADE, 2010
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% change
2004/2008
33,7 %
48,47 %

Table 5: Dairy imports and exports of the EU and Russia (in 1 000 metric tonnes)
Country/Year
Cheese imports**
EU 27
Russia
Cheese exports**
EU 27
Russia
Butter imports***
EU 27
Russia
Butter exports***
EU 27
Russia
Nonfat drymilk
imports
EU 27
Russia
Nonfat drymilk
exports
EU 27
Russia
Wholemilk powder
imports
EU 27
Russia
Wholemilk powder
exports
EU 27
Russia

2005

2006

2007

2008

2009*

93
250

99
230

83
250

83
340

85
310

499
10

561
10

534
10

490
20

470
20

81
110

84
115

93
130

66
150

65
135

340
0

248
0

216
0

153
0

140
0

10
70

21
45

10
50

8
75

5
50

190
15

88
15

202
15

179
15

165
15

3
30

3
15

2
25

1
45

0
36

422
366
485
5
5
10
Source: FAS USDA (2009)

465
9

492
5

* preliminary
** excludes fresh cheese
*** includes butter equivalent of butteroil/anhydrous milk fat

Dairy import from Russia to the EU
Import tariffs applied on dairy import to the EU from third countires can be easily
found in the Integrated Tariff of the European Communities – TARIC. It consists of the
import tariffs, the information on tariff quotas, the third country and preferential duty rates,
tariff suspensions and trade measures. TARIC uses the Combined Nomenclature to the 10-
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digit level. For exemple Russia´s import duty for (TARIC code) 0401101000 (milk and cream
in immediate packings of a net content not exceeding two litres) is 13.80 €/ 100 kg. The Table
6 consists of the detailed information on the dairy duties imposed by the EU on Russian dairy
imports. Particular Customs Offices of the EU Member States can provide the information
about specific tariff schedules: http://ec.europa.eu/taxation_customs/common/links/customs.

Table 6: Third country dairy import duties imposed by the EU
Third country dairy import duties imposed by the EU
Product
code
040110
040120
040130

Product description
Import duties (LM - lactic matter)
Milk, cream,of fat not exceeding 1%
12,90 - 13,80 €/100kg
Milk, cream of 1 % fat but not exceeding 6 %:
17,90 - 22,70 €/100kg
Milk, cream of fat exceeding 6%
56,60 - 183,70 €/100kg
Milk, cream (concentr./containing added sugar, fat not exceeding
040210 1
1,5%
118,8 - 125,40 €/100kg
Milk, cream (concentr./containing added sugar, fat not exceeding 1,19 €/ kg/LM + 21,00/ 27,5€ /100
040210 9
1,5%
kg
040221
Milk, cream, concentrated/containing added sugar
130,4 - 167,2 €/100kg
1,31- 1,62 € / kg/LM + 16,8/22.00€ /
040229
Milk, Cream (Sweetened, Fat Content Exceeding 1.5%)
100 kg
04022911
Special milk for infants (not exceeding 500g,/fat exceeding 10%) 1,31€kg/LM + 22,00 € / 100 kg
040291
Not containing added sugar or other sweetening matter
34,7 - 183,7 €/100kg
Milk, Cream (Concentrated or Sweetened), fat not exceeding
040299 1
9,5 %
57,2 €/100kg
1,08 - 1,81 €/kg/LM + 18.50/ 19,4
040299 3(9) Milk, Cream (Concentrated or Sweetened)
€/100 kg
040310 1
Yogurt (not flavoured, not added fruit, nuts etc.)
20,5 - 59,2 €/100kg
0,17 - 0,54 €/kg /LM + 21,10 € /
040310 3
Yogurt (other)
100kg
040310 5(9) Yogurt (added fruit, cocoa, nuts etc.)
8,3 % + 12,4 - 168,8 €/100kg
Buttermilk, Curdled/Other Fermented Milk, Cream (not
040390 1
flavoured etc.)
100,4 - 167,2 €/100kg
0,95 - 1,62 €/kg/LM + 22,00 €/ 100
040390 3
Buttermilk, Curdled/Other Fermented Milk, Cream (other)
kg
0,95 - 1,62 €/kg/LM + 22.00€/ 100
040410 3
Whey and modified whey
kg
040490 2
Other Products of Natural Milk Constituents (not added sugar) 100,4 - 167,2 €/100kg
0,95 - 1,62 €/kg/LM + 22.00 €/ 100
040490 8
Other Products of Natural Milk Constituents
kg
040610
Fresh cheese
185,2 - 221,2 €/100kg
040620 10 Grated or powdered cheese
7,70 %
040620 90 Other
188,2 €/100kg
040630
Processed (process) cheese
139,10 - 215,0 €/100kg
040640
Blue-veined cheese
140,9 €/100kg
040690
Other cheese
151 -221,2 €/100kg

Source: TARIC (2010)
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Animal products can be imported from the non-EU country only if they come from an
approved establishment located in the exporting country. Russian company can become an
approved establishment after EC approval. When Russia imports its milk and milk products to
the EU, they must comply with the basic animal health criteria for import into the EU. The
importing country must be included in the list of countries authorised fot the export of milk
and milk products. Every country of this list has already undergone the inspection realised by
Commission's Food and Veterinary Office (FVO) and complied with the basic animal and
public health requirements.
Before the export of dairy products is realised, the country has to provide the
assesment of the specific disease situation and specific treatment requirements during the
manufacture of dairy products to minimise potential animal health disease risks can be
introduced. Health certificates for importation of milk and milk products which are laid down
in Commision Decision 95/340/EC must be subimtted.
Imports of animals and animal products into the EU must, as a general rule, be
accompanied by the health certification laid down in EU legislative, signed by an official
veterinarian or official inspektor in Russia. Every import or transit consignments of animals
or products of animal origin must enter through approved Border Inspection Post (BIP). BIP
are approved to carry out veterinary checks on imports of live animals and products of animal
of each consignment origin from third countries and are located in each of the Member States.

Dairy import from the EU to Russia
In 2009/2010 the Russian demand for dairy imports will be further constrained by two
factors. The first is an increase in import duties on specific dairy products implemented by the
Russian Government from 31 January 2009. The second factor is the effect of continued weak

380

economic growth, which is expected to lead to weaker growth in the disposable incomes of
consumers (ABARE)23.
Memorandum between the European Community and the Russian Federation on
veterinary certification of animals and animal products covers the exports from the EU to
Russia. The system which quarantees the implementation of Russian veterinary and sanitary
requirements dealing with the whole production process from raw materials to animal
products was introduced. Russia as a third country must be a memeber of the OIE (The World
Organisation for Animal Health) and have the systems allowing fast detection, reporting and
confirmation of the OIE diseases.
In response to the European decision to re-introduce export refunds for butter, cheese
and milk powders, Russia decided to raise import dairy duties for particular products to
protect domestic dairy farmers from „unfair competition“. Russia increased the import duty
on butter to not less than 0,35 €/kg, up from 0,22 €/kg and the import duty on milk and cream
from 15% to 20% ad valorem. Import duties on various baby milk items was raised from 5%
to 15%, but not less than 0,18€/kg. The Table 7 represents the detailed information on dairy
tariffs imposed by Russia, where the highest duties of 20% are imposed on particular milk
categories.
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Table 7: Russian dairy import tariff rates
Russian dairy import tariff rates
Product code Product description

Tariff rates

040110

Milk, cream,of fat not exceeding 1%

15%

040120

Milk, cream of 1 % fat but not exceeding 6 %:

040130

Milk, cream of fat exceeding 6%

15%

040210

Milk, cream, concentrated/containing added sugar, fat not exceeding 1,5%

20%

040221

Milk, cream, concentrated/containing added sugar

20%

040229

20%

04022911

Milk, Cream (Sweetened, Fat Content Exceeding 1.5%)
Special milk for infants in containers not exceeding 500 g,/fat exceeding 10 %

040291

Not containing added sugar or other sweetening matter

20%

040299

Milk, Cream (Concentrated or Sweetened)

040310

Yogurt

040390

Buttermilk, Curdled Milk, Other Fermented Milk, Cream

040410

Whey and modified whey

040490

Other Products of Natural Milk Constituents

040500

Butter and other fats and oils

040610

Fresh cheese

040620

Grated or powdered cheese

040630

Processed (process) cheese

040640

Blue-veined cheese

040690

Other cheese

5-15%

5%
20%
15 % but not less
than 0,18€/kg
15 % but not less
than 0,18€/kg
15 % but not less
than 0,3€/kg
15 % but not less
than 0,3€/kg
15 % but not less
than 0,35€/kg
15 % but not less
than 0,3€/kg
15 % but not less
than 0,3€/kg
15 % but not less
than 0,3€/kg
15 % but not less
than 0,3€/kg
15 % but not less
than 0,5€/kg

Source: MADB (2010)

Russian federal law on Technical Regulation for Milk and Milk Products, adopted in
2008, sets out definitions for milk and milk products, requirements for packaging and
labelling of dairy products, desinfection procedures, requirements on safety on dairy products,
certification schemes and introduces sanitary requirements which differ from international
standards. It covers both sanitary and quality requirements, which makes it difficult to
interpret and to apply (MADB)24. The EC has protested agains these requirements mainly
because they go beyond WTO requirement and EU has negotiated a specific transitional
period for the requirements in the Federal Law on milk until the 1st of September 2009
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(MADB)22. In the Table 8 we provide the summarizes the safety requirements on milk
imposed by the EU and Russia.

Table 8: Requirements for safety of the raw milk of the Russian Federation and the EU
Parameters of safety
Total bacterial count (CFU/cm3), not
more

Requirements of the Russian
Federation

Requirements of the EU

premium quality - 100,000

100 000

first quality - 500,000

100 000

second class quality - 4,000,000

100 000

premium quality - 200,000

400 000

first quality - 1,000,000

400 000

second class quality - 1,000,000

400 000

Cesium-137

100 Bq/kg

370 Bq/kg

Stroncium-90

25 Bq/kg

Admissible level of somatic cells (cm3),
not more

Radionuclids:

Source: The EC (2009)

Conclusion
The primary goal of EU and Russian agricultural policy measures is to prevent the loss
of producers and maintain market stability. The EU´s CAP is aimed at the protection of
domestic dairy producers and ensuring stable prices, incomes and correcting market failures.
These goals are similar to the agricultural objectives in Russia, but the amount of budgetary
support expenditures are higher in the EU.
The EU is considered using very high level of tariff protection on dairy products,
sugar or beef and the basic intention of using NTMs in dairy sector is the protection the health
of human-beings and animals, ensuring the food safety and country´s welfare. When Russia as
a third country, wants to import its milk and milk products to the EU, it must comply with the
basic animal health criteria for import into the EU (SPS requirements) and other importing
conditions (TBT measures).
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The Russian government decided to increase the import duties on milk and particular
milk products, as an action taken in response to the decision of the EU to strenghten the
protection of the European dairy farmers. Russian new Technical Regulation for milk and
milk products, adopted by the in 2008, sets out definitions for milk and milk products,
requirements for packaging and labelling of dairy products, desinfection procedures,
requirements on safety on dairy products, certification schemes and introduces sanitary
requirements which differ from international standards. European dairy exporters complained
about this new regulation, because its requirements go even beyond the international
regulatory standards and they have not enough time to settle down to these measures.
Multilateral trade negotiations and agreements, especially those held under the World
Trade Organisation (WTO), have led to decreasing tariffs in the world trade. On the contrary
non-tariff measures (NTMs) are becoming more important and visible, mainly in the world
agri-food trade. Tariffs are generally considered visible and relatively predictable but
regulatory non-tariff measures are not so apparent and their costs are more difficult to be
assessed. Another problematic issue is the difficulty of NTMs identification, measurement
and quantification. The disadvantage is also the lack of information and data scarcity
comparing to tariffs. Mainly for the purpose of trade negotiations, it is needed to quantify
NTMs impact.
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EC – European Commission
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Environmental regulation limits growth opportunity: a case study
of the Irish Mussel industry
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Abstract: With continuing globalisation, there is increased competitive pressure on rural
economies especially those rural regions producing commodities for the world market.
Identifying and exploiting smaller specialist markets with products that can be produced
locally is one strategy for diversifying local economies. In this paper the recent development
of the Irish mussel industry is examined. The development of the industry is set in its national
context and a detailed analysis of the supply chain is undertaken. While the Irish industry is
small relative to major international players such as China, Thailand and Spain, its
development has assisted local economies with limited development opportunities. The
mussel industry in Ireland is the largest aquaculture sector in terms of tonnage and second
only to salmon in terms of value. The total production volume of mussels in 2004 was 37,315
tonnes. The industry is split into two main production techniques: bottom mussels (naturally
growing on the seabed and harvested using special dredging techniques) and rope mussels
(cultivated on rope structures in an aquaculture environment). The principle challenge for the
Irish mussel industry is environmental regulation. Despite strong demand for the product,
growth of the industry is hampered by a difficulty in getting approval for licences and this
delays many potential producers from getting involved in production and forces unlicensed
producers to cease production. This results in a lower regional output than would otherwise be
the case and also results in supply not being able to meet demand. Linked to this are
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regulations that protect an attractive landscape, these regulations impact on production as
many licence applications are refused this has an adverse impact on the amount of mussels
produced.
.
Key Words: Mussel industry, supply chain,
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Introduction:
With continuing globalisation, there is increased competitive pressure on rural economies
especially those rural regions producing commodities for the world market. Identifying and
exploiting smaller specialist markets with products that can be produced locally is one
strategy for diversifying local economies. In this paper the development of the Irish mussel
industry is examined as an example of economic diversification based on local natural
resources.
Studies have examined the development of the mussel industry in different locations. The
farming of blue mussels was found to be a growing sector for the Norwegian Aquaculture
industry. Continued expansion in Norwegian blue mussel farming is expected; prospects are
believed to be good. The Norwegian industry benefits from sheltered fjords and very strong
demand for the product (Ottesen & Gronhaug, 2004). In Galicia in Northern Spain, the
industry has also grown significantly; by 2005, 205 locally owned mussel platforms
producing 10,000 metric tonnes a year. Due to natural limitations, a ban on expansion of the
industry introduced in 2004 ( Lindkvist & Antelo, 2007). While developments in Galicia
presents opportunities for growth and regeneration, the Muros community and in particular
actors of the production system have an inability to change from previous evolutionary paths
(Lindkvist & Antelo, 2007). The internal institutional contribution to local and regional
development is very limited despite significant initiatives at provincial level. This is linked to
local passivity and the embeddedness of local production system (Lindkvist & Antelo, 2007)

A theme to emerge from studies are the environmental and ecological constraints that
influence the sector. A study of Mont-Saint-Michel Bay, France by Mongruel and Thebaud
(2006) showed that ecological constraints such as water quality and ecological interactions
related to coastal food webs have influenced the overall evolution of blue mussel farming.
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The mussel faming industry in Germany while it has a notable level of production is very
restricted with little opportunity for expansion. This is due to stringent regulations and the
extreme difficulty in acquiring new licences. The regulation complexities are examined by
Rosenthal and Hilge, (2000) with a focus on the Schleswig-Holstein Wadden Sea. Mussel
industry in this area faces increasing regulation and due to further restrictions production may
even decline despite a very strong demand for its products.

However, on the other hand, eutrophication of coastal waters can be reduced through mussel
farming; this is achieved as the mussels (such as blue mussels) are filter feeding organisms
that remove nitrogen while generating seafood, fodder and agricultural fertiliser thereby
recycling nutrients from sea to land. A study on the Gullmar Fjord on the Swedish coast
showed that the net transport of nitrogen was reduced by 20%. However accumulation of biotoxins is an impediment to further expansion of mussel farming in Sweden, but new
techniques and management strategies may be able to alleviate this (Lindahl et, al. 2005).

Also, in a study on the impact of mussel suspension culture on the seabird and seal
community in Bantry Bay, County Cork, Ireland showed that mussel suspension culture does
not appear to have any significant impact on the abundance of seabirds or common seals. In
fact increased abundance of certain seabird species was observed possibly linked to safe
perching platforms provided by the culture floats and other factors (Roycroft, et al., 2004).

In a study of the obstacles and possibilities governing the accessibility to coastal waters for
large scale mussel farming in the northern part of the Swedish coast, alternative approaches to
addressing the problem are discussed. This study highlights the difference between the
“Continental“ and Nordic perspective on the right to land and water in a coastal zone and
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discusses the legal regulations that affect the right to use land and water in large scale mussel
farming (Sterner, 2005).

Material and Methods:
A comprehensive, detailed questionnaire was completed with key informants at each stage of
the supply chain. The questionnaire was designed to derive information at the producer level,
intermediary actor level (processor and distributor level) and the consumer level1.
At producer level, the following information was derived using the questionnaire: a general
description of the supply chain; information on labour and intellectual capital; information on
production output; external effects such as environmental impacts; external factors such as
environmental preconditions; legislation; non-market influences on decision making;
economic, social and environmental sustainability; mussel farmer livelihood diversification
strategy; reasons for past changes in production (production input and production output were
examined as were effects of past changes on the environment and the rural economy; future
possible changes in production were also examined.

The categories of information derived were similar for the intermediary actors (processor and
distributor). The following information was derived at consumer level: a general profile of the
consumer, demand for the product (including average purchasing price per unit and average
consumption per consumer per annum); price and income elasticity; external factors including
influences on the end-consumer for choosing the product; past demand changes and future
demand options.

1

France is easily the largest market for Irish rope mussels. In France, about 50% of mussels are sold
to households (via retailers) and 50% are sold to public households such as restaurants, hotels,
schoolds, prisons, hospitals etc. This is the case for all mussels in general. In the specific case of Irish
rope mussels, the mussels are mainly sold to the catering industry. Very few are sold to retailers.
Therefore, it was impossible to construct a picture of a typical retailer of Irish rope mussels in France.
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At the producer and processor stages, the key informants who completed the detailed
questionnaire were the Research Director and Manager of the Marine Research Centre,
Bantry, Co. Cork and the Regional Development Officer with Bord Iascaigh Mhara. (Irish
Fisheries Board). At the distributor and consumer levels the Market Advisor for Bord
Iascaigh Mhara (BIM) Paris was the key informant.

Secondary sources of information were used to cross-check some of the figures and statistics
quoted. These secondary sources included:
1. Review of the Irish Rope Mussel Industry. A report jointly commissioned by Bord
Iascaigh Mhara and Enterprise Ireland.
2. Steering a New Course. Strategy for a Restructured, Sustainable and Profitable Irish
Seafood Industry 2007-2013.
3. Production and Employment Survey 2003 for Mussel Production.
4. Status of Irish Aquaculture 2005.An information Report on Irish Aquaculture. Marine
Institute, Bord Iascaigh Mhara and Taigh Mara Teo

The Irish Mussel Industry in a Global context
While the Irish mussel industry has experienced significant growth in the past decade, it is a
minor player in a global context. World mussel production was 2 million tonnes in 2004;
farmed mussels accounted for 90% of world production. Countries producing mussels can be
ranked into three groupings based on 2004 data; those producing greater than 100,000 tonnes,
those producing 60-100,00 tonnes and those producing 20-50,000 tonnes. China, Thailand and
Spain are in the first tier. China dominates world mussel production accounting for 35% or
720,000 tonnes of total world production in 2004. Thailand and Spain are also very significant
producers between them accounting for 28% of world production. The second tier of mussel
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producing countries includes Denmark, New Zealand, Chile, Italy, France and the
Netherlands; together these countries produce 24% of world mussel production. Irish mussel
production falls into the third tier (20-50,000 tonnes) of counties which also includes UK,
Greece, Korea and Canada (DAFF, 2008).

Of total Irish aquaculture production of 109,299 tonnes in 2005, shellfish contributes 47,748
tonnes or 44% of the total. Mussel production dominates shellfish production accounting for
80% of all shellfish production in Ireland. Other aspects of shellfish production in Ireland
include Oysters, Clams and Scallops. Irish mussel production which totalled 38,265 tonnes in
2005 (Table 1) can be classified into two types of production; Bottom Mussel production and
Rope Mussel production. Bottom Growing involves harvesting naturally growing mussels on
the seabed using specialised dredging equipment and rope mussels are grown on special rope
structures in an aquaculture environment. In this paper the focus will be on the Rope Mussels,
but for overall Irish production, Bottom Grown mussels are more important accounting for
77% of total Irish production in 2005 compared to 23% for Rope Mussel production (see
Table 1).
Table 1. Irish Mussel Production (tonnes) 1990-2005
1990

1992 1994 1996 1998 2000 2001 2002 2003 2004 2005

Rope Mussels

3380

5091 3707 7000 7790 4045 7580 7699 9313 8755 8,755

Bottom Mussels

15000

8731 9260 7500 1130 2161 2279 2400 2997 2856 29,51
6

Total

Rope

18380

mussel 18/3

production

5

3

0

6

0

0

1382 1296 1450 1909 2566 3037 3169 3928 3731 38,26
2

7

0

6

0

3

9

9

5

5

36/8

28.5

48.2

40.7

15.7

24.9

24.2

23.7

23.4

22.8

%

396

of

total

production
Source: BIM

Rope Mussel production which originated with experimental trials in Connemara in the West
of Ireland in the 1970s grew rapidly in 1990s and the early part of this decade but more
recently production growth ceased in 2005 due to biotoxin closures in the southwest. It is
estimated that the closures affected production in 2005 by approximately 3,000 tonnes.

The main areas of rope mussel cultivation are in the southwest and west coast with some
cultivation also in the northwest. Coastal areas such as Roaringwater Bay and Bantry Bay in
the southwest, Killary Harbour in the west and Mulroy Bay in the northwest are key sites for
the production of rope mussels. In Ireland 1,188 hectares of foreshore are licensed for rope
mussel production with 128 mussel farms. The average farm size is 9.3 hectares varying from
91.8 to less than 1 hectare (PCW, 2006). Five processing plants process 90% of the harvested
Irish rope mussels; the largest is Bantry Bay Seafoods which accounts for more than 50% of
total volume processed. Other processors include Fastnet Mussels, Connemara Seafood,
Atlanfish and Carrowkeel Seafood (PWC, 2006).

Total employment in the shellfish sector in 2005 was 748.8 FTEs (Full-time equivalents),
while actual number of staff including part-time and casual was 1,225 (BIM 2006). Of this
203.5 (FTEs) are employed in Bottom Grown sector while 180 are employed in Rope Mussel
production. (BIM). The main market destination for Rope Mussel production is Ireland with
80% going to processors and the remainder sold on to the fresh market in France. However
given the small size of the domestic market, the industry is heavily reliant on exports; France,
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UK and Italy are main export destinations. In 2005 the average price for a tonne of Rope
Mussels was €762 per tonne but up to €850 can be achieved on the fresh market (MERC
2006).

The Study Area
The South West of Ireland is socially, culturally, economically and geographically diverse
region of 12,161 km2. Its 580,000 inhabitants live across a range of diverse areas - ranging
from modern urban settings to small rural towns, isolated farms in mountain areas, islands and
peripheral, small villages.

The region has a highly developed, modern, high-technology-based economy, supported by a
high-quality environment. Its people enjoy attractive landscapes and a deep cultural heritage.
The past decade has witnessed sustained investment in new roads, sanitary services,
telecommunications and related infrastructures. Government-led investment programmes
continue to prioritise investment in supporting health and educational facilities. The SouthWest region contributes € 22.298 billion (2002 values) towards the Irish GDP. The harbour
area to the immediate east of Cork city is home to a large number of pharmaceutical and
medical companies.

In the South West, between 1995 and 2004, the total Gross Value Added for the South West
tripled from €7544.4mto €23601.6m. The primary sector activities of agriculture, forestry,
fishing and hunting fluctuated in terms of total GVA but saw an overall decrease over the 10
year period. As a percentage of the total GVA, agriculture forestry fishing and hunting
decreased very significantly from 9.5% of the GVA to just 2.9%. In contrast, industry’s
contribution to GVA increased from 46.1% €3480.7m to 53.3% €12, 581.1m. The value of
the contribution of services increased threefold over the 10 year period (from €3344.8m to
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€10339.6m). Its percentage contributon fluctuated over the period and saw an overall
decrease. These figures illustrate how the economy of the South West of Ireland grew
massively between 1995 and 2004. Industry and services account for all of the growth.
Agriculture declined in the absolute size of its contribution and declined greatly in terms if its
relative importance to the economy.

Development of Supply Chain
The mussel industry in Ireland is the largest aquaculture sector in terms of tonnage and second
only to salmon in terms of value. The total production volume of mussels in 2004 was 37,315
tonnes. The industry is split into two main production techniques: bottom mussels (naturally
growing on the seabed and harvested using special dredging techniques) and rope mussels
(cultivated on rope structures in an aquaculture environment). The rope mussel sector
accounts for about 25% of overall mussel production. The rope mussel sector in Ireland
originated in Connemara on the west coast of Ireland in the 1970s with experimental trials and
grew rapidly in the 1980s and 1990s. Today, the main area of cultivation is located around the
southwest and west coast of Ireland. In 2004, the volume of rope mussels produced was
estimated at 8,755 tonnes with a point of sale value of approximately €6.9m. Between 2000
and 2003, the industry experienced growth in both production volume and value. However, in
2004 production levels declined due to prolonged closures caused by biotoxins. This resulted
in considerable stock losses.

The main areas of rope mussel production in the South West are: Roaringwater Bay (20+
farms); Dunmanus Bay (3-5 farms); inner Bantry Bay 11-20 farms; Bear Haven (3-5 farms);
Ardgroom (5-10 farms); Kilmakillogue (5-10 farms); Sneem (1-2 farms).
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A total of 1,188 hectares of foreshore are currently licensed for rope mussel production,
involving 59 entities operating 128 mussel farming licenses. The farms vary in size from 91.8
hectares to less than 1 hectare. The average size of a farm is 9.3 hectares. Based on the annual
production of 8,755 tonnes in 2004, the average yield per hectare is 7.4 tonnes. There has
been a gradual increase in average tonnage levels between 2000 and 2004 with the number of
small scale producers (<50t) declining from 31 to 12 growers, while the number of medium to
larger scale producers (>100t) increased from 11 to 28 growers. Overall, however, the number
of rope mussel growers which increased between 2000 and 2003 (from 56 to 66 growers),
declined to 59 growers in 2004. (PWC 2006)

Approximately 90% of harvested Irish rope mussels are processed through 5 main
independently owned processing plants. Bantry Bay Seafoods which focuses only on mussel
processing, accounts for more than 50% of the total volume processed in Ireland. Other
processors run multi-product operations. The remaining 10% of product is sold through the
fresh market. The mussel industry in Ireland is heavily export focused. The main market for
rope mussels is France 42%, UK 20% and Italy 12%. Other markets include Germany, the
USA and Japan. The majority of produce is sold to the catering trade (75%), followed by the
retail trade (19%) and further processing (6%) (ibid).

Current Structure of the Supply Chain
There are approximately 36 mussel farms in the South West of Ireland. There is an average of
3-4 persons employed per farm. Fifty percent of farms are between 10 to 50 hectares in
surface area. The average farm size is 9.3 ha and the average yield per hectare is 7.4 tonnes
based on 2004 levels of production (PWC, 2006). The average turnover per farm is €150,000
per annum.
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Processor
There are 5 Mussel Processors operating in the South West of Ireland. There is an average of
35 employees employed per processor. Mussels are packaged in packs that range in size from
0.25kg to 5kg.
Distributor
France is the main market for Irish rope mussels (42%) and 75% of all Irish rope mussels in
France are distributed to the food catering sector. Mussel are distributed in packs that range in
size from 400g to 5kg. There are a total of 20-30 main distributors of mussels in France with 5
main distributors that account for 80% of the distribution of mussels. These larger firms have
several thousand employees and have a turnover of several billion euros. The average
distributor business size is larger than typical businesses in France.
Consumer
Public households and institutions are the main consumers of rope mussels produced in the
South West of Ireland. This is the case for all mussels in general. In the specific case of Irish
rope mussels, the mussels are mainly sold to restaurants and the catering industry- hotels,
schools, prisons, hospitals etc. Very few are sold to retailers. The purchasing price per portion
of the product ranges between €1.80 and €4.30 (average price of €3). If the price of mussels
increases there would be a minor decrease in the consumption of mussels. The tourism sector
has a strong influence on the consumption of mussels in France as there is a strong
consumption in coastal areas. The Food service sector also has a strong influence on the
consumption of mussels by sourcing and providing the mussels for consumers.

Interactions with local economy and local environment
Employment
401

Thirty percent of the people working on mussel farms are owners. Many mussel farmers are
both self-employed and also work for other mussel farmers when they are not tending to their
own farms. All mussel farmers have basic agricultural training due to exposure form their
parents and peers to agricultural and fishing practices. Many mussel farmers were on-land
farmers who saw an opportunity for farming in the sea. Many other mussel farmers were, and
still are, fishermen. The overall relevance of mussel farmers with present other gainful
employment is medium and accounts for about 50% of all farmers in the supply chain. In
terms of other agri-products that mussel farmers are involved in, in-shore fishing is of
medium relevance (30% of all mussel farmers), shrimp fishing is of low relevance (10% of all
mussel farmers), on-land farming is of medium relevance (about 25% of farmers). Small
numbers of mussel farmers are involved in tourism activities such as fishing trips and sightseeing tours. Others work part-time in the services industry.
The average production costs per unit are about €650 per tonne. Labour accounts for
approximately 65% of the total production costs
Farmers are encouraged by other bodies such as Bord Iascaigh Mhara (Irish Fisheies Board)
to cooperate with each other and to share technology and knowledge so that they can compete
with other countries.
Although mussel farming has large potential as an industry it is still relatively small and in
comparison to the massive growth of the Irish economy over the last 10 years, it makes, in a
relative sense, a very small contribution to total employment and GVA in the region.
Since 1993, there has been a slight increase in the contribution of production to the total
employment in the region. This increase was seen particularly among young employees (aged
15-25 years) employeed from other EU member states and employees from third countries.

402

Environment
The production of mussels may also promote pests in a small way as mussels are a source of
food for starfish. Because of this, mussel farmers are not allowed to locate lines over sand
beds. The contribution of agricultural land use to protect cultural heritage is of medium
relevance. Mussel farming can enhance biodiversity if well located and can increase the
number of seabirds particularly.
The quality of the sea water in which the mussels are produced is extremely important for the
Bord Iascaigh Mhara. Dun Laoghaire, Dublin, Ireland.
production of mussels. Mussels can be produced year-round but some of the bays are shut
down at times and harvesting of mussels may be interrupted due to natural hazards such as
high levels of biotoxins over the warmer summer months. The excessive level of biotoxins in
the water in 2005 effectively halted the harvesting of rope mussels in some of the bays of
West Cork and mussels had to be brought in from the outside by the processors. Other special
climatic conditions necessary for the production of mussels includes phytoplankton (there is a
spring and autumn bloom. Regulations for protecting wild animals, plants and biodiversity are
of some relevance (EU Habitats Directive (92/42/EEC) to the production of rope mussels in
the region. Regulations on food safety are of very high relevance and adherence to these
regulations impacts greatly on mussel harvesting and processing.

Discussion:
The Irish mussel industry while small by international comparison has emerged as an
important sector for some coastal communities over the last two decades. The industry avails
of local natural resources and provides local employment in areas with limited opportunities
for economic development and diversification. Demand for the product is strong and the main
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limitation for the sector is environmental regulation limiting the possibilities for further
growth.

Failure to get approval for licences delays many potential producers from getting involved in
production and forces unlicensed producers to cease production. This results in a lower
regional output than would otherwise be the case and also results in supply not being able to
meet demand. Regulations to protect an attractive landscape impact on production as many
licence applications are refused because of this and this has an adverse impact on the amount
of mussels produced. Policy changes have had a big impact on the growth of the industry.
Laws such as the Shellfish waters act (water quality act 2006 amended) have had a big
impact. Also, the ever stricter requirements for the issuing of licences has impacted negatively
on the ability of the industry in the South West of Ireland to expand. The industry has the
potential to grow and expand in particular the growth of export of fresh mussels. Continued
development of the industry can benefit local communities but there is a need for a
coordinated response by key stakeholders to work with relevant authorities to address
sustainability issues for the sector.
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Abstract:
In this article three specific historical stages of the conjuncture in the agro-food market of the
Western European countries are distinguished and analyzed. These stages are great waves of
the conjuncture fluctuations in demand and supply levels, and long waves of conjuncture
cycles in the agro-food market. The reasons causing long deviations of demand from supply, a
steady increase and decrease in the alternative production cost are disclosed. As a result,
trends in dynamics of the land rent in the course of the market development are discussed, the
main reasons for changers in the parity of prices between agriculture and industry are
revealed. The stages of the regulation mechanisms of the agro-food market are investigated in
detail as well as the expediency of these mechanisms. Possible forecasts of the conjuncture
development in the agro-food markets in Europe are provided. Agriculture and agrarian
Russian market as well as markets in Asian countries are at the second stage of the cyclic
development.

Key Words: market, demand, supply, conjuncture, cycles, rent, agro-food.
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The food market at the industrial stage of the European states development (XVIII-XX
centuries) underwent a number of the essential quality changes in the course of its evolution.
Revolution innovations during this period in the society development caused the fundamental
quality changes in the amount and structure of social needs as well as in the production
possibilities. The changes in the inter-branch production and consumption ratios also took
place. The unevenness in the development of the material and technical basis in industry and
agriculture resulted in different dynamics and certain peculiarities of demand, supply and
prices in the produce markets of these branches.
Under these conditions there were long cyclic fluctuations of demand, supply and prices in the
agro-food market. These waves are expressed in the long-term fluctuations of the demand and
supply level and parity as well as in the specific price dynamics at each of these waves.
The development analysis (carried out by the author of this report) of the long-term agro-food
market condition in the developed European states enables to distinguish three stages of the
historical evolution of this market (Figure 1) (1; 2). These stages differ in quantity and
quality of the market condition and they are considered to be the great waves of the changes
(fluctuations) in the level of demand and supply, the great waves of the cycles of condition in
the agro-food market. The experience of the foreign countries points at the significant
differences in these stages both in the regulation mechanisms of the agro-food sector of the
economy and in the degree of the economy liberalization.
The market condition at these stages is characterized by different saturation degree of needs
and food demand. These stages differ greatly in demand and supply levels, in their parity, and
their development trends.
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1 The stage of the unsaturated food market, the stage of its growth.
During the initial industrialization period under the conditions of the industrial revolution and
the creation of large-scale machinery industry the increased number of factories raises the
demand for farm raw materials. The demand for food greatly rises due to the growth of the
urban population and the increase in its incomes. At this stage of the market development the
specificity of the food demand is connected with its elasticity in relation to the population
incomes. The high demand elasticity is due to the extremely low saturation level (satisfaction)
of the population food needs, especially in such kinds of products as livestock products and
fruit. The mentioned demand specificity can be clearly illustrated by Figure 1.
The demand level (D), as well as, and the consumption level at the beginning of the first stage
of the food market evolution in the industrial society were considerably lower than absolute
needs formed at the level of the rational norm of consumption (C). For example, if the rational
norm of consumption of meat and meat products per head fluctuated according to the age and
the sex within 80-90 kg per year, the real demand and the average consumption per head were
not higher than 30-40 kg during this period. At such a low saturation of the needs the
dependence of the demand from the growth of the population incomes was very high. In
contrast to the present situation in the food market the demand for it was elastic at the first
historical stage of the market development.
The specificity of the first period was a quick, steady growth of the elastic food demand for a
long period of time. It resulted in the increase of volumes of sold agricultural products. If at
the previous period, during the Middle Ages, a large share of food was spent on consumption,
with the beginning of industrialization the share of food spent on consumption through a
commodity-money exchange rose noticeably. It means the increase in the food supply at the
market. Along with the growth of the market exchange, the increase in supply was caused by
a certain growth of the production in the agro-food sector of the economy.
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However, at the first evolution stage of the agro-food market there was a situation when the
supply growth in the agro-food market remained behind the demand growth due to the lag in
development rates of agriculture and disproportions appeared between the development of the
material and technical bases of industry and agriculture. At the first stage social needs grew
more rapidly than the production possibilities of agriculture (Figure 1).
The inter-branch competitive mechanism is not able to ensure the equilibrium of the demand
and supply for the long time. It is connected with the perfect market mechanism infringement
principles at the inter-branch level. Despite the traditional statements, the agricultural
products and the food products market, even at the first stages of its formation, was the model
of the market with imperfect competition (it mainly refers to the inter-branch competition).
But the forms of the imperfect competition are specific. They show themselves in special only
for this branch of barriers on the way of the inter-branch mechanism of the competitive
equilibrium.
Barriers on the way of inter-branch transition of capitals, on a way of an input of firms on the
branch market in conditions of high market terms in this branch are connected not to classical
forms of market structures (a monopoly, an oligopoly, a monopolistic competition). The
specific inter-branch barriers for a firm entering the agricultural market are caused by the
monopoly ownership, management and use of a natural production factor - the land - which is
only typical of this branch. The supply of land is scarcity and inelastic, the land cannot be
reproduced artificially and it is immobile. At a given moment this production factor is being
completely distributed between the owners and the land users. It is entirely occupied by them.
As a result the possibilities to increase the number of firms in the branch by the numerical
growth of such a production factor as the land are extremely limited. The possibilities for the
production growth and agricultural product supply increase by such an extensive increase of
the land resources are limited as well. It implies that the price inelasticity of the supply of
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agricultural output is connected directly with the inelasticity of supply of such a production
factor as the land.
The appearance of the barriers to the inter-branch flow of capitals and their flow into
agriculture, under the conditions of favorable conjuncture for this branch at the first stage, are
connected with artificial non-reproductively, the inelasticity of the land supply, and its
monopolistic ownership. In its turn, it restricted the production growth possibilities because
by means of its intensification. The braking of the processes of the inter-branch resource
redistribution causes the prolonged deviations of the social needs from production
possibilities as well as demand and supply differentiation from each other (under the influence
of non-price factors).
In this connection a considerably longer period of time is required to establish the long-term
competitive equilibrium in agriculture than in other branches of the economy.
Only within a long period of time the mechanism of the inter-branch competitive equilibrium
is able to overcome gradually the mentioned specific barriers and ensure a steady increase in
the production by investing the attracted to the branch capitals into the used land areas and by
increasing their efficiency. At the first stage a long and steady excess of demand over supply
predetermines the trend towards the formation of market prices for food at a higher level than
prices of the competitive equilibrium. The state of the competitive equilibrium is upset. The
market prices (marginal income) steadily exceed the level of marginal as well as the average
production costs.
The obtained economic profit has the form of the economic rent (a quasi-rent) since its
formation is connected with the stability of the price inelasticity of supply of the land.
According to the classical economic theory this type of rent is known as an absolute rent of
land. The amount and the dynamics of the economic land rent are determined by the steady
excess of demand level in the agricultural products and land markets over the supply level as
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well as the changes in the degree of this excess. For this turn, it determines such a specific
characteristic of the examined stage as a long and steady infringement of the principles of the
normal profit formation in the branch (the infringement of the law of the average profit rate).
At the stage of the unsaturated market the elastic demand for food responds flexibly to the
market changes and it is regulated by the market mechanism relatively well. Under these
conditions the doctrine of the classical economic school - the concept of the market economy
self-regulation - was the prevailing one. The infringement of the competitive equilibrium was
considered to be an accidental, temporary phenomenon to be easily and flexibly removed by
the market mechanism. The government interference in the agro-food economy was minimum
and occasional. Only the protective measures were used towards some importing agricultural
and food products.

2 The stage of incomplete market saturation.
At the boundary of the 19-20th centuries the fundamental changes in agriculture and the agrofood market in the Western European states took place. The Industrial Revolution involved
this branch of economy as well. A rapid production development caused the great growth in
food supply. On the contrary, the demand growth became slower. These changes and some
other changes marked the beginning of a new stage in the agro-food market development. In
contrast to the previous stage this one was characterized by such a phenomenon as long,
periodic excess of product supply over demand (Figure 1).
Historical evolution of the agro-food market showed that stability of economic profit obtained
in agriculture is relative. This part of profit at the second stage, that is the stage of incomplete
market saturation, disappears gradually. It happens due to the fact that the landownership
monopoly does not remove entirely the inter-branch competitive mechanism, but it only
causes difficulties and delays the balancing process of demand and supply in agricultural
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market. Moreover, the situation when demand exceeds supply and there exist higher cost and
market prices for this produce may be relatively stable because of the landownership
monopoly. As the agrarian sector of the economy develops the saturation degree of the society
needs for food increases. As a result the demand elasticity for it greatly decreases and the
demand growth slows down, that is, it becomes sluggish, inflexible, and unresponsive to the
market mechanism signals. On the contrary, the supply growth for food facilitates. It is due to
the fact that the inter-branch competition overcoming barriers steadily increases the capital
inflow in agriculture and it ensures the land efficiency

increases correspondingly. Finally,

the inter-branch competitive mechanism leads to the balancing of the production possibilities
(the supply level) of the society and the public needs (the demand level) in agriculture in
course of time. In addition, transition of the agrarian market in the Western European states in
the 20th century to the stages of the saturated market results in the formation of the
unfavorable conjunction for agriculture, when a relatively stable excess of demand over
supply is observed in the given branch. The overproduction takes place, but it is relative in
comparison with the demand, but not with absolute needs (C). On the whole, at this stage
demand and supply are closer to the saturation level (to the level of the absolute needs). It
results in the trend towards the decrease in the prices for agricultural products in relation to
the industrial products prices. Market prices fall to the level of the competitive prices and
lower. The disappearance of the additional (economic) profit under such conditions means the
disappearance of the economic rent.
What makes up the basis for the price of land resources, the basis for the rent payment at the
second and third development stages of the glutted agro-food market if the economic rent
disappears at this stage? What share of income makes up this payment? This income must be
obtained even from “worse” land sites (claimed by the society) at all the development stages
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of the agro-food market, including the stages of its saturation. Otherwise, there will be
nothing to pay for these lands usage.
When there exists an equality in the demands and the production possibilities (supply levels)
of agricultural products, the basis of the rent payment for land is not the super-profit (the
economic profit), but a part of the profit which is called the normal profit. The latter as well as
the payment for any other production factor is the minimum acceptable rent value of land use
which allows a landowner to recover his alternative costs connected with the landownership.
This share of the rent will be called the normal rent.
It is necessary to distinguish two types of the land rent - the economic and normal ones which
are the components of the single land rent and differ in the formation conditions as well as in
their functional and economic assignment. Both these rents will be united under the name of
the absolute land rent. The main reason to refer them to the absolute land rent is the fact that
they are the basis of the payment for the use of any land despite its quality and location. It
form that these types of the rent are the basis of the payment for the use of worse land plots.
One type of the absolute rent - the normal rent - is the normal amount of payment for land
resources (the market equilibrium amount of the rent payment). This is the rent share which is
formed even under the conditions of the macroeconomic competitive equilibrium when the
demand level for products is balanced by the supply level of the ones. In this case, it is of
stable character and it is obtained at the all examined development stages of the agro-food
sector of the economy on the condition that the land is the object of market relations.
The other share of the absolute rent is known as the economic rent and it is based on the
relatively stable super-profit, that is, the economic profit obtained only at the growth stage of
the agro-food market. As it is mentioned above, this rent share is considered to be the superprofit, that is, the society’s contribution to agriculture when the society requirements in food
steadily exceed its production possibilities. Its function, assignment is to increase the food
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production up to the level of public requirements, to the demand level. It should be spend on
the development of agriculture.
According to the neoclassical theory the land rent (the normal rent) in the form of the rent
payment, as well as the payment for any other economic resource, is included in production
costs. If an entrepreneur is a landowner, the normal rent, as imputed production costs, will be
referred to the normal profit. The mechanism of the normal rent formation is the balancing
mechanism in the land market. From the general economic point of view, the functional
purpose of this share of the absolute rent is to ensure the economic realization of the land
ownership as a payment for resources. Land is a limited resource. Limited economic resources
are objects of isolated purchase, objects of the property in any of its forms. Therefore, in a
market economy the land use will always be chargeable, as the isolation of its acquisition still
exists due to the land scarcity (within any form of landownership). Unlike the differential
rent, the normal rent is formed for all plots of land, so it is this rent that makes up the basis for
the market prices for the land use. The proposed concept of the normal absolute rent allows to
answer the question: what is the basis for the payment for the land use at the second and third
development stages of the glutted agro-food market when the demand and supply levels of
agricultural products become equal, the market prices decrease to the level of the competitive
prices ensuring the obtaining of only the normal profit?
The normal absolute rent as the market equilibrium price for the right to use the land is
formed when land demand and supply are in balance. Some deviations from the land demand
and supply equilibrium may lead to the increase or decrease in the payment (the price) for the
land use. If the land were not a limited natural resource with inelastic supply, under the
conditions of the perfect competition the market mechanism would cause relatively short-term
and uniform fluctuations of the absolute rent around its market equilibrium value, that is
around the normal rent.
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However, as it was shown above, there exist long and steady deviations from the competitive
equilibrium state in the agricultural products and market of land. These deviations are caused
by the long-term formation of a certain ratio between the society requirements in this produce
and its production possibilities. Under all other equal conditions, at the first development
stage of the agro-food market (at the growth stage) a steady excess of social needs over the
production possibilities as well as the excess of produce supply over demand, and the land
correspondingly, lead to the formation of the market prices at a higher level in comparison
with the price of the competitive equilibrium. Under these conditions there is a steady trend
towards the increase in the deviation of the equilibrium value from the absolute rent. Along
with the normal rent, the economic rent is formed as a part of the absolute rent.
On the contrary, at the stages of the glutted agro-food market, especially at present, there is a
trend towards the formation of the market prices lower than the price level of the competitive
equilibrium due to the stable low conjecture in the Western European countries. In this
connection the economic absolute rent disappears, but there is also a reduction in the basis of
the equilibrium value of the normal absolute rent. It is due to the steady trend towards the
excess of the society production possibilities (the supply level) over the social needs (the
demand level) for agricultural products at the second and third development stages of the
agro-food market.
The indicated changes in the level and dynamics of the agricultural products price in the
course of historical evolution of the agro-food market result in the fall of its cost in respect to
the industry products. Owing to this, at the stage glutted of the agrarian market in
industrialized Western states a marked trend towards the relative decrease in the price for
agricultural products in comparison with industry was observed. It is a practical evidence for
the fact that the absolute rent has no basis in the form of the super-profit at present. Moreover,
the market prices for agricultural products do not often ensure even the normal profit (the
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average profit) for farmers. Thus, there is a trend towards the steady deviation of the
equilibrium value of the absolute rent (the normal rent) towards its reduction. The disturbance
of the price parity for agricultural and industrial products takes place in favor of industry.
The present concept of the formation mechanism of the total economic and branch market
conjuncture allows not only to disclose the contents and dynamics of the absolute rent in the
process of the historical evolution of the agro-food market, but it serves as a methodological
basis for revealing deep-laid reasons for the prices parity change between agriculture and
industry.
At the second stage the main task of the government regulation of the agro-food market is to
promote the effective aggregate demand for agricultural products and food. Such a strategy in
the agrarian policy was caused by the fact that at the second stage the demand due to its
inelasticity was formed at a lower level in comparison with the aggregated food supply and
the public requirements in it. The market was not able to ensure a rapid rising of the inelastic
demand up to the supply level. In its turn, agricultural products supply grew at rapid rates, and
it did not reduce during the crises, which means that it did not respond to the lag of demand
and the corresponding price signals in the market. The supply of agricultural products is
inelastic in relation to the decreasing prices. For example, during the Great Depression in
1929-1930 the production output of agricultural products in the USA decreased only by 6
percent, while the prices for it fell by 63 percent during the same period.
The sharpening of the overproduction problem became apparent for all main kinds of
agricultural products. This problem was especially critical for the grain market. For instance,
by the middle of 1929 the world reserves of grain comprised 28 million tons, which exceeded
its annual sales volume in the world market sold by all the exporting countries. As a result of
the overproduction the prices started to fall.
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The market mechanism is not able to overcome rapidly the overproduction in this branch of
economy because of the resources immobility and the difficulty in their inter-branch flowing.
It is proved by such specificity of the agrarian slump as their long character. When the agrofood market enters the second stage such crises become a typical phenomenon in the economy
(Figure 1). The four world agrarian crises are known:
The first world crisis began in beginning of 70s and lasted till the second half of the 90s of the
19th century.
The second agrarian crisis lasted from the early 1920s till World War II.
The third world agrarian crisis started at the end of the 1940s and lasted till the early 1970s.
The fourth agrarian crisis began at the end of the 1970s.
The reasons for the long character of the agrarian crises are connected with the formation
peculiarities of the agro-food market conjuncture at the stage of the incomplete saturation. On
the one hand, these peculiarities mean that the competitive mechanism cannot sharply
increase the food consumption and demand owing to its inelasticity in relation to population
incomes. On the other hand, this mechanism is not able to ensure a rapid reduction in the
agricultural products production to the existing demand level due to the prices inelasticity of
demand. The inelasticity of supply is concerned with the barriers against the inter-branch
mechanism of the competitive equilibrium. However, at the second stage and especially at the
third one the barriers are of the reverse character. These are not the barriers against entering
agriculture, but against leaving the branch. These barriers are caused by immobility or low
resources mobility involved in agriculture. Land as a specific agricultural production factor is
practically immobile and cannot participate in the inter-branch transition of concerning
excessive stocks of resources under the influence of the inter-branch mechanism of the
competitive equilibrium. Labour in agriculture is also relatively inert and immobile.
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The conducted analysis enables to make a conclusion that at the second stage, under the
conditions of the glutted demand for food and approaching its level to the magnitude of the
absolute needs, there is a lack of sufficient conditions for the effective inter-branch
competition, for the normal “work” of the market mechanism. The given conclusion about the
failure of the competitive mechanisms is of great importance, especially in case of the
imperfect competition in non-agricultural branches while a free competition is maintained to a
great extent in agriculture itself. All this, setting additional barriers to the inter-branch
competition, makes the problem of the disparity of the price

and incomes between

agriculture and industry sharper.
As the inelastic demand for food responds slightly to the market signals, its government
regulation is required. However, the role of the government in such a situation does not mean
the replacement of the market regulation mechanism, but it should create such conditions
under which the mechanism would balance demand and supply by the increase in demand for
the product, but not by the decrease in its supply. The problem of the increase in the aggregate
demand for farm products and food can be solved only by implementing the certain
government methods of the agro-food market regulation which will stimulate the demand. As
a result the theory of the effective demand developed by J. Keynes is sure to have influenced
the government policy in the agrarian sector. The methods of stirring up and increasing the
aggregate demand were used as the basis for the government regulation of the agrarian
market. For this purpose, the policy of the supported prices and farmers’ incomes was widely
used during the prewar and especially during the postwar periods.
As the inelastic demand responds slightly to the market signals, its government regulation is
necessary. As it can be evident from the experience of the developed countries, there are two
main ways of the government regulation of the demand.
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1. Direct and indirect support of the population demand for food. In countries with a
developed market economy measures aimed at the increase in the food demand by the lowincome population are widely used. It was the main strategy in the USA government policy.
About 60% of all funds making up the budget of the Agricultural Department were spent on
it. A considerable share of all these funds was spent on the system of food coupons. The
spending on financing this system increased from $ 11 billion in 1985 to $ 25 billion in 1994,
this program involved 20 million people, and the average monthly payment increased from $
45 to $ 70 per head within a given period. In addition to the mentioned program, there are
programs of school dinners, food support for breast-feeding mothers and the juvenile and
others in the USA. The total amount of spending on all these food programs comprised $ 36
billion in 1995.
Such purposeful spending of the government funds allows to increase the food demand, as it
leads to the increase in real incomes only of those groups of population that have low level of
food consumption and highly elastic demand for it. One should take into account, that in the
modern countries with a socially orientated market economy the indicated food policy is
aimed at the solving of the problem of the society’s stability alongside with the economic
problems. It allows to avoid the excessive differentiation of the different population groups in
consumption of the main food products, decrease man’s dependence on the market in order to
satisfy his the very first necessities of life - his requirements in food.
2. Demand incensement for agricultural products from the side of the government. The given
direction in the government regulation of the agrarian market is mainly aimed at the support
of producers. At the second stage - at the stage of the incomplete saturation - the expansion
government policy of increasing the demand for agricultural products, on the whole, agreed
with the requirements of the balanced development of the agro-food market. The policy had to
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balance demand and supply without the production decline as well as to support the prices and
producers’ incomes.
This policy was applied in reality by the Western states in the 1930s, but it became widely
spread during the postwar period. In the EU countries the policy was developed as the main
directions of the Common Agricultural Policy in the 1950s-1960s when the level of food selfsufficiency production was not developed enough. For example, the grain production in the
countries of the Common Market within the given period was much lower than the
consumption level. The failing demand was covered by import. It can be proved by the
constantly negative balance of the Western Europe in the world grain trade. The magnitude of
the negative balance was increased till the 1970s. In 1970 the excess of grain import over
export accounted for 30 million tons, but it decreased to 16 million tons in 1980.
Since the 1980s the grain production exceeded the level of its consumption and the balance
was positive for the Western European countries in the world grain trade (Figure 2). The
indicated trends which led to the changes in grain self-sufficiency were mainly due to the
government policy aimed at the increase in demand for agricultural products and food as well
as at the support of farmers’ incomes. The similar trends were observed in the markets of
other kinds of food products.
The agrarian policy was aimed at the solution of the following problems which are typical of
the second stage:
1. To remove the prices disparity
2. To support the incomes of agricultural output producers
3. To increase the demand for the products of the agro-food complex.
The measures directed at the increase in the demand for food by the low-income population
groups as well as by the government were widely used. The increase in the government
demand mainly ensures the support of the producers.

422

In order to solve the indicated tasks at the examined development stage of the agro-food
economy, the main following methods of the government market regulation were used:
1. The supported prices were set for a large share of production.
2. Compensating payments, subsidies, beneficial crediting.
3. The government purchase interventions.
4. The financing of the programs of food support.
5. The market protectionism.

3 The stage of the complete market saturation (the stage of the market liberalization).
By the end of the 1970s of the 20th century the essential changes in the quality and quantity
of the agro-food conjuncture took place. They occurred both in the internal Western European
markets and in the world markets. As it can be seen in Figure 1, the methods, which were
widely used by the government for promoting food demand and supply at the previous stage,
led to the saturation of the internal market (the demand in this market) by the main kinds of
products at the level of the absolute needs (at the level of the rational consumption rates - C).
Under such conditions the given policy began to fail. It made the problem of overproduction
sharper, instead of removing or mitigating it, as it happened at the previous development stage
of the food market. It can be explained by the fact that the EU food market at the border of the
1970s-1980s entered the qualitative new development stage - the stage of the complete
saturation. The overproduction, which was relative and periodical at the previous stage (the
stage of incomplete saturation), had become absolute and chronic by the beginning of the
second stage, the supply exceeding not only demand (D) but the absolute needs (C), as they
coincided with each other now (Figure 1).
The demand became completely inelastic and its further growth was practically impossible. In
such conditions the policy of supported prices and incomes stimulating the further production
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growth, while the population demand for food was decreasing, increased the gap between
demand and supply to a greater extent and promoted the increase in the overproduction
output. The further implementation this policy leads to the contradiction with the market
mechanism. Instead of balancing demand and supply, such a policy results in their greater
misbalancing as well as in the market and economic imbalance.
Scales of overproduction are increased at transition to the third stage. Production exceeds
internal consumption in the countries of the European Union. At the end of the second stage
in 1973-1974, for example, the consumption of only three kinds of food - pork, poultry and
eggs - was provided by the domestic production. But for all that, the supply level did not
practically exceed 100 per cent. By 1989-1990 the EU countries were provided their internal
consumption in eight kinds of food from twelve ones due to their domestic production.
The conducted research of the patterns and characteristics of the agro-food market
development enables to distinguish the borders of the quality transition of its conjuncture
from one state into another and which, correspondingly, determine the change in the guiding
lines and the directions of its government regulation. These borders can be clearly seen in
Figure 1. Historical process of the conjuncture dynamics in the agrarian market is illustrated
in the graphs by demand and supply curves, by their position towards each showing the stages
of its development. The first stage is characterized by a long wave of the high conjuncture in
the market. At this stage of the market mechanism, overcoming the barriers built by
landownership and land tenure monopolies, decreases the conjuncture to the normal level by
steady increasing the production within a long period of time.
The wave of the decreasing trend in the conjuncture was prevailing at the second and third
saturation stages in the market. It is during this period of the historical evolution of the agrofood market, while the food market is saturated, that the conjuncture cyclic fluctuation are
activated and the agrarian economic crises become and deeper. In this connection active
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anticyclic policy of state regulation starts to be applied. Its directions and methods depend on
on what phase of a cycle of a conjuncture there is a market of the foodstuffs.
By the early 1980s the conjuncture in the world and domestic food markets was greatly
changed. The transition from the second stage to the third one involved the radical turn in the
quality and quantity conjuncture indexes activities is clearly illustrated by the facts of the
grain market in the EEC (Figure 2). The similar situation was found in the markets of other
kinds of products.
When the agrarian markets of the Western European countries entered the third stage - the
stage of the complete saturation - the increase in the agricultural products supply, considered
as the positive result of the applied methods of the government regulation, turned to become a
heavy burden in the form of the excess of the unsalable products. The rapidly growing supply
ran against the limited demand both in the domestic and in the external markets. The
accumulation of the huge product “surpluses” occurred. For example, having reached 112
million tons in 1983 milk production in the countries of the Common Market faced its limited
consumption. The average annual consumption of milk products within the EEC did not
exceed 85 million tons. In 1984-1985 the unsalable supplies of milk products were at the level
of 15 million tons, butter supplies exceeded 1 million tons by the end of 1985, unsalable
supplies of meat reached 730,000 tons. The purchasing of grains and the storing of surpluses
cost 18.5 billion ECU for the European community in 1985, while the grain supplies reached
15 million tons. The expenditures from the part of the EEC (European Economic Community)
budget spent on agriculture began to exceed its incomes. The policy of supporting the
agricultural sector accounted for 2/3 of the Community budget.
The further promotion of the supply growth by the supported prices could be expedient only if
there was a possibility for the effective export of the product excess. On the whole, the

425

conjuncture of the agricultural products in the world market was not favorable for the
exporters in the 1980s.
First, there was a marked trend towards the decrease in the export prices for the agricultural
products. For example, the world prices for wheat decreased from $183 per ton in 1973-1975
to $138 per ton in 1984-1986.
Second, the prices for many kinds of agricultural products, supported domestically at a high
level in the EEC countries, were much higher than the world prices. As a result, the EU
countries had to spend enormous subsidies in order to support the products competitiveness.
The amount of the export subsidies per one ton of grain was equal to $59.5 in 1985, while the
export price for wheat was $138. The subsidizing of the export surpluses and their storing
accounted for as much as 30 % of all funds spent on the agricultural policy from the EEC
budget.
Third, in the 1980s both the traditional exporters and a number of other countries - former
importers - sharply increased the supply of agricultural products. 30 countries, which
imported food earlier, became its exporters in 1986. In that year 395 million tons of grain
were accumulated as corruptible unsalable supplies in the storehouses of the non-socialist
world.
In such conditions it was necessary to develop new forms and methods for the regulation of
the balance between the production and the market. The strategy and the tactics of regulation
of the agrarian economy and the food market were radically reconsidered. In general, such a
change in the agrarian policy can be characterized as the transition from the policy of demand
growth and the promotion of the supply growth to the policy of containment, and for some
kinds of products it meant not only the containment, but the supply reduction. The new
agrarian policy turns from the doctrines of the government regulation of the agrarian economy
to the doctrines of the market liberalism.
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The reforms started in the EU in the 1980s and they were insufficient for the entire solution of
the problem of balancing food demand and supply. In the early 1990s the overproduction
level of a number of products in the agrarian sector was significant. Owing to this, a new
wide-scale reform of the agrarian policy was developed and implemented in the EU. It was
aimed at a gradual transition from the policy of supported prices to the policy of
compensatory payments. Among the measures of this reform one can distinguish such as
freezing, decreasing the level of the guaranteed purchasing prices, and in the course of time
their gradual abolition and transition to the market pricing. These measures should promote
the containment of the supply growth and even its reduction.
The approach to the problem of the supported, guaranteed prices was changed fundamentally.
The main strategy was to decrease the price level alongside with the compensations payments
to farmers for the incomes reduction within a certain time period. The prices decreased and
the transition to the market pricing were directed at the production reduction as a result of
releasing the excess resources from agriculture.
It is necessary to have in view of, that the market mechanism in an agriculture is not capable
to provide automatically curtailment of production due to liberation of excessive inefficiently
used resources. There exist factors that prevent spontaneous flow of these resources into more
profitable branches owing to the inter-branch competition.

Therefore, the systems of

government measures for “helping” the market in the inter-branch redistribution of resources
and promoting the release of the excess resources from agriculture are required.
Unlike the policy of the supported prices, such an agrarian EU policy was not aimed at the
liquidation of the negative consequences of the low conjuncture in the food market, but at the
elimination of their reasons (the excess of resources). A large variety of measures within the
given policy is directed at the prevention of the excess production as well as the support of the
excess produce export. The special place among these measures occupy the restriction or even
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reduction of areas under crops, introduction of quotas of volumes of production and
realization of agricultural products, etc. The State agricultural policy has passed from
extensive support of the prices and the income to programs of management of risk.
At the third stage the government regulation is realized by the market methods within the
market system. The government interference into economy is aimed at the elimination of the
barriers against the market mechanism which are connected with the peculiar actions of the
demand and supply law in the food market. Thus, it is aimed at balancing the demand and
supply levels as well as the public demands and production possibilities.
Summarizing the analysis of the third development stage of the agrarian economy, one can
generally distinguish the following directions in the policy of the market liberalization in the
agrarian economy:
1. The containment or even reduction of the production.
2. The decrease of the supported and preliminary prices.
3. The guide line towards the market regulation mechanism in order to increase the
agricultural production efficiency.
4. The replacement of the compensation payments by the system of flexible production
contracts.
5. The introduction of more perfect insurance programs for agricultural output producers.
6. The liberalization of the domestic and foreign trade. The orientation towards the
requirements of the GATT-Uruguay Round (WTO).

4. The future trends in the development of the agro-food market in the European and
Asian states in the stage growing conjuncture on the world market of the food.
21st century can become the period of transition to the fourth stage of the cyclic development
of the agro-food market - stage growing conditions on the external market. It is not reflected
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in Figure 1. The first signals we have received: growth on the world market demand and food
prices in 2006-2008 and increase in the last four months.
Change of the conjuncture of the world market can significantly change the inter-state agrofood relations. In 2005-2007 there was the fifth enlargement of the EU. Twelve countries
joined the Union: Latvia, Lithuania, Estonia, Poland, Hungary, the Czech Republic, Slovakia,
Slovenia, Malta, and Cyprus, Romania, Bulgaria. This historical event meant the beginning of
the new development stage of the integration processes in Europe and it fundamentally
changed the geopolitical situation on the continent. There are 27 country-members in the EU
now. The latter has become the only powerful supranational organization on the continent.
The joining of twelve new countries to the EU leads to a greater increase in the territorial,
demographic and economic potential of the community. The European Union territory has
increased by 28%, the population by 20%, the total wealth by 4,6%. All these changes are
sure to affect the development processes of the agro-food market in the community.
The fifth enlargement of the EU may result in a great excess of supply over demand for
agricultural products in the Union markets. The changing of the Common Agricultural Policy
(CAP) of the EU towards liberalization means that if market prices and incomes of
agricultural output producers fall under the worsening conditions of the overproduction crisis,
one should not expect, as it happened before, any essential compensation of the decreased
incomes in agriculture at the expense of the EU budget. In order to avoid economic, social,
and political contradictions, and first of all the contradictions between the countries of the Old
and New Europe, it is necessary for the EU to take measures for the re-orientation of the
excess productions towards the external markets
As agricultural raw materials and food produced in the new countries of the EU (CEECs) are
uncompetitive in the Western European markets and inappropriate to the Common
Agricultural Policy of the EU, it is necessary to promote the development of the competitive
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export production and agricultural products processing which are aimed at the external
markets. The food market in the Union of the independent states (CIS) and developing states
of Asia take a special place among them. Demand on many kinds of agricultural raw material
and the foodstuffs will increase in these states in connection with economic growth and
increasing incomes of the population.
The production potential of the agrarian sector economy of the Union of the independent
states destroyed during the deep crisis of the 1990-s is not able to recover rapidly and saturate
the growing demand for food in the nearest years. In comparison with 1990 the cattle stock in
the Russia by more than two times, that is by 33 million heads. The physical depreciation of
many kinds of the farm technique reached 70-80 percent. The return of farm lands is low,
grains yield is more than two times lower than the average world one, a large part of
agricultural land is not cultivated.
The success of the project of the fifth EU enlargement depends to a great extent on how
actively the Russian market and market of Asian states would be involved in the integration
processes in Europe. A positive trade balance of the Russian Federation with the European
Union exceeds 20 billion euro that is more than a half of the total foreign trade of Russia. By
joining the CEECs to the EU the ratio of the Union in the Russian foreign trade circulation
will exceed 55%, but it accounted for about 40% before the Union enlargement. The success
of the EU enlargement project will greatly depend on how the new system of the international
labour division between the expanding EU, Russia and Asian states will be formed.
The European capital can flow into Russian agriculture attracted by enormous, rich agroresources and cheap labour in Russia which are hardly half used at present. Аgro-resource of
Russia unlike mineral raw materials is an inexhaustible, renewed and increased resource.
Nowadays less than 40% of its potential is used. Its use at a full capacity due to the active
inflow of the Western European capital and intensive technologies can increase the
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production output of grain up to 190-200 million tons (instead of 60-80 million tons at
present) and reduce the production costs to $40-70 per ton, that is, to reach a comparable level
of the average world costs.
However, in a short-term run and a medium-term one such increase in production is unreal.
First, due to the existing conjuncture in the European and the world grain markets it disagrees
with the CAP of the EU. A sharp increase in grain production will worsen the situation of
overproduction both in the markets of the European Union and in the whole world market.
Second, a relatively long period will be required in order to carry out the structural
technological rebuilding of Russian agriculture and restore the resource potential of the
agrarian country’s sector degraded during the years of destroying economic crisis. As it was
mentioned above, in case of a sharp transition to the liberal market model of the development,
at the initial stage of the membership in the WTO, Russian uncompetitive agriculture will be
involved in a new crisis characterized by stagnation, and even by the production recession.
The direct imitation of the modern methods of the agrarian Western European policy and the
USA policy by all the country-members of the WTO is impossible. It is necessary to take into
account the characteristics of agriculture and the agrarian market existing in different
countries. Firstly, the different characteristics of the formation and development of the food
market should be considered. In contrast to the food market in the USA and the Western
European, the food markets in the Union of the independent states and Asian states are
unsaturated.
At the same time it is important to point out that there will be leveling in the saturation of
food markets in different European countries. As a result the growth of food overproduction
may take place not only in the domestic markets of the EU but in the markets of the Union of
the independent states and Asian states with developed agriculture. However, by this time,
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according to the forecasts of a number of researchers, the problem of world food supply may
worsen.
As noted early 21st century can become the period of transition to the fourth stage of the
cyclic development of the agro-food market - stage growing conjuncture on the external
market . Demand and food prices were increased on the world market in 2006-2008 and there
is a tendency to increase in recent months of 2009.
New evidence identified the conclusions of this article on the development of world agro-food
market, its entry to the fourth stage of the cycle of development, are given in the report of the
FAO «The State of Agricultural Commodity Markets 2009», which was written by a team of
staff from the Trade and Markets Division of FAO, led by David Hallam. The report with
reductions and some changes are used in this article (3).
In June 2008, the prices of basic foods on international markets reached their highest levels
for 30 years, threatening the food ecurity of the poor worldwide. FAO estimates that soaring
food prices pushed another 115 million people into chronic hunger in 2007 and 2008. This
means that today the world has nearly one billion hungry people.
Food prices were up as much as 40 percent from their 2007 level and 76 percent from 2006.
The sharpness of the price increases and their persistence, which left many developing
countries struggling to cope with the consequences, make this fourth stage different from past
stages of the cyclic development of the agro-food market (3).
International food prices have fallen back towards their 2007 levels as the financial crisis and
world recession have taken hold. However, prices are still significantly above the levels we
have seen in recent years and are likely to remain high by historical standards.
Real prices have showed up to 2000 a steady long-run downward trend punctuated by
typically short-lived price spikes. Up until 2006, the real cost of the global food basket had
fallen by almost one-half in the previous 30 years, with prices of many foodstuffs falling on
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average by 2–3 percent per year in real terms. There is some suggestion of a flattening out
since the late 1980s with a gradual recovery beginning in 2000 before the sharp increase in
2006 – the average annual growth rate of 1.3 percent for the period 2000–05 has jumped to 15
percent since 2006 (3).
Price growth factors are production shortfalls, low stock levels, oil prices, biofuel demand,
growing incomes in emerging economies, depreciation of the US dollar and speculation.
Popular explanation the reasons for rising prices is rapid economic growth in certain emerging
economies, notably China and India, increasing demand for food, especially for livestock
products, which generated increased cereal and oilseed demand for feed. While it is difficult
to determine their individual contributions quantitatively, some of these factors could have a
persistent effect on the average level of prices. There are some features of the current
situation, notably the historically low stock levels for cereals and strong demand for biofuels,
that suggest that, in spite of the downward adjustments from the peak of early 2008, the recent
high prices may well not be short-lived but could persist for some years. Prices for most
agricultural commodities by mid-2009 have fallen significantly from the peaks reached in the
first half of 2008. World grain prices have fallen by 50 percent and prices for other basic
foods have followed. However, prices remain high by historical standards and are still above
their 2007 levels.
The importance of growth in demand from China and India as a shaper of world food markets
and prices has been highlighted in a recent study by the International Food Policy Research
Institute (IFPRI, 2008). This argues that rapid economic growth in certain developing
economies has pushed up middle-class consumers’ purchasing power and this has increased
demand for livestock products such as meat and milk and, hence, demand for feedgrains.
Emerging economies, particularly China and India, are certainly playing an important role in
global agricultural commodity demand and supply. However, the high commodity prices of
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2007 and 2008 do not seem to have originated in these emerging markets. Cereal use in China
and India has in fact been growing more slowly than in the rest of the world. Cereal imports
by China and India have been trending downwards since 1980, by about 4 percent per year,
from an annual average of about 14 million tonnes in the early 1980s to roughly 6 million
tonnes in the past three years. This means that the growth in cereal feed demand in these two
countries, at least until recently, has been met mainly from domestic sources. Moreover, while
China has become a major importer of oilseeds, vegetable oils and livestock products, the
country’s overall agricultural trade balance has remained largely positive in most years since
the mid- 1990s. The long-term development in the trade position of India also goes contrary
to the belief that it is one of the drivers of increasing food prices in world markets. India has
been a major exporter of food. In most years between 1995 and 2007, it exported more wheat,
rice and meat than it imported. Even India’s relatively large imports of vegetable oils need to
be considered in the context of equally large exports of oilcakes. In fact, in the case of both
China and India, there is no evidence of a sudden increase in imports of oilseeds, meals and
oils to indicate that they have contributed to their price hike, which began in mid-2007 after
the spike in the prices of grains (maize in particular) a year earlier. China and India have not
been the cause of the sudden price spike in the oils complex, but this does not downplay their
role nor that of changing consumption patterns in general on developments in food markets
both in the past and in the future (3).
Since independence and until the mid-1970s India faced constant food shortages. In the
course of which began here in the mid-1960s, the green revolution rate was made on the
introduction of new technologies sowing and fertilizers crops, significant expansion of
irrigation, infrastructure development and widespread involvement of new land. As a result
achieved unprecedented growth charges major cereal crops (wheat and rice), lower production
costs and, consequently, falling prices, enabling poor people to buy wheat and rice. The
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production of food grains in 1950-1951 e/c.2/2000/CRP.1/Rev.1 50.8 million. so, reached in
1996-1997 level 199,3 million. t. already by the mid-1970s India was able to fully provide
own needs in crops. Economic success in India in the 1980s, are impressive, but modern trend
growth total production were the subject of serious concern. In particular, the production of
food grains in the period 1991-1992 to 1996-1997 has grown an average of 2,59 per year, but
originally planned annual production level equal to 210 million. t was not achieved. In 19961997, rice production stabilized at 81.3 million. so that about 9 per cent less scheduled level
(88 million tonnes). The growth of agricultural production in India in recent years time
marked increased use of fertilizers and pesticides. Thus, fertilizer consumption (nitrogen,
phosphorus and potassium), which has stabilized in the period between 1990-1991 and 19931994 at 12 million. so, has increased in 1996-1997 to 14.3 million. t (4).
The OECD–FAO Agriculture Outlook 2008–2017 (OECD–FAO, 2008) indicated that both
nominal and real agriculture commodity prices would fall from the record levels reached in
early 2008 but would remain higher over the next decade compared with the previous one.
The Outlook argues that among the prime factors in the latest price spike – droughts in key
grain-producing regions, increased biofuel feedstock demand, high oil prices, US dollar
depreciation and a changing demand structure for commodities, all in the context of low
stocks – some have permanent elements that are expected to sustain higher prices over the
next ten years. In particular, the Outlook pointed to biofuel demand and oil prices. While
globally, and in absolute terms, food and feed remain the largest sources of demand growth in
agriculture, there is now a fastgrowing demand for feedstock by the bioenergy sector. Biofuel
demand is the largest source of new demand in decades and is seen as a strong factor
underpinning the upward shift in agricultural commodity prices. Biofuels
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have forged a new link between agricultural product prices and oil prices, which also has the
potential to break the pattern of long-run decline in real agricultural commodity prices, at least
in the medium term (5).
All of this is confirmed by new tendency of price growth on the food during AugustSeptember 2009. The FAO food price index, taking into account the price of cereals, oilseeds,
dairy products, meat and sugar, in November was 168 points, the highest since September
2008 (6).
It is being broadcast that there will be a world population increase from 6 billion people at
the beginning of the 21st century up to 8 billion by 2020, which may seriously change the
conjuncture in the world food markets. If the world market conjuncture is high, the problem
of balancing in the agro-food markets in Europe, including the Russian market, will be solved
by the increase in the amount of food export (7).
This failure, already dreadful, may soon get worse. None of the underlying agricultural
problems which produced a spike in food prices in 2007-08 and increased the number of
hungry people has gone away. Between now and 2050 the world’s population will rise by a
third, but demand for agricultural goods will rise by 70% and demand for meat will double.
These increases are in a sense good news in that they are a result of rising wealth in poor and
middle-income countries. But they will have to happen without farmers clearing large
amounts of new land (there is some scope for expansion, but not much) or using up lots more
water (in parts of the world, water supplies are stretched to their limit or beyond). Moreover,
they will take place while farmers also wrestle with the consequences of climate change,
which, on balance, will do more harm than good to farmland round the world (7).
The need to protect consumers from higher food prices must be balanced against maintaining
incentives for productivity-raising investment and supply response. Policy measures need to
be targeted, non-distortionary and positive towards agricultural investment. Many developing
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countries need international support to overcome budgetary constraints and to identify and
implement appropriate policies. Developed countries also need to consider the impacts of
their agriculture, trade and energy policies on international food prices and availability.

References:
1. GAYSIN, R. (1998) "Evolution of the agrarian market: tendencies, features, forms of
regulation". The dissertation of the doctor of sciences on economy. The Moscow state
university named after М.V. Lomonosov. Moscow.
2. GAYSIN, R. (2007) The theory of evolution of the agro-food market. Russian State
Agrarian University – MSHA named after K.A.Timiriazev. Moscow.
3. The State of Agricultural Commodity Markets 2009. Report of the FAO
(http://www.fao.org/docrep/012/i0854e/i0854e00.htm).
4. Planning Commission of India 2001
(http://www.grida.no/publications/other/geo3/?src=/geo/geo3/russian/504.htm)
5.

The

OECD–FAO

Agriculture

Outlook

2008–2017

(OECD–FAO,

2008)

(http://www.fao.org/es/ESC/common/ecg/550/en/AgOut2017E.pdf )
6. Food prices up again. FAO.
(http://www.fao.org/news/story/en/item/38040/icode/)
7. Food and agriculture. How to feed the world. From The Economist print edition. Nov 19th
2009.
(http://www.economist.com/opinion/displaystory.cfm?story_id=14915144).

437

Contact address:
Rafkat Sahievich Gaysin, Russian State Agricultural University named after K.A. Timiriazev,
Russia, 127434, Moscow, street Krasnostudencheskaja, the house 4/2-189, domestic - (495)
977-85-95, Mob. - 8-916-321-44.20, Office - (495) 976-28-21, gaisin@timacad.ru;
graf48@mail.ru

438

Figures 1

Q
Q
C

D

S

II

I
The end of the
18 th century

The 20s of the
20th century

III
The 80s of
the 20th
century

T

Figure 1. The development stages of the agro-food market in the Western
European countries:
I – the stage of the unsaturated market (the stage of the market selfregulation)
II – the stage of the incomplete market saturation (the stage of the
government market regulation)
III – the stage of the complete market saturation (the stage of the market
liberalism)
С – the level of absolute demands; D and S – the demand and supply levels,
correspondingly

439

Figure 2 The grain production and consumption in the EU countries
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Figure 3 Index of world food prices
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Cross-Border Cooperations to Enhance Economic Development in
the Visegrad Countries
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Abstract: In our study we intended to review one of the most significant cooperations in
Central-Eastern-Europe, namely the Visegrad cooperation. It has been a very important
economic, social and political collaboration of the four countries (Poland, Slovakia, Czech
Republic and Hungary) for long. The basic principle in their cooperation has always been to
strengthen the links among the abovementioned countries, and due to the EU Funds available,
it has received greater importance at the beginning of the 21st century.

In our research we wanted to find out how this cooperation has deepened in the past and what
new possible ways are available to extend this relationship in order to mutually benefit the
economies and societies of the member countries. Our university has also joined a Visegrad
cooperation in the field of education and research recently and aims at the development of
those fields in accordance with the economic growth.

Key Words: Visegrad countries, economic growth, cooperation, transnational developments
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Introduction

The Czech Republic, Hungary, Poland and Slovakia, also known as the Visegrad Group
countries, have long shared common ground in history, culture, religion, and economics. Over
the centuries this shared past has been marked by a striving for unity as well as frequent
frictions, peaceful times and military conflicts.

The name of the cooperation refers to the historical meeting of 1335 in the royal palace of
Visegrad, where Hungarian, Czech and Polish kings took strategic decisions for political and
commercial purposes in order to strengthen the role of the region. On 15 February 1991, the
renewed Visegrad Cooperation was set up with the aim of supporting the three post-socialist
Central-Eastern-European countries’ (Hungary, Czechoslovakia and Poland) Euro-Atlantic
integration. (The V4 configuration was formed in 1993 following the dissolution of
Czechoslovakia and the establishment of the independent Czech and Slovak Republics) –
Visegrad Declaration.

The Visegrad Group represents a consistent geographical region on the eastern border of the
European Union. This makes the region strategically important and also creates opportunities
for the group's member states to utilise their partnership at the regional level as well as within
the European Union, though they often regard each other as competitors rather than friends,
even after 20 years of systemic changes1.

1
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The last decade of the 20th century provided venue for a new kind of cooperation, allowing
these nations to catch up with economically more developed European countries. This decade
also offered the unprecedented opportunity for cooperation at every level.

The partnership that has developed among these nations is the backbone of the region's
economic competitiveness in the long term. It is within the framework of such partnership
that we may face up to problems yet to be resolved, like environmental pollution, diminishing
energy supplies, the development of educational and research institutions, the effects of
climate change on our region, and our transformation into a migration hub--to name only a
few of the challenges we have yet to meet.

In an effort to seize this formidable opportunity, the Visegrad Group, CEFTA and the
International Visegrad Fund were formed to facilitate the political, economic and civil
cooperation of the four countries. Their membership in NATO and the EU, the general
increase in the exchange of goods and business relations, as well as the more than 2,000
projects that have been carried out by these countries' civil organizations are only a few of the
many achievements of the Visegrad region.

Notes

1. Rácz György ed. (2009), Visegrád 1335., International Visegrad Fund, Bratislava
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1. Major aims and achievements of the cooperation

It can be stated that the initial goals of the Visegrad Group have been achieved, namely
NATO and afterwards EU accessions. The fact that circumstances changed, poses
qualitatively new and advanced expectations to the Four, at the same time reinterpreting their
cooperation. It has been justified that the Visegrad Cooperation still has real function within
the EU as well.

Common goals are laid down in the New Visegrad Declaration signed by the Prime Ministers
of the four countries on 12 May 2004 in Kromeříž, Czech Republic. Under the declaration it
was undertaken that in the future, the V4 endeavour to take advantage of the opportunities
opened up by joint actions in a pragmatic way, focusing on the common interests, free of
illusions2.

The document outlines the coordinating mechanisms as well (political, sectoral and expert
meetings, as well as high-level summits). The cooperation is coordinated by the one-year
rotating presidency. The Czech Republic held the presidency between the second part of 2007
and the first part of 2008, and between July 2008 and June 2009 Poland was presiding the
cooperation. It was 2005-2006, when Hungary held last time the presidency. Hungary took
over the new presidential tasks that began in the second part of 2009.

The Visegrad Cooperation has now evolved and has been trivialised in a good sense. The
focus is much more on practical details instead of monumental events. Basically, the
intergovernmental cooperation works on expert level and in an operative way.

2
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In practice, it means that colleagues of the ministries and other institutions keep daily contact
for defining practical tasks of the cooperation and evaluating the given opportunities.
Therefore, intensive consultations are taking place in order to undertake new challenges
arising from the new situation given after the Schengen accession of the four countries.

The matter of revising jointly the practice of issuing visas deserves special attention regarding
EU aspirant and future aspirant countries in the long run. Bearing in mind the need to comply
with the EU law, it is prioritised by the Four that the new Schengen borders do not isolate
citizens of states being out of the area. In the field of environmental protection and energy
security as well, the Four shares common interests in many aspects.

Besides intergovernmental cooperation, cultural and civic dimensions represent increasing
significance. Since the time the Visegrad Group was formed, cultural relations have gradually
grown more active. It is becoming more and more obvious that even organisations set up by
citizens of the four countries, namely the representatives of the civil society are looking for
mutual cooperation as well.

We trust that research projects already in progress will provide a platform for further
scholarly cooperation. Today, clearly, within the framework of the EU, Visegrad cooperation
is not designed to be against any other country. On the contrary, the improvement of relations
with neighbouring countries and regions is a top priority. In this spirit, the Visegrad countries
support a number of projects and offer scholarship programs for countries of the Eastern
Dimension of the European Neighbourhood Policy as well as for the western Balkans.
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While the territorial proximity of the V4 countries can be beneficial when pursuing crossborder cooperation, not many issues can be seen as being common to all V4 members.

Experience since EU accession clearly proves that the number of issues bearing a central
European identity has been limited or non-existent. The countries from the region still regard
each other as competitors rather than friends and that, after 20 years of systemic changes, is
not very promising. In spite of this, the four countries could certainly find issues of strategic
and regional importance, such as environmental problems.

The benefits of V4 membership within the EU can be viewed in the context of cohesion with
regard to the EU budget mostly via Structural Funds interventions but also via the Common
Agricultural Policy.

That is why it is very important to form a cohesion-friendly coalition among V4 states in the
next budgetary negotiations. These negotiations in their early stages may begin during the
Polish presidency of the Council (in the second half of 2011), together with the closure of the
budget mid-term review which will occur under the Hungarian Presidency, preceding the
Polish one. These circumstances show how important our common policy stands may be in
the coming years.

Cooperation is not limited to V4 member states only given that psychological proximity
among traditional partners promotes contacts of various kinds. According to us, territorial
proximity is a good basis for cross-border cooperation, which can be beneficial for all V4
members and their many, especially smaller, firms.
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The same holds for local governments, as is known from European cross-border projects in
which they actively participate to obtain funding for projects aimed at improving social and
economic conditions as well as cultural relations with neighbouring cross-border regions.

The V4 regularly cooperates with other countries in central Europe with Austria and Slovenia
within the so-called Regional Partnership, and with the V4's eastern neighbours as part of the
so-called V4+ concept. Moreover, the V4 closely cooperates also with various regional
groups of countries in the EU, specifically the Benelux countries, the countries of the Nordic
Council of Ministers and countries of the western Balkans.

Five years in the EU has shown that the importance of the single, border-free market for
goods, services and capital is huge. The V4 region represents a natural entity from the
viewpoint of history and cultural mentality, and the values of the population. Large
investment projects in the region would be possible only to a very limited extent if the V4
countries were not part of the single EU market and the market in the region was segmented
into small national states. The single market is of high importance also for border regions,
because it enables access to the markets of neighbouring countries. Bratislava-Gyor-Vienna
region is considered to be the one with the biggest development potential in Europe. But
construction of transport infrastructure is crucial for the further development of cross-border
cooperation3.

At the beginning of 2009, Slovakia became the first V4 country to adopt the European single
currency. Further extension of the eurozone across the other V4 members is unlikely in the
near feature.

3
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While at an official level adoption of the euro in Slovakia has hardly had an impact on the
operation of the V4, some psychological effects can be identified. Between the central
European countries there has been obvious competition for the title of "leading position" in
the region. Each of the countries played the role of 'pre-eminent' for a while, from the
economic point of view. The euro has meant that recently Slovakia occupied the leading
position. However the advantage of having the euro now seems to be rather a disadvantage as
Slovakia's competitiveness because of exchange rate movements may worsen significantly,
hurting economic performance more here than in other V4 countries.

The adoption of the euro has certainly increased the attractiveness of Slovak firms for foreign
partners. But the adoption of the euro in itself cannot serve to attract foreign investors or
partners as a substitute for well-performing firms with high-quality and innovative products.
The European currency can only ease business by reducing transaction costs and making
intra-EU price competition more transparent4.

Some negative aspects to the adoption of the euro in Slovakia can also be seen, for example
the consumer spending drain to cheaper neighbouring countries like Poland and Hungary, but
these effects are only marginal.

Twenty years after the fall of the Iron Curtain and the collapse of economic cooperation
within the Council for Mutual Economic Assistance, also known as Comecon, there remains
the question of whether former members of the council and now clustered in the V4 can
utilise some advantages when doing business with former Soviet republics.

4
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While 15 years ago one would have immediately responded that such advantages were
knowledge of language or traditional long-term business relations, the situation has
substantially changed. Nowadays the situation is more structured some firms have been active
in continually developing existing relations with those countries since 1989, while other firms
have gradually reoriented their operations towards Western markets. In any case, there is a
huge opportunity to benefit from doing business with many post-Soviet republics, or, if the
Soviet bloc is more broadly conceived, with other post-communist countries of central and
eastern Europe.

International economic relations between countries in central Europe underwent radical
change between 2004 and 2007 on account of the two waves of European Union enlargement,
which created new conditions for economic development and convergence.

Notes

2. Rácz György ed. (2009), Visegrád 1335., International Visegrad Fund, Bratislava
3. Jana Liptáková (2009), Business Prospects in V4, Visegrad Countries Special, The Slovak
Spectator, issue of 31 August 2009, pp.3
4. Tamás Novák (2009), Macroeconomic outlook and challenges in the V4, Visegrad
Countries Special, The Slovak Spectator, issue of 31 August 2009, pp.3
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2. Economic situation of the V4 countries since their EU accession

EU accession lent new momentum to the economic growth and therefore convergence of all
the new member states, including the V4 countries with the exception of Hungary, where the
initially higher rate of growth had slowed substantially by 2007 and living standards,
measured in terms of per capita GDP, have merely stagnated since joining the EU in contrast
to the dynamic growth recorded in the other new member states. Hungary's per capita GDP
figure stagnated between 2004 and 2008 at a time when the other members of the V4
converged by more than 8 percent, on average, towards the living standards of the more
developed EU countries.

Table 1.1 GDP per capita in PPS in the Visegrad countries, 2004-2008

On Table 1.1 it can be seen that Hungary was the only V4 country which could not take
advantage of the EU accession. It was one of the most-developed countries among the new
member states in 2004 and it has become one of the least-developed ones by 2008.

We can see in the table that Hungary was the only country with decreasing GDP per capita
compared to the EU average in the given period. It also has to be mentioned that it was not
surprising that Slovakia could adopt the euro in 2009, since it has reached the highest GDP
growth per capita since the accession. Due to their economic policies, Slovakia and the Czech
Republic could enhance their economies by creating favourable conditions for businesses and
citizens as well.
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Table 1.2 GDP growth in the Visegrad countries, 2004-2008

On the Table 1.2 the abovementioned statement is justified that Hungary has lost importance
in Central-Eastern-Europe since joining the EU, compared to the neighbouring countries. The
GDP growth compared to the previous year showed that it is only Hungary which could
hardly achieve growth in the past few years. Slovakia has again remarkable figure, e.g. in
2007 it could increase the economy by more than 10%.

On the whole, the region developed at a pace rarely seen before in its economic history and
accelerated the rate of convergence, though it will be practically impossible to repeat this in
the near future. The economies in the central European region are supposed to formulate
radically different economic strategies under the new domestic and international conditions.

Table 1.3 Employment rate in the Visegrad countries, 2004-2008

If one looks at the labour market conditions of these countries, it can be seen that the rate of
employment is far behind the expected. According to the Lisbon goals, all the regions of the
EU have to reach 70% of employment by 2010. Table 1.3 clearly shows that all the Visegrad
countries are far away from that rate and they do not have much time left to meet this goal.
The highest increase in that regard was achieved by Slovakia and Poland by 2008, while
Hungary could not create jobs in great amount in the given period. There are still many
people working in the black economy due to the unfavourable taxation on labour costs.

Table 1.4 Unemployment rate in the Visegrad countries, 2004-2008
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As for the unemployment rate, even biggest differences can be observed among the
countries. All of them could sharply decrease this rate, except Hungary. Three countries could
almost halve their unemployment rate by 2008, while Hungary increased it.

Analysing the figures and comparing them to the EU27 average, we can see that three
countries out of the four has been trying to catch up with the economies of the older EU
member states, but Hungary could not manage to define a good strategy for the economic
development of the country. The longer it takes to find the right path, the more difficult will
be to catch up with even the neighbouring countries. It will mean a serious problem when we
get to talk about the euro adoption. It will be very difficult to manage the tradings in Central
Europe when there will be euro in all the countries except Hungary. It will make all the
accounts really difficult and it will not help the economic development either.

3. Development potentials of each country

Surprisingly for many, new euro area members – Slovakia and Slovenia – are heading
towards an increasingly severe downturn in growth in comparison to what was previously
expected.

Slovakia's opportunities for growth are very much limited in the current situation by the
country's vulnerability linked to its one-sided economic structure. The automobile industry is
very sensitive to cyclical trends, and the crisis has hit this sector extremely hard, even in spite
of the measures taken by government to stimulate demand in the sector.
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In the long run it may even be questionable just how much an economic structure based on
the car industry will be capable – if at all – of reaching previous levels of growth.

The Czech Republic and Poland have relatively stable fundamentals. In Poland,
management of the crisis has not taken the form of bank bailout packages or international
loans linked to economic conditions but in a continuation of the structural reforms that had
already been launched. However, this only partly explains the endurance of the country vis-avis the crisis: what is even more important is that it has a very large domestic economy by
central European standards and, relatively speaking, is less open, which means changes in
international demand do not affect it as much; additionally, domestic demand together with
the domestic market are able to reduce the pace of the economic slowdown.

Nonetheless, the fact that the IMF provided Poland with a flexible credit facility in spring
2009 to overcome any unexpected financial difficulties just demonstrates the unpredictable
and increasingly severe consequences of the crisis. It is important to note that this credit
facility can be used at any time and is not tied to any conditions, i.e. it is only there as a safety
net.

The Czech Republic enjoys relatively stable macroeconomic conditions, but external demand
is much more important than for Poland which is why the Czech economy is set for much
more challenging times over the coming period than Poland's; however, given its features, the
economy it is now likened more to healthier Poland than to other economies in the region.
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Hungary does not really "stand out" from the other economies in central Europe in terms of
expected growth. Yet because of the country's vulnerability and its level of debt it is more
often than not grouped with the Baltic states. For this reason there are no reserves which
could provide more budgetary options, as is the case in more stable countries (such as the
Czech Republic and Poland), nor are there any tools available to stabilise the situation, such
as the euro in Slovakia, while the domestic market is too small on its own to stabilise demand.
What should not be forgotten is that thanks to the stabilisation measures taken, demand had
narrowed significantly and the economy had slowed down in Hungary even before the crisis
erupted.

From the perspective of growth and convergence based on both internal (investments,
consumption) and external (capital flows, trade) factors it is evident that the new member
states which have coped better with the crisis so far are those which have produced high but
not overheated growth since accession coupled with an appropriate level of external and
internal financial stability, a low budget deficit and a healthy public debt indicator.

Hungary is in the fourth worst position (after the Baltic states) having lost its growth
momentum three years ago (when the external environment was much more benign)5.

Slovakia is in a dubious position as regards growth trends because while its equilibrium is
stabilised by the euro, the economy is structurally one-sided which represents a major risk for
the coming period. There are already signs that the economic downturn in Slovakia could be
such that it nullifies the majority of the economic successes achieved in previous years.

5

Kollár K.-Goda P. (2009)
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The Czech Republic and Poland are in a relatively healthy position, but a significant and
lengthy economic downturn cannot be reuled out, particularly for the Czech Republic, given
that it is very open to the external economy and dependent on exports. With its larger
domestic market, Poland may well be able to "ride out" the next phase of the crisis with a
minor downturn.

The Visegrad countries have been quite attractive for foreign capitals recently6. Due to the
quality production as emerging markets, they were preferred by foreign investors. Since 20
years after the change of regime is quite a long period, most of the foreign companies have
already penetrated into this market. The major task of the governments in the last 20 years
was to attract foreign investments into the countries, but nowadays there are several other
markets with much more favourable business conditions, therefore such business conditions
have to be created which keep the investors in Central Europe and not encourage them to
move to the east. This is both economic and political decision, so sometimes the governments
do not choose the right and most appropriate way to make it.

Figure 1.1 FDI inflow to the Visegrad countries, 2001-2009

On Figure 1.1 it can be clearly seen that before the 2004 enlargement the mostly preferred
countries were the Czech Republic and Poland, the latter one keeping and even increasing its
good position after 2004.

6

Ministry for National Development and Economy (2009)
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However, the foreign direct investment per capita in 2008 was the highest in the Czech
Republic (about EUR 7.500) and the second country was Hungary with almost reaching EUR
7000.

Based on the abovementioned facts, it can be stated that there are big economic differences
between the Visegrad countries, which makes it really difficult to cooperate with each other
and regarding each other as allies instead of competitors. However, the Visegrad countries
believe that there are certain fields where they can cooperate to achieve mutual benefits. In
order to facilitate such cooperations there are several funds available in the European Union,
so hopefully the countries take it into more consideration while defining their strategies for
the future.

The core element of the cooperation strategy has not changed: the aim is to strengthen the
economic and social integration of the border areas. Due to Hungary’s and Slovakia’s EU
accession, the border between these countries has become one of the internal borders of the
EU. However, its “abolition” did not happen from one to another. As a result of the accession,
several potentials of the area can be utilized, allowing the free movement of the people and
goods.

The “disappearance” of the state borders results in also the disappearance of the obstacles in
front of the economic, social and cultural cooperations between the two countries, enabling a
mutually more efficient use of the capacities and infrastructures of the border areas, therefore
their competitiveness may improve due to such cooperations.
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Unfortunately, one of the major obstacles of the closer relationship between Slovakia and
Hungary is the limited accessibility. Thus, transnational programs aim to support the
development of the existing transportation and communication infrastructure. Apart
from the modernization of the existing networks, there are opportunities to expand the range
of infrastructural elements, especially in those areas where there is a river in between.

Development programs greatly support the integrated development of the economies of
border areas to improve their competitiveness and to contribute to the job creation. Therefore,
they focus on the improvement of the conditions of business cooperations and on the
encouragement of efficient and coordinated use of the existing R&D potentials.

Tourism is one of the major income sources of the region. In order to develop this potential
mutually, it is necessary to jointly develop the touristic attractions and to encourage the
regions.

The key element in the improvement of the competitiveness is the development and efficient
use of human resources. Therefore, building the relations between the educational
institutions and the development of such institutions are also supported. In addition, there is a
great emphasis on encouraging the cooperations on the labour market as well as on their
integrated development.

The greatest value of the border areas lies in their nature. The protection of nature requires
efforts from both countries. Since environmental pollution – including the pollution of air and
rivers – does not stop at the border, the protection against environmental risks can only be
efficient if we do it jointly.
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The most important aspect of successful cross-border cooperation is if people accept and
understand one another and are ready to cooperate. Therefore, the cooperation between
communities has to be urged, thus bringing the people closer to each other.

Notes

5. Kollár K. – Goda P. (2009), The assessments of economical subsystems for improving the
potential of the Hungary’s economical competitiveness. In: Káposzta, J.: New elements and
research in spatial economy. Scientific Book. Research Institute of J. Selye University,
Komarno, 2009. pp. 181.
6. Ministry for National Development and Economy (2009), “Overview of foreign direct
investments in Hungary”, Budapest

4. EU programs available for cross-border cooperations

The 2000-2006 programming period

In the structural policy framework of the EU, four Community Initiatives existed between
2000 and 2006, namely INTERREG (interregional cooperation), URBAN (sustainable
development of urban areas), LEADER (development of rural areas) and EQUAL (fight
against the labour market inequalities).

INTERREG program was launched in 1989 by the European Commission to urge the
cooperation between regions along the internal borders of the Union.

458

The main objective was to find solutions jointly for the problems of the areas of the same
geographical character, but which are divided by the borders. In the following phases of the
program special attention was paid on the cooperation between the bordering European
countries of the Community and the regions of the EU with similar conditions. INTERREG
has three basic forms of cooperation which differ from each other on the basis of the area of
cooperation:

(1) Cross border cooperation INTERREG IIIA

•

participating areas: bordering counties of two (or three) countries (NUTS III level)

•

overall objectives: development of economic and social cross-border relations

•

major areas of support: cooperations between SMEs, local economic development,
development of urban and rural areas, human resource development (R&D, culture,
health care, education), environment protection, renewable energy, transportation,
information and water management cooperation, legal and public administration
cooperation etc. (investments, studies etc.)

(2) Transnational cooperation INTERREG IIIB

•

participating areas: Europe has been divided into 13 macro-regions. Hungary (with
its total area) takes part in the cooperation for Central-Europe and the Balkans
(CADSES program)

•

overall objectives: transnational cooperation to facilitate the territorial integration of
Europe
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•

major areas of support: joint elaboration of transnational development strategies,
establishment of an efficient and sustainable European transportation network,
promotion of the accession to the information society, environmental cooperation,
protection of cultural and natural resources with great emphasis on the water
management etc. (especially studies, concepts, plans, softwares etc., and smaller
infrastructural investments) (www.cadses.net)

(3) INTERREGional cooperation INTERREG IIIC

•

participating areas: organizations from all over the country with partners from
anywhere from Europe

•

overall objectives: the development of the strategy and the instruments of the regional
development and cohesion in a cooperation for the whole Europe.

The present programming period (2007-2013)

In the current financial period the abovementioned initiatives do not exist anymore in their
traditional form. They have been transformed as follows:
•

INTERREG has become one part of the objective named European Territorial
Cooperation;

•

member states can submit model URBAN projects (the initiative does not exist
anymore, but there is support available within the European Regional
Development Fund);
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•

LEADER continues its operation but not in the framework of the cohesion policy.
It has become the part of the new European Fund for Agriculture and Rural
Development;

•

EQUAL does not exist anymore, but its principles remain among the main
guidelines (support is available within the European Social Fund).

Based on the abovementioned, INTERREG has become one of the three objectives of the
Structural Funds. According to the proposal of the Commission, new legal entities, so-called
European Territorial Cooperation Groups (including regional and local authorities) are
responsible for the implementation of the cross-border programs and the handling of the funds
on the border areas.

The new cooperational objective (the third objective of the three new ones) aims at facilitating
a much closer territorial integration of the Union in all dimensions. While doing so, the
cohesion policy supports the balanced and sustainable development of the territories of the
Union at macro-regional level, and due to the cross-border cooperations and the share of best
practices reduces the „effects due to the existing borders”.

The priorities and funds of the European Territorial Cooperation:
Compared to the INTERREG III 2000-2006 programs, the following changes have been made
to the priorities:

1.) Cross-border cooperation
There are bilateral programs existing, except for the Ukrainian border.
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European Regional Development Fund – EU’s internal borders:
•

Austria - Hungary; Slovenia - Hungary; Slovakia - Hungary; Romania - Hungary

Instrument for Pre-accession Assistance – on external borders (candidate and potential
candidate countries):
•

Croatia - Hungary; Serbia and Montenegro - Hungary

European Neighbourhood and Partnership Instrument – on external borders:
•

Ukraine – Slovakia – Romania – Hungary.

2.) Transnational cooperation
Since the current 18 participating countries of the CADSES area differ from each other very
much concerning their economic-social situation, as well as geographical endowments,
keeping them together would have decreased the efficiency of the transnational projects. It
would have halted the development of the developed areas and the catching up of those
lagging behind.
Therefore, the European Commission favoured the division of the macro-region into
two, which was supported by Hungary as well. Thus, the CADSES area has been separated
into two parts for the period 2007-2013, namely the Southern-Eastern Europe and CentralEurope.

3.) Interregional cooperation
The aim of the interregional program continues to be the increase of efficiency of the regional
policy as follows:
•

innovation and knowledge-based economy, environment protection and riskprevention;
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•

exchange of experience, share and spread of best practices including sustainable
urban development as well;

•

studies, data collection and analysis on the Community’s development;

•

new European Neighbourhood Policy for those who permanently remain outside
the EU. The aim of this new strategic cooperation is not to allow sharp differences
to appear along the new external borders of the Union. It is not a key element of
the enlargement process (former Soviet states and the Mediterranean areas,separated from Ukraine (excluding Croatia, Serbia-Montenegro – potential
members.).

Detailed priorities of the European Territorial Cooperation objective:
1.)

Joint

and

sustainable

development

of

cross-border

economic-social

and

environmental activities, especially through
•

the strengthening of entrepreneurship;

•

the promotion and development of common environmental management and
protection;

•

the support of the relationship between urban and rural areas;

•

the reduction of isolation, better accessibility to transportation, information,
communication networks and services, as well as to energy systems;

•

the development of infrastructure to enhance the cooperation and common use,
especially in the field of health care. Apart from all this, the European Regional
Development Fund contributes to the administrative cooperation, the cross-border
labour market initiatives, the gender equality and the more efficient development of
human resources and R&D potentials.
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2.) Transnational cooperation aims at the financing of the establishment of spatial
development networks at the borders on the seashores, focusing on the fields listed below:

•

water management;

•

improving accessibility, including the investments over the borders of the transEuropean networks, facilitating the interoperability of the local, national and crossborder networks;

•

risk prevention, including the development of marine security and the prevention of
environmental risks;

•

scientific and technological network dealing with the balanced development of the
transnational area.

3.) The increase of the efficiency of the regional policy through interregional cooperations:

•

programs related to innovation and knowledge-based society, environment protection
and risk prevention,

•

exchange of experience to identify, share and transfer the best practices.

In order to finance the INTERREG initiatives, the Structural Funds (especially the European
Regional Development Fund) have been available both in the former and the present
programming period. Between 2007-2013, EUR 7,4 billion (2,4% of the structural budget)
has been allocated for this purpose 7.

7

Nagy-Tóth-Káposzta-Keszthelyi-Pesti (2007)
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According to the Act 1083/2006/EC (article 3, paragraph 2, point c) the European
cooperation aims at strengthening the cross-border cooperation through joint local and
regional initiatives, and urging the transnational cooperation with the application of
instruments leading to integrated territorial development in accordance with the
community priorities.

According to the Article 7 of 1083/2006/EC resolution, the eligible areas are all the NUTS III
level territories of the EU on the internal and certain external continental borders, as well as
NUTS III regions on marine borders within maximum 150 kms distance, considering the
harmony and the necessary adjustments during the cooperations.

European Territorial Cooperation Central-European Transnational Cooperation Program
2007-2013 (Central European Space – CES):

The key of the transnational cooperation programs is to look for solutions for areas of several
countries facing the same problems.
Transnational projects are usually carried out with 10-15 partners from 5-7 countries. The
projects are especially of scientific, planning and professional character. They do not include
investment or purchase elements.

Priorities planned:
• Supporting innovation in Central-Europe
• Improving the internal and external accessibility of Central-Europe
• Responsible use of the environment
• Improving the competitiveness and attractiveness of cities and regions.
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Participating countries:
EU member states: Austria, Czech Republic, Germany (not the total area), Hungary, Italy (not
the total area), Poland, Slovakia, Slovenia
Non-EU states: Ukraine (not the total area)

Hungary - Slovakia Cross-border Cooperation Operational Program 2007-2013:

This program is being implemented in the 2007-2013 programming period within the
European Territorial Cooperation objective and it aims at the strengthening of economic and
social integration of the border regions in long terms.

Areas of support:
• cross-border business cooperations,
• R&D&I cooperations,
• joint touristic projects,
• health care,
• network/partnership programs and project management capacities,
• joint use and development of human resources,
• building relationship between people,
• cross-border environment protection,
• cooperation to protect the nature,
• small-scale development of the transportation infrastructure (roads, bicycle routes,
public transport),
• better facilities for border crossing over the rivers along the borders,
• development of communication channels over the borders.
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Hungarian side: Győr–Moson–Sopron, Komárom–Esztergom counties, Budapest, Pest,
Nógrád, Heves, Borsod–Abaúj–Zemplén and Szabolcs–Szatmár–Bereg counties.
Slovakian side: Pozsony, Nagyszombat, Nyitra, Besztercebánya and Kassa counties.

The total budget of the program is EUR 207 million, of which 176 million (85%) is the
contribution of the European Regional Development Fund. The minimum required own
contribution of the applicants is 5%.

INTERREG IVC Program

Authorities and stakeholders at local and regional level have a vital role to play in the
achievement of the EU’s strategies for growth, jobs and sustainable development. The
exchange, sharing and transfer of policy experience, knowledge and good practices will
contribute to the success of this objective.

The INTERREG IVC Program is part of the European Territorial Cooperation Objective of
the Structural Fund policies for the period 2007-2013. It aims, by means of interregional
cooperation, to improve the effectiveness of regional development policies and contribute to
economic modernisation and increased competitiveness of Europe, by:
•

Enabling local and regional actors across the EU to exchange their experiences and
knowledge;

•

Matching regions less experienced in a certain policy field with more advanced
regions;

•

Ensuring the transfer of good practices into Structural Funds mainstream programs.
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There is another instrument for V4 cooperation in addition to the abovementioned EU funds,
which is the own endeavour of the Visegrad countries, called the International Visegrad
Fund.

The International Visegrad Fund was established in 2000 to encourage closer cooperation
among the V4 countries through the support of common projects in the fields of culture,
science and research, education, youth exchange, cross-border cooperation and promotion of
tourism8.

As a region, Central Europe - including the Visegrad countries - has always been at the
crossroads between West and East and has therefore often been hotly contested.
The main aim is to develop and promote cultural cohesion of the region, mediate
understanding of one another and build on the common grounds of the region within the
broader European integration.

To date, the Fund has supported more than 1,700 projects and awarded nearly 400
scholarships and 40 artist residencies. The current annual budget of the International Visegrad
Fund is €5 million and is created by equal contributions from the member states. As a rule,
funds are distributed to the member countries proportionally. This of course does not involve
third countries as recipients, however, in 2007, almost 15 percent of the budget went to
neighbouring countries such as Ukraine, Belarus and so on.

8

www.visegradfund.org
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Presently we are experiencing sort of a "renaissance of Visegrad" reflected in a continuous
rise in applicant interest, the increasing quality of projects and also in the fact that the Fund's
budget has been increased several times since the fund's inception, comparing the Fund's €1
million budget in 2000 to its €5 million budget today. The Prime Ministers decided in June
2009 on a further increase of national contribution to the IVF (EUR 1,500,000 per states up to
EUR 6,000,000 totally) to be implemented from 2010 onwards.

The four countries adopted common positions on a number of issues and succeeded in
harmonising their interests. European and other partners are keen on making contact with the
Four, while meetings and dialogues in V4+ formats have became regular. Other groups of
regional cooperation (Benelux, Baltic3 countries, Nordic Council of Ministers) look to the
Visegrad Group as a potential partner. Today, the renewed Visegrad Cooperation covers three
major dimensions: cooperation on foreign and European policies, sectoral cooperation
and the civic dimension.

Notes

7. Nagy H. - Tóth T. – Káposzta J. – Keszthelyi K. - Pesti Cs. (2007), Az Európai Területi
Együttműködés (ETE) Operatív Program és annak elemei (in English: The elements of the
European Territorial Cooperation). in: Felkészülés az Európai Unió forrásainak fogadására
(in English Preparation for receiving the funds from the European Union, ed: Bujáki Gábor),
Gödöllő
8. http://www.visegradfund.org/, December 2009
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Conclusions

Based on our study and the abovementioned figures it is obvious that the Visegrad countries
need to cooperate with each other to achieve mutually beneficial results. It is true that it is
not easy to persuade the citizens and the politicians of these countries to cooperate, but in
long term it is the only way to improve competitiveness. Unfortunately, nowadays the
political forces do not facilitate such cooperations, but due to EU funds we hope that
developments can be separated from political issues and we can work for a common goal in
the region.

There are many possible ways for joint developments, since all the four countries are among
the less-developed regions of the European Union based on the GDP per capita. There is room
for development in order to catch up with the Western-European countries. The EU accession
of the Central-Eastern-European region has resulted various consequences in the 12 new
member states. Some of them could reach higher economic growth, while others declined.
There are two countries, namely Slovania and Slovakia, who managed to get into even the
euro-zone in the past few years.

The global economic crisis had struck these countries very hard, so the current economic
situation is even worse than before. Under such circumstances it might be even more
important to cooperate and to look for solutions for the structural difficulties with joint
efforts. Since these regions are not among the most developed ones of the EU, there are many
funds available for their economic and social development and cohesion from the EU budget.
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There are many fields of the economy where developments would be necessary in these
countries, because there are rural areas where even the basic infrastructural services are not
provided. 20 years after the change of regime and in the transition to market economy, neither
the economic nor the social situation is at the expected level.

Finally, let us list up a few potential fields of developments which require more attention from
the Visegrad countries.

Energy security is the most often mentioned challenge now facing the Visegrad Group (V4),
while others include the further enlargement of the EU and handling the impacts of the global
economic crisis. When looking more closely at economic aspects, experts cite the need to
keep the Visegrad region competitive and secure a successful transition from traditional
industries to knowledge-based ones.

"The gas crisis in January 2009 showed that energy security is of key importance for the
economic development of the region," Alexander Duleba, the director of the Research Centre
of the Slovak Foreign Policy Association (SFPA), told The Slovak Spectator. 9

"There are no regional interconnections of infrastructure for transit of natural gas and crude
oil within the V4. If the V4 arrangement is not used to bring about a change, this will cast
doubt on the pure essence of regional cooperation within the V4."10

9

http://www.visegradgroup.eu/main.php?folderID=1082&articleID=4038&ctag=articlelist&iid=1
http://www.visegradgroup.eu/main.php?folderID=1082&articleID=4038&ctag=articlelist&iid=1,

10
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A successful transition from traditional industries to knowledge-based ones seems
crucial for the region to remain competitive. Under some pessimistic scenarios one could
also expect some worsening of the situation in regional competitiveness. Fortunately, despite
some negative signs - like the increasing unemployment rate in Slovakia, and problems in
Hungary- so far we have evidence of a rather good position across the region as a whole.

Unfortunately, education, R&D and innovation did not have determining roles in the
communist-era, therefore it is very difficult to consciously allocate sources for such purposes
from the budget nowadays. Based on former experiences, the qualification of the graduates
and experts of these countries has been of very high quality, but most of them decided to
move abroad to get the desired salary for their expertise.

The research institutes and educational institutions used to be state-owned/financed, so their
management did not need to think about their competitiveness and quality level. But due to
the recent changes and the Lisbon strategy of the EU, all the member states have to pay more
attention to knowledge and innovation. According to the EU’s resolution, every region has to
increase the R&D spending to 3% of their GDP by 2010. Based on the current figures, most
of the EU states do not even reach 0.5%, not to mention the desired 3%.

The other problem with the spending on research and development is that such sources do not
come from the private sphere (enterprises) which could use and transfer the scientific results
directly to the economy, but most of these sources still originate from the state. The state does
not

really

pay

attention

what

scientific

results,

what

innovations,

what

new

products/technologies/services would be necessary in the economy, so the scientific
researches cannot be adjusted to the real demand.
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The Visegrad countries had all close relationship with the EU in the past, since the most
important trade partner was the Union itself. These countries have very important export
goods, which are easily tradable in Western-Europe. Therefore, the major force behind the
economic development of the V4 countries will remain their export orientation and foreign
direct investment. However, in order to be able to enhance the exports, products with higher
added value have to be produced in these countries, meeting the quality standards of WesternEurope and meeting the quality-management requirements.

But the V4 countries, except for Poland, lack domestic sources for sustainable and long-term
growth. Due to this fact the economic development path of the countries is expected to be
quite similar over the next few years. These characteristics reinforce the competing nature of
their economies. Only large-scale, region-wide investment project can be important for all the
affected countries, in order to unite their forces, but it requires strong political will and a
cooperative approach. The latter is obviously lacking due mostly to political problems
between Hungary and Slovakia.

It is very sad though, that the Hungarian economic policy does not urge the incoming of
foreign direct investment due to the changes in the taxation system and the administration in
the business sphere. While taking the austerity measures, the government does not have a
willingness to reduce the taxes, therefore a lot of companies choose Slovakia to be the venue
of their head office/operation. The favourable taxation conditions in Slovakia and in Romania
increase the tension further among these countries, so the cooperation is becoming more
difficult.
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According to other figures and researches, the largest potential for cooperation within the V4
is in tourism, services, manufacturing, chemical production or agriculture. On the other
hand, agriculture in particular is a sector where traditional national protectionism is fully
supported by many politicians and, due to EU policy, competition is undermined, resulting in
problems with competitiveness11.

As a final conclusion we can state that cooperation must be voluntary to achieve good
results both in the business and in the public sphere.

Notes

9.http://www.visegradgroup.eu/main.php?folderID=1082&articleID=4038&ctag=articlelist&iid=1
10. http://www.visegradgroup.eu/main.php?folderID=1082&articleID=4038&ctag=articlelist&iid=1

11. Tóth T. - Goda P. - Urbánné M. M. (2009), „Fenntarthatóság elemei a terület- és
vidékfejlesztésben”. (in English: The elements of sustainability in the spatial and rural
development). Környezettudatos energiatermelés és – felhasználás, pp. 292.

11

Tóth T. – Goda P. – Urbánné (2009)
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Appendixes

Table 1.1 GDP per capita in PPS in the Visegrad countries, 2004-2008

Czech Republic
Hungary
Slovakia
Poland
EU 27

GDP per capita, %, in PPS (EU27=100%)
2004
2005
2006
2007
2008
75,1
75,9
77,5
80,3
80,1
63,4
63,2
63,4
62,6
62,8
57
60,2
63,4
67,1
71,8
50,6
51,4
52,3
53,8
57,6
100

100

100

100

100

Source: Eurostat, European Commission

Table 1.2 GDP growth in the Visegrad countries, 2004-2008

Czech Republic
Hungary
Slovakia
Poland
EU 27

GDP real growth rate %, on previous year
2004
2005
2006
2007
2008
4,5
6,3
6,8
6,1
2,5
4,9
3,5
4
1
0,6
5
6,7
8,5
10,6
6,2
5,3
3,6
6,2
6,8
5
2,5

2

3,2

2,9

0,8

Source: Eurostat, European Commission

Table 1.3 Employment rate in the Visegrad countries, 2004-2008

Czech Republic
Hungary
Slovakia
Poland
EU 27

2004
64,2
56,8
57
51,7
63

Employment rate, %
2005
2006
2007
64,8
65,3
66,1
56,9
57,3
57,3
57,7
59,4
60,7
52,8
54,5
57

2008
66,6
56,7
62,3
59,2

63,5

65,9

Source: Eurostat, European Commission

476

64,5

65,4

Table 1.4 Unemployment rate in the Visegrad countries, 2004-2008
Unemployment rate, %
2004

2005

2006

2007

2008

Czech Republic
Hungary
Slovakia
Poland

8,3
6,1
18,2
19

7,9
7,2
16,3
17,8

7,2
7,5
13,4
13,9

5,3
7,4
11,1
9,6

4,4
7,8
9,5
7,1

EU 27

9,1

8,9

8,2

7,1

7

Source: Eurostat, European Commission

Figure 1.1 FDI inflow to the Visegrad countries, 2001-2009

Source: Ministry for National Development and Economy
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Critical Analysis of Employment in Public and Private Organized
Sectors in India for the Period 1996 to 2006

D.Mahajan1, A.Agawal1, B. Rajput1

1

National Institute of Construction Management and Research, Pune, India

Abstract: India has sufficient intelligence to do the developments in the country substantially
and effective use of this intelligence may take country in the next generation. Central
government of India formulated various types of policies of employment in India. Period of
ten years, starting for year 1996 to year 2006 has been considered as a crucial period of
development in India since various advanced techniques had been adopted and implemented
by Indian government towards the design and development of various projects and even in
this period most of the Indians understood the importance of education. Most of the public
and private organized sectors in India have provided extremely good opportunity to the skilled
and unskilled manpower to get in to the competition. It is required to have a critical analysis
of employment what has happened in public and private organized sectors in India during
1996 to year 2006 because this period is before the recession and going to affect employment
for next many years. In this paper efforts are made on critical study of gap analysis of
recruitment during this decade. The ratio of recruitment of female candidates is not up to the
mark. The Critical review of employment was required to prove the sector wise imbalance
and sex wise imbalance to show the need of equal opportunities in public and private sectors.
This paper includes statistical Analysis, various suggestions to improve the employment in
India with suitable findings of employment in public and private sectors in India.
Key Words: Critical Review, Gap Analysis, and Imbalance in Recruitment
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Introduction
India is a second largest country in population in the world with population of 1028.7 millions
as per 2001 census which shows 21.3% growth in population with respect to previous period1.
India does have sufficient intelligence to develop the country substantially. The effective
human resource management planning may take country in the next generation. Due to
insufficient opportunities in the domestic market, country has noticed brain drain in recent
past. After independence the agricultural yield is increased in India but in the recent past it
has been decreasing. The total production of food grain was 212 million tones in 2001- 2002
and the next year it declined to 174.2 million tones. Agriculture growth rate in India declined
by 5.2% in 2002- 2003. The growth rate of the agriculture sector in India grew at the rate of
1.7% each year between 2001- 2002 and 2003- 20042. Total value of mineral production was
Rs. 568.07 billion in 2000-2001, Public sector contributes over 85 percent of the total value of
mineral production3. In this paper only the employment in the organized sector is considered
for the study. Central government, State governments and other private bodies keep
formulating various policies to promote the employment in public and private sectors.

Public Sector
Employment details of the public sector between the years 1996 to year 2006 are given branch
wise i.e. Central Government, State Government, Quasi Government and the Local Bodies in
Table No 1.

1

Census of India.
Maps of India.
3
Karna Jalan, SWOT Analysis of Indian Mining Industry.
2
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TABLE NO. 1
Number of Employment in Public Sector
(in Lakh persons)
1996

1997

1998

1999

2000

2001

2002

2003

2004

2005

2006

Central

33.66

32.95

32.53

33.13

32.73

32.61

31.95

31.33

30.27

29.38

28.60

State

74.14

74.85

74.58

74.58

74.60

74.25

73.84

73.67

72.22

72.02

73.00

Quasi –

64.58

65.35

64.61

63.85

63.26

61.92

60.20

59.01

58.22

57.48

59.09

21.92

22.44

22.46

22.59

22.55

22.61

21.75

21.79

21.26

21.18

21.18

194.2

195.5

194.1

194.1

193.1

191.3

187.7

181.9

180.0

181.8

7

7

8

Local
Bodies
Total

185.8
9

9

8

5

4

8

3

(Source: Ministry of Finance Government of India, <http://indiabudget.nic.in/es2008-09/chapt2009/tab31.pdf>,
Statistical Table of Employment in Organized Sector – Public and Private)

Based on above employment in public sector the percentage share of employment of
respective branch is shown in Table No 2.

TABLE NO. 2
Percentage share of Employment in Public Sector

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

2006

Central (%)

17.3 16.8 16.8 17.1 16.9 17

15.7

State (%)

38.2 38.3 38.4 38.4 38.6 38.8 39.3 39.7 39.7 40

40.1

Quasi –(%)

33.2 33.4 33.3 32.9 32.8 32.4 32.1 31.8 32

31.9

32.5

11.3 11.5 11.6 11.6 11.7 11.8 11.6 11.7 11.7 11.8

11.6

17

16.9 16.6 16.3

Local
Bodies(%)
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In year 1996 the total employment in public sector was 194.29 lakh persons where in year 2006 it
shows 181.88 lakh persons employment. From year 1996 to year 2006 the percentage table shows
the recruitment percentages in central government decrease by 1.6 percentages where as state
government employment is increased to 1.9 percentages. As stated earlier the population growth
of India is 21.3 percentages but employment in the public sector is declined from 194.29 lakh
persons to 181.88 lakh persons over the decade. The major reasons may be for this is less salary
structure to the public sector employees as compared to private sector organizations. Also the
nature and quantum of work exposures are better in the private sector; hence employees are more
prone towards that sector.
Industry wise Analysis
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TABLE NO. 3
Employment in Various Industries in Public Sector.

(in Lakh persons)
1996

1997

1998

1999

2000

2001

2002

2003 2004

2005 2006

Hunting 5.40

5.33

5.30

5.15

5.14

5.02

4.83

5.06

4.93

4.96

9.78

9.37

9.26

9.24

8.75

8.61

8.47

10.30

10.14 11.46

16.61

16.16

15.69

15.31

14.30 13.50 12.60 11.89

11.30 10.92

9.46

9.56

9.54

9.62

9.46

9.35

9.13

8.74

8.60

8.49

11.59

11.34

11.09

11.07

10.92

10.81 10.26 9.48

9.32

9.11

8.94

1.62

1.64

1.64

1.63

1.63

1.63

1.81

1.84

1.82

30.92

30.84

30.84

30.77

30.42 30.09 29.39 28.15

27.51 26.75

12.94

12.88

12.95

12.96

12.81 12.30 13.77 14.08

14.08 13.90

97.47

97.37

97.94

97.71

98.30 97.35 96.09 92.76

92.52 91.76

Agriculture
and

4.69

etc
Mining

and
9.93

quarrying
Manufacturing 17.38
Electricity,
9.23

Gas, Water
Construction
Wholesale and
1.57

1.82

Retail trade
Transport,
Storage

and 30.92

communication
Finance,
insurance, Real 12.80
Estate
Community,
Social,

&
95.20

Personal
services
Total

194.29 195.59 194.18 194.15 193.14 191.38 187.73 185.80 181.97 180.07 178.73

(Source: Ministry of Finance Government of India, <http://indiabudget.nic.in/es2008-09/chapt2009/tab31.pdf>,
Statistical

Table

of

Employment

In

Organized
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Sector

–

Public

and

Private)

India being country of agriculture the employment in the agricultural and related area expected
to be more than 2.8 % of the total employment in the year 1996 where as in the year 2006, the
employment in the same shows 2.6 percentage of the total employment. In sector of
manufacturing employment share is decrease by 2.8 percentages during the above said decade.
The growth of country is mainly due to transport and communication sector but employment in
this sector is declined by 0.9 percentages in the said decade.
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TABLE NO. 4
Employment in various Industries in Private Sector

(in Lakh persons)
1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Agriculture
and

Hunting 9.19 9.12 9.04 8.71 9.04 9.31 8.55 8.95 9.17 9.83 10.28

etc
Mining

and
1.07 0.92 0.91 0.87 0.81 0.79 0.68 0.66 0.65 0.79 0.95

quarrying
Manufacturing 50.49 52.39 52.33 51.78 50.85 50.13 48.67 47.44 44.89 44.89 45.49
Electricity,
0.42 0.41 0.42 0.41 0.41 0.52 0.42 0.50 0.47 0.49 0.40
Gas, Water
Construction

0.53 0.54 0.74 0.71 0.57 0.57 0.56 0.44 0.45 0.49 0.55

Wholesale and
3.17 3.17 3.21 3.23 3.30 3.39 3.35 3.60 3.51 3.75 3.87
Retail trade
Transport,
Storage

and 0.60 0.63 0.65 0.69 0.70 0.76 0.76 0.79 0.81 0.85 0.87

communication
Finance,
insurance, Real 3.06 3.22 3.41 3.58 3.58 3.70 3.91 4.26 4.58 5.23 6.52
Estate
Community,
Social,

&
16.58 16.44 16.77 17.00 17.23 17.34 17.42 17.56 17.92 18.20 18.78

Personal
services
Total

85.12 86.86 87.48 86.98 86.46 86.52 84.32 84.21 82.46 84.52 87.71

(Source: Ministry of Finance Government of India, <http://indiabudget.nic.in/es2008-09/chapt2009/tab31.pdf>,
Statistical Table of Employment In Organized Sector – Public and Private)
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In recent past may people have sold their lands due to hype in land prices in the real estate
market due to which the people who were deployed in agriculture is forced to divert in other
industries. In table no. 4, the employment in the sector of finance, insurance, real estate is
more than doubled. Where as, in the sector of transport, storage and communication
employment is marginally increased. In the sector of manufacturing, employment share is
decreased by 10 percentages in the decade. This indicates overall employment share is
decreased and the same time the population of the country is also increased. The employment
in the various private sector industries in transport, storage and communication is very less
because most of the projects in these areas are handled by the public sector organizations.
Ratio of employment share distribution of private employment in India is comparatively good
than the public employment. In the manufacturing industry private sector was having more
than fifty nine percentages share of the total employment in the private sector. This is
absolutely important to substantial growth of the country. This proves more skilled and
unskilled personnel were employed in private manufacturing sector in the year 1996.

Public Sector Analysis by Sex
The detail of employment in public sector by sex is shown in Table No5.
TABLE NO. 5
Sex wise Employment in Public Sector
(Lakh persons)
1996

1997

1998

1999

2000

2001

2002

2003

2004

2005

2006

Male

167.94

168.31

166.55

166.04

164.57

162.79

158.86

156.75

153.07

150.86

151.85

Female

26.35

27.28

27.63

28.11

28.57

28.59

28.87

29.05

28.90

29.21

30.03

Total

194.29

195.59

194.18

194.15

193.14

191.38

187.73

185.80

181.97

180.07

181.88

(Source: Ministry of Finance Government of India, <http://indiabudget.nic.in/es2008-09/chapt2009/tab31.pdf>,
Statistical Table of Employment In Organized Sector – Public and Private)
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Percentage share of Employment in Public Sector By Sex
1996

1997 1998

1999 2000 2001 2002

2003

2004 2005

2006

86.4

86.1 85.8

85.5 85.2 85.1 84.6

84.4

84.1 83.8

83.5

Female(%) 13.6

13.9 14.2

14.5 14.8 14.9 15.4

15.6

15.9 16.2

16.5

Male (%)

Above figures show the gap between the employment of male and female candidate in the
said period in the public sector. 167.94 lakh persons male employment in year 1996 and it is
decrease to 151.85 in year 2006; this indicates ratio of Male candidate is decreased by
2.9 % over a decade.
For female candidates it started with 26.35 lakh personal and incremented to 30.03 lakh
persons in ten years of time, which indicates ratio of female candidate is increased by 2.9 %.
But still the female employment percentages are less as compare to male candidates

TABLE NO. 5
Sex wise Employment in Private Sector
Private Sector By Sex (Lakh persons)
1996

1997

1998

1999

2000

2001

2002

2003

2004

2005

2006

Male

67.20

67.77

67.37

66.80

65.80

65.62

63.83

63.57

62.02

63.57

66.87

Female

17.92

19.09

20.11

20.18

20.66

20.90

20.49

20.64

20.44

20.95

21.18

Total

85.12

86.86

87.48

86.98

86.46

86.52

84.32

84.21

82.46

82.52

88.05

(Source: Ministry of Finance Government of India, <http://indiabudget.nic.in/es2008-09/chapt2009/tab31.pdf>,
Statistical Table of Employment in Organized Sector – Public and Private)

Private Sector By Sex
19961997 1998 1999 2000 20012002 2003 2004 2005 2006
Male (%) 78.9 78

77

76.8 76.1 75.8 75.7 75.5 75.2 77

Female(%) 21.1 22

23

23.2 23.9 24.2 24.3 24.5 24.8 25.4 24.1
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75.9

Above figures show the gap between the employment of male and female candidate in the
said period in the private sector. 67.20 lakh persons stare male employment in year 1996 and
it is decrease to 66.87 in year 2006 which indicated the ratio of male candidate is decreased
by 3%. For female candidates it started with 17.92 lakh personal and incremented to 21.18
lakh persons in ten years of time which indicates ratio of female candidate is increased by 3
%. But still the female recruitment ratio is less as compare to male candidates.
300
250
200

Male

150

Female

100
50

Total

06
20

04
20

02
20

00
20

98
19

19

96

0

Sex wise Employment in Public and Private Sector

Above figures show the huge gap between the employment of male and female candidate in
the said decade period in the private sector and public sector combined together. 235.40 lakh
persons male employment in year 1996 and same is decrease to 218.72 in year 2006. For
female candidate’s employment started with 44.26 lakh personal and incremented to 51.21
lakh persons in ten years of time. But still the female employment ratio is less as compare to
male candidates in public as well as in private sector. In year 1996 female employment were
18.80 % of the male candidates in organized public sector and in year 2006 it has been
incremented to 23.41 % of male candidate, which is positive sign of involvement and
contribution of female in overall growth of the country. This could have been possible due to
various employment polices towards female recruitments in public and private sectors. The
major reasons for the above said conditions is that there are some areas where, female
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employees are not ready and encouraged to work because of their limitations and prevailing
customs in India. The sectors like manufacturing, transport, storage and communications,
electricity, gas, water are not recommended for female employees. Some steps need to be
taken to increase of share of female employment in these sectors. As seen from table no 3 & 4
the percentage of employment in retail sector is comparatively less, in this sector female
employment can be promoted as these sector provides very conducive environment for female
employment. Government of India has taken initiative to reserve 30% female employments in
both the sectors to promote the share of female employments, however, this step to become
reality may take its on time to increase the female employments in organized sectors.

Conclusion
This analysis shows the ratio of male and female employment in organized public and private
sectors in India. The ratio analysis shows 3.2 percent of increment in female employment and
3.2 percent decrement in male employment from year 1996 to year 2006. Actually it should
have been more than what it is since government is consistently declaring that the males and
females have equal opportunities to work. To bring the female employment ratio near by male
employment it was necessary to increase female employment ratio as compare to male
employment.

In the Agriculture and Hunting industry more employments can be seen in

private sector instead of government because India is always considered as a country of
agriculture. In case of Mining and quarrying the public sector growth shows satisfactory as
compare to private sector. In case of Manufacturing Industry gap remained between public
and private sector. Both the industries show the decrement of employment in the said decade
period. It is essential to adopt more employees in public sector manufacturing industry to fill
the gap between private and public sector. In Electricity, Gas, Water industry public sectors
have more employees than private as expected. Construction Industry should have more
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employment in private and public sector. Transport, Storage and communication had a good
distribution but from 1996 to 2006 it has been observed that the employment is decreasing
which should not be in case of country like India. Finance, insurance, Real Estate industry
public sector shown increase employment but the ratio is more of private sector. In case of
Community, Social, & Personal services public sector has more employment than private
sector.
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The Impact of Global Cotton Markets on Rural Poverty in West
and Central Africa
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Abstract: Cotton Markets has improved rural welfare and contributed to global economic
growth in the CFA franc Zone countries of West and Central Africa (WCA). Production has
increased fourfold in the last two decades, Close to 30 percent of total exports come from
cotton sales and involve directly over 10 million people in the region and making the
region the world’s second largest cotton exporter, with a share of world exports of 15
percent. The objective of this paper is to measure the impact of changes in world
commodity prices on poverty in rural WCA, with particular focus on cotton prices. These
structural factors help explain the levels of poverty in WCA, one hypothesis is that the
increase in rural poverty is the result of an adverse trend in world commodity prices,
particularly cotton, a major commercial crop, and other agricultural commodities. And the
role that EU and American subsidies and tariffs play in fixing the global cotton price, the
World Trade Organization (WTO) ruling against cotton subsidies and the partnership
formed by Benin, Burkina Faso, Chad, Mali to lobby for better access to Western markets.
As well as looking at other policy options that Benin, Burkina Faso,Chad and Mali have to
redress inequitable trade and development policies and the lessons that can be learned by
other Developing African countries.
Key Words: cotton market, poverty in rural WCA, EU and American subsidies and tariffs
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Introduction
Cotton plays an important role in the economy of the West and Central African (WCA)
countries. The economic significance of cotton in the WCA countries can be measured by its
contribution to the GDP and by its sizable share of total export earnings. For countries such as
Chad, Burkina Faso, Mali, and Benin, cotton contributes between 5 and 10 percent of total
GDP and between 20 and 43 percent of total export share (ICAC, 2003). An estimated 10 to
15 million people in the WCA countries depend on cotton for their livelihood (Fortucci,
2002). The dependence on cotton explains the vulnerability of these countries to downturns in
cotton prices.
In the last decade Sub-Saharan Africa’s total production and exports of cotton have
substantially increased passing from 0.94 and 0.55 million metric tons to 1.2 and 0.96 million
metric tons for the 1992/93 and the 2002/03 marketing year, respectively (USDA, 2003). With
nearly 85% of Africa’s total cotton production, WCA region is the world third largest exporter
of cotton fiber after the United States and Uzbekistan. The recent increase in cotton
production in WCA countries may be attributed to a more liberalized agriculture. In the last
two decades, these countries had implemented structural adjustment policies to reform their
economy as recommended by the International Monetary Fund and the World Bank. Although
the pace and scope of the reforms varied from country to country, their
Primary objectives with respect to agriculture were to limit government intervention, to
premierships in trading and distribution of agricultural products and inputs, and to eliminate
all forms of subsidy to the different sectors, including the cotton sector (Lele, 1990). Despite
the economic reforms that took place, producer price in the WCA countries remained on
average at about 53 percent of world price between the 1997/98 and 2000/01 period (Badiane
et al., 2002).
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The elimination of major sources of distortions at the domestic level and the increased
production levels that follow have not resulted in higher export revenues from cotton. In fact,
export earnings from cotton have considerably declined. Watkins and Sul (2002) estimated
that Sub-Saharan African countries have cumulatively lost 334 million of U.S. dollars in
exports earnings due to subsidies to cotton producers in the United States. Total government
assistance to U.S. cotton producers have consistently increased over the years. Between
1996/97 and 2001/02 marketing years, total assistance passed from 0.9 to 3.6 billion dollars,
while world prices plummeted from 79 to 42 cents a pound (Baffes, 2004). As a percentage of
A-index, total assistance received by U.S farmers reached record highs in 2000/01 of 75
percent of the A-index (Baffes, 2004). While it is undisputed that a combination of factors,
including a sluggish world economy, high yields, and polyester prices played a significant
role in the downfall in world cotton prices, the WCA countries were critical to the subsidies as
the main reasons for their export earning losses. Although a removal of the subsidies for
cotton would benefit WCA countries in the short run, whether the effects on these economies
would be sustained over time remain to be seen, especially if Australia, Brazil, and Argentina
are included in the analysis.

Results
Economies of Central and West African Countries
The Central and West African Countries stands out as the world’s poorest, most
politically fragile region. With the backing of multilateral organizations and bilateral donors,
African governments have attempted in recent years to improve by liberalizing and
restructuring their economic and political systems. Through privatization of public activities,
deregulation of national industries, and freeing of international trade, they have agreed to
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limit their reach. They also have promised to allow greater political competition and more
open public debate. Yet, the economic payoff has been disappointing.
Economic reforms are matters of public policy-laws or rules that express collective
goals and provide rewards and punishment to attain them. But policies are no more effective
than the institutions that underlie them. Institutions, defined as stable, recurring patterns of
behavior, help determine what policies are chosen and how they are executed.1 Where
institutions are weak or ineffective, policy is likely to be the same. A public effort, say, to
combat political corruption will not get far without an effective ombudsman, inspector
general, or other office to carry it out. The effectiveness of such offices, in turn, depends on
factors that include the caliber of the personnel involved, the resources at their disposal, and
the level of popular demand for their services. Public policies stand or fall according to their
institutional support. Yet, our understanding of why institutions are established and function
properly is far less thorough than our understanding why they do not, although success is
often a better teacher than failure. While much of Central and West African countries’ recent
history is marred by interest groups, political parties, elected officials, and public
bureaucracies that accomplish little, there are exceptions. Business associations, technocratic
groups, and other organizations have been an impetus for reform in some countries, though
these constructive experiences have not been well documented.
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Table:01 Growth and Performance

Total

GDP

Total GDP

(constant

Total GDP per growth

Total Pop.

US$)

capita (US$)

(annual %)

1997

34300142

8955855478

4798.36

0

1998

35225850

9938108543

4983.8

11%

1999

36207106

9938323269

5051.58

0%

2000

37260119

9017005058

4986.5

-9%

2001

38391589

10018177624

5088.72

11%

2002

39594554

11222563379

5193.47

12%

2003

40854636

14826338125

5436.19

32%

2004

42150512

18476992907

6259.98

25%

2005

43466246

21143882594

6345.4

14%

2006

44797103

22898385608

6451.89

8%

Source:United Nation Statistics Division, National Accounts

The central challenge facing WCA economies is to reduce poverty through higher
levels of economic growth. Long-term, broad-based economic growth is essential for WCA to
increase incomes and reach its potential to become a significant trade and investment partner
in the world economy. Although WCA has historically had the slowest growth of any region,
its performance is improving substantially, lending hope for the future. Table 1 WCA
economies have continued to sustain the growth momentum of the 1990s, recording an overall
real GDP growth rate of 32 percent in 2003. More than 30 sub-Saharan African countries
recorded higher economic growth rates in 2007 than 2004. But these growth rates must be
sustained and accelerated in order to have a significant impact on poverty and increase living
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standards. Furthermore, the increase in HIV/AIDS infection rates is taking its toll on Africa's
workforce and has become a serious threat to WCA's economic well being
Half the population of Western and Central Africa suffers from food insecurity and
rural poverty. The Central African countries of Cameroon, the Central African Republic,
Chad, The Congo, D. R. Congo and Gabon are the worst affected, with 48% of the population
estimated to be undernourished compared with 16% in the west African countries of the
region. Cameroon, The Congo, D. R. Congo, Ghana, Mali and Nigeria all have population
growth rates of 2.8% or above, compared with a 1.7% average for all developing countries.
But economic growth has generally not kept pace with population; indeed, at the end of the
twentieth century, Côte d’Ivoire, Niger and Togo experienced negative GNI growth. Countries
in the region have taken the first steps towards economic and sectoral reform, but progress
remains fragile, partly as a result of political instability. Some 20% of the region’s population
currently resides in countries experiencing civil strife, and the impact of the wider-scale
unrest of the mid-1990s is still delaying development efforts and creating human suffering.
Countries affected include The Congo, D.R. Congo, Guinea-Bissau, Liberia and Sierra Leone.
And the toll HIV/AIDS is taking on livelihoods and economic development cannot be
overlooked. Desertification in the Sahel threatens the livelihoods and food supply of the
populations of Chad, Mali, Mauritania and Niger. Environmental factors, including
insufficient or erratic rainfall, have been exacerbated by overgrazing and inappropriate
agricultural practices. Yet there have been positive developments as well. A number of West
African countries – Senegal, Ghana, Benin and Mali – serve as striking examples of
democratic transition. Civil-society organizations have blossomed throughout the region,
opening the door to more broad-based and participatory ownership of development initiatives.
In part due to more favorable policy regimes, food production growth has been strong in
many countries.
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By 1980 the left-hand mode of the distribution had decreased considerably in size. The
distributions began to look more right-skewed, unimodal, especially in the weighted
international distribution: 73 countries had a life expectancy between 65 and 75, compared
with 31 countries between 55 and 65, and 35 countries between 45 and 55. But by 2000 the
two modes become evident once again, especially in the unweighted distribution, although
there is more mass in the right mode of the distribution.
In 1980, the average life expectancy in four regions—Middle East and North Africa,
East Asia (excluding China and Japan), South Asia, and Sub-WCA —was below the world
average.8 Between 1980 and 2000, rapid increases in life expectancy in the first three of these
regions were globally Inequality-reducing, while the decline of life expectancy in WCA in the
1990s boosted inequality by stretching the bottom tail of the distribution. By 2000, only South
Asia and WCA were below the world average, with the difference in life expectancy at birth
between these two regions having increased from 5.8 years to 15.6. Between-country
inequality declined until the early 1990s and then increased back to its 1980 level by 2000.
The large decline in life expectancy at birth in WCA more than offset the inequality-reducing
effect of growth in South Asia in the 1990s.Over a longer period (1820–1992) Bourguignon,
Levin, and Rosenblatt (2004a) show tremendous gains in life expectancy at birth (rising from
approximately 27 years to 61 years), unequally distributed at first, then equalizing in three
waves between late nineteenth century and 1990. Decades of consistent improvements in life
expectancy at birth came to a screeching halt in the 1990s (table 3.1). Between-country
inequality among developing countries is as high as it has ever been since 1960. So, there is
some convergence in life expectancy at birth over a long period, although there are significant
losses in the 1990s in WCA, mainly caused by AIDS, and in some European and Central
Asian countries.9 With the developed countries reaching a biological limit at the top of the
distribution and many regions catching up to them, the inequality of life expectancy in the
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world will become more a function of changes in health and population growth inWCA
barring a major health catastrophe elsewhere in the world.

Imports and exports in Central and West Africa
The sub-Saharan African countries in the Franc Zone utilize either the West African
CFA or the Central African CFA, which are both pegged to the Euro. Although there was a
decline of about 50 per cent in real (inflation-adjusted) cotton prices between 1995/1996 and
2005/2006, these countries nevertheless increased production and exports by about 70 per
cent. This was due mainly to the CFA devaluation of 1994, which shifted domestic cotton
prices in the farmers' favour and thus encouraged cotton production.
The Private-sector–based importation and distribution systems. Three different
institutional Constellations are discernable currently, corresponding to the following cases: (a)
where the national company is alone in charge of the procurement and distribution system; (b)
where the national company imports through private importers but remains in charge of the
distribution process; and (c) where an ATA organizes the procurement process on behalf of
farmers, but importation and distribution are handled by private operators. In the transition
process, one could envisage countries moving progressively from the first to the third
constellation. In that process, countries in which the national company is directly in charge of
importation and distribution, the next step would be to move to a system where the company
imports through private traders. The subsequent step would be to set up an ATA-type
mechanism to take over the organization of the procurement process from the national
company. These two steps could be taken simultaneously, in cases where farmer organizations
have sufficient capacities to set up and manage such a mechanism. In countries where such a
system already exists or where the national company procures through private traders, the
immediate next step should be to establish transparent competitive bidding procedures. The
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systems at this stage should attract only professional importers and distributors who are able
to mobilize the necessary financial resources and are willing to make long-term investments
in import and distribution activities. The final move from the ATA type system to a fully
decentralized procurement system would depend on the availability of an effective input
credit recovery mechanism and the degree of decentralization of primary cotton marketing.
The move becomes less urgent, however, if the ATA-based system is coupled with transparent
and competitive bidding procedures.

Source: Foreign Agricultural Service, Official USDA Estimates
A study was conducted in order to assess export growth between 1960 and 2008, with
regional specialization being measured on the basis of exports in 1997. Export growth
between 1960 and 2008 was divided into three components. The first is the structural
component, which measures the impact of the difference between the sectoral structure of the
region and of WCA. The second is the differential component, which captures the proportion
of the difference between Central and West Africa export levels, sector by sector, assuming
that the structural composition of the regional economy is the same as the national one; this
component reflects the different abilities and attitudes of businesses and the region when
exporting abroad by comparing industrial activity type. The third is the allocative component,
which captures the covariance between the structural and the differential component, which in
turn indicates the region's degree of specialisation in sectors where exports are above the
WCA average (or unspecialized in sectors that export less than the national average). In other
words, the allocative component is positive wherever regional performance is better than the
national one, meaning that Central and West specializes in this secto the results of this
analysis make interesting reading and highlight the determinants for WCA's less-thansatisfactory export figures in recent years. Grew at a higher rate than the national average in
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the ten-year period considered (+89% tones 2006 compared with +2% tones in 2001). The
study shows that a considerable surplus in the differential component (+19.4%) enables WCA
to compensate for its deficit in both the structural component (-12.9%) and the allocative
component (-4%). In other words, the region specialises in export sectors that grow slower
than the national average (in particular, fishery products, textiles and clothing, leather and
footwear, wood, and other manufacturing)

Cotton production zones in West and Central Africa
Cotton is produced to some extent in Benin, Burkina Faso, Chad; the main cotton
producing zones in the region are indicated in table 02. While some cotton is produced in
most countries in WCA and has in some cases been part of diversifi ed smallholder farming
systems for centuries (e.g. Mali), the bulk of production is concentrated in the semi-arid
Soudano Sahelian savanna which has increasingly variable rainfall in the context of climate
change. Cotton is suited to this climate and it is a key cash crop for small farmers in these
areas. The CFA Franc zone has benefi ted from long term investment in structured national
cotton commodity chains. This zone alone produces some 80% of the region’s cotton. Cotton
is particularly important for the 4 countries where it has ranged from 5-10% of GDP – Mali,
Benin, Burkina Faso, and Chad. Most of the rest of WCA cotton is produced in Nigeria. In the
last 25 years, WCA farmers increased land areas for cotton cultivation in response to market
liberalization falling yields and the need to maintain incomes in the face of a long term
downward price trend on international markets, for which most WCA cotton was destined
(save for the rise for a few years from 2003). This was due to increased use of synthetics,
subsidized cotton production - particularly in the US and Europe - and more recently
increased availability and marketing of more uniform BT cotton, well-suited to textile factory
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production needs due to the conformity of fibers produced and smaller amount of debris,
despite its technically lower quality than traditional WCA cotton.
The region now produces over one million tons of cotton, compared to 15929 tons in
the 1970s. Most is exported as seed or lint, with the key exception of Nigeria which consumes
most of the cotton produced (either processed into oil or textiles). West and Central African
cotton exports progressively rose from 1961-2001, and reached some 13 per cent share of the
international market in 2004-5 (if taken as a region, WCA recently became the second
exporter after the US, overtaking Ukraine).
Certain economies, particularly those in the CFA Franc zone, are highly dependent on cotton
exports for foreign exchange earnings. In 2004, cotton accounted for almost 50 per cent of
Burkina Faso’s national export earnings, between per cent for Benin, 36 per cent for Chad and
14 per cent for Mali. However, producers saw prices on international markets fall below the
cost of production in 2002 to less than 35 cents a pound. Despite a subsequent recovery of the
price of cotton, international prices remain volatile. Furthermore, the medium-term outlook
for prices to African cotton producers looks bleak given the failure to conclude the Doha
Round of trade negotiations and thereby to eliminate subsidies provided to cotton producers
in key cotton producing developed countries. Small farmers in WCA are, however, fl exible,
opportunistic and responsive where they have the capacity and incentives to change the mix
of agricultural products they produce. Recent trends indicate that cotton farmers are indeed
switching to food grains given dramatic price rises for grains in the last 2 years. Final seed
cotton production estimates across the region indicate 2007/8 was the worst year for
production since 1994-5. This shows the remarkable capacity of West and Central African
smallholder farmers to adapt strategies to respond to market demand and, where conditions
allow, take up new productive activities in the face of price volatility.
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Table:02 Cotton Production and Export s

Source: Foreign Agricultural Service, Official USDA Estimates

This WCA region is characterized by a process of rapid demographic, social,
agricultural and economic transformation, with population expected to double by 2050. The
24 Countries of the West and Central Africa (WCA) region have a total population of 333
million, 60 per cent of which are considered ‘rural’. Thirteen of the 24 countries are among
the bottom 22 of the Human Development Index. Some 60 per cent of the population of the
region lives on less than a dollar a day and the majority still depend on agriculture for their
livelihoods. Most of the poor still live in rural areas and depend on agriculture and
smallholder farmers constitute a majority of the rural poor.

Agricultural subsidies
Obstacle to the development of the African cotton sector
One the most significant causes on which most experts agree is agricultural subsidies
policies mainly implemented by the European Union (EU) and by the United States.
For instance, for the 2001-2002 campaign, the amount of subventions3 granted to cotton
producers reached:
• 700 million $ US in the EU
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• 3.7 billion $ US in the US
These subventions favoured a surplus of production in industrialized countries. These surplus,
poured in the world market, and sold at prices inferior to their real cost of production,
accentuate this trend to the fall of world cotton prices.Face to their subsidized competitors,
African cotton cannot be competitive anymore, in spite of its high quality and of its low cost
of production. Indeed, the low cost of the workforce and the small size of exploitations, more
manageable, grant to African cotton producers a major comparative advantage.
According to the International Cotton Advisory Committee (ICAC)4, in Burkina Faso,
the Production of one pound of cotton costs 0.21 $ US. In the US, the same pound of cotton is
produced at 0.73$ dollars. However, the subsidies granted to American producers guarantee,
in world markets, a minimum price of 05.2 per pound. In May 2002, the US adopted a
regulation more commonly called the ‘Farm Bill Act’, aimed at increasing the amount of
subsidies paid to farmers. For the cotton sector, the Farm Bill Act planned to dedicate, in the
next 5 years, 2.5 additional billion $ US per year. It seems unquestionable that such a high
level of subsidies of American and European cotton represents a real distortion of exchanges.

Tariff and non tariff barriers
The tariff and non tariff restrictions which prevail in the European and American
economic areas make it difficult for African cotton to access their markets. Despite the fact
that the current trade liberalization contributes to the reduction of tariff barriers, these latter
tend to be replaced by non tariff barriers. Sanitary, phytosanitary and particularly technical
norms represent major obstacles to African cotton exports. Among the problems underlined, it
is namely about the fact that these norms are set in industrialized countries. They do not
always take into account specificities of the African cotton sector.
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Subvention policies
Painful socio-economic cost for Africa
In 2001-2002, the Oxfam published a report, American subsidies led to a loss of 301
million $ US for the whole Sub-Saharan region.
Financial prejudices generated by these subvention policies diminish revenues of the balance
of trade of these countries.
The table below gives an estimation of the loss that some countries from Western and Central
Africa, the most stricken ones, have undergone in 2002, due to American Subsidies.

Loss related to American subventions to cotton
Country

Real revenues from

Total exports benefits if

Losses due to

cotton

American subsides were

American

exports*

withdrawn*

subsides

Benin

124

157

33

Burkina Faso

105

133

28

Chad

63

79

16

Mali

161

204

43

* The figures used are those of the 2001-2002 seasons. Values are expressed in million $ US.

In total, American subsidies prevented Western and Central Africa from beneficiating
of 203 additional million $ US from their cotton exports. Such losses not only directly affect
all actors of the African cotton sector, from the farmer to the industrial operator, but they also
reduce governments capacities to grant significant budgets necessary in key areas such as
health or education. For instance, according to the World Health Organization (WHO), in
2001, a country like Burkina Faso funded its health expenses with 38 million $ US. If one
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takes a look at the figures above-mentioned, one will observe that cotton export revenues
losses experienced by Burkina Faso represent not less than 75% of its health budget.
Cotton production plays an important role in poverty reduction of Western and Central
African countries. Cotton production alternates with food-producing cultivation.
In the Sahel region, for example, possibilities of substitutions are almost inexistent. In 2001, if
a country like Mali received, 38 million $ US dollars as public American aid, it lost more than
43 million $ US due to American cotton subsidies.

Cotton: the symbol for non respect of free trade rules.
Several developing countries rightly estimate that subsidies, high tariff and non tariff
policies practiced by the EU and the US are contradictory to free trade principles encouraged
by the WTO. Some countries like Brazil for example, complained to the WTO, showing that
the USA was breaching the ‘peace clause’6 of the Agreement on Agriculture signed in 1995
during the Uruguay Round. Brazil uses the argument that American subsidies contributed in a
determinant manner to the depreciation of world prices, which reduced its share of market.
On 26 April 2004, the WTO Panel of experts ruled in favour of Brazil. In its interim report,
the WTO panel of experts declared the illegality of American subsidies. Two African
countries -Benin and Chad- associated to Brazil’s complaint as third parties. The WTO clearly
stated that American subsidies were in contradiction with the rules of the Organization and
that they caused a real fall of world cotton prices. In the case the WTO maintains its position;
the USA would be obliged to reform its agricultural subvention program.
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Cotton reforms in the WTO
During an extraordinary session of the WTO Committee on Agriculture, on 16 may
2003, Benin, Burkina Faso, Mali, and Chad presented to the other WTO members a set of
proposal with a view to solving out the question of cotton price distortion.7
Two proposed solutions adopt two main orientations. First, it consists of setting a reduction
plan of the support to production with a view to eliminating them in period time of 3 years.
Second, the initiative launched by these 4 African countries proposed to set transitory
measures under the form of financial indemnity to compensate for the loss undergone, as long
as subventions were not eliminated. In this time, it is interesting to note that Argentina,
Canada and Australia expressed their support to the African initiative. Many countries from
the G-908 also supported the proposals of their partners. They backed the approach adopted by
these 4 African countries, which consists of demanding genuine trade liberalization rather
than a special and differentiated treatment. Cotton becomes an issue more and more present in
negotiations on agricultures which currently take place in the WTO in the framework of the
Doha Development Agenda.

THE EU, current reforms
The European Commission presented in February 2004 an action plan in favour of the
African cotton sector.9 In its communication, the Commission presents the European position
in reaffirming its denial to address the cotton issue aside from global negotiations on
Agriculture in the WTO. Although it does not support the idea of financial compensations, the
EU stresses the necessity to bring an aid to the African cotton sector. The Commission also
insists on the need to diversify the economies as a key means to end the dependency some
African countries have on cotton earnings.
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The text does not oppose to the reduction of subventions, but it indicates that the role of the
EU in price distortions is marginal and that the question should be raised in the framework of
negotiations on Agriculture. The support strategy envisaged by the EU consists of 3 key
aspects:

1. Obtaining fairer trade conditions on international cotton markets.
2. Delivering a trade-related technical assistance in order to help developing
Countries to defend their interests.
3. Supporting African cotton producing countries in consolidating the
Competitiveness of their cotton sectors although not supporting the idea of compensation, the
EU stresses the necessity to bring some financial support to the African cotton sector.

The US: polices for subventions
So far, the USA does not envisage any measure aimed at reducing the level of their
subventions to American cotton production and exports. Like the EU, the US refuses to make
of cotton a specific issue in the framework of the negotiations on Agriculture which take place
in the WTO. The fact that the US does not even question its support policies can be
interpreted as a clear denial to consider any reform despite all the criticisms addressed to the
US system. A World Bank study11 shows that the reduction of cotton subventions constitutes a
necessary step towards an efficient reform of the African cotton sector. Liberalization and the
improvement of the sector competitiveness, so encouraged by the current globalization
context, can only be implemented in the framework of a world market in which African
producers can exploit their comparative advantage.
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The future of African cotton production
The International Cotton Advisory Committee (ICAC) estimates that in the medium
term, cotton price will stay relatively low, below the rate of 0.70 $ US per pound. However, as
long as the price will be superior to 0.50 $ US per pound, African cotton will maintain its
competitiveness. Progress margins in the competitiveness of the sector can be carried out, if
producers improve their productivity, the delivery of inputs, and the quality of their harvests
and as soon as transport infrastructures will be better developed. It is important that the efforts
towards a modernization of the African cotton sector continue, in spite of the absence of real
solutions concerning subventions and the instability of world market prices. International aid
can certainly contribute to such efforts. However, this aid cannot be accepted as a substitute to
the elimination of subsidies from developed countries but rather as a complementary support
while waiting that subsidies suppression becomes effective.
The reduction of $ US exchange rate also constitutes another risk for the stability of
world cotton prices. These variations often lead to a fall of prices in FCFA. Today, cotton has
become a symbolic issue in the WTO. It represents an excellent test as to the way interests of
developing countries can be taken into consideration by the international trade institution.
However, one should pay attention that this symbolic dimension does not harm African cotton
sector and more generally, the choices in terms of development of the Western and Central
African region.

The WTO Agreement on Textiles and clothing (ATC)
The Agreement on Textiles and clothing (ATC) determines modalities which allows
for a gradual integration of textiles and clothing sector in the GATT system. So far, the
textiles international trade rules were subject of the Multifibre Arrangement (MFA), firstly
signed in 1973 and renewed in 1995 by the Marrakech Agreement which led to the creation of
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the WTO. The MFA limited textiles and clothing imports mainly in the EU and US from
competitive countries in textile production. Each of these countries gets an annual quota
which establishes, by group of products, the maximum import quantities authorized in the US
or in the EU. The ATC plans a progressive elimination of this quota system as to the 1 January
2005. It is hard to precisely foresee what will be the consequences of the end of the quota
system on the African textile sector. But there is no doubt that the elimination quotas will play
an influence on competitiveness factors such as
• The cost of the workforce
• The local supplying in fibres and other accessories
• The transport and trading infrastructures
• The proximity of markets
In the framework of the renewal of the African Growth Opportunity Act (AGOA)15, African
textiles producers expressed their concerns as to the expiration, end 2004, of the AGOA
provision which allows them to use raw material from third countries in their preferential
exports towards the US. They wish to see this provision being sustained, namely, in order to
better face the highly competitive situation which will prevail as to January 2005, with the
end of the quota system for textiles. The US Congress indicated its willingness to maintain
this provision until 2007. The current evolution of the multilateral trade regime for textiles
also has some relevance and deserves to be carefully followed as it has some influence on the
future the African cotton sector.

Conclusion
Cotton plays a crucial role in the economic development of several countries of West
and Central Africa. Since the 1980s, cotton production and exports from this region have
increased fourfold, accounting for about 5 to 10 percent of GDP. Close to 30 percent of total
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exports come from cotton sales and involve directly over 10 million people in the region.
Cotton in West and Central Africa is produced by small farmers on rain fed plots living at or
below the poverty level. For most of them cotton is the only product they can export on a
competitive basis. The region contributes today to 15 percent of world cotton exports, second
only to the US.
However, a number of exporters, in particular the United States and the EU heavily subsidize
their cotton producers. In 2001, the cost of these programs was estimated around $4.9 billion,
approximately half of which is provided by the United States ($2.3 billion), and the bulk of
the rest by the EU and – albeit declining – China.
As a result of these distortions, the supply of cotton in international markets has been
artificially inflated, which in turn has lowered its prices on the world markets. Poor exporting
countries like those of Western and Central Africa have been punished the most. Estimates
made by the International Cotton Consultative Committee, the IMF and the World Bank
suggest that the abatement of domestic and export subsidies to the cotton sector would bring
international prices back to competitive market levels, thus raising the incomes of poor cotton
exporters and setting these countries on a course of sustainable growth. The World Bank
estimates that the full removal of cotton subsidies and tariffs would raise the price of cotton in
international markets by an average of 12.9 percent. The global economic welfare boost is
estimated per year at $283 million and sub-Saharan Africa’s to $147 million. The share of the
region’s cotton exports would rise from 12 to 17 percent (Anderson and Valenzuela, February
2006, WB website)
The following months did not witness much progress neither in the overall
negotiations nor in cotton. However, after the summer 2005, WTO members issued concrete
proposals and real negotiations started with the perspective of the December 2005 HongKong Ministerial. Regarding cotton, the weeks preceding the Ministerial were intense.
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Meetings with the C4 counterparts’, in particular the United States, took place in
Ouagadougou or Geneva. Also, the C4 participated in smaller-scale discussions (such as
“green rooms” or mini-ministerial meetings). Again, negotiations in Hong-Kong were tough.
The outcome for cotton confirmed the July 2004 Framework that cotton should be treated
“ambitiously, expeditiously and specifically”. The Hong-Kong Ministerial Declaration treats
cotton specifically under the three pillars of the agriculture negotiations, market access, export
subsidies and domestic support: (i) “All forms of export subsidies for cotton will be
eliminated by developed countries in 2006” (Hong-Kong Ministerial Declaration, 18th
December 2005, WTO document symbol: WT/MIN(05)/DEC) ; (ii) “On market access
developed countries will give duty and quota free access for cotton exports from leastdeveloped countries (LDCs) from the commencement of the implementation period”; (iii) For
domestic support (by the far the highest concern for the C4 countries), the Hong-Kong
Declaration adds that the reduction for cotton should be more ambitious than for agriculture
and implemented over a shorter period. Also, priority in the negotiations has to be given to
cotton.

Abbreviations and Acronyms
ACP

African, Caribbean, and Pacific Group of States

AGOA

African Growth and Opportunity Act (of the United States)

AMS

Aggregate measure of support

ATA

Agribusiness Trade Association

CAP

Common Agricultural Policy (of the EU)

CBI

Caribbean Basin Initiative

CES

Constant elasticity of substitution

CGE

Computable general equilibrium
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CPI

Consumer price index

CRP

Conservation reserve program

DDA

Doha Development Agenda)

EBA

Everything But Arms (agreement of the EU)

EC

European Community

EFTA

European Free Trade Agreement

EPA

European Partnership Agreement

EU

European Union

GATS

General Agreement on Trade in Services

GATT

General Agreement on Tariffs and Trade

GTAP

Global Trade Analysis Project

IMF

International Monetary Fund

ISI

Import substitution industrialization

ITC

International Trade Centre (in Geneva)

LAC

Latin American and the Caribbean

LDC

Least developed countries

MFN

Most favored nation

MTN

Multilateral trade negotiations

OECD

Organization for Economic Co-operation and Development

PTA

Preferential trade agreement

SACU

South African Customs Union

SADC

Southern African Development Community

SDT

Special and differential treatment

SSA

Sub-Saharan Africa

SSM

Special safeguards mechanism
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STE

State trading enterprise

TIM

Trade Implementation Mechanism (of the IMF)

UNCTAD

United Nations Conference on Trade and Development

UR

Uruguay Round

URAA

Uruguay Round Agreement on Agriculture

WTO

World Trade Organization

WCA

West and Central Africa
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Abstract: Our primary focus is to analyze the state and dynamics of development of the
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Introduction
One of preconditions of forward development of agricultural production is forming and
operating the market infrastructure. The market infrastructure is the system of elements that
provide stable and regular functioning of business links and interaction of economic players.
The market infrastructure is a base where system of regional markets is located. It
integrates fields of production, trade turnover and consumption, also supports acceleration of
cash, asset turnover in the economy. Forming well-developed system of the market
infrastructure is the impartial premise of effective operating of enterprises under market
economy's conditions.
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Taking into consideration that agrarian sector of Ukrainian economy has significant
production potential, forming modern infrastructure of agrarian market according to world's
standards is important.
Material and Methods
Nowadays many researches investigate problems of forming and operating the
infrastructure of agrarian market at theoretical aspect, either practical. There are many
opinions of scientists concerning the meaning of the term "infrastructure". Sabluk P. defines
the infrastructure as the system of enterprises, organizations, establishments of production and
non-production domains, which serve producers and form condition for timely and
uninterrupted increment of production output (Sabluk 2000). Hubskyi B. considers that the
infrastructure is the system of establishments, which provide immediate realization of
exchange process as a place of having contact with market agents, i. e. sellers and buyers
(Hubskyi 1998). The leading principle of forming the market infrastructure is the following:
the infrastructure of agrarian market provides common conditions for supporting stable
competitive advantages of all entities in the link of foodstuffs turnover "producer – wholesaler
– retail – final consumer" (Kyryliuk 2009).
In order to carry out of research, we used following methods: conceptual and logical –
for summing up the theoretical tendencies and exploring the possibilities of forming effective
market infrastructure; statistic – to study the state and dynamics of the market infrastructure
development.
The aim of this paper is to analyze the state of operating of the infrastructure of agrarian
market in Ukraine, also to study what is the best way of improvement of the development of
market infrastructure.

Results
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The result of Ukraine's transition to a market-oriented economy was destruction
previous centrally planned system of products sales. In the past it was logically linked system
of procurement planning and distribution agricultural products. All elements of distribution
were controlled and managed by government departments. Producers in advance knew where
to sell their products and at what prices. The system of fixed prices was functioned. The main
aim of the enterprise was to produce agricultural products according to the annual plan that
was composed on the base of Five-Year Plan. Necessarily resources were supplied and
concrete suppliers were assigned in accordance with that plan. Thus agricultural enterprises
knew in advance about their production resources and suppliers.
Nowadays the infrastructure of agrarian market is restructured and destroyed in part.
State deliveries either have changed, or are not functioned at all. Owners of enterprises of
processing industry are private individual. Commercial organizations have an access to
crediting and controlling logistical support of agricultural enterprises. But farms become
aware of monopolistic enforcement from them.
Markets of agricultural products have changed substantially. There are a lot of private
purveyors instead of only state purveyor. It is competition between producers. So it is difficult
to sell products. Unfortunately producers of agricultural products don't have free access to
such components of infrastructure as transportation, warehouse storage, processing
enterprises etc. More than a half of gross output of agrarian sector is produced by individual
farmers. Herewith they are not served by sales organizations. Thus there is a necessity to
organize civilized agrarian market with well-developed system of marketing boards and
supply industry.
After agrarian reforms in Ukraine there are different forms of entrepreneurship. From
1992 commodity exchanges, commercial companies, wholesale markets started work in
Ukraine. However these organizations don't support stability of agrarian market. It is still
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difficult for producers to sell their products and often they have to be adjusted to dumping
prices. For example, in 2008 it was rich harvest of grain, so it was noticed price reduction till
the cost price. As a result producers couldn't earn planned income or they had losses at all.
So the development of market infrastructure of Ukrainian agrarian market is very slow,
because legislative basis and proprietary security are not up to requirements of modern market
of agricultural products.
Nowadays producers of agricultural products work in the conditions of market
economy, where the main aim is making profit. There are two types of markets – primary and
secondary. On the primary market there are direct product deliveries from producers to
processing enterprises. On the secondary market there is selling through middleman. If in the
past, for example, producers supplied a milk or sugar beets to the nearest processing
enterprises, nowadays these products can be transported for a long distance.
Ukrainian producers of agricultural products risk losing a considerable part of profit
because of data gap concerning changes of market situation. Middlemen purchase products
directly in producers, so they take this risk upon themselves. Besides middlemen tries to earn
profit likewise other entities. So from the figure 1 we can see the information about selling of
agricultural products through different types of middlemen.
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Market (through own shops, stalls)
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Fig.1. Production sharing of Ukrainian agricultural enterprises according to sales
outlets in 2008
As we can see from the figure 1, 20% of sales outlets refer to direct deliveries to
processing enterprises. The value of products that rural workers or inhabitants receive in kind
is 4%. These products are used for household, for example food, forage for domestic animals
and poultry. Very small part of these products is sold at city's markets.
The share of products that is sold for consumption by final consumers is 8%. So
summing all these shares of sale outlets we can receive the share of sale outlet at the primary
market. It is 32%.
And the share of products sold to middlemen is 68%. This is the secondary market. In
2008 the value of the products sold through middlemen was more than 38 milliard hryvnias
("hryvnia" is Ukrainian currency) or it's about 3 milliard euros.
We can notice that the share of the crop production in sale's structure of agricultural
enterprises was bigger than the animal produce (fig. 2).
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Fig.2. The value of agricultural products sold by different types of sales outlets in 2008

So the value of crop production sold through different types of sales outlets was about
35 milliard hryvnias, and the value of animal produce – 21 milliard hryvnias. It can be
explained that agricultural enterprises sold large quantity of animal produce directly to
processing enterprises. But as we can see from the figure 2, 51% of animal produce was sold
through other sales outlets. It means through middlemen. For all that direct relationship
between producers and processing industry is chaotic and not well-developed.
The most popular agricultural products, which sold through middlemen, are sugar,
industrial crops, cereals and potato (fig. 3).
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Fig.3. The structure of sales of agricultural products sold through different types of sales
outlets in 2008
On the primary market the most popular products, which sold to processing enterprises,
are grape, cattle and poultry in live weight, vegetables. Therefore there is a problem of sales
on the primary market. The thing is that processing enterprises can reduce purchase prices. It
can be prevented by cooperation or associations of agricultural producers, fixing of limit
prices by government, also forming a transparent market of agricultural products.
So we can draw a conclusion that there are a lot of sales at the secondary market of
agricultural products. But the problem is that it has characteristics likewise "black" economy.
The main requirement of the agrarian market development is operating of commodity
exchanges. This organization consolidates entities and individuals which realize commercial
or production activities. Commodity exchanges do services on making exchange agreements,
monitoring and arrangement of sales.
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In 2008 the volume of concluded exchange agreements on agricultural products sales
was 37,6 milliard hryvnias or 58,2% of the general volume of exchange sales. The biggest
quantity of exchange agreements were in commodity (54,6%), agroindustrial (26,2%) and
universal (11,5%) exchanges. For the last 9 years exchange sales of agricultural products
increased almost in 40 times. But this index is made artificially because of putting into
operating compulsory exchange registration of export contracts. Most of exchange
agreements are spot contracts. But forward or future contracts are more favorable for farmers.
The biggest share of concluded exchange contracts were at commodity exchange of Kyiv
(52,1%), Dnipropetrovsk region (9,6%) and Poltava region (9,3%).
So the operation of agrarian commodity exchanges in Ukraine is ineffective. There are
reasons of this:
• only registered brokerage firms can trade at the common exchange. If farmers wants to
take a part in exchange business, they have either employ a broker or to register own
brokerage firm. So it leads to extra expenses and this is not profitable for producers.
• Even in the case of accepting of favorable brokerage places, producers spend a lot of
time for arrangement of documents and closure of deals. This is not suitable for producers
because agriculture requires exact meeting of deadlines of sowing, cultivation, harvesting etc.
The waste of time for producers means the breaking of technologic process of agricultural
production.
• It is noticed small demand on common exchange's service because many traders
purchase agricultural products directly from producers who are not well-informed about price
situation.
• Imperfection of legislative basis of common exchange's operation.
• Lack of forward and future contracts.
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Another considerable problem of agricultural producers is lack of wholesale agricultural
markets where small-scale enterprises could sell their products. It is really slow down the
development of agriculture. We can consider that is no wholesale infrastructure of agricultural
products in Ukraine. As an exception there are several well-developed wholesale markets in
Lviv, Kherson, Kyiv.
The main reason of this problem is high value of the land because it is placed near big
cities. Also it requires great investments and durable payback period, also high level of
bureaucratic process of launching of this kind of business.

Conclusion
Taking into the consideration of previously mentioned we can say that the modern state
of the infrastructure of agrarian market doesn't facilitate the forming of relationship between
producer, middleman, consumer and government. It has negative influence on the
competitiveness of agricultural enterprises. This problem can be solved by intensification of
the development of components of the market infrastructure. It will assist producers to make
free choice of sales outlet with a view to have a profit. The fundamental components of
market infrastructure should be commodity exchange, wholesale agricultural markets, firm
sales network and system of agricultural consultative services.
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Abstract: “Govern a family as you would cook a small fish – very gently.”
Family business comprises of three systems: the ownership system, family system and the
business system. When the business is just in its introductory stage, the family system
constitutes of a young business family and there is a single controlling owner. But once the
business starts expanding and reaches its maturity stage, the ownership and the family
system also starts enlarging. The ownership system constitutes of sibling partnerships. In the
family system, as the business starts expanding and maturing the transfer of ownership
becomes an issue. Since independence, India has shown a tremendous growth. But with
growing urbanisation and westernisation, the joint family system, once the bedrock of the
Indian social structure, began to increasingly experience severe strains. The joint family
system began to split. One of the major reasons for this split was visible inequality. Thus,
the role of succession planning comes into picture. But what does one mean by the above
mentioned term- Succession Planning? And how will the very knowledge help the small as
well as the large family businesses to survive. The major purpose of this research is to know
whether owners of small family firms (with reference to small family firms of Rajasthan) are
aware of the term “succession planning”, to know if the owners of small family firms have
incorporated any selection procedure and to know whether they choose the successor/new
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incumbent on the basis of specific evaluative criteria or not. Results from 650 small family
owned firms indicate that though majority of the owners/founder are aware of the term
succession planning but still they have not planned for the process because they feel that the
process takes time.
Key Words: small family firms, succession planning, India

Introduction
Worldwide, the Micro, Small and Medium Enterprises (MSMEs) have been accepted as the
engine of economic growth and for promoting equitable development. The MSMEs constitute
over 90% of total enterprises in most of the economies and are credited with generating the
highest rates of employment growth and account for a major share of industrial production
and exports. In India too, the MSMEs play a pivotal role in the overall industrial economy of
the country. India has over 2.6 billion MSMEs constituting more than 80% of the total
number of industrial enterprises. They constitute 45% share of manufacturing output and 40%
share of exports producing over 8,000 value added products. Majority of the MSMEs are
family owned businesses. In recent year’s family businesses have started receiving academic
attention. Family owned or controlled businesses account for an enormous percentage of
employment, revenue and Gross Domestic Product (GDP). Family businesses deserve
attention because they remain predominant in many countries, including India. It is estimated
that more than 97% of all registered firms are family-owned. But what is family business?
Defining a family business is a complex problem. There is a lack of consensus among various
theorists about what constitutes a family: whether it should include only parents and children
or all blood relations and in-laws. According to Ibrahim and Ellis (1994, 2003), a family
business is defined as one “in which at least 51 percent of the business is owned by a single
family; and at least two family members are involved in the management of the business. In
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addition, transfer of leadership to the next generation is anticipated”. Family firms in simple
words include all enterprises that are owned, managed or influenced by a family or families.
But there are certain issues that are present in the family firms which makes them different
from the non-family businesses. Most of the family firms follow the same old traditions
prevalent in their families, they feel proud on their loyalty towards their employees and their
strong cultures and traditions. Though this is a great thing to follow, but it can create
resistance to change. According to Lansberg (1988), most family business know and own just
one business. When it matures, they have few options but to hold on to a declining asset and
as a result the business becomes less able to attract and retain dynamic family and non-family
leadership. In order to run smoothly, effectively, efficiently and without much disputes or
conflicts, family firms need to satisfy the growing expectations of their shareholders as well
as those of the family members involved in the business directly or indirectly. Some family
members along with cash for their shares, they seek personal independence, privacy, and
emotional freedom. Providing cash to such family members often motivate them to comply
and avoid family disharmony and conflicts over monetary issues, but this is done by
sacrificing needed capital for business growth. Arthur Andersen (1995), identified in his
research that one third to one half of all family businesses don’t have next-generation
successors available. Often the next generation leaders/ successors are reluctant to take risks,
because of fear of personal failure and the inevitability of disappointing others. There is also
lack of hunger and drive in the next generation which causes the business to stagnate. Having
strong faith in the traditions and culture, entrepreneurs prefer to follow those similar
traditions. They follow similar pattern of running the business as was followed by their
ancestors. Some successors are not ready to take risk and therefore stick to same business
policies, which makes it difficult for the business to run smoothly in the fast changing world.
Thus retarding business growth and also limiting useful estate planning options that could
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provide more financial resources in the future for growth. When it comes to passing on the
baton, choosing the successor is a very difficult decision to make. Sometimes disparate family
goals, values and needs also pose challenges in the family firms.

Family businesses, especially small business firms constitute most businesses in India, as
anywhere else. Economic liberalization and rapid expansion in the industrial base in recent
years have created growth opportunities for many. Small family businesses are fascinating
because of the mutual dependence of two ecosystems (family and business) that have
inherently conflicting characteristics. Some of the key dimensions that determine the
cohesiveness of both the family and business are: succession planning, remuneration and
rewards planning, recruitment and rewards for non-family professionals, retirement and estate
planning, induction and grooming, ownership structure, preserving wealth, resolving
conflicts, business vision, strategy and governance, family vision, strategy and governance.
Growing interest in succession planning has its positive effects on growth of family
businesses. The need to keep the business in the family has been identified as key motivating
factor for small family firms and therefore comes the role of succession planning in picture.
Researches suggests that only 30 per cent of family firms survive into the next generation, and
just 15 per cent survive into the third generation (Morris, Williams & Nel, 1996). From here
begins the importance of transition/ succession process. Small and medium sized enterprises
are challenged to compete and survive in the rapidly changing environment brought about by
the globalization of the market. Though, the owners are fighting their way out in this age of
information technology, but they know that the real challenge lies somewhere else. They
know they have to face the reality that the business may eventually die or sold, unless it can
overcome the obstacles of passing the baton. Many small business owners devote their lives to
their enterprises. The owner often feels that no one is qualified as he/she, difficult question
arise when a successor is to be chosen before the owner leaves the business. Many family
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businesses delay making this decision only to find that when the owner dies, the family
becomes entangled in a squabble over who will head the operation and what direction it will
take. As long as the founding entrepreneur is in place family firms represent relatively stable
systems (Morris, Williams, Nel, 1996). But when setting of events such as the decision to
bring a family member into the position of the owner or the founders’ decision to disengage
come into picture the firm becomes relatively destabilize. And this leads to ambiguity,
confusion and conflict among family members. The subsequent adaptation process is
frequently ill managed, chaotic and incomplete. Beckhard and Dyer (1983) indicate that
successful adaptation is influenced both by the conditions within the firm (e.g. state of
maturity, economic health) and family dynamics (e.g. closeness of family, interdependencies
among family members, sibling rivalries, financial condition of family members). In the
recent past greatest amount of attention has been devoted to the need of family firms to
develop formal succession plans and to engage in early estate planning (Morris et al. 1997).
Some other significant insights have been the problems of selecting successors and managing
the succession process from the founder’s viewpoint, assessment of family business
succession from the next generation‘s viewpoint, the impact of daughters on the succession
process, the issues of trust and communication among family members, descriptions of how to
avoid conflict in family business, or the importance of shared values (Morris et al. 1997;
Harvey & Evans 1995).

It is believed that a successful succession not only requires the transfer of ownership and
control, but also requires changes in the existing business model to facilitate competing in the
information age.

Material and Methods
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Research on family businesses, succession of the family business and interpersonal dynamics
appears to be the most frequently addressed subjects and succession planning remains a
popular research topic. Dominic Cingoranelli (2009) stated that succession planning is not
limited to a single course of action. It involves evaluating different aspects of the firm and
identifying systems, processes and policies that need improvement in order to position the
firm for succession regardless of the exit strategy. Options for succession include selling or
merging the firm, internal transition, practice continuation with other firms, or turning out the
lights when it’s time to retire. Succession involves three distinct components, and each of the
component challenges successful transition: The first component is, the desire to pass on a
business; the second is the ability to carry out that desire; and the last components is the
willingness by proposed heirs to accept the responsibility (individual desires). Sharma (1997)
defined succession planning as the deliberate and formal process that facilitates the transfer of
management control from one family member to another. He also proposed that the
succession planning process has multiple components that include selecting and training a
successor and developing a succession plan.

Succession involves three distinct components, and each of the component challenges
successful transition: The first component is: the desire to pass on a business; the second
component is: the ability to carry out that desire; and the last components is: a willingness by
proposed heirs to accept the responsibility (individual desires). Succession refers to the
transfer of the management and/or the control of a business. Ownership succession focuses on
who will own the business, when and how will that happen. Management succession focuses
on who will run the business, what changes will occur, when will they be accountable for
results and how will results be realized. Succession planning is more than just replacement
planning. Succession planning can be unsuccessful if these two processes (ownership
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succession and management succession) are not coordinated or at least both are addressed
together.

Succession planning, for many family firms can certainly be a difficult process. Actually,
most end up doing it poorly. But, when it is done well, with the right kind of support and
planning, it can mean the difference between a comfortable retirement and a struggling
retirement, between great family ties and strained family ties. Done very well, it can
dramatically improve the finances and subsequent quality of life for all stakeholders in the
process. Harvard and Evans (1995) identified three phases that helps in carrying out
successful succession planning process. The first phase is prior to transfer; the second is
during transfer and the third after transfer. These three phases have also been depicted in the
model. The model also explains the procedure to be followed while planning for succession,
successors characteristics etc. The first phase that is prior to transfer includes both formal as
well as informal planning for succession. According to Galiano and Vinturella (1995), in this
phase, while the successor generation is still young the breeding ground for the actual
succession can be affected. At the point the actual succession starts the potential successor has
had a lot of time to over think if he wants to take over the business and get used to the idea
that he is a potential successor. The second phase that is, ‘during transfer’ starts with the
actual decision of the new incumbent/ successor to step down somewhere in the future. It is
this phase where the actual planning starts. Another very import element in this phase is the
preparation of the family. To ensure the ease of succession, open communication and
information of the family is very much important (Handler, 1989; Ayres, 1990; McGoldrick
and Troast, 1993).

Lastly the ‘after transfer’ phase starts with socialization and training of successor/ new
incumbent, when the predecessor has come in his final role as the former leader of the firm
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and the successor is fully in charge. The succession is only completed if all the key
stakeholders in the business accept the succession and the new role they have (Harvey and
Evans, 1995).

In India researches related to succession issues have gained momentum, but majority of them
have focused on large family owned businesses. There is little or very scanty research
reported on the succession planning practices and related issues in small family owned
businesses. The present study therefore focuses on succession planning in small family firms
in Rajasthan.

The major purpose of the research was to know whether owners of small family firms of
Rajasthan are aware of the term “succession planning”, to know if the owners of small family
firms have incorporated any selection procedure and finally to know whether they choose the
successor/ new incumbent on the basis of specific evaluative criteria or not. For the purpose
of research four divisional headquarters of Rajasthan were taken into consideration:
•

Ajmer District

•

Jaipur District

•

Jodhpur District

•

Udaipur District

Fig. 1.1 about here
The sample size for the study was 625 respondents. The data was collected from 625
respondents of small family owned family firms/ businesses through structured questionnaire.
A 24- item questionnaire was designed, pilot tested and then reviewed. The structured
questionnaire was prepared in English as well as in vernacular language (Hindi) for the
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present study and canvassed to the beneficiaries keeping the objectives and focal points for
the study so as to get relevant information/ data. Out of 625 questionnaires, the data of 325
respondents were collected, by personally visiting the respondents, whereas 300
questionnaires were distributed through internet and post. Out of 300 questionnaires
distributed through internet and post only 175 questionnaires were received. Therefore in total
out of 625 only 500 questionnaires were usable. The response rate was 80%, which is good
enough to interpret the results.

Results
The first and foremost purpose was to assess the awareness level of the owners/ founder of
small family firms with regard to the terminology ‘succession planning’. Therefore the
awareness level was assessed on the basis of age and educational qualification. The awareness
level regarding the term succession planning among the owners/ founder of small family firms
was assessed on the basis of age and educational qualification. The results are as follows:

Table 1.1 about here

The table 1.1 indicates that out of 500 respondents 270 respondents were aware of the term
succession planning. Out of 270 respondents maximum number of respondents i.e. 76, had
knowledge about the term succession planning and belonged to the age category of 35- 40.
Further distribution showed that 62 respondents belonged to the age group of 46-50, 54
respondents comprised of the age group 41-45, 42 respondents belonging to the age category
of 51- 55 had knowledge, whereas only 36 respondents belonging to the age category of 56
and above were having awareness level with reference to succession planning.
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Table 1.2 about here

Table 1.2 reveals the number of respondents that were not aware of the term succession
planning. Out of 500 respondents 230 respondents were not aware of the term succession
planning. The table indicates that out of 230 respondents, 56 respondents had little or no
knowledge about the term succession planning and their awareness level was nil, these
respondents belonged to the age category of 41- 45 and 56 & above respectively. Further
findings were: 36 respondents in the age category of 35-40 were not aware, 50 respondents
belonging to the age category of 46-50 were not aware and 32 respondents having little or no
awareness belonged to the age category of 51-55.

The above data has been shown through graphical representation, which is as follows:

Graph 1.1 about here

Awareness level on the basis of educational qualification is as follows:

The study tried to find out whether awareness level is dependent on the qualification or it is
independent and for this purpose descriptive as well as statistical analysis was done. The
results are as follows:

Table 1.3 about here

The result shows that out of 500 respondents studied 280 were graduates, 112 were under
graduates, 102 were post graduates and the remaining 6 respondents belonged to other
category (any other comprised of C.A.’s and people with some diploma courses). The table
clearly shows that the maximum percentage that is 56.0 % belongs to the respondents who are
graduates. The same interpretation has also been explained with the help of graph which is
given below.
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Graph 1.2 about here

Table 1.4 indicates the relationship between awareness level and educational qualification.

Table 1.4 about here

Table 1.4 above indicates that total 270 respondents out of 500 respondents were aware of the
term succession planning. Further distribution shows that respondents having graduate degree
were aware. The finding of the study is as follows: maximum 152 respondents out of 270 had
high awareness level and these were graduates, 80 respondents who were aware were post
graduates, whereas 34 respondents were under graduates and 4 respondents were either C A
or had some other diploma degree.

Table 1.5 about here

Table 1.5 shows the number of respondents who were not aware of the term succession
planning. 128 respondents out of 230 respondents were not aware of the term and all these
were graduates. Further distribution shows, that 22 respondents were post graduates and had
little or no knowledge of the term succession planning, 78 respondents were under graduates
whereas only 2 respondents belong to any other category (any other comprised of people with
some diploma courses and C As)

The data is shown with the help of the following graph by combining both the respondents
who were aware and the respondents who were not aware:

Graph 1.3 about here

Chi- square test was used to analyze whether all age groups were equally aware of the term
succession planning or not to find out whether respondents having different educational
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qualification were equally aware of the term succession planning or not. The results for the
above are as follows:

Table 1.6 and 1.7 about here

The results show mean (2.66 and 3.07 respectively), std. deviation (1.38 and 1.409) and std.
error of mean (0.084 and 0.093).

Table 1.8 about here

The table 1.8 indicates that the calculated value, 19.05 at 4 degree of freedom, is more than
the tabulated value, 9.488 at .05 level of significance. This clearly states that all age groups
are not equally aware of the term succession planning. To summarize, there is no relation
between the age groups and the awareness level of the respondents.

Table 1.9 and 1.10 about here

The results show mean (2.2 and 1.77 respectively), std. deviation (0.666 and 0.648) and std.
error of mean (0.041 and 0.043).

Table 1.11 about here

Table 1.11 indicates that the calculated value, 49.61 at 3 degree of freedom, is more than the
tabulated value, 7.851 at .05 level of significance. This clearly states that respondents
belonging to different qualification category are not equally aware of the term succession
planning. The owner/founder of small family firm was asked if they had incorporated any
selection system for choosing the successor. The respondents, who said yes, were further
asked about the kind of selection system they had incorporated. For this purpose they were
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given options like: test is conducted, direct selection, by giving any assignment. The results
are shown below:

Table 1.12 about here

Table 1.12 clearly shows that out of the total respondents, 318 respondents have a selection
system incorporated. Whereas182 respondents, out of the total respondents had not
incorporated any selection system.

Graph 1.4 and Table 1.13 about here

Out of the total respondents, 290 respondents said that being the family member there is no
need for conducting any test or forming any selection committee. They will follow direct
selection, because ultimately their children will only run the business.

Graph 1.5 about here

The result can be shown with the help of the graph shown in Graph 1.5

Table 1.14 about here

The statistical result shows the mean to be 3.87, std. deviation to be 0.528 and std. error of
mean to be 0.030. The result clearly shows that the owners/founder of small family firms
neither preferred tests nor assignments or selection committee, instead they preferred to have
direct selection because according to them their children will ultimately take over the
business, therefore there was no need for incorporating any complex selection system.

When the business has to be transferred to the next generation, and the owner/founder has to
choose from amongst two or more than two potential successors, it becomes necessary to
choose the successor on the basis of some evaluative criteria, to ensure success of the firm
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beyond second and third generation. It was clear from the above analysis that the new
incumbent/successor would be from amongst all the potential successors (children) within the
family. Therefore to find out the criteria on the basis of which the owner will be deciding the
successor from amongst all the potential successors, the respondents were asked to rate the
criteria as most important, important, least important etc. The criteria given were: Education,
Experience, Family Values, Knowledge Base, Leadership skills and attitudes, Personal and
emotional factors and trust, Decision making power, Work competence, Risk taking power,
Birth rank and gender. They had to give 1 to the most important criteria, and 5 to the least
important criteria. The result is as shown below.

Table 1.15 and Graph 1.6 about here

It is clear from the table that some of the criteria were having frequency less than 5,
therefore for further convenience clubbing was done. Most important and two were clubbed
in and were read as one, 4 and least important were clubbed in were read as three. Therefore
the new rating scale that was formed was: 1, 2, 3, where one was the combination of most
important and two, and three was formed from the combination of four and least important.
Fac values were assigned. We find out the mean by giving high fac value to the higher rating
and lower fac value to the lower rating. The selection of the new incumbent/successor is an
important process because, once the successor is decided, the success of the firm and the
livelihoods and home comforts of the family members, will depend on his/her capacity to
lead, his/her managerial skill, work competence and their willingness and commitment.
Therefore to find out whether the owners/founder of small family firms while choosing the
successor emphasize more on their technical qualification and experience, or they prefer to
choose them on the basis of their ability to lead and make quick decisions or they choose on
the basis of their personal perception giving more weightage to family values and other
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family aspects. For this purpose the above selection criteria were clubbed in different
groups. The first group named Exposure and Competence comprised of criteria like:
education, experience, knowledge base and work competence. The second group named
Business Acumen comprised of all the factors that contribute making a good leader like: risk
taking power, decision making power, leadership skills and attitudes and personal and
emotional factors. The third group named personal perception comprised of all the factors
like: birth rank, gender and family values.

Ho: All the evaluative criteria are equally important

Ha: All the evaluative criteria are not equally important

Chi –square test was applied to identify the most important criteria, considered by the
owner/founder of small family firm. To find out the mean, fac values were assigned. High
fac value was given to the higher rating and lower fac value to the lower value. T-test was
applied to compare the three groups formed (Exposure and Competence, Business Acumen,
Personal perception), and to see which group was given more importance and weightage by
the owner/founder of small family firm while choosing the successor.

Table 1.16 and 1.17 about here

Table 1.17 shows that the calculated value is more than the tabulated value. Therefore we can
say that all the reasons are not equally important, instead the owner/founder chooses the
successor on the basis of specific evaluative criteria. By comparing the means we can clearly
see that out of all the evaluative criteria decision making ability is the most important criteria
which the owner/founder considers while selecting a new incumbent. Further to identify if the
owners preferred exposure and competence as the most important criteria or business acumen
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as an important criteria or family values as important criteria. For this t- test was applied. The
pairs formed are as follows:

Table 1.18, 1.19 and 1.20 about here

Ho: Exposure and competence and business acumen are equally important

Ha: Exposure and competence and business acumen are not equally important

Ho: Business acumen and personal perception are equally important

Ha: Business acumen and personal perception are not equally important

Ho: Exposure and competence and personal perception are equally important

Ha: Exposure and competence and personal perception are not equally

Important

Table 1.21, 1.22 and 1.23 about here

Table 1.23 shows that the calculated value is less than the tabulated value at 0.05 level of
significance (for two tailed test). Through this we can conclude that both exposure and
competence and business acumen are equally important.

Table 1.24, 1.25 and 1.26 about here
Table 1.26 shows that the calculated value is less than the tabulated value at0.05 level of
significance (for two tailed test). Through this we can conclude that both business acumen and
personal perception are equally important.
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Table 1.27, 1.28 and 1.29 about here
Table 1.29 shows that the calculated value is less than the tabulated value at0.05 level of
significance (for two tailed test). Through this we can conclude that both exposure and
competence and personal perception are equally important. But again if means of all the
selection criteria are compared, it is seen that decision making power is the most important
criteria that is considered while choosing the successor/new incumbent.

Conclusion
The aim of this study was to assess the awareness level of owners/founder of small family
firms in Rajasthan, to discover important evaluative criteria considered by the owner/founder
while choosing the new incumbent/ successor.

Different variables used for the collection of important and relevant information were:

1. Information covering: - age, gender, qualification of the respondents, legal status of
the firm.
2. Criteria used for the selection procedure included: test, assignment, direct selection,
selection planning committee.
3. Criteria on the basis of which the successor will be chosen included: Education,
Experience, Knowledge base, Leadership skills and attitudes, personal and emotional
factors and trust, Decision making power, Work competence, risk taking power, Birth
rank and Gender.

The findings concerning the study are:
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Awareness level

It was found that respondents of all age groups, as well as, having different qualification were
equally aware of the term succession planning. The study found that there is no relation
between the awareness level and age group. The majority of the respondents who were aware
of the terminology ‘succession planning’ belonged to younger age group, whereas the
respondents whose awareness level was either very little or nil belonged to older age category.
The educational qualification of the majority of the respondents who had knowledge of the
term ‘succession planning’ was graduation.

Evaluative criteria on the basis of which the successor will be chosen

There are several variables which are taken into consideration by the owner/ founder of the
firm while choosing the successor. These include successor characteristics, family values and
family standing variables (A.B. Ibrahim, K. Soufani, P. Poutziouris, J. Lam, 2004; Malone,
1989). The findings showed that all the reasons were considered by the owner/ founder of the
firm while choosing the successor/ new incumbent. It was found that work experience, work
competence, gender and birth order were neither considered as important nor most important
variables while choosing the successor, and the least important factor among all the variables
was personal and emotional factors. Education, knowledge base, family values, leadership
skills and attitudes and risk taking power were considered as important variables and the most
important variable came out to be decision making. This study shows that it is difficult to find
a list of characteristics of the perfect successor. It is impossible to determine an influence of
one single characteristic. Interesting is that the characteristics, education, experience, gender,
family values, knowledge base, leadership skills and attitude, were not considered as the most
important variable for the success of succession as was expected. Decision making power was
considered to be the most important variable.
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Type of selection procedure adopted by the owner/ founder of the firm

The result indicated that majority of the respondents had a selection system. Majority of the
respondents believed that there is no need for the successor either to undergo a test or to give
assignments. Direct selection will be there for the entry of the successor because the new
incumbent will be a family member (child). The successor can learn all the work once he/ she
enter the business.

Based on the analysis, following suggestions and recommendations can be extended:
•

There is little or very scanty research reported on the succession planning practices
and related issues in small family owned businesses in India. Majority of literature
available on the issue is based on research in advanced countries and in western
cultural set-up. Moreover, Indian economy, which heavily depends on the success of
these small family firms, and failure to plan for their effective transition will lead to
failure in business hence the economy is affected drastically. Therefore, it can be
concluded that more emphasis should be given to the succession planning process in
small family firms.

•

A significant role, not just by governments (local, state, central), but also by all
stakeholders (Members of family and business) alike, should be to promote the issue
of planning in advance.

•

Financial institutions also have a critical interest in fostering smooth business
transition. Because failure of transition might influence the growth of the firm and this
might result in loan losses as well as loss of business customers. Therefore, the
institutions should come forward and try to disseminate knowledge regarding
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importance of succession planning, as they may profit from better planning on the part
of owners and the greater success rates of the transitions.

Directions for further research
•

Given the complexities of succession planning, the large role of small businesses in
the economy and the impacts of succession failure, there is a need to investigate what
role governments (local, state, central) can play in facilitating succession planning
among the owners of small family owned businesses.

•

Research can be carried out to find whether the succession planning process practiced
in family firms is different from non-family firms.

•

Only owners/ founders of existing businesses were interviewed. Businesses that
ceased to exist because of a bad succession were therefore not included in the
research. All the businesses in the research satisfy the first necessary condition for a
successful transfer, the survival of the firm. Businesses that took the wrong decisions
on successor characteristics or succession planning are therefore left out of this study
because they no longer exist. Therefore, future research can be conducted in this area.
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Appendix
Fig 1.1: Map of Rajasthan

Table 1.1: Awareness levels of the respondents (Aware)

Percentage

Age of the respondent
Frequency

(%)

(Aware)
35-40

76

28.1

41-45

54

20.0

46-50

62

23.0

51-55

42

15.6

56 and above

36

13.3

Total

270

100.0

550

Table 1.2: Awareness levels of the respondents (Not Aware)
Age of the respondent

Percentage
Frequency
(%)

(Not Aware)
35-40

36

15.7

41-45

56

24.3

46-50

50

21.7

51-55

32

13.9

56 and above

56

24.3

Total

230

100.0

Graph 1.1: Awareness level of the respondent
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Table 1.3: Educational Qualification of the respondents
Percentage
Educational Qualification

Frequency
(%)

Under Graduates

112

22.4

Graduates

280

56.0

Post Graduates

102

20.4

Any other

6

1.2

Total

500

100.0

Graph 1.2: Educational Qualification of the respondents
Educational Qualification
1.20%
22.40%

20.40%

Under Graduates
Graduates
Post Graduates
Any other

56.00%

552

Table 1.4: Awareness levels of respondents on the basis of Educational Qualification
(Aware)
Percentage

Educational
Qualification (Aware)

Frequency

Under Graduates

34

12.6

Graduates

152

56.3

Post Graduates

80

29.6

Any other

4

1.5

Total

270

100.0

(%)

Table 1.5: Awareness levels of respondents on the basis of Educational Qualification
(Not Aware)
Percentage

Educational Qualification
(Not Aware)

Frequency

Under Graduates

78

33.9

Graduates

128

55.7

Post Graduates

22

9.6

Any other

2

.9

Total

230

100.0

553

(%)

Graph 1.3: Awareness levels of respondents on the basis of Qualification
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Table 1.6: Age of the respondents and awareness level
Age of the
respondent (Aware)

Awareness level

Frequency

Percent

Aware

76

28.1

Not Aware

36

15.7

Aware

54

20.0

Not Aware

56

24.3

Aware

62

23.0

Not Aware

50

21.7

Aware

42

15.6

Not Aware

32

13.9

Aware

36

13.3

Not Aware

56

24.3

35-40

41-45

46-50

51-55

56 and above

554

Table 1.7: Awareness level with reference to age of the respondents

Awareness level

N

Mean

Std.Deviation

Std. Error of
Mean

Aware

270

2.66

1.38

0.084

Not aware

230

3.07

1.409

0.093

Table 1.8: Chi-Square test
Calculated value

df

LoS

Tabulated value

19.05

4

0.05

9.488

Table 1.9: Educational Qualification and awareness level

Educational Qualification

Awareness level

Frequency

Percentage
(%)

Under Graduates

Aware

34

12.6

Not Aware

78

33.9

Aware

152

56.3

Not Aware

128

55.7

Aware

80

29.6

Not Aware

22

9.6

Aware

4

1.5

Not Aware

2

.9

Graduates

Post Graduates

Any other

555

Table 1.10: Awareness level with reference to educational qualification

Awareness level

N

Mean

Std.
Deviation

Std. Error of mean

Aware

270

2.2

0.666

0.041

Not Aware

230

1.77

0.648

0.043

Table 1.11: Chi-Square test
Calculated value

df

LoS

Tabulated value

49.61

3

.05

7.851

Table 1.12: System present for choosing the successor

System present for choosing the successor

Frequency

Percentage
(%)

Yes

318

63.6

No

182

36.4

Total

500

100.0

556

Graph 1.4: System present for choosing the successor
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Table1.13: Selection Procedure Adopted

Selection procedure adopted

Frequency

Percentage
(%)

Decide by giving any assignment or project

22

6.9

Succession planning committee is formed

2

.6

Direct selection being family member

290

91.2

Any other

4

1.3

Total

318

100.0

557

Graph 1.5: Selection procedures adopted
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Table 1.14: Selection Procedures Adopted
N

Mean

Std. Deviation

Std Error of Mean

318

3.87

0.528

0.030

Table 1.15: Selection criteria adopted by the owner/founder for choosing the successor

Selection Criteria
Education

Most important
2
3
4
Least important
Freque Percent Freque Percent Freque Percent Freque Percent Freque Percent
ncy age (%) ncy age (%) ncy age (%) ncy age (%) ncy age (%)
142
28.4
154
30.8
136
27.2
62
12.4
6
1.2

Experience

48

9.6

120

24

224

44.8

98

19.6

10

Family Values

70

14

198

39.6

208

41.6

24

4.8

0

0

Knowledge Base
Leadership skills,
attitudes
Personal and
emotional factors,
trust
Decision making
power
Work competence

150

30

194

38.8

126

25.2

26

5.2

4

0.8

180

36

166

33.2

100

20

50

10

4

0.8

22

4.4

116

23.2

258

51.6

102

20.4

2

0.4

210

42

206

41.2

82

16.4

2

0.4

0

0

126

25.2

194

38.8

160

32

18

3.6

2

0.4

Risk taking power

122

24.4

94

18.8

192

38.4

90

18

2

0.4

Birth rank

102

20.4

110

22

152

30.4

104

20.8

32

6.4

Gender

160

32

78

15.6

100

20

70

14

92

18.4

558

2

Graph 1.6: Selection criteria adopted by the owner/founder for choosing the successor
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Table 1.16: Selection criteria adopted by the owner/founder for choosing the successor

Selection Criteria

N

Mean*

Std.
Deviation

Std. Error of
Mean

Education

500

2.456

1.043

0.047

Experience

500

2.12

0.929

0.042

Family Values

500

2.488

0.782

0.035

Knowledge Base

500

2.628

0.91

0.041

Leadership skills, attitudes

500

2.584

1.015

0.045

Personal and emotional factors,
trust

500

2.068

0.786

0.035

Decision making power

500

2.828

0.735

0.033

Work competence

500

2.6

0.855

0.038

Risk taking power

500

2.248

1.06

0.047

Birth rank

500

2.152

1.191

0.053
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Gender

500

2.152

1.494

0.067

*Mean was calculated by assigning high fac value to higher rating and lower fac value to
lower rating.

Table 1.17: Chi-Square Test
Calculated value

DoF

LoS

Tabulated value

835.22076

20

0.05

31.4104

Pair I
Table 1.18: Pair I Exposure and Competence and Business Acumen
Education
Knowledge Base
Exposure and Competence
Work competence
Experience
Risk taking power
Leadership skills, attitudes
Business Acumen

Personal and emotional factors,
trust
Decision making power

560

Pair II
Table 1.19: Pair II Business Acumen and Personal Perception*
Risk taking power
Leadership skills, attitudes
Business Acumen

Personal and emotional factors,
trust
Decision making power
Birth rank
Gender

Personal Perception*

Family Values

Pair III
Table 1.20: Pair III Exposure & Competence and Personal Perception
Education
Knowledge Base
Exposure & Competence
Work competence
Experience
Birth rank
Gender

Personal Perception

Family Values
* Chrisman, Chua, and Sharma (1998), considered birth order/ rank, gender and family values under
family standing. In the following research these variables have been put in as personal perception.
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Pair I
Table 1.21: Exposures and Competence
Exposure and Competence

Xi

Education

2.456

Knowledge Base

2.628

n1

4
Work competence

2.6

Experience

2.12

Table 1.22: Business Acumen
Business Acumen

Yi

Risk taking power

2.248

Leadership skills, attitudes

2.584

n2

4

Personal and emotional factors,
trust

2.068

Decision making power

2.828

Table 1.23: T- Test
Calculated value

DoF

LoS

Tabulated value

0.092218885

6

0.05

2.447

562

Pair II
Table 1.24: Business Acumen
Business Acumen

Yi

Risk taking power

2.248

Leadership skills, attitudes

2.584

n1

4

Personal and emotional factors,
trust

2.068

Decision making power

2.828

Table 1.25: Personal Perceptions
Personal Perception

Zi

Birth rank

2.152

Gender

2.152

Family Values

2.488

n2

3

Table 1.26: T- test
Calculated value

DoF

LoS

Tabulated value

0.757562645

5

0.05

2.5751

563

Pair III
Table 1.27: Exposure and Competence
Exposure and Competence

Xi

Education

2.456

Knowledge Base

2.628

n1

4
Work competence

2.6

Experience

2.12

Table 1.28: Personal Perception
Personal Perception

Zi

Birth rank

2.152

Gender

2.152

Family Values

2.488

n2

3

Table 1.29: T- test
Calculated value

DoF

LoS

Tabulated value

1.12133

5

0.05

2.5751
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Selected Aspects of Agriculture Developments: A Comparative
Case Study for V4 Countries and India
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Abstract: The questions of population growth and food supply have long been of central
concern to economists. In our article we seek to examine the lessons of the past for V4 nations
(Czech Republic, Slovak Republic, Poland, Hungary) where agricultural output has steadily
risen for decades, as well as for developing nations like India where the advances of the
“Green Revolution” in the 1960s have introduced new problems in addition to solutions. Our
article assesses the challenge of satisfying food demand during the twenty-first century as
consumers and producers in these countries—rich and poor alike—feel the effects of
expanded global commodity trade, food aid, and national legislation in response to
globalization. We examine increases in agricultural output and productivity in these countries,
analyze the centrality of agricultural development to general economic progress and assesse
the challenge of satisfying food demand during the twenty-first century, given the effects of
globalization on international trade and national legislation.

Keywords: Agriculture Development, V4 Countries, India, Globalization, Food Demand
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Introduction:
No part of the world has gone through a more profound transformation in recent years than
Central Eastern European Countries and Former Soviet Union (CEEC andFSU). Entirely
dominated by steel, mining, and other traditional industries, which were rigidly locked into
energy-intensive production technology from the 1930 (Kotkin, 2001) the region´s economies
were strictly controlled by bureaucrats for decades and proved incapable of harnessing
advances in electronic and information technology that created unprecedented prosperity
elsewhere in the world in the late twentieth century. Stagnation was setting in during the
1970s and living standarts deteriorated noticeably in a number of CEEC and FSU for several
years before the Berlin Wall fell in 1989 (Aslund, 2002). In some ways, the transition from
central planning to a market economy in CEEC and FSU was more difficult than recovery of
West Germany and Japan after the Second World War. In fact, given the deformations caused
by the communist regime imposed in this region, the post-communist transition was never
goingto be easy. A way had to be found to root out deeply ingrained cultural habits required
for survival in a self-styled workers paradise with pervasive central planning – habits such as
avoiding even the appearance of entrereneural initiative. Furthemore, economic waste of epic
dimensions presented an enourmous challenge (McKinnon 1991, Reed 2004, Ciaian and
Swinnen 2008, Pokrivčák and Drabik 2008, Bielik et. al. 2009). Thouroughly unsustainable,
the communist system had to be dismantled. Just as inevitably, though, dismantlement of an
entire economic egime, even a woefully inefficient one, involved great dislocation and
considerable belt tightening. The damage wrought under communism was enourmous, in
terms of economics and in every other respect. Many CEEC and peoples subjected to this
system have yet to recover fully (Southgate, Graham, Tweeten, 2007). However, Countries of
Visegrad group, are considered to be successful in their development, they belong to the club
of the rich countries in the world. Memberships in international organizations such as OECD,
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EU, WTO, NATO can prove this. But there is still a long way in front of them which must be
done to reach the top.
On the other hand, India in particular and as part of Asian continent has been the seting for
intensive farming and great civilizations for millenia. It has more than 1 billion inhabitants.
Domination by outside imperial powers has come to an end by the middle of the twentieth
century. During this same period, average incomes were low and poverty widespread
througout the country, as well as the regon. Observers were pesimistic: for example, Paul
Ehrlich predicted at the time that India would soon succumb to a famine to historically
unprecedented proportions (Ehrlich, 1968). Beside similar predictions, a Green Revolution
was under way in India, as well in China and neighboring lands. Thanks to the introduction of
high-yielding varieties of rice and other crops, food production has more than kept pace with
consumption since the 1960s. With the specter of hunger receding in many parts of the region,
accelerated dvelopment has occurred. As a result, the global center of economic gravity,
which moved across the Atlantic from Europe to the North America during the twentieth
century, shows signs of another shift, this time across the Pacific (Southgate, Graham,
Tweeten, 2007). India is an integral part of these developments in the region.

Material and Methods:
Our article assesses the challenge of satisfying food demand during the twenty-first century as
consumers and producers in these countries—rich and poor alike—feel the effects of
expanded global commodity trade, food aid, and national legislation in response to
globalization. We examine increases in agricultural output and productivity in these countries;
analyze the centrality of agricultural development to general economic progress and assesse
the challenge of satisfying food demand during the twenty-first century, given the effects of
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globalization on international trade and national legislation. We use data collected from
UNDP, WTO, EUROSTAT, World Bank, CIA, etc.

Results:
Demographic Trends
Consider that 300 years ago there were an estimated 120 million people living in Europe. The
next 200 years witnessed a veritable population explosion in the region. The industrial
revolution with mechanization of farming, food production, improved hygiene and
medical practice contributed to a remarkable reduction in infant and child mortality. By 1914
Europe's population had increased to 450 million (even though about 60 million had
moved to other nations during that period, source: Bundeszentrale für politische
Bildung). However, before the turn of the 20th century, birthrates in Europe had already
started to decline, primarily in the upper middle class. Nowadays, the European Union
has 495 million inhabitants — the world’s third largest population after China and India.
EU-15 countries: Austria, Belgium,
Ireland,

Italy,

Denmark,

Finland, France, Germany,

Greece,

Luxembourg, the Netherlands, Portugal, Spain, Sweden and the United

Kingdom.
The V4 group: Czech Republic, Hungary, Poland and Slovakia

Table 1: Population of selected countries between years 1995 and 2005(in thousands)
India
EU - 15
V4
Czech
Slovakia Hungary Poland
republic
1995

370 668.6

64 606.7

10 333.2

5 356.2

10 336.7

38 580.6

933 252

1996

371 669.2

64 619.7

10 321.3

5 367.8

10 321.2

38 609.4

946 000

1997

372 615.4

64 628.5

10 309.1

5 378.9

10 301.2

38 639.3

966 783

1998

373 439.7

64 626.5

10 299.1

5 387.7

10 279.7

38 660

983 000
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1999

374 283.6

64 873.4

10 289.6

5 393.4

10 523.4

38 667

1 001 000

2000

375 502.5

64 552

10 278.1

5 398.7

10 221.6

38 653.6

1 016 118

2001

376 991.3

64 099.6

10 266.5

5 378.8

10 200.3

38 254

1 040 000

2002

378 711.1

64 002.5

10 206.4

5 379

10 174.9

38 242.2

1 056 000

2003

380 822

63 943.4

10 203.3

5 379.2

10 142.4

38 218.5

1 072 000

2004

383 047.4

63 898.9

10 211.5

5 380.1

10 116.7

38 190.6

1 089 000

2005

385 383.4

63 876.7

10 220.6

5 384.8

10 097.5

38 173.8

1 106 000

Source: http://www.ueos.sk/mvrr.sr/isvov/

Table 2: Social indicators for India
Indicator /Year
2004
2003

2005

2006

2007

2008

2009

Total population,
millions

1,099

1,116

1,134

1,151

1,169

1,186

1,203

Population annual
growth rate

1,63

1,59

1,56

1,53

1,50

1,47

1,44

Income per capita
($ PPP)

1,827

2,006

2,234

2,492

2,753

Population in
urban areas, %

28.3

28.5

28.8

29.0

29.2

Population below
poverty line, less
than 1 $ per day,
%
Total fertility rate,
children per
woman
Infant mortality
(per 1000 live
births)
Life expectancy at
birth, years

29.4

25%

2.91

2.78

2.78

2.73

2.81

2.76

2.72

59.59

56.29

56.29

54.63

34.61

32.31

30.15

63.62

64.35

64.35

64.71

68.59

69.25

69.89

Sources: OECD, CIA world factbook
Life expectancy
Life expectancy in the European Union is rising. Those born in 1960 could expect to
survive to the age of about 67 (men) and 73 (women). For babies born in 2004 the
figures are nearly 76 for men and nearly 82 for women.
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Table 3: Life Expectancy in CEEC
Year
Men
Women
1962

67.2

72.9

1972

68.6

75.0

1982

70.3

77.2

1992

72.2

79.1

2002

74.8

81.1

2004

75.6

81.7

Source: Eurostat

While at the beginning of the century average male life expectancy at birth hardly
reached 50 years in the countries with the highest indices (Scandinavia except Finland), by
the late 80s it exceeded 70 years in all Western European countries, and in Norway and
Sweden it almost reached 75. For women,

the increase was even higher. By 1990

Western European women could expect to live 6.5 years longer than men. Nevertheless,
the improvement of mortality was not evenly paced in either aspect. By 2004, the total
fertility rate had fallen to about 1.5 children per woman. France and Ireland have the highest
fertility rates at slightly under two children per woman. The lowest (less than 1.25) are in the
Czech Republic, Latvia, Poland and Slovakia. With fewer young people, the EU workforce is
shrinking. The number of over-80s is forecast to reach 6.3% of the population by 2025.
Fertility
In the course of the 20th century, a great decrease in fertility can be observed in all
Western European countries, though interrupted by shorter periods of rise. This process
can

be characterised by the most obvious index, the crude birth rate but there are more

complex and sensitive ratios eliminating the differences in sex and age distributions and
better suited for international comparisons. Considering the total fertility rate for example,
the composition of the groups of countries with the highest and the lowest fertility
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changed relatively often, except for the position of Ireland. At the turn of the century,
Austria, Germany, Ireland and Italy had the highest fertility rates, whereas it was the
lowest in France. By 1950, Finland and the Netherlands joined Ireland in the highest
fertility group, while the rates dropped in West German y, Austria and the United
Kingdom to the lowest in the continent. Then, by the end of the 1980s, the highest total
fertility rates were reported in Ireland, Sweden, Norway, the United Kingdom and
France, while the lowest in Italy, West Germany and Austria (Rallu, Blum 1993: 3-28).
The rapid decrease of fertility in the first half of the century was influenced by the
waves induced by World War I, i.e. the substantial reduction during the war and the
transitory growth periods afterwards. Since fertility significantly decreased in the
Southern European countries, too, Ireland remained the only remarkable exception with
relatively high fertility, even though this rate was on the decline her e as well, continuously all
through the 70s and 80s (eventually halving). In most North Western European and
Scandinavian countries, fertility temporarily began to rise again from the mid 1980s. Of
these, Sweden p roduced the highest development, mostly due to measures taken in family
policy (Coleman 1992: 156).
Mortality
The patterns of mortality changed significantly in Western Europe in the 20th century. As
the main trend, mortality indices decreased continually, though with different pace in
different countries and periods. The dynamics in the changes of mortality is only partially
shown by the crude death rate, which is significantly influenced by the age structure of
the population. At the turn of the century, the crude death rate was between 15.8 and
25.2% in the countries examined. By the middle of the century these figures dropped to
7.5-12.7%, and b y 1990 they were between 8.7 and 11.9% (Mitchell 1981: 100-110,
Gabriel, Brettschneider 1994: 498-499). The age-specific indices eliminating the effects
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of the age structure of the population (such as mean life expectancy and infant mortality)
give a more refined picture in this case as well and are thus more appropriate for purposes of
comparison. Improving significantly in the 20th century, infant mortality deserves special
attention, because it was the most important area wher e mortality improved. In all
Western European countries less than 9% of infants died before their first birthday. The
decrease was especially rapid between 1950 and 1990, when infant mortality dropped 5%
each year in the countries of the European Union, decreasing this level to its fourth in
the course of these four decades (Noin 1993: 46-47). The differences between the leading
countries (Finland and Sweden) and those with the poorest indices (Portugal and Greece)
in the EU were twofold and the differences remained unchanged till the 1990s. It clearly
appears from the above that mortality differences between the countries were on the decline
almost continually.

India: Economy and Population Trends
India is one of the brightest examples of the Asian continent where a country managed to
maintain a functional democracy since achieving democracy independence in 1947. For most
of this period, socialist policies after World War II were embraced. Protectionist barriers and an
intrusive regulatory regime were established and banks and major industries were nationalized.
As a result, GDP grew slowly up to 1980 (Ahuluwalia, 2002). During the 1980s, gradual
liberalization of India´s closed, regulated economy was occurring, which led to the growth
performance. Reform accelerated during the last decade of the twentieth century. For example,
average imprt duties declined from 72 % in 1991 and 1992 to 25% in 2001, when al remaining
quantitative restrictions on trade were removed (Ahuluwalia, 2002). In addition, some SOEs
were privatized and licensing requirements, which formerly stifled the private sector, were
lifted (Long 2004). Consequently, the annual rate of increase in GDP per capita rose above 4%.
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Liberalization is still a wokin-progress in India. Still among the highest in the developing
world, the country´s tariffs are nearly double the levels in China and Southest Asia. Also,
privatiation has been slow. SOEs still account for 35% of industrial value added. In addition,
poor infrastructure and modest incentives for foreign investment limit exports and growth
(Ahuluwalia, 2002). A more encouraging trand has been the increase of relatively well-paid
jobs in information technology and remote business services outsorced from wealthy places
like the US. Here, a comparative advantage has been created because tens of thousands of
young Indians have the education and excellent English that these jobs require ( Long 2004,
Southgate, Graham, Tweeten, 2007). Before 1980, a large segment of Asian and Indian
population was destitute. But thanks to economic progress in India, hundreds of millions were
subsequently lifted out of poverty bringing a decrease in the inequality as well (Burguignon
and Morrisson, 2002). The economic expansion has facilitated the rapid adoption of health
and sanitation technology, which along with improved nutrition has diminshed the threat
posed by mortal disease. As in other parts of the world, average income obviously has had an
impact on human fertility in India as well. With an average income still under the $3000
threshhold, the number of births per woman went from 5.0 to 3.1 during the last 22 years.
Economic expansion tends to go hand in hand with urbanization and the latter change
correlates with diminished human fertility. In India like in all region, it is interesting that
living standards have risen and TFRs have fallen dramatically where most of the population is
sill rural. Apparently, where development has benefited the countryside and not just cities,
rural families have responded by having fewer children, just as urban households have done
(Southgate, Graham, Tweeten, 2007).

The Agricultural Sector in the CEEC and India
Despite the significant changes having taken place in the transforming economies of
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the Central and Eastern European countries, agriculture still plays an important role in
their economic and social life. Agriculture and the rural sector, in general, play a more
important role in the economy of the region than they do in more developed market
economies. While the bulk of the population in the region lives in urban areas, a
significant portion of the population still lives in rural areas. Of the 412 million
citizens in 27 transition countries of Europe and Central Asia, 35% are classified as living in
rural areas. The share of agriculture in employment and national income in transition
countries is far greater than the average for western developed countries. In 2004, the
agricultural sector of New Member States EU-8 contributed by 5% of GDP. In 1999
the share of agriculture in GDP was in average 3.95% in V4 countries compared with
2% for the EU-15. The average share of agriculture in employment was 9.4%, but only
4.3% in EU-15 in 1999.Though over the years the share of agriculture in EU-15 spending
has been reduced. In India, even though performance of the national economy as a whole was
middling during the 1950s, 1960s, and 1970s, the country was able to achieve a breakthrough
in agricultural productivity. It was the first developing country to experience the Green
Revolution, with impressive increases in rice and wheat yields that drove food costs down for
landless and Urban populations (Perkins et al. 2001). Agricultural development contributed
directly to declines in the incidence of extreme poverty from 1970 onwards, especially in rural
areas (Datt and Ravallion, 2002).

Period of transition in agriculture
Production collapsed in the V4 countries at the beginning of transition, but it was followed
by a stabilization of the level of production same as in most C EEC. Recovery was
generally faster for grains, while milk and beef production has been declining as many
animals were slaughtered in the first years of transition.
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Table 4 : Basic data on agriculture (year:2000)
Agriculture as %
GDP

Agriculture % total
employment

Land Area
(million ha)

CZ

3.9

7.4

4.3

SK

4.5

6.7

2.4

PL

3.3

18.8

18.4

HU

4.1

4.8

5.9

EU-15

2

4.3

130

INDIA

21.7

59.7

122.77

Sources: European Commission, Eurostat

Table 5: Agricultural output ($US million) 1990-1999
Year
1990
1992
1994

1996

1999

Country
CZ

5777

2822

2557

2722

2095

HU

9740

4302

4129

4150

3889

PL

16100

12273

12399

13811

10718

SK

3023

1730

2190

1767

1698

During the years 1990s, agricultural productivity in V4 countries was lower than in the EU-15
member states, but has been increasing since the mid-1990s. Productivity tended, by the
year of 2000, to be higher in countries such as Hungary which have been able to attract high
levels of FDI in food processing, but lower in Poland, where small-scale farmers seemed less
able or willing to undertake restructuring and improvements in farming methods.
Productivity rose when these countries joined the EU, due to improved access to capital,
technology and know- how.
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Table 6: Social indicators for India
Indicator /Year
2003
2004

2005

2006

2007

2008

2009

Total population,
millions

1,099

1,116

1,134

1,151

1,169

1,186

1,203

Population annual
growth rate

1,63

1,59

1,56

1,53

1,50

1,47

1,44

Income per capita
($ PPP)

1,827

2,006

2,234

2,492

2,753

Population in
urban areas, %

28.3

28.5

28.8

29.0

29.2

Population below
poverty line, less
than 1 $ per day,
%
Total fertility rate,
children per
woman
Infant mortality
(per 1000 live
births)
Life expectancy at
birth, years

29.4

25%

2.91

2.78

2.78

2.73

2.81

2.76

2.72

59.59

56.29

56.29

54.63

34.61

32.31

30.15

63.62

64.35

64.35

64.71

68.59

69.25

69.89

Sources: OECD, CIA world factbook

Agricultural policies
After 1989 agricultural policies in the V4 countries were characterised by an initial
phase of liberalisation of prices and trade, and the elimination of subsidies. Consumer
prices for food products rose rapidly, while real farm incomes fell. A difference with EU-15
policies has been in the CEEC use of a wider range of measures, including input
subsidies and subsidised credit, but these brought in line with EU regulations with
enlargement of the May 2004. One of the difficulties in comparing the level of agricultural
support of different countries is that a wide range of policies are available (directs
subsidies, price support, subsidised credit, tax breaks and so on) and the combination of
measures adopted varies between countries. The
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PSE

(producer

subsidy

equivalent)

provides a means of collapsing all these different policies into a single measure of
support. The PSE can be defined as the subsidy necessary to leave the revenue of farmers
unchanged if all policies with an impact on the agricultural sector were abolished. Each
year the OECD publishes PSE estimates for various countries. These are expressed
either in money value (generally in dollars) or as a percentage of the value of
agricultural production at the farm gate.

Table 7: Percentage of producer subsidy equivalent in the EU-15 and V4
1986 1990 1991 1992 1993 1994 1995 1996 1997 1998
1990
57
54
52
31
28
20
12
13
9
21
C

1999

2000

25

16

Z
34

18

11

16

20

24

14

9

7

13

23

20

SR

51

51

35

28

26

23

18

11

13

26

25

23

PL

17

18

1

18

15

18

18

23

22

3

19

7

E

15

48

47

48

47

49

49

49

43

38

36

33

H
U

U
Source: OECD and European Commission

Agriculture in an enlarged EU
One of the early fears was that when the CEEC joined the EU the application of the
CAP would lead to substantial price increases in the new member states, thereby
stimulating agricultural production and adding to the problem of EU surpluses.
Accession of these countries to the EU brought significant price increases only for beef,
sugar, milk and milk products and coarse grains.
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Table 8: Selected Product Prices in the CEEC in 1997
Wheat
Sugar
Milk

Beef

Pork

CZ

92

54

95

71

83

HU

76

n/a

72

54

83

PL

109

n/a

50

54

74

SR

89

97

64

69

79

Source: European Commission, Agra Europe (august 1999)
Table 9: Selected Product Prices after Enlargement of EU (Prices per 100kg)
Milk
2004
2005
2006
2007

2008

CZ

n/a

n/a

n/a

n/a

n/a

HU

24.99

25.91

24.15

28.92

32.81

PL

18.74

22.42

23.15

27.49

28.27

SR

23.71

25.36

25.97

29.02

34.13

Source: Eurostat
Table 10: Selected Product Prices after Enlargement of EU (Prices per 100kg)
Sugar beet
2004
2005
2006
2007

2008

CZ

3.52

4.35

3.63

3.1

3.23

HU

41.86

41.26

36.29

30.42

27.72

PL

41.31

43.57

33.05

28.61

29.51

SR

37.23

34.72

29.54

27.24

30.07

Source: Eurostat
Table 11: Selected Product Prices after Enlargement of EU (Prices per 100kg)
Pork
2004
2005
2006
2007

2008

CZ

116.09

115.85

120.65

99.86

n/a

HU

190.38

209.95

205.11

103.36

121.51

PL

n/a

n/a

n/a

n/a

n/a

SR

96.82

106.84

107.72

102.26

122.70

Source: Eurostat

Old-new member states of EU: Trade
Nemen (1995) founded that trade of old developed EU-15 countries (northern old EU
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countries) with CEE (besides V4 there is Latvia, Slovenia, Estonia and Lithuania) is
characterised by large and positive trade balan ce in industry groups that are intensive
in technology and human capital. Less developed old EU-15 countries (southern old EU
countries) have a large and positive trade balance in industries that use relatively little
capital. This suggests that developed old EU-15 countries have a comparative advantage
relative to CEE in technology and h uman capital intensive industries, while less d eveloped
EU countries have a comparative advantage in capital extensive industries.
Agricultural foreign trade between V4 and EU-15
V4 countries are conducting above or around 50% of their agricultural trade with the
EU-15 countries. However, the V4´s market is less significant for the EU than the EU
is for them: agro-food exports to the 10 CEECS represent a mere 8% of total agro
food exports, while imports from the CEEC represent only 5% of total EU agro-food
imports. In the case of Hungary, in 1996 49.3% of its agricultural exports were directed
to the EU-15, while 44.4% of the Hungarian agricultural imports originated from the
EU-15. In the case of Poland, the share of the EU-15 is decreasing after signing the
Association Agriment with EU. The agricultural exports of the V4 to the EU increased
slightly (by 6.2% ) between 1989 and 1994 but the agricultural imports more than
doubled. Situation did not change significantly but the export has tendency to decrease
and import to increase. The V4´s agricultural export decline was caused by the following
factors:
- the

drop

in

domestic

agricultural

production.

It

was

caused

partly by the

transformation crisis of the sector and partly by the declining profitability of agricultural
production,
- the decreasing competitiveness of the V4 countries´ agricultural goods due to, for
instance, the increasin g production costs, the increasing inputs prices, the lack of

580

technological development and innovation and lack of competitive packing and
marketing,
- the lack of a proper export promotion and marketing system.
The agricultural export decline of the V4 countries was accompanied by a significant
agricultural import growth. The main causes were the following:
- declining agricultural production – raw materials, inputs and certain food items were in
shortage,
- change in consumption pattern – the demand for certain lux urious consumer goods,
tropical products and so forth increased,
- foreign trade policy –

liberalization, free trade agreements, ex port subsidies and

indirect export promotion.
V4 Countries, India in Front of Food Security Issues
According to the United Nations Food and Agriculture Organisation, "food security
exists when all people, at all times, have access to sufficient, safe and nutritious food to
meet their dietary needs and food preferences for an active and healthy life". This, it
adds, involves the following conditions:
- Adequacy of food supply and availability;
- stability of supply, without fluctuations or shortages from season to season or from
year to year;
- accessibility to food or affordability, and;
- quality and safety of food.
According to the FAO, around 923 million people worldwide were chronically hungry due
to extreme poverty in 2007, while some two billion more intermittently lack
security as a result of varying degrees of poverty.
Current threats to global food security
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food

Increased demand for food
Increased demand for food stems from global population growth. The world's population
currently stands at six billion, but is expected to rise to about nine billion by 2020
before stabilising at ten billion around 2050.
In addition to population growth and increased demand for basic foods like wheat,
demand for meat and dairy products is steadily growing, as emerging econo mies like
China and India become richer an d their populations adopt Western-style, resourceintensive eating habits. According to the World Bank, demand for food in general is
expected to increase by 50% by 2050, and demand for meat by 85%.
Competition for land
Potential yield increases might not be enough to feed the world. It is expected that more
acreage will be required

if agriculture is to meet the population challenge. But

agriculture must compete for land as urbanisation increases throughout the world - cities
tend to expand to the most productive land - and more land is used for farming biofuels
and timber. Climate change also poses a threat to increasing acreage for agriculture,
creating the need to preserve forests to absorb greenhouse gases.
Soil quality
Since the green revolution in the early 1950s, intensive farming around the world has led
to serious degradation of agricultural soil. According to the International Food Policy
Research Institute, up to 40% of agricultural land around the globe is seriously affected
by soil degradation. This is caused by farming only one type of crop on certain land,
which over a number of years exhausts all the required nutrients from the soil and reduces
yields.
'Genetic erosion' in agricultural biodiversity
In some cases, replacing local varieties of domestic plants with high-yield or exotic
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varieties has, according to scientists, led to the collapse of important gene pools, like
wild and indigenous varieties. Some researchers also believe that the general tendency to
wards genetic and ecological uniformity imposed by the development of modern
agriculture, such GMOs, represents a challenge to the genetic diversity of agroecosystems, and lowers agriculture's capacity to adapt to changing climatic conditions and
new varieties of pest.
Water scarcity
While agriculture accounts for some 70% of global freshwater use, unsustainable
extraction from lakes, rivers and groundwater is increasingly threatening the long-term
sustainability of global food production. The annual Davos meeting in 2009 warned that
the world is on the verge of water bankruptcy in many places. A UN-sponsored 2005
Millennium Ecosystem Assessment further notes that 70 of the world's major rivers,
including the Colorado, Ganges, Jordan, Nile and Tigris-Euphrates, are close to their
maximum extraction levels for supplying irrigation systems and reservoirs with water.
Climate change
Climate change directly affects food production by changing agro-ecological conditions.
Increased seasonal variations in rainfall are expected to further affect water availability,
making yield prediction more difficult. Changing weather conditions are also expected
to bring new crop diseases and pests. Furthermore, climate change is expected to introduce
pronounced regional shifts in agricultural production. As sea levels are expected to rise, a
considerable increase in suitable cropland at higher latitudes in most developed countries
is expected - matched with a corresponding decline of potential cropland at lower
latitudes, where most developing countries are located. Meanwhile, melting glaciers in the
Himalayas and Tibet are expected to cause serious water supply problems in Asian countries,
including China.
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Peak oil
Modern food production has been highly dependent on fossil fuels since the so-called
'Green Revolution' in the 1940s, when pesticides, fertilisers and herbicides derived from
petrochemicals began to be used and mechanisation began to increase. While the Green
Revolution increased global grain production by 250% between 1950 and 1984, the
ever- decreasing supply of fossil fuels is expected to have a major effect on the modern
industrial agricultural system: all the more so given that energy input into the
agricultural process has also greatly increased over time. In addition, food security can be
hampered by socio-political factors , in developing countries in particular. Government
intervention may reduce the incentive for producers to invest in and incr ease their
production, and small rural farmers have difficulty accessing seed, fertiliser, machinery, credit
and markets. The power of intermediaries in the agrifood chain can also hamper rural
farmers' chances of receiving fair compensation for their work, while wars and ethnic
unrest hamper the sustainability of overall food production.
Global food security: possible solutions
Increasing agricultural productivity
As food demand grows and increasing competition for land restricts opportunities to
expand farming land, increasing yields from ex isting land becomes crucial. One of the
main debates in this regard centres on genetically-modified (GM) crops. As GM crops are
more resistant to pests, weeds, insects and parasites, they allow for better harvests and
reduce the need for pesticides. Second-generation GM technologies, which are currently
under development, are about making crops more resistant to water shortages, extreme
temperatures, and salinised or acidic soils. Drought and salt-tolerant crops could be of
particular interest in the context of fighting climate change, water shortages and soil
degradation. Yields could also be increased, in particular in developing countries, by
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ensuring that farmers have access to seeds, fertilisers, machiner y, technology, credit and
markets. This could be done by means of greater public sector investment in agriculture
and overall infrastructure and by developed

countries

increasing

their development

assistance to developing countries.
Boosting agricultural research and development
While the world is currently fed by a small number of crops, namely rice, maize and
wheat, agricultural researchers argue that it is necessary to diversify the crops cultivated,
as well as to explore new varieties and then diversify the genetic resources of the new
crops. More genetic variety within a species, it is argued, would allow it to adapt more
easily to changing climatic conditions. Researchers also highlight the need for more crosssectoral research combining, for example, agronomy, urbanisation, energy supply, genetics,
pathology and economics, to respond to agricultural challenges.
International cooperation
Other proposals include agricultural trade liberalisation, particularly because EU and US
farm subsidy schemes for food production and exports restrict competition from
developing countries and erode their agricultural sectors. The creation of an emergency
response system and an international agency („International Food Agency“) , overseen by
a disinterested party like the World Food programme, has also been suggested as a means
of coordinating collective action in future food crises. Supporting small-scale farming, in
particular in developing countries, and helping them increase agricultural productivity, is
also seen as a way of not only enhancing food security, but also helping small farmers
out of poverty, as they could sell over-production and reinvest gains in diversifying their
production.
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Conclusion:

The questions of population growth and food supply have long been of central concern to
economists. In our article we have examined the lessons of the past for V4 nations (Czech
Republic, Slovak Republic, Poland, Hungary) where agricultural output has steadily risen for
decades, as well as for developing nations like India where the advances of the “Green
Revolution” in the 1960s have introduced new problems in addition to solutions. Our article
assessed the challenge of satisfying food demand during the twenty-first century as consumers
and producers in these countries—rich and poor alike—feel the effects of expanded global
commodity trade, food aid, and national legislation in response to globalization. We examined
increases in agricultural output and productivity in these countries; analyzed the centrality of
agricultural development to general economic progress and assesse the challenge of satisfying
food demand during the twenty-first century, given the effects of globalization on
international trade and national legislation. India has demonstrated that a democratic and
pluralist nation can open its economy to world trade, with positive effects on living standards
and the incidence of poverty. However continued growth depends on not abandoning the path
of economic reform on which the country clearly has embarked.
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Appendix
1. Economic indicators
Growth rate of GDP volume – percentage change on previous year
Country
2000
/Year
Czech
Republic
3,6
Hungary
4,9
Poland
4,3
Slovakia
1,4
Source: Eurostat

2001

2002

2003

2004

2005

2006

2007

2008

2,5
4,1
1,2
3,5

1,9
4,4
1,4
4,6

3,6
4,3
3,9
4,8

4,5
4,9
5,3
5

6,3
3,5
3,6
6,7

6,8
4
6,2
8,5

6,1
1
6,8
10,6

2,5
0,6
5
6,2

2009
(est)
-4,8
-6,5
1,2
-5,8

Gross domestic product based on purchasing-power-parity (PPP) per capita GDP (US $)
Country
2000 2001
/Year
Czech
Republic
15043 15832
Hungary
12085 12887
Poland
10305 10722
Slovakia
11225 11921
Source: www.indexmundi.com

2002

2003

2004

2005

2006

2007

2008

16401
13673
11058
12689

17344
14605
11741
13574

18744
15763
12700
14616

20263
16948
13571
16031

22270
18219
14895
17945

24181
18989
16370
20355

25118
19552
17536
22096
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2009
24400
18547
17989
21373

Economic indicators for India
Indicator /Year
2003
2004
GDP real growth
6,9
7,9
rate, %

2005

2006

2007

9,2

9,8

GDP per capita, $

520,98

598,96

691,03

759,90

Exports, billions $

44,5

57,2

69,1

76,2

9,4

2008
7,3

2009
5,4

941,64 1 017,17 1 032,71
112,0

151,3

176,4

Inflation, annual
3,8
3,7
4,2
6,1
6,3
8,3
8,6
percent change
Unemployment
8,8
9,5
9,2
8,9
7,8
7,2
6,8
rate, %
Sources: IMF (GDP growth, GDP per capita, Inflation), CIA Factbook (indexmundi.com)
(Unemployment rate, Exports)

Exports, billions of US dollars
Country
2003 2004
/Year
Czech
Republic
40,80 46,77
Hungary
31,40 42,03
Poland
32,40 57,60
Slovakia
12,90 21,25
Source: www.indexmundi.com

2005

2006

66,51
54,62
75,98
29,24

78,37 89,34 122,30 145,70
61,75 67,99 87,77 106,60
92,72 110,70 144,60 175,30
32,39 39,64 57,53 72,57
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2007

2008

2009

Inflation, annual percentage change
Country
2003 2004
/Year
Czech
Republic
0,11
2,78
Hungary
4,64
6,78
Poland
0,80
3,49
Slovakia
8,58
7,53
Source: www.indexmundi.com

2005

2006

2007

2008

2009

1,84
3,55
2,12
2,71

2,54
3,88
1,03
4,50

2,86
7,93
2,49
2,74

6,34
6,07
4,22
4,60

1,04
4,54
3,37
1,50
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Total investment (total gross fixed capital formation), % of GDP
Country
/Year
Czech
Republic
Hungary
Poland
Slovakia
Source: Eurostat

2003

2004

2005

2006

2007

2008

2009

26,7
22,3
18,2
24,8

25,8
22,5
18,1
24,0

24,9
23,0
18,2
26,6

24,7
21,7
19,7
26,5

25,2
21,2
21,6
26,2

23,9
20,9
22,1
24,9

23,1
21,0
20,6
22,5

2. Social indicators
Total fertility rate, number of children per woman
Country
1997
/Year
Czech
Republic
1,17
Hungary
1,37
Poland
1,51
Slovakia
1,43
Source: Eurostat

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
1,16
1,32
1,44
1,37

1,13
1,28
1,37
1,33

1,14
1,32
1,35
1,30

1,14
1,31
1,31
1,20

1,17
1,30
1,25
1,19
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1,18
1,27
1,22
1,20

1,23
1,28
1,23
1,24

1,28
1,31
1,24
1,25

1,33
1,34
1,27
1,24

1,44
1,32
1,31
1,25

Population change, absolute numbers

Population projections, millions inhabitants
Country
2010
/Year
Czech
Republic
10,39
Hungary
10,02
Poland
38,09
Slovakia
5,41
Source: Eurostat

2015

2020

2025

2030

2035

2040

10,50
9,96
38,07
5,43

10,54
9,89
37,96
5,43

10,52
9,79
37,61
5,40

10,42
9,65
36,97
5,33

10,29
9,50
36,14
5,23

10,16 10,04 9,89 9,51
9,35 9,21 9,06 8,72
35,22 34,26 33,27 31,14
5,12 4,99 4,86 4,55
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2045

2050

2060

Infant mortality, deaths per 1 000 live births
Country
1998
/Year
Czech
Republic
5,2
Hungary
9,7
Poland
9,5
Slovakia
8,7
Source: Eurostat

1999

2000

2001

2002

4,6
8,4
8,9
8,3

4,1
9,2
8,1
8,6

4,0
8,1
7,7
6,2

4,1
7,2
7,5
7,6

2003 2004
3,9
7,3
7,0
7,9

2005

2006

2007

2008

3,7
6,6
6,8
6,8

3,4
6,2
6,4
7,2

3,3
5,7
6,0
6,6

3,1
5,9
6,0
6,1

2,8
5,6
5,6
5,9

Women per 100 men
Country
2000
/Year
Czech
Republic
105,5
Hungary
110,1
Poland
105,8
Slovakia
105,7
Source: Eurostat

2001

2002

2003

2004

2005

2006

2007

2008

105,5
110,3
106,4
105,9

105,4
110,4
106,4
105,9

105,4
110,5
106,5
106,0

105,3
110,6
106,6
106,0

105,2
110,7
106,7
106,0

104,9
110,6
106,8
106,0

104,7
110,6
106,9
106,0

104,2
110,6
107,0
105,9
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2009
103,8
110,6
107,1
105,8

Old-age-dependency ratio %, ratio between old inactive people and productive people
16-65
Country
/Year
Czech
Republic
Hungary
Poland
Slovakia
Source: Eurostat

2000

2001

2002

2003

2004

2005

2006

2007

2008

19,8
22,0
17,6
16,6

19,8
22,2
18,0
16,5

19,7
22,3
18,2
16,3

19,7
22,4
18,4
16,3

19,7
22,6
18,6
16,3

19,8
22,7
18,7
16,3

20,0
22,9
18,9
16,4

20,2
23,2
19,0
16,5

20,5
23,5
18,9
16,6

3. Agricultural and food indicators
Share of agriculture in total GDP, %
Country
2000
/Year
Czech
Republic
3,9
Hungary
5,4
Poland
5,0
Slovakia
4,5
Source: Eurostat

2001

2002

2003

2004

2005

2006

2007

2008

3,9
5,2
5,1
4,7

3,3
4,6
4,5
5,1

3,1
4,3
4,4
4,5

3,3
4,8
5,1
4,1

3,0
4,2
4,5
3,7

2,6
4,0
4,3
3,6

2,5
4,0
4,3
3,5

2,5
4,3
3,7
3,1
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Total farm labour force
Country
2005
2007
2003
/Year
Czech
Republic
166,4
151,9 137,31
Hungary
525,79 462,74 403,42
Poland
2190,87 2273,59 2263,15
Slovakia
118,63
98,79
91,29
Source: Eurostat
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The Evaluation of the Marketing Level of Sugar Beet Production
and Consumption in the Production-Economical Conditions in
Slovakia

R .Récky1, D. .Dobák 1, P. Rovný 1

1

Slovak University of Agriculture, Nitra, Slovak Republic

Abstract: The Slovak republic did´t have before the EU accession quota system. It was
possible to make business with so amount number of sugar beet, which were sugar processing
companies able to process during the season. After the EU accession is market in Slovakia
influenced by the Common market organization with sugar and sugar beet in the EU. Present
sugar quota amount in Slovakia is 112 319,5 tons of sugar, what represents 802 282 tons of
sugar beet at 16% of saccharous content. The aim of this paper is to objective evaluate level
of marketing indicators of the production, consumption and economical dependency in sugar
beet growing in the Slovak conditions. Sugar regime in the EU is created from: guaranted
price of sugar and sugar beet, systems of production areas of sugar beet, market protection
against import from third countries and production delivery for sugar export subvention.
Sugar beets areas were in the period of years 1999 – 2009 rapidly decreasing, what had
impact on decreasing of sugar production (in tons) in Slovakia.

Key Words: sugar, sugar beet, market, consumption, production, economy

612

Introduction:
Sugar beet is one of the most important commodities used for sugar production in the Slovak
conditions. It is growing in Slovakia for 200 years. Its growing is connected with sugar
industry. After the year 1990 we can follow gradual decline.
The Slovak republic didn’t have sugar quota system before the EU accession. We could
produce so amount of sugar beet production, which sugar companies could process. In the
pre-accession period the Slovak government accepted agreement for quota in volume of
207 432 tonnes of sugar. Sugar beet as an only one commodity had same price conditions for
all member countries in the accession period in 2004. These conditions didn’t continue long
time. The European Union confirmed “sugar reform” in 2006. This document decreased
prices of sugar and sugar beet. Sugar factories could get big amount of many for voluntary for
closing their production. There was second round of restructuralization, where shareholders of
the company Eastern Sugar Slovakia, joint-stock company decided to ask for
restructuralization help and to close their production. The basic quota of white sugar in
Slovakia decreased about 70 133 tonnes. The growers could also to ask for restructuralization
help for 10% of sugar factory quota. But it was possible after the legislation adjustment in the
third year of restructuralization. Slovak growers utilized this possibility and the quota
increased about 33 584 tonnes on the level of 103 715 tonnes of white sugar in 2008/2009.
Slovak sugar producers together with growers bought 8 604.5 tonnes of additional quota. It
means that the total quota for the year 2008/2009 was 112 319.5 tonnes of sugar.
The prices of refined sugar on the end of 2009 reached maximum, when for first time
got more than 700 USD per one ton.
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Material and Methods
The aim of this paper is to compare production and economical relations in sugar beet
growing in the Slovak Republic. This paper comes out from materials purchased from The
Research Institute of Agricultural and Food Economics in Bratislava for the years 2004-2008.
We analyze sugar beet production from the point of critical point, subsidies efficiency and
revenue rentability.
The competitiveness development creates condition for viable companies and it
eliminates unprofitable companies. That’s reason why every company wants to reach
successful location on market.
All materials used in this paper were reached from public materials from the Ministry
of Agriculture of the Slovak Republic, the Research Institute of Agricultural and Food
Economics in Bratislava, the Statistical Office of the Slovak Republic and from the USDA
Foreign Agricultural Service.

Research
The harvest area development of sugar beet is shown in table 1. We monitored significant
decrease of harvest areas of sugar beet for the evaluation period. This decrease presents
volume 24.4 thousand hectares, what means sugar beet harvests area decrease of 69%.

Table 1 The development of harvesta area of sugar beet (in thousand hectares)
Indicator Measure
Unit

2004

2005

2006

2007

2008

Harvests
areas

35.5

33.2

27.7

18.9

11.1

Thousan
d
hectares

2009
predicti
on
15.9

Index Decrease
08/04 In thousand
hectares
0.31
24.4

Source: The Research Institute of Agricultural and Food Economics, 2008 and own
calculation
Table 2 shows yields and saccharous content of sugar beet for the evaluation period. The
yields had increase of 20.44 tonnes per one hectare (45%). The record yield of sugar beet was
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in conditions of the Slovak Republic in 2008 (65.93 tonnes per one hectare). The lowest yield
was in 2004 (45.50 tonnes per one hectare). The saccharous content development was
fluctuating and it got the level of 16% in all years.

Table 2 Saccharous content and yields of sugar beet
Indicators
MJ 2004 2005 2006 2007 2008

2009
predicti
on
45.50 54.96 51.00 46.77 65.93
52.55
17.36 16.27 17.02 16.19 16.21
17.0

Index Increase
08/04 Decrease

Yields
t.ha-1
1.45
20.43
Saccharous
%
0.93
- 1.15
content
Source: The Research Institute of Agricultural and Food Economics, 2008 and own
calculation
Table 3 shows development of own costs, producer prices, yields and costs efficiency of sugar
beet. The producer prices decreased compare to previous years. The total decrease during the
period was about 24.13 Euro pre one ton (42%).

Table 3 The Economical evaluation of the sugar beet production in the Slovak Republic
for the period 2004-2008
Harvest Farmer prices Own costs in
Revenues
Cost efficiency
Years
in t.ha-1
v Euro.t-1
Euro.ha-1
in Euro.ha-1
in Euro
2004
45.5
57.03
1 664.94
2 594.74
1.56
2005
54.96
49.26
1 822.94
2 707.33
1.49
2006
51.00
42.75
1 905.00
2 180.44
1.14
2007
46.77
36.48
1 828.06
1 709.17
0.93
2008
65.93
32.90
1 948.81
2 168.79
1.11
Source: The Research Institute of Agricultural and Food Economics, 2008 and own
calculation
The differences in sugar beet yield are high (45%) in the following period. The lowest yield
was reached in 2004 (45.5 tonnes pre one hectare) and the highest was reached in 2008 (65.93
tonnes per hectare), what is in percentage expression difference 45%.
The own costs were during the period 2004-2008 gradually increasing about 17%, what is
shown in table 3.
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When we compare years from the point of cost efficiency, we can observe that the highest
costs efficiency (without any subsidies) was in 2004 (1.56 Euro) for 1 Euro of inputs to
production and the lowest volume was in 2007 (0.93 Euro) for 1 Euro of inputs to production.

Table 4 Critical points of sugar beet production in the Slovak Republic

Indicators
Harvest in t.ha-1
1*
Critical point
-1
2*
in t.ha
1*
Difference in
2*
t.ha-1

2004
45.50
29.20
26.33
16.30
19.17

2005
54.96
37.01
33.71
17.95
21.25

Years
2006
51.00
44.56
31.82
6.44
19.18

2007
46.77
50.11
33.23
-3.34
13.54

2008
65.93
59.24
31.08
6.69
34.85

1*
929.79 884.39 275.44 -121.89 208.36
Profit (loss) in
-1
2*
1093.31 1046.7 919.96 493.83 1146.29
Euro.ha
Source: The Research Institute of Agricultural and Food Economics, 2008 and own
calculation
1 – without subsidies, 2 – with subsidies
Table 4 shows on fact, that negative critical point of sugar beet production for the following
period (without any subsidies) was in 2007 (-3.34 tonnes per hectare). It means, if the yield
would increase for 3.34 tonnes per hectare, than costs for growing will be same as revenues.
Other evaluated years have positive critical point of production. The positive rentability of
production (with subsidies) was achieved in all years.
Critical point express economical state, when all costs are covered by revenues and it is not
reached profit or loss. When there is more production above critical point, then it reaches
higher profit. When there is more sunflower production under critical point, then it reaches
higher loss.
The loss (without subsidies) was achieved only in 2007 (-121.89 Euro per hectare).
The critical point of sugar beet production without subsidies shows fact, that Slovak
producers achieve higher hectare yields, that means that this commodity is in the group of
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profitable commodities. If we calculate in revenues also with subsidies in sugar beet growing,
then this sector is lucrative.

Table 5 The analyze of sugar beet subsidies efficiency in the Slovak Republic for the
period 2004-2008
Share of
Subsidies
Subsidies in subsidies on costs Share of subsidies on
Year
in Euro.t-1
Euro.ha-1
covering in % revenues covering in %
2004
3.58
163.51
9.82
6.30
2005
2.95
162.32
8.90
6.00
2006
10.69
544.51
28.58
24.97
2007
13.18
615.71
33.68
36.09
2008
14.04
926.31
47.53
42.71
Source: The Research Institute of Agricultural and Food Economics, 2008 and own
calculation
Subsidies rapidly influenced economy of the sugar beet production. From 2005 to 2008
subsidies for sugar beet production has rapidly increased about 570%. While in 2005 were
subsidies in volume of 162.32 Euro per hectare, than in 2008 it was in volume of 926.31 Euro
per hectare. The significant increase of subsidies was demonstrated in percentage share of
subsidies on the covering of costs in sugar beet growing. In 2005 it was on the level of 8.9%
and in 2008 it was on the level of 47.53% (Table 5).
The stabilization and increasing of market competitiveness led to restructuralizations projects
in the Slovak Republic. In 1992 there were nine sugar factories and nowadays there are only
two (Trenčianska Teplá a Sereď).
Brusel is nowadays continuing in this “sugar reform” in spite of changing conditions. It
subsidies sugar beet and sugar producers, who finished or are finishing with their production
of this commodity. There is amount of 7.7 mil. Euro for farmers. These money will be used
especially for farmers, who supplied sugar factory Eastern Sugar in Dunajská Streda. This
financial help is specified for realization of diversification activities oriented for machine and
new technology purchasing for other commodities producing and processing.
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Abstract: New Issue Market, also known as primary market, is the market for fresh capital. In
this market, the funds are mobilized mainly through prospectus, right issues and private
placement. A well developed and dynamic primary market is a must for the growth of industrial
sector in any country as companies arrange funds by issuing securities in this market only.
Over the past few years the primary market in India has shown an impressive growth and
increased dynamism. The market infrastructure has advanced and the corporate governance has
progressed faster in comparison to many other emerging market economies. From the days of
fixed price issues under the CCI regime and later on the free pricing era, the primary market in
India has now evolved in a highly dynamic and developed market which follows the practices
that are of global standards. Book Building has become the new buzz word. Barring few
exceptions, most of the IPOs and FPOs in India during recent times have been highly successful
and many of them were even oversubscribed. The market has shown a commendable growth both
in terms of the number of issues as well as the size of these issues. This research paper is an
attempt to study the growth of new issue market in India. The authors have also attempted to
study the various factors that have contributed to this growth.
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Introduction:
Also referred to as Primary Market, New Issue Market is the market for fresh capital. In
this market, funds are collected and securities are issued directly by the company to the investors.
The Indian primary market has come a long way particularly after the deregulation of the Indian
economy in 1991-92. Both the primary and secondary markets have had various reforms,
structural cum policy changes from time to time. The most commendable being the dismantling
of the Controller of Capital Issues (CCI) and introduction of the free pricing mechanism. This
changed the whole facet of Initial Public Offering (IPO) market. Book Building became the new
buzz word. After the liberalization, privatization and globalization of the economy the new issue
market in India has grown by leaps and bounds both in terms of number of issues as well as in
terms of volume of resources raised.

This study has been conducted keeping in mind the following three objectives:
 To examine the growth of Primary Market in India in terms of total resources raised
through new issues.
 To study the growth of Primary Market in India in terms of the growth in equity raised
over the years.
 To study the growth in resources raised from overseas primary market.
 To find out the growth in equity raised by the companies of various sectors through new
issues.

Materials and Methods:
Problem Definition
 “Growth of New Issue Market in India: A Comprehensive Study”.
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Research Design
 Descriptive
Type of Data Used
 Secondary Data
Time Period
 For the purpose of study the data for the duration of March 31, 1992 to March 31, 2009
have been collected and analysed.
Sources of Data
 Websites, Newspapers, Various Data Bases etc.
Data Analysis Tools
 Charts and Graphs
Segment of the Market Taken for the Study
 Equity Market

Results:

1. Resources Raised From Domestic Primary Market & The Percentage Growth (YoY)
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Resources raised from domestic primary market
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Inference-It is clear from the above mentioned charts that the resources raised from domestic
primary market have, by and large, shown a growing trend. Out of a period of 18 years, only 7
years have shown a negative growth on year to year basis. Maximum resources have been raised
from domestic primary market in the year 2008, while in terms of growth on year to year basis,
1993 has been the best year.
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2. Resources Raised From Domestic Primary Market Through Public Issues & The
Percentage Growth (YoY)

Resources raised from domestic primary market: Public issues
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Inference-It is clear from the above mentioned charts that the resources raised from domestic
primary market through public issues have shown a mixed trend. Through public issues,
maximum funds have been raised from the domestic primary market in the year 2008, while in
terms of growth on year to year basis, 2004 has been the best year.
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3. Resources Raised From Domestic Primary Market Through Right Issues & The
Percentage Growth (YoY)

Resources raised from domestic primary market: Right issues
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Inference-It is clear from charts that the resources raised from domestic primary market
through right issues have also, by and large, shown a mixed trend, although the years showing
negative growth are more than the years showing positive growth. Through right issues,
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maximum funds have been raised from the domestic primary market in the year 2008, and at the
same time this very year also recorded the maximum growth on year to year basis.

4. Resources Raised From Domestic Primary Market Through Private Placement & The
Percentage Growth (YoY)
Resources raised from domestic primary market:Private placement
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Inference-It is clear from the above mentioned charts that the resources raised from
domestic primary market through private placements have, by and large, shown a growing trend.
Through private placements, maximum funds have been raised from domestic primary market in
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the year 2008, while in terms of growth on year to year basis, 1994 has been the best year
followed by the year 1998.

5. Resources Raised From Domestic Primary Market Through Equity Shares & The
Percentage Growth (YoY)
Resources raised from domestic primary market: Through Equity Shares
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Inference- The above mentioned charts clearly indicate that the funds raised from
domestic primary market through equity issues have, more or less, shown a growing trend
although there have been some exceptions as well. This trend has been rather prevalent in recent
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past i.e. after 2004. Through equity issues, maximum funds have been raised from domestic
primary market in the year 2008, while in terms of growth on year to year basis, 1993 has been
the best year followed by the year 2004.
6. Resources Raised From Overseas Primary Market & The Percentage Growth (YoY)
Resources raised from overseas primary market
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Inference-It is clear from the above mentioned charts that the resources raised from
overseas primary market have shown, somewhat fluctuating trend although the funds raised have
increased with the passage of time. Year 2006, 2008, 2001 and 1999 have been very prominent
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from this point of view while in terms of growth on year to year basis, 1994 has been the best
year followed by the year 1999.

7. Resources Raised From Overseas Primary Market Through Equity Issues & The
Percentage Growth (YoY)
Resources raised from overseas primary market: Equity
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Inference- The resources raised from overseas primary market through equity have also shown,
somewhat fluctuating trend. Year 2008 and 2006 have been the most prominent years from this
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point of view while in terms of growth on year to year basis, 2000 has been the best year
followed by the 2008 and 1994..

8. Equity Raised By The Companies of Various Sectors & The Percentage Growth (YoY)
8.1 Equity Raised By Manufacturing Companies & The Percentage Growth (YoY)
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Inference- In the beginning of 1990’s the funds raised by manufacturing companies
shown a growing trend but in the second half of the decade this trend revered. From the year
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2002, it again started depicting growing trend. Manufacturing companies raised maximum equity
from the domestic market in 2008, while in terms of growth on year to year basis, 1993 has been
the best year.

8.2. Equity Raised By Electricity Companies & The Percentage Growth (YoY)
Equity raised by electricity cos.
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Inference- Up to the year 2006, the equity raised by electric companies in the domestic
market has also shown, by and large, a growing trend. Electric companies raised maximum equity
from the domestic market in 2005, while in terms of growth on year to year basis, 2004 has been
the best year followed by 1998 and 1993.

8.3. Equity Raised By Service Companies & The Percentage Growth (YoY)
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Inference- Up to the year 2006, the equity raised by service companies from the domestic
market has shown a mixed trend. These companies raised maximum equity from the domestic
market in 2006 followed by 2005, while in terms of growth on year to year basis, 1993 has been
the best year followed by 2000.

8.4. Equity Raised By Construction Companies & The Percentage Growth (YoY)
Equity raised by construction cos.
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Inference- Up to the year 2006, the equity raised by construction companies from the
domestic market has shown somewhat growing trend. These companies raised maximum equity
from the domestic market in 2006 followed by 2005, while in terms of growth on year to year
basis, 2005 has been the best year.

Conclusion:
Following important conclusions can be drawn from the study:
 The study reveals that the funds raised through new issues (as a whole as well as equity
issues) from domestic market have shown a growing trend although there have been few
years which have depicted reversed trend as well.
 The funds raised through new issues (as a whole as well as equity issues) from overseas
market have also, by and large, shown a growing trend although there have been leaner
pastures as well.
 The funds raised through equity by the companies belonging to various sectors have also
depicted a growing trend, although in certain cases the trend is somewhat mixed.
 Out of the last two decades the year 2008 has been the most prominent year from the
point of view of the new issue market in India.
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Effects of ICT on Albanian Entrepreneurships’ for globalization
value adding in an online setting
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Abstract:
This paper is an active discussion and interaction between a detailed literature review, on the
importance of adapting the information technology by entrepreneurship in a given country, and a
specific application by some entrepreneurships. Those entrepreneurships considered as small and
medium size enterprises are chosen due to:

1. the increasing number in an economy
2. their importance in developing country, as Albania is considered such
3. being considered as the vital motor of the economy.

This paper aims to show the reader the level of IT usage from the companies that operate in the
Albanian IT sector, focusing in the main reasons for using IT. This is an important issue
considering the growth trend of the domestic market and also the close relationships with other
companies established outside Albania, that have already applied IT solutions to their activities.
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We might also observe the level of efficiency and effectiveness of the Albanian companies and
also the impact of the customers’ demands over the quality of the services offered.

This case does not consider the large companies, so they are not object of this study and they are
not included in the process. The case analysis for the Albanian companies has been developed
using the questionnaires.

Key words:
the information technology, the entrepreneurship, small and medium size enterprises, the
Albanian IT sector, the level of IT usage
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Introduction
Every click by an internet user presents an opportunity for personalization, a chance for
companies to provide prospects and customers with specially selected information. A web site
that is highly usable keeps the user at the site. What really companies understand is that with all
the other users out there, these companies that include internet for marketing purposes are in
competition for customers, times, value for money, customer driven oriented products.
Web site success requires companies to understand the importance not only of promotion and of
following up with the target audience but also of regularly evaluating the content and of
maintaining the quality of the web site. Therefore, it is important not only to adapt an internet
web page for each company, but also to design their proper web sites to be informative and
engaging and to make visitors wants to return or tell their friends to visit. In this way, the site’s
content must provide adequate navigational tools. A well designed web site is essential in
increasing the number of new visitors, maintaining existing customers, and guiding them to
decision taking or having the products and services.

Theoretical background
The internet has unleashed creativity, business opportunities, and phenomenal growth in
software, hardware, and services to support its expansion. Studies has shown that the contribution
of the Internet in some economies, including infrastructure and advertising, exceeded USD 700
billion by the end of 2005. That statistics helps explain many trends in our economy: the deeply
necessities deliver process of computer industry and telecommunications, the merger and
acquisition of the internet users (companies and businesses).
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A web is not a venue for selling. Although some find it a great way to generate revenue, many
more businesses use it to:
1. Increase brand or product awareness
2. Enhance corporate image
3. Provide information or display samples of goods and services
4. Generate lists of prospects
5. Build relationships with customers
6. Improve customer service
7. Gather information about customer needs and preferences for future product development
8. Better understand customer demographics
9. Test consumer response to discounts or special offers, etc.

What this article focuses on is related to the fact whether the internet and the web can make the
business more successful and more profitable. But not all the businesses in an economy know the
success of having a simple web. Also, it must be underlined that staying customer-focused is just
as important online as it is offline.

The SME sector plays a main role in the development of an economy, especially in the transition
countries. IT is estimated to be one of the main barriers for growth by SMEs. Economic stability,
as well as creation of a friendly and stimulating environment for small businesses, is crucial for
improving SMEs access to IT.
SME in Albania. In Albania, the size of enterprises is defined by the law no. 8957,
dt.17.10.2002, through three criteria:
•

number of employees
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•

annual turnover

•

size of the capital owners

Table 1 - SME definition in Albania
Enterprise
category

Number of
employees

Annual Turnover

Ownership

medium-sized

21-80

≤ 80 million Lek
(approx. € 0.65 mil)

Less than 25% of
the capital is owned
by enterprises that
as per this law are
not considered
small and medium
enterprises

Small

6-20

≤ 40 million Lek
(approx. € 0.325 mil)

100% of the capital
is owned by
enterprises that as
per this law are
considered small
enterprises

Micro

≤5

Not specified

Not specified

Source: www.qpz.gov.al

SME in Europe
On 6 May 2003, the Commission adopted a new recommendation in order to take account of
economic developments since 1996. It entered into force on 1 January 2005 and applies to all the
policies, programs and measures that the Commission operates for SMEs. For the Member States,
use of this definition is voluntary, but the Commission is inviting them, together with the EIB and
EIF, to apply it as widely as possible. The new criteria for defining the micro, small and medium
enterprises, are three:
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•

staff headcount

•

annual turnover

•

annual balance sheet

Table 2 - SME definition by the EU
Enterprise
category

Headcount:
Annual Work
Unit

Annual
Turnover

medium-sized

< 250

≤ € 50 million

≤ € 43 million

(In 1996 € 40 million
)

(In 1996 € 27
million )

≤ € 10 million

≤ € 10 million

(In 1996 € 7 million
)

(In 1996 € 5 million
)

≤ € 2 million

≤ € 2 million

(previously not
defined)

(previously not
defined)

Small

Micro

< 50

< 10

or

Annual Balance
sheet total

Source: European Commission – The new SME definition (2003)

Globalization and SMEs
Globalization represents an unavoidable phenomenon in the humanity history, which is making
the world increasingly smaller through the enhancement of exchange of goods, services,
information, knowledge, culture between countries. SMEs are increasingly faced with the
opportunities and challenges presented by global industrial restructuring. Market liberalization
and deregulation, which contributed to the global restructuring trend, is exposing many SMEs to
fierce international competition and imposes substantial adjustment costs on them. Many SMEs
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are becoming increasingly globalized, although some continue to focus on local markets. About
one-fifth of manufacturing SMEs in OECD countries draw between 10% and 40% of their
turnover from cross-border activities. SMEs contribute between 25% and 35% of world
manufactured exports and account for a smaller share of foreign direct investment (FDI) (OECD,
2000).
Global industrial restructuring in the current era is characterized by an increase in cross-border
strategic alliances, mergers and acquisitions (M&As) and other types of business networking,
accelerating concentration and consolidation of products and services suppliers at a global level.
This presents new international opportunities for small and medium-sized enterprises. Crossborder business networking allows SMEs to expand their markets and distribution channels, to
realize economies of scale, to extent in products and processes, and to profit from the sale and
licensing of technology-based assets. To face this global challenge, SMEs need to improve their
competitiveness i.e. their ability to compete effectively with other economic subjects from
beyond the borders of countries. Some of them are better placed because of their lower labour
costs, some – in turn- because they have new products or services better responding to newlyborn needs of their consumers. To survive and win in such a competitive fight, to grow in such an
environment, they must also develop their comparative advantages. And this requires:
knowledge, financial resources and economic flexibility.

Internationalisation and Strategic priorities of the SME sector development in Albania and
EU
As per EU (October 2006), Albania has slightly progressed in the policies regarding the
implementation of the European Charter for Small Enterprises. As per OECD (cited by METE,

625

2008) index evaluation (which takes into account 10 dimensions), it results that the index
regarding the incentive policies in Albania is 2 out of 5 (5 is the maximum). This is the lowest
evaluation in the Western Balkan Region. The lowest evaluation belongs to the dimension of
education & training for entrepreneurship. Weak are considered even the dimensions of
innovation and use of new technologies.

Since the SME sector is an active force for the economic development, the Albanian government
has a range of strategic priorities regarding the SME development, as follows:
•

SME sector development will be harmonized with the sector strategies which have an
impact in SME sector

•

Assurance of the transparency regarding the decisions, actions and the undertaken
measures which influence the business environment

•

Assurance of fair competition and support of SME integrity in the international market

•

Information technology development

The SME development strategic program for the medium-term period 2007-2009, is an integral
part of the government program and is reflected to the business development and investment
strategy of the medium- and long-term period 2007-2013. The SME development policies for the
ongoing period have been designed complying with the Stability & Association Agreement and
with the European Charter for Small Enterprises. (METE, 2007)
Even though the economic growth of Albania has been significant in the past few years, it has not
narrowed the gap between the economic indicators of Albania and EU member states.
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As a result of market liberalization reforms, privatization processes and institutional building, a
number of adoption processes in the economic structure, labor market and social welfare resulted
in a certain cost of this transition.

This liberalization process, which had a positive impact on the increased investment efficiency
through the economy of scale, which leads to more increased investment, adoption of new
technologies and establishment of new companies and industries, was not followed by a
considerable level of investment, education and labor market.

Small and medium-sized

enterprises have been the entities on which the business and investment environment had most of
its impact. As per the METE (2007), the specific objectives that will help achieving the overall
goal are:
A. Internationalisation Promote entrepreneurial culture

This is one of the priorities of long-term development for SME sector. The measures undertaken
to reach this objective are two:
1. Establishment and improvement of management and training skills. Lack of
management talent which dominates most of the countries in the region, has a
huge impact on SMEs. As a result, a different entrepreneur behavior must be built
starting from the first steps of educating the young generation. Such actions are
very important to creating the right environment for entrepreneurs within the
education system, making sure that young people are well informed about
entrepreneurship culture and consider it part of their education as well as future
employment opportunity. A new behavior must take roots among women and
young people.
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2. Increase the labor force skills through:
-

Periodical analysis of training needs

-

Design of training programs and respective modules on entrepreneurship

B. Develop growing businesses with internationalization potential

Following the regional and European integrity, Albanian SMEs have to get ready to cope with the
competition from other companies in the region. In order to achieve this, an increased
competitiveness of Albanian SMEs through the promotion of innovative SMEs and transfer of the
latest technologies, is needed. The actions undertaken to reach this objective are two:
1. Improve the business climate for SME development
2. Increase the competitiveness through innovation and technology transfer

Behavior of Entrepreneurships in Online Settings

One of the most important areas of research in marketing is the online changing environment, in
particular in consumer behavior in online and offline environments. The importance of the online
setting as a distinct consumer environment is justified by Dholakia and Bagozzi (2001) who
express: “digital environment are different enough from the existing arena of consumption to
warrant this effort of research”. In the following paragraphs we will consider three moments:
1. adoption of technology by entrepreneurships,
2. consumption process,
3. And benefits/consequences of using technology.
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Adoption process. One of the initial areas of interest for all entrepreneurships in a given digital
environments is why and when they need to adopt technology and services available online. Two
attitude-based theoretical frameworks have been developed to analyze consumer attitudes in
technology adoption:

a. The theory of reasoned action (TRA, Alzen and Fishbein’s, 1980),
b. Technology acceptance model (TAM, Davis, 1989). The TRA posits that adoption of new
technology is a function of a entrepreneurship’s intention to adopt it, and in turn these
intention are hypothesized to depend on the firm’s attitude and its subjective norm
associated with adopting the technology. TAM model is a modification of the TRA to
describe specific user acceptance of computers and IT services within the entrepreneurial
firms. The TAM proposes as attitudinal determinants easy of use and perceived
usefulness. Once the adoption decision has been made, the entrepreneur focuses on issues
of goal striving, where the emphasis is on determining the best means to accomplish the
goal of entrepreneurships. Entrepreneurs will adopt technology only when the benefits,
both functional and hedonic, outweigh the perceived costs (e.g., inconvenience, difficulty
to learn how to use the technology, etc).

Figure 1. Model of Attitude of Entrepreneurships in Adopting IT
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Consumption process. After an entrepreneur has decided based on the above factors to adopt
the ITC services, the firms, small and medium size, focus on the process of consuming digital
environments. Sometimes, SMS become so involved in the digital environment that they
often “lose” on the internet services.

Benefits/Consequences of Using ICT Services. Of course the main goal for this is being more
internationalization. Childers. et al (2001) define the antecedents of the technology’s benefits
as navigation (the process of exploring” the interactive environment in alternative ways to
seek out product-related information), convenience to be more internationalization,

In fact there are a lot of studies a lot of articles, and a lot of authors that describe and analyze
the models and reasons why entrepreneurships develop ICT services. Keeney (1999), is one
of the main author which develop a quantitative model of entrepreneurships values in internet
commerce. He defines that value proposition associated with IT as the net value of the
benefits and costs of both a product and the process of finding, ordering, and receiving it.
From hundred of interviews, Keeney define two lists of objective:
•

Means objective (help to achieve one or more of other objectives), and

•

Fundamental objectives (reasons for purchasing on the internet or not, or making
marketing via internet or not). Some of the fundamental objectives are: maximized
satisfaction for the clients, product quality, costs, privacy, safety, etc. We note that the
aim of this paper is how entrepreneurships are using the internet services for achieving
the objectives of internationalization as a means objective.
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Two conclusions seem to be arrived:
a. The behavior of entrepreneurs in digital environments is different from that in
online environments, and then the efforts developed to measure perceived
value in online services cannot be directly applied to digital environments.
b. The second conclusion of entrepreneurships that seek to be involved in online
settings is that there are some attributes that are relevant in these environment
that must be taken into account in the initial definition of the perceived value if
online internet services. Some of these attributes are usefulness, easy to use,
convenience, site design, privacy, safety, etc.

Methodology
The design for this research is based on case study methodology, the prefered methodology for
dealing with “how” and “why” questions such as those used in this study. The aim of the paper is
supported by the questionnaires, including quantitative analysis and a detailed and very
qualitative theoretical approach. Data analysis consisted of examing, categorizing, and
recombining the evidence to respond to the research questions. The critical part of data analyses
was to evaluate data for their informational adequency, credibility, usefulness, and centrality.

The primary resources, used to collect the necessary information, were very important to develop
this study. As primary resources served the questionnaire compiled for the Albanian
Entrepreneurships.

The study itself shows in details some basic statistics, since the level of adoption of this service
from the Albanian firms is still at its beggining stages. The number of companies analyzed is 40,
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23 of whom don’t have a website. In this way, except for the first question, all other results from
the questionnaire have been estimated based on the 17 companies that owned a website.

Case Analyse

The case analysis for the Albanian companies has been developed using the questionnaires. In
order to fulfill the purpose of the paper, the questionnaire itself consists of 5 sections, as
following:
Section I – gives a general overview of the company;
Section II – gives the way companies perceive a website;
Section III – gives quantitative informations about the structure of the website;
Section IV – shows how a website might influence over the marketing of the relationship with the
customers;
Section V – shows what the company plans to change in the future regarding IT issues.

Discussion and conclussions

Following you will find a detailed analysis over the case studied. Regarding the first and second
question1, might be noticed that the companies in the IT sector apply for and have their own
website or have access in the Internet mostly after the first years of their business activity and
after dealing with the various difficulties in this phase. Moreover, only a few companies or none
of them plan of using IT in the marketing of the respective services they offer.
1

You might find the respective questions and charts respectively in the questionnaire and charts section inside the
appendix.
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The figures regarding the internet access for the companies in the sector show that, at least in the
sample we got, representing all the Albanian companies, most of companies don’t have internet
access. On the other hand, lately it is shown that:
•

there is a growing trend of the number of companies in this sector that pay attention to the
internet and, generally, to the IT benefits

•

the internet is being used for marketing purposes

Regarding the third and fourth question, there were noticed the following results:
These days, still most of companies of the sample analyzed here don’t have a specific staff for the
maintenance of their website, which not only causes problems to the estimation of the service
quality, but also implies the existence of a standard and qualitative service, which would make it
very difficult to use it for marketing purposes. Maintenance is usually managed by a single
person, or it is assigned to the IT staff members as a second-hand task. Still, a considerable
number of companies have a special staff that are assigned this task and this is something positive
certainly. Something negative noticed is that some of the big companies of the sector
unfortunately don’t have a particular staff to handle the proper website.

Following, it results that most of the albanian companies analyzed spend a considerable ammount
of money for their expenses on internet services. This directly depends on the importance that
Albanian companies give to the internet or, generally speaking, to the IT.

In this moment, the results are very significant on the importance these companies give to the
expenses related to the internet. Only in this way, we could go towards the establishment of an IT
department. These companies do spend a considerable amount of their budget for the internet but,
from another point of view, if we sum up the number of companies that spend too little and the
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ones who spend a small percentage of their budget for the internet, one might notice that this is
the majority of the companies analyzed.

Anyway, in almost all the Albanian companies analyzed the internet is considered as very
important and necessary, where the latter is the opinion expressed mostly. This shows that the
companies in the Albanian IT sector have a positive perception over the internet importance.
In most of the companies their website is seen as a system helping them to know better their
customers. Also, in all these companies it was admitted that the website influenced positively in
the company’s performance by actually improving it. Therefore, the interviewed people are much
objective in this point, when they could answer negatively considering the extra costs. This
shows that, in these companies, there are people aware that expenses on internet are something
usual nowadays. Most of the Albanian companies in the IT sector, part of our sample, advertise
their activities in other websites. This is one of the marketing strategies that internet offers.
Among the services that a company offers in its own website, is the multilanguage opportunity,
where the common language used together with the national one is English. Here, we can
distinguish SMEG branch of Tirana with a website available in 16 different languages and also
BTC Albania, a totally Albanian company with a website available in 3 different languages.
Going ahead with the questions 15 till the last one, results that:
Knowing that internet is very necessary for everyone, internet access has become very easy for
anyone, adults, whose everyday tasks depend on it, and also youngsters.
One of the best findings, either related to the future impacts of marketing, or related to several
aspects of pricing, promotion, effectiveness of the channel of distribution, product packaging
through IT etc., is the segmentation for marketing purposes. There is a small percentage of
companies that use online segmentation. This is due to the limited usage of internet in Albania
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and also because a proper segmentation according to demographics, life style and the customer’s
behaviour is very difficult to be done.
There might be noticed a low usage of online applications for the marketing of consumer
relationships. A reason for that is that Albanian companies are not yet aware of the effectiveness
of this process. Actually, this goes along with the fact that the companies in the IT sector should
have some of their employers trained in order to have an effective process for the customer
training. This will shift the Albanian commercial society faster towards the so-called Consumer
Society, which in nothing less than dealing with the consumer one to one (face to face through
IT), otherwise, taking the order from the customer through the internet and preparing the product
according to this individual order. Though the modern societies are towards or have already
achieved this stage, the latter would be the perfect aim for those Albanian companies that operate
successfully in the IT sector.
Nowadays, the world is moving towards the customer services, and is using the proper
technology to support that in order to raise the service effectiveness and also the net earnings. On
the other hand, we can’t assume anymore that the Albanian companies aim to or simply use the
(old) principle “The customer is the king”. In this way, pricing methods don’t follow the market
trends.
Meanwhile, regarding brand equity, an equal percentage of the interviewed people see internet
as, first, a way of building a good image in the long-run or, second, rather as strengthening the
traditional methods of marketing. This shows apprecciation to the service mentioned and it also
means that, knowing that both of the goals mentioned in the sentence above are crucial for a
company, the internet usage is taken very seriously.
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This article demostrate an effort which was undertaken as a proof to dmeostrate the necessity of
IT must have on the following marketing path that albanian business are on.

The internet revolution has dramatically changed the way albanian businesses complete with each
other and clinets too, the way customers shop, and the way companies collect, store, and process
data on consumer behaviours.

Internet and other electronic services from the Albanian companies might still be considered a
luxury service. Using up-to-date appliances enables companies to cut costs and time in any
business activity, but it still remains limited in here. This is true for most of companies, while
recently something has changed in a good way for the companies in the IT sector, being the
reason why we focused on them. This change is shown also from the results above.
Regarding the first two sections of the questionnaire, the number of the companies that use the
internet service is increasing rapidly, but the majority of them does not have access on the
internet. This may be seen as occurring due to several facts. One of the most important facts is
that the industry of IT appliances was seriously damaged by the economic crisis. Meanwhile, the
rapid increase can be argued with the local political developments, with the growing number of
those companies which are using internet for marketing purposes.
During the communist regime, Albania was not connected with the Western countries and,
therefore, could not follow the developments there. After political changes took place as the
communist regime fell, the private sector began to strengthen under the conditions of a new and
fragile market economy, but the word “internet” was unknown. Maybe the location was a
disadvantage, increasing the costs of having this service.
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Anyway, the local companies do consider the internet technology as necessary and very
important. This is true considering the fact that the companies are increasing their part of
expenses for the internet and other IT-related issues. The Albanian IT companies are relatively
new in the market and they try to make profits from the internet only some years after their
foundation. So, after facing the difficulties of the first years, they create their own website to be
up-to-date with the latest technological developments, to be competitive in the market or to
gather relevant information.

Being still in the first phases, most of the companies analyzed above don’t have a proper staff to
deal with IT issues. Yet, their existing staff seems well-informed when they consider a website as
a system that recognizes the customer needs and reacts in order to fulfill them in time. The reality
is different though. Until now, everyone is happy with the internet impact over their company’s
performance. They think it has influenced positively. Based on this, most of companies advertise
themselves in other websites.

Regarding the third section, the services offered in the websites are not good enough, despite the
obvious improvements seen. Companies have made their website available in more than one
language, adding an English version mostly, update their websites and also have created easier
ways of distribution. Yet, it’s still early to talk about online sales in the small companies. Maybe
the environment and infrastructure, or the financial situation is not the best possible to consider
that. Online sales can be seen mainly in the big companies, like: Infosoft, CCS etc. that usually
don’t have problems with the payments. Another important thing to be mentioned is that the
company usually notifies its customers through newsletters or personal e-mails for every new
product available or other relevant news.
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Regarding the fourth section, we have been focused in the customer relationship issues. Not
judging about the objectivity of their opinions, there might be noticed that in 88% of the
companies people think that their websites create unity in the relationships with the customers.
The users of these websites are of different ages, but that’s not the case of a real online
segmentation, which remains a strong challenge even for the biggest companies worldwide in an
excellent situation financially.
Online questionnaires are rare, and most of them are made from the big companies. This is not
good, considering the fact that questionnaires give relevant information about the way customers’
needs and desires change and about what they want more from existing products.
Customer training is a common way to differentiate services, but here it is not properly used. A
small percentage of the Albanian companies in the IT sector use this method, only the bigger
ones.
In the pricing strategy, the companies are somewhat influenced by the customers reaction, i.e. the
product that has fewer clicks in the website has a low demand, therefore its price will decrease. In
this industry, there is low standardization, or a considerable variety, where each customer can
find the product that fits him better. In most of the companies, people think that IT is able to
create a long-run image and it strengthens the brand name more than the traditional method of
marketing.

Regarding the last section about the future, companies are willing to change the quality and
supply according to the customers’ reaction, expand their sales through creating new branches
and increase the part of budget they use for IT expenses. So, there is a clear trend about
something changing and the internet access increasing more and more. Still, a research from last
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year showed that the increasing number of the companies that have a website is not related with
IT usage. Let us hope that this does not work for the companies in the IT sector.
Considering the gap which exists in the internet and IT market, a recommendation for
establishment of a new institution, managed by the government, providing different assistent and
managing or even monitoring the IT services to SMEs, especially to support them in development
and start-up-phase, is the most appreciated.
The role of Government is considered very important in suporting the IT services in the proces of
internationalisation for the albanian SMEs but the SMEs are not aware of any initiative
undertaken in this field.
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Appendix: SURVEY QUESTIONNAIRE

QUESTIONNAIRE COMPANY:
SECTION I: GENERAL OVERVIEW
1. Does your company have a website where you can promote your own products?
a) Yes
b) No
2. For how many years until now has your company been operating?
_______
3. For how many years until now has the internet service been used in your company?
_______
4. Does your company have a specific staff whose task would be the company’s website
maintenance?
a) Yes, an entire staff
b) No, just a person
c) No, that is a second-hand task for IT staff members
5. What part of the budget does your company spend for the expenses related to the
internet?
a) Too little
b) A small percentage
c) A considerable percentage
SECTION II: WEBSITE, GENERAL PERCEPTION
6. How does your company consider the importance of IT?
a) Necessary
b) Important
c) Not that important
d) Unnecessary
7.
a)
b)
c)

What would be your definition for a website’s function in a company?
Just advertising
A system that helps us recognize the customer needs and react to fulfill them in time
Our company is very strong, but nowadays internet is necessary

8.
a)
b)
c)
d)

How did the website influence over your company’s performance?
Positively
Negatively
No influence at all
Unknown, we didn’t analyze that
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9. Does your company advertise its activities and products/services in other websites?
a) Yes
b) No
SECTION III: WEBSITE’S SERVICES AND STRUCTURE
10. Is your company’s website available in more than one language?
a) Yes
(How many languages? _____)
b) No
11. How often does your company’s website get updated?
a) Every time we create a new product
b) When there are several new products available
c) Very often – we want to be very active on the net
d) Not that often – we mostly use not-online promotion
12. Does your company offer online sales ?
a) Yes
b) No
If yes:
- Has your company had problems with credit card payments?
a) Yes
b) No
- Does it create time advantage regarding distribution and
ordering, both for customers and the company?
a) Yes
b) No
13. Does your company offer the news-letter service (informing the clients through sending
them e-mails for the latest news from the company’s activity)?
a) Yes
b) No
c) Maybe soon
SECTION IV: CUSTOMERS’ RELATIONSHIPS
14. Does the company’s website create unity in the relationships?
a) Yes
b) No
c) No influence at all
15. The users of your company’s website are mainly:
a) Adults
b) Youngsters
c) Distributed among different ages
d) No information about that
16. Does your company apply the process of online segmentation?
a) Yes
b) No
17. Does your company make online questionnaires for its customers in order to analyze the
customers’ needs?
a) Yes
b) No
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18. Is your company involved with online training of its customers about its own products?
a) Yes
b) No
19. In the pricing strategy, does your company get influenced from the customer reaction
over the specific product?
a) A little
b) Not always
c) Very much
20. How does IT influence your company’s brand equity?
a) It strengthens it more than the traditional marketing method
b) It creates a long-run image
c) It creates a short-run image
d) No influence at all
SECTION: THE FUTURE
21. Will your company use the feedback from the questionnaires to improve the quality of
products and the offers made to the customers for the future?
a) Yes, of course
b) No, the products of our company are standard
22. Does your company plan to expand its market outside national boundaries, since the
internet can offer worldwide popularity?
a) Yes
b) No
23. Considering the vast opportunities that internet gives, does your company plan to raise
the budget expenses for this service?
a) Yes
b) No
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Abstract: The difference between the powers of men and women are that only women are
blessed with the utmost power of giving birth to younger generations. Women, from ancient
era, have been treated as a house-maid for performing all daily works related to the home and
to the family. Being the source of energy they perform most of the daily works with their
swift, experienced and able hands with smile on their face yet their effort do not recognised in
calculation of Gross Domestic Product (GDP) of any nation.
In the 21st century, BRIC countries are supposed to grow faster and stronger and India is one
of the developing nation of this group. Indian entrepreneurs have done very well and many
women entrepreneurs have established their rapport in the world business arena. This paper
deals with the role of women entrepreneurs and their efforts in empowering women in the
world in general and in India in particular.

Key Words: Indian Women Entrepreneurs, Change in Women’s Position, Business Women
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INTRODUCTION

Prologue

The women power has been commended and honoured at many stages in the past.
Women, being the house manager upkeeps the houses, do daily activities of home and family
and still considered as less knowledgeable than men. This situation has still not changed in
underdeveloped and so called countries of third world. A kind of mix situation can be seen in
India as well. India, being a country of diversified culture, terrain and social environment, has
both these aspects present that are related to women. At some places one can see the very
energetic, highly appreciated and always promoted group of ladies in the society while in
many other underdeveloped or difficult to access areas of it, has the same medieval mentality
towards the females. This mentality considers a housewife as a servant of the family and
treats her in the same manner. May be lack of literacy among the citizens of India is one
prime reason for this, but old customs and long-lasting traditions, which are still prevailing in
typical Indian society, are also some factors to mention . It is also very much contradictory to
understand that while Indians place a high regard on the goddesses of many names like,
Laxmi ji, Saraswati ji, Parvati ji, Durga ji and Mahamaya ji; the same society consider there
home’s girls and ladies a burden some and ‘no-salary home-maid’ in place of homely deities.

Of late a time came when the order of the world changed. A new form and a new
structure emerged. This took thousands of years and tears of millions of women who with
courage moved the mountain of debris of beliefs and freed themselves from the chains and
shackles of centuries. The changei came with the concepts of:
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1. Evolving era of globalisation;
2. Technological advancement;
3. Penetration of Media and its role in changing the old customs;
4. Impact of trans-national social, economical and cultural exchanges; and
5. Some unanticipated events in the world.

Becoming an entrepreneur did arouse a little dilemma in many women who have the
potentialities for becoming one. However, to earn quick money was the basic reason for
women to start entrepreneurship. They had a deep-seated need for a sense of independence
along with a desire to do something meaningful with their time and to have their own identity
instead of remaining closeted behind their husband’s nameplate. Women with high education
view at entrepreneurship as a challenge, while for women with no education background find
entrepreneur merely a means for earning money. These women needed little ‘pull’ and ‘push’
for venturing ahead as their circumstances forced them. On other hand, women, coming from
good financial background need ‘pull’ and ‘push’ as at times they themselves were not aware
of their own inner strengths and resources and wanted their husbands/ family members to
decide the ways it should be utilised. Also the women of the upper crust society were
hesitating to put forth the idea of taking up a non-traditional role.

Most women business owners in Indian organisation were either housewives or fresh
graduates with no previous experience of running a business. These women business owners
were in traditionally women – oriented business like garments, beauty care, and fashion
designing, which either do not require any formalized training or are developed from a hobby
or an interest into a business. The classic example will be of herbal queen Lady Shehnaz
Hussain who started her herbal-based treatment from the relatively small scale. In fact, she
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started literally from her kitchen domain to a chain of beauty parlours spread out across the
nation and world. Shehnaz started her business as a hobby on a relatively small budget and
made an herbal empire to be inherited by her family.

Globalisation

Unanticipated
Events across
the world

Technological
Advancement
Changes that
affected role
of women in
society

Cultural
Exchange

Role of Media

Figure 1 - Factors which induced changes in the role of women in the society

Women’s entrepreneurship needs to be studied separately for two main reasons. The
first reason is that women’s entrepreneurship has been recognised during the last decade as an
important untapped source of economic growth. Women entrepreneurs create new jobs for
themselves and others and by being different also provide society with different solutions to
management, organisation and business problems as well as to the exploitation of
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entrepreneurial opportunities. However, they still represent a minority of all entrepreneurs.
Thus there exists a general tendency against women’s possibility to become entrepreneurs and
their possibility to become successful entrepreneurs. This market failure needs to be
addressed by policy makers so that the economic potential of this group can be fully utilised.
While without a doubt the economic impact of women is substantial, we still lack a reliable
picture describing in detail that specific impact. Recent efforts initiated by many international
organisations are showing that the lack of knowledge is prime factor behind this cause and it
should be need to be ably handled by policy makers to think on this issue of importance.

The second reason is that the topic of women in entrepreneurship has been largely
neglected both in society in general and in the social sciences in particular. Not only have
women lower participation rates in entrepreneurship than men but they also generally choose
to start and manage firms in different industries than men tend to do. The industries like retail,
education and other service industries are considered as less important and less attractive for
proper growth by men, but the same industries are being well taken by women and in Indian
context, these industries have played a major role in boosting household incomes and their
petty but important savings. Furthermore, mainstream research, policies and programmes tend
to be “men streamed” and too often do not take into account the specific needs of women
entrepreneurs and would-be women entrepreneurs. As a consequence, equal opportunity
between men and women from the perspective of entrepreneurship is still not a reality.

Women’s entrepreneurship is both about women’s position in society and the role of
entrepreneurship in the same society. Women are faced with specific obstacles (such as
family responsibilities) that have to be overcome in order to give them access to the same
opportunities as men. Also, in some countries, women may experience obstacles with respect
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to holding property and entering contracts. Increased participation of women in the labour
force is a prerequisite for improving the position of women in society and self-employed
women.

Women entrepreneurs play an important role in the entrepreneurial economy, both in
their ability to create jobs for themselves and to create jobs for others. In Europe, estimates
indicate that there exist more than 10 million self-employed women. In the United States 6.4
million self-employed women provide employment for 9.2 million people and create
significant sales. Using the United States ratio between the number of employees and selfemployment it may be estimated that employed women in surveyed European countries could
employ around 15 million persons. This is a conservative estimate. Adding to that, selfemployment represents one of the most important job opportunities for women. This is
independent of what country or type of economy is observed. Self-employment represents an
important job alternative for many women and perhaps especially for women in developing
economies. It is also observed that in all countries women still represent a minority of those
that start new firms, are self-employed, or are small business owner-managers. In India, such
kind of women are in a great proportion, giving time to their own shops which is inbuilt in
their houses and hence covering the family obligations and the business obligations at the
same time.
Table 1

– Some facts and figures about women entrepreneurs in different nations

Country

Economic Impact

Year

Source

United Kingdom

In UK, Women represent 26% of the

1999

Carter, et al (2001)

2000

Kay, et al (2003)

3.2 million self-employed (n=824,659)
Germany

There are a total of 1.03 million
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women-owned
Germany.

businesses
Women-owned

in
and

managed businesses having annual
turnover of the at least Euro 16,620
number 522,000; represent 18% of the
total in this group, and provide jobs
for 2 million employees.
Sweden

Women start 28% of genuinely new

2001

(ITPS, 2002)

2001

Korean

firms and employ on an average 0.6
full time employees compared to 1.7
for men.
South Korea

Women owned and managed firms
represent 36% of all firms (n= 1.1

National

Statistics Office

million)
Korea

Federation

of Small Business
United States

Women owned and managed firms

2002

US Census

2003

The

represent 28% of the 23 million firms
(n= 6.4 million) and they provide
employment for 9.2 million people.
That represents 9% of all employed in
the private sector.
Canada

There are more than 821,000 women

Prime

entrepreneurs and they contribute to

Minister’s

an excess of CAD 18 109 billion to

Force on Women
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Task

the economy annually.

Entrepreneurs
Report

Between 1981 and 2001, the number

and

Recommendations

of women entrepreneurs increased
208%, compared with a 38% increase
for men.
Source: OECD Report on ‘Women’s Entrepreneurship: Issues and Policies’

Another way of examining the role of women’s entrepreneurship is to estimate the
percentage share of the female workforce that is self-employed. Table 2, present an overview
of a few selected Asian countries. The table shows the relative distribution of different labour
status groups. The countries, which are all developing economies, it can be observed that selfemployment represents a very important alternative for women in order to gain income.
However, there is an important country variation where 84% of the female labour force is
estimated to be self-employed in Nepal compared to 8% in Bangladesh. Even if we cannot
estimate their economic impact for their respective countries, it can be concluded that they
play an important role in providing resources for themselves and their families. This is of
social and economic importance to their respective economies.

Table 2 - Percentage of self-employed women in some Asian Countries

Category

Nepal

Thailand

The Philippines

Pakistan Bangladesh

(1991)

(1993)

(1990)

(1992)
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(1995-96)

Employer

0.36

0.80

-

1.20

0.10

Self-employed

83.69

18.20

31.20

42.40

7.60

Employee

11.69

31.40

46.10

34.20

8.70

Unpaid family

3.54

49.60

22.70

22.20

77.40

worker
Source: Karim (2000), page 40

In conclusion it can be said that there exists a variety of ways of measuring women’s
entrepreneurship, both at the individual level (number of self-employed) and at the firm level
(number of firms owned by women and their economic impact). Independent of the way
different studies have been conducted, we find that women entrepreneurs have an important
impact on the economy, both in their ability to create jobs for themselves and to create jobs
for others. Obviously, this economic resource, if not untapped, has not been successfully
explored yet. The reason for this will be discussed later on. It is also still difficult to estimate
the actual economic impact of this group.

The Women Entrepreneurs of the 21st Century

With the moving wheel of time, women have empowered themselves with proper
education, technological know-how and entrepreneurial skills. Women of today’s era are from
sophisticated learning environment, open thoughts and lavish work-culture, which make them
to think out of the box. They gain professional knowledge from world-class institutions, and
this works for some apart from the family legacy where proper first-hand experience of older
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generations crosses to younger ones for more powerful and dignified role of corporate
handling.
The 21st century is the century of telecom, IT and financial institutions. Women’s
expertise in all these industries is beginning to emerge and women are emerging as a force to
reckon with. Many of these new industries are headed and guided by women who are seen as
pioneers and mavericks. The loci of power of the board meetings are being shifted frommale-dominated board to female-administered board. The three examples which are given
below will show the power of women entrepreneurship in Indian board meetings.

1. Sulajja Firodia Motwani
The first example in this paper on women entrepreneurship in India is from
automobile sector. Sulajja Firodia Motwani is Joint Managing Director of Kinetic
Engineering Ltd, she is the in charge of the Company’s overall business developmental
activities. She is also very well performing the role of the Director of Kinetic Motor Company
Ltd. and Kinetic Marketing Services Ltd. An MBA from Carnegie Mellon University, USA;
Sulajja is an epitome of boldness and courage. During her tenure, the company has
transformed itself from mere moped manufacturer to a company with great profile and variety
of two-wheelers range. Kinetic company has collaborated with the well known Italian
company, Italjet Moto. It is also working in partnership with Hyosung Motors of South
Korea.
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For Sulajja’s great work and vision for the company, “India
Today”, a well known magazine honoured her by presenting her with
the title of business “Face of the Millennium”. It ranked her among
the top twenty five business entrepreneurs of the country. She was
presented with the Society Young Achiever’s Award for Business in
the year 2002. The same year, she was chosen as the “global Leader
of Tomorrow” by the World Economic Forum. In the year 2003, the
Institute of Marketing and Management bestowed her with the award
for excellent performance as the woman CEO. She also received the
Young Super Achiever Award from the leading magazine “Business
Today” in 2003.ii
2. Kiran Mazumdar-Shaw

A successful thechnocrat of global standing, Ms. Shaw heads
India’s leading Biotechnology enterprise, Biocon. She is highly
respected in the corporate world and has been recently voted by Nature
Biotechnology as the most influential in Bio-business person outside
Europe and USA. Under her stewardship, Biocon has evolved from its
inception in 1978 as an industrial enzymes company to a fully
integrated Bio-pharmaceutical enterprise encompassing a well balanced
business portfolio of products and services with a research focus on
Diabetes, Oncology and Auto-immune disease. A leading US trade
publication, Med Ad News, in its 2007 listings has ranked Biocon 20th
amongst the leading biotechnology companies in the world and the 7th
largest Biotech employer globally.
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Apart from this, Ms. Shaw chairs Karnataka state’s Vision Group on Biotechnology
and also served on the Board of Science Foundation, Ireland. She presently serves on the
Advisory Council of the Government’s Department of Biotechnology where she has been
instrumental in brining government, industry and academia together, to chart a clear and
progressive growth path for Biotechnology in India. Ms. Shaw is the recipient of several
prestigious awards including the ET Business woman of the Year, Ernst & Young’s
Entrepreneur of the Year Award for Life Sciences & Healthcare, Technology Pioneer, etc.
Her most cherished awards are the national awards, PADMASHRI (1989) and PADMA
BHUSHAN (2005) presented to her by the President of India, for her pioneering efforts in
Industrial Biotechnology.iii

3. Chanda Kochar

While Sulajja comes from Automobile area, Kiran is from Biotechnology sector,
Chanda Kochar –the next CEO of ICICI Bank (will hold charge from May 2009) – belongs
from Finance area. Ms. Kochar started her career in 1984 with ICICI in its project finance
department and has worked in the areas of corporate credit, infrastructure financing, ecommerce, strategy and retail finance. Currently, she is working as Vice-President of ICICI
Bank Ltd.iv She is particularly credited with building the retail business, guiding it from its
nascent stages to establish a 1,400-strong branch and a huge 4,530-ATM network. She has
been serving on the board of directors of ICICI Bank Ltd. since 2001.

These are the few examples of Indian Women’s enrepreneurship.
Many others which are linked to India like, Ms. Indira Nooyi, CEO,
Pepsico Inc. are also example of great women leadership in the
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organization. Moreover, the entrepreneurial skill might have been
developed in every woman in India as they manage all home affairs with a
planned and organized manner. Still, those works are not noticed and taken
as a routine job. Unfortunately, we also not include the value of their home
work, which may otherwise be done by any other person on payment, in
calculation of Gross Domestic Product (GDP) of the country. Their works
place an important role in the development of nation though it may seem a
routine house job.

However, the next millennium offers a space beyond the present horizon where,
instead of hope there is active engagement with the world, instead of dreams there are
commitments, instead of aspirations there are choices, instead of ideals there are convictions
and instead of searching for bestowal’s and affirmation there is acknowledgment of one’s
own uniqueness of identity. It is in this discovery that she can create and build an industrial
empire from the first steps that she would have taken.

In the next millennium, Indian women would have to cross a major threshold and enter
an unknown land. They will have to walk a path where none existed with a sense to discover.
They will have to encounter and live with excitement and enthusiasm as well as threat, fears,
anxieties and terror. It is trust in the self, of the resource to be generated, of the courage to
journey forth in a new land; to live through the terrain’s of uncharted land that the women of
today will shape the new identity. They will discover the voice, which has been silenced for
centuries to sing the songs of life and living and to discover the joys of experiencing the
beauty around.
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Status of Women Entrepreneurs

Since the 21st century, the status of women in India has been changing as a result to
growing industrialisation and urbanisation, spasmodic mobility and social legislation. Over
the years, more and more women are going in for higher education, technical and professional
education and their proportion in the workforce has also been increased.

With the spread of education and awareness, women have shifted from the kitchen,
handicrafts and traditional cottage industries to non-traditional higher levels of activities.
Even the government has laid special emphasis on the need for conducting special
entrepreneurial training programs for women to enable them to start their own ventures.
Financial institutions and banks have also set up special cells to assist women entrepreneurs.
This has boomerang the women entrepreneurs on the economic scene in the recent years
although many women’s entrepreneurship enterprises are still remained a much neglected
field.

Opportunities and Challenges for Women in Business

Empirical evidence shows that women contribute significantly to the running of family
businesses mostly in the form of unpaid effort and skills. The value of this effort is
underestimated both by the families that take it for granted and in academic studies. On the
other hand, many of the enterprises defined as being run by women (that is, enterprises in
which women hold the controlling share) are in fact run in their names by men who control
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operations and decision making. Programmes meant to reach women entrepreneurs can
succeed only if they confidence, independence and mobility of women.

Promoting entrepreneurship for women will require an even greater reversal of
traditional attitudes than the mere creation of jobs for women would. This does not mean that
we should wait for societal change to take place first. But it does imply that the programme
should go beyond subsidies and credit allocation to attitudinal changes, group formation,
training and other support services.
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GLOBALISATION AND AGRARIAN ECONOMY OF INDIA:
A CHALLANGE AND PERSPECTIVES
P. S. Raj1
1

Scott Christian College, Tamil Nadu, India

Introduction
The human society around the world, over a period of time, has established
greater contact, but the pace has increased rapidly since the 1980s. The term globalization
means international integration.

It includes an array of social, political and economic

changes. Unimaginable progresses in modes of communications transportation and computer
technology have given a process a new lease of life.
The world is more important now than ever before. Multinational companies
manufacture products across many countries and sell to consumers across the globe money,
technology and raw materials have broken the international barriers. Not only products and
finance, but also ideas and culture have reached the national boundaries. Laws economic and
social moments have became international in nature and not only in the globalization of the
economy but also the globalization of politics, culture and law are the order of the day. The
formation of General Agreement on Tariff and Trade (GATT), International Monetary Fund
(IMF) and the concept of free trade has boosted globalization.
Globalization in India
In early 1990s the Indian economy had witnessed dramatic policy changes.
The idea behind the new economic model known as Liberalization, Privatization and
Globalization in India (LPG) was to make the Indian economy one of the fastest growing in
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the world. Reforms were initiated with regard to industrial trade and social sector to make the
economy more competitive. The economic changes initiated have had a dramatic effect on
the overall growth of this economy. It also healed the integration of the Indian economy in to
the global economy. The Indian economy was in major crisis in 1991 when foreign currency
reserves went down to $1 billion and inflation was as high as 17% fiscal deficit was also high
and NRIs were not interested in investing in India.
Major steps were taken to solve the above problem. They are
a) To solve the balance of payment problem, Indian currency were devaluated by 18 to
19 percentages.
b) To solve the liberalization, privatization and globalization model smooth many of the
public sectors were sold to private sector.
c) The foreign Direct Investment was allowed in a wide range of sectors such as
insurance (26 per cent) and defense industries (26 per cent) etc.
d) The foreign investors were given facilities to start their industries.
Arguments of Globalization
Globalization has been criticized by different authors by different situations.
As per the Indian situation and the dependence of larger population on agriculture, it is the
great task that whether the globalization helps the larger Indian population who are living in
the rural India. It is true that the globalization helps the market economy and induces the
basic industrial sectors by the following way. They are,
a) There is an international market for companies and consumers and there is a wider
range of products to choose form.
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b) Increase in flow of investments from developed countries to developing countries,
which can be used for economic reconstruction.
c) Greater and faster flow of information between countries and greater cultural
interaction has helped to overcome cultural barriers.
d) Technological development has resulted in reverse brain drain in developing countries.
At the same time the globalization was criticized with the help of the following arguments.
a) The outsourcing jobs to developing countries have resulted in loss of jobs in
developed countries.
b) There is a greater threat of spread of communicable diseases.
c) There is an underlying threat of multinational corporations with immense power ruling
the globe.
d) The smaller developing nations at the receiving end, it could indirectly lead to a subtle
form of colonization.
Growth of Different Sectors of Indian Economy
The Indian economy has significantly grown in the recent years. The social
and economic indicators have reflected their respective positive impact for the development
of the economy. In the social sector the lust example 108 million children attended primary
schools in India by making the country’s educational system the second largest in the world
after China.
In the economic sector the Gross Domestic Products (GDP) in nominal terms
of US$ 692 billion in 2004 has made the country the world tenth largest economy. Real GDP
grow by 6.9 per cent in 2004-05 compared to 8.5 a year earlier. Prospects for several GDP
growths for 2005-06 are 6.5 to 7 per cent.
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The external position of the economy is become significantly stronger. Expert
have grown especially, export of services, which grow by 105 percentage in 2004-05. The
growth of information technology increased the India’s position into the top prosperous place.
TABLE No. 1
AVERAGE ANNUAL GROWTH RATE OF INDIA AND OTHER COUNTRIES
FROM 1998 TO 2004
Low
Sl.

South
Income

India
No.

Asia
Countries

1.

Percentage of Population

1.6

1.7

1.8

2.

Percentage of Labour force

2.1

2.1

2.1

3.

Percentage of Population below poverty

29

-

-

line
4.

Life expectancy at Birth (years)

63

63

58

5.

Percentage of urban population

29

28

30

6.

Infant mortality (per 1000 population)

65

66

79

7.

Percentage of child malnutrition (under

47

48

44

the age of 5)
8.

Access to improved water source

84

84

75

9.

Illiteracy

39

41

39

10.

Percentage of school going children

99

97

94

The growth of major indicators like gross domestic products, growth of
industries and other service sectors were also increasing fastly. A consistent 8.9 percentage
growth rate has been supported by a number of favorable indicators including a huge inflow
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of foreign funds, growing reserves in the foreign exchange factor, both an information
technology and real estate loom and the flourishing capital market.

TABLE No. 2
THE AVERAGE ANNUAL GROWTH OF THE MAJOR SECTORS OF THE INDIAN
ECONOMY
Sl.
Indicators

2003

2004

2008

No.
1.

GDP

8.6

6.9

8.9

2.

GDP per capita

7.0

5.4

7.1

3.

Export of good and services

4.9

8.0

8.9

4.

Agriculture

9.6

1.1

2.0

5.

Industry

7.0

7.7

7.9

6.

Service Sector

8.9

8.9

8.9

GDP and Indian Economy
The Indian economy is the 12th largest in USD exchange rate term. India is the
second fastest growing economy in the world. India’s GDP has touched US$ 1.25 trillion.
The crossing of Indian GDP over a trillion dollar mark in 2007 puts India in the elite group of
12 countries with trillion dollar economy. The tremendous growth rate has coincided with
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better macro economic stability.

India has made remarkable progress in information

technology, high end services and knowledge process services.
The service sector account more than half of gross domestic product. The rise
in service sector’s share in GDP marks a structural change. Reason for high growth rate in
service sector in India is liberalization in regularatory framework.

That gives rise to

innovation and high export earnings. India is ranked 21st among exporters of services.
TABLE No. 3
INDIA’S GDP FROM 1960-2009
year

Percentage of growth

1960-1980

3.5

1980-1990

5.4

1990-2000

4.4

2000-2009

6.4

TABLE No. 4
SHARE OF GDP FROM THE MAJOR SECTOR OF INDIAN ECONOMY
Sl.

1990-91

2005-06

2007-08

%

%

%

Sectors
No.
1.

Agriculture

32

20

17

2.

Industry

27

26

29

3.

Service

41

54

54

TABLE No. 5
INDIA’S EXPORT AND IMPORT CONDITION OF THE
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DIFFERENT YEARS
Sl.
(in US$ Millions)

1984

1994

2003

2004

No.
1.

Total Export

10061

26855

62952

76345

2.

Total Import

15715

35904

79658

99836

TABLE No. 6
INDIA’S BALANCE OF PAYMENT POSITION
Sl.
(in US$ Millions)

1984

1994

2003

2004

1.

Current Account Balance

-2899

-3765

8161

2141

2.

Net Financing Items

2516

9526

8820

19655

3.

Changes in Net Reserves

383

-5745

-16950

-21795

No.

Outsourcing industry has changed the image of India. Western companies are
continuing to eye India as their top destination for outsourcing work. Rapid increase in the
profit of several Indian outstanding service providers including two of top companies like
Tata Consultancy Services and Infosys Technology Mumbai based TCS has raised by 20.5
per cent and Bangalore based Infosys records as 36 per cent rise.
The Balance of Payment deficits were also reduced by increasing the export.
The foreign exchange services have gone up in last few years. During 2005-06, Asia and
Oceania contributed about 47 per cent (in dollar terms) to India’s overall exports followed by
West Europe (22.34 per cent) and America (20.6 per cent). The major exporting products are
raw cotton, agricultural products, sports goods, ores, minerals, chemicals, engineering goods,
electronic goods, project goods and handicrafts.
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India’s trade in global scenario is vital in discussing the status of international
economy. During the year 1950-51, the overall external trade of India reached Rs.1214
crores. Now it is reached Rs.10,85,325 crores in 2006. During the last four years, India is
experiencing a sustained 20 per cent growth rate and consequently India’s contribution to
global exports increased from 0.66 per cent in 2002 to 0.9 per cent in 2003.
India gained by LPG model and increased the GDP in 9.7 per cent in the year
2007-08. At the same time the world average is only 3.20 percentages. The inflation of India
is less than 1 per cent but the global average is 5.96 per cent. The world’s gross net saving at
gross domestic product is 24.22 per cent at India it is 28 per cent.
Globalization a Threat to Indian Agriculture
The rural agrarian economy is mingled with larger population having illiteracy
and ignorance infant mortality, high birth rate, high death rate, unemployment and
underemployment and low standard of living. The globalization improved the service sector
and the industrial sector. At the same time the condition of agriculture has not improved. The
share of agriculture in the national income is only 17 per cent. But the people who are
depending on agriculture is 70 per cent. So it clearly shows that the globalization was not
improving the economical status of the agrarian people. Based on the World Bank’s Report
2008, it is identified that the life expectancy, adult illiteracy and standard of living in India
stands 128 rank among the 177 countries in the world. But it was 126 rank from the 177
countries in the year 2006. The larger imports of products like cereals, sugar, edible oil, crude
rubber, cotton, tea and silk will reduce the local price. The farmers cannot get the adequate
price for their products. Like the same the export of raw cotton, agricultural products are
increasing some seasonal increase in price.

If the industrial development helps these

agricultural products, this will helps the farmers to get revivals. India’s export exhibited a
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good result with an increase from 501065 crores in 2004-05 to 630527 crores in 2005-06
increase the burden of the farmers.
The growth of landless labourers increases considerably. Human development
report 1997 of the World Bank pointed out that the least development countries have been
losing more than 1.2 million dollars in their gross domestic product every year and the gaps
among themselves widened in the process of globalization and further these poor countries are
not able to pursue welfare measures in the changed scenario.
About three quarters (900 million people) of the world’s poor people manage
to survive in rural areas. For their livelihood, they mostly depend on natural resources and
access to land. Insecure assess to land is considered as one of the main causes for their
poverty. The development of service sector, foreign investment to the industries, roses the
price of land so the farmers and the poor agricultural labourers are helpless and they cannot
get employment due to the shortages of land to the purpose of agriculture.
An account of fiscal compression as a result of new economic policy, real
public investment has eroded affecting agricultural infrastructure such as irrigation, rural
electrification, road and markets have become a major casualty. As pointed out by the
ministry of agriculture, Government of India, the share of agriculture in the planned
expenditure has continued to decline from 12.7 per cent in III Plan period to 4.9 per cent in IX
Plan period. It leads to 33 per cent of the GDP in 1993-94 and 17 per cent in the year 200708. The rise in the global warming due to the growth the industries reduces the growth of
agriculture and reduces the positive effect of the climate in the Indian agrarian economy.
As like the other sectors the growth of agrarian sector was not developed. The
development of major food grains negatively growing after the globalization. It leads to
increase the poverty.
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TABLE No. 7
PRODUCTION OF FOODGRAINS IN INDIA
(Base year 1981 = 100)
Sl.
Product

1990

1999

2004

No.
1.

Rice

149

180

171

2.

Wheat

156

217

204

3.

All other grains

143

169

164

Poverty
Millions of people in India are unable to meet their basic foods. According to
the government estimates in 2007 there were 220.1 million people below the poverty line.
Nearly 21.1 per cent of the entire rural population and 15 per cent of the urban population of
India exists in this difficult physical and financial predicament.
TABLE No. 8
ANNUAL GROWTH RATE OF DIFFERENT COUNTRIES IN 2008
Countries

Percentage of Growth

The World

3.2

Advanced countries

0.85

Euro Area

0.85

G7 (major advanced countries)

-0.64

European Union

-1.11

Africa

-5.17

Canada

0.45
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China

9.04

India

7.28

Nepal

4.70

Pakistan

5.95

Russia

5.6

America

1.11

TABLE No. 9
UNEMPLOYMENT RATE IN 2008
Countries

Percentage

U.K

5.54

Advanced countries

5.79

United States

5.80

G7 (major advanced countries)

5.86

Japan

3.98

India

2.70

Debt Situation
The introduction of globalization could not reduce the debt of India. World
Bank considered the Indian subcontinent to be the III most indebted country in the year 1991.
On 2002 December, the total external debt of India comprised government debt, worth $ 42
billion, private sector debt worth $ 30 billion and the deposits coming from the NRI classes.
As per the World Bank data, the nation was the IX most indebted one in 2001.
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This indicates that the debt situation in India had been continuously increasing
its position. The Indian external debt condition became all the more risky in 2006, when it
declined making the country hold 29 position in the world. In 2006 the nation received
external debts with $ 132.1 billion.
The condition of external debts have further worsened in 2007, compare the
previous financial years. Today the total outstanding loan on the Indian Government is worth
41.57 billion US dollars among which some portions belong to global financial organizations
and some are meant for bilateral financial assistances.
India in the World Scenario
As we know that, India is a fast growing country, the role of Indian economy
in the recent scenario has much growth than the other developed countries. According to the
World Bank Report it says that the world recession does not much effect the economy of
China and India. It is known that the annual growth of chance in 9.04 which is the far most
fast growing country in the world. India is the next important country which has 7.28
percentages of growth. As per the unemployment rate of 2008 is concerned most of the
developed countries have been suffering this problem during the great recession of the year
2008.
Conclusion
There is no doubt that the India is growing on the basis of GDP and other
industrial and service sectors. But it does not think about the larger population of the rural
areas. As we know that the rural population is based on the agricultural economy and more
than 70 per cent of the people depend on agriculture for their daily bread. It is known that the
expenditure for agriculture and other rural development is reducing from one plan to another
and the share of national income from agriculture is also reducing. The unemployment
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problems are reduced only to the people who are getting higher income but it fails to generate
the employment potentialities to the larger population who are living in the rural areas.

Suggestions
1. The agrarian people can be given enough land to cultivate and the concentration of
water, and other resources shall be strengthened by the government to increase the
cultivation.
2. Measures can be taken to the enhancement of the conditions of agricultural workers
and family farms.
3. The land ceiling act can be strengthened to utilize the land for the weaker section of
the people.
4. The government can strengthen the establishment of relationship between food
security and tenure security.
5. The development of efficient policies and practices through international cooperations.
6. The establishment of insurance policies shall minimize the suicide of farmers. The
initiation can be done by the government to provide free insurance policies to the
farmers during the time of monsoon failures and the loss happened during the time
of natural losses.
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ABSTRACT
The main objective of this paper is to analyze the agricultural labor market in Central and
Eastern European Countries (CEECs). In CEECs dual structure of farms exists. There are
large corporate farms (CF) and small family farms (FF). In CEECs the crucial choice is not
between farm organization, but rather what production structure is chosen by each farm. Both
CF and FF usually specialize in commodities in which they have comparative advantage.
Comparative advantage of FF relative to CF stems from the existence of transaction costs and
from two problems causing them: adverse selection and moral hazard. These are related to
recruiting, monitoring, and supervising workers, and occur among farms using hired labor.
Farms using only own labor usually do not suffer from moral hazard problem. That is why CF
specialize in products with low labor monitoring and FF specialize in products with higher
labor monitoring requirements. A key focus of this paper is the determination of farm size,
demand for labor, and production structure in CEECs.

Key words: corporate farms, family farms, transaction costs, moral hazard, production
structure
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1 INTRODUCTION
Agriculture plays a central role in a nation's natural resource base of every country.
Agriculture is multifunctional and its social and environmental impacts receive increased
attention especially in Central and Eastern European Countries because these countries have
been undergoing very long and complex process of transformation in 1990s. Other dramatic
changes brought the accession of some of these countries to the European Union over the last
decade (2004 or 2007, with the exception of Belarus, Moldova and Ukraine). Before the
enlargement of the EU by CEECs, EU had to raise some agricultural issues. They had to
evaluate the relative competitiveness of CEEC agriculture, its potential and readiness of
candidate countries for accession to the EU agricultural markets.
Under the communist economic system great part of the agricultural sector of CEECs
was collectivized and dominated by large corporate farms or state-owned cooperatives. But
after the transition of agriculture, the most significant change was that these cooperative farms
were transferred to private owners. It means that we can see two types of farms in CEECs –
large corporate farms and relatively small family farms. In this paper we found out that in
1990s the dominant farm structure in most CEECs was CF (with the exception of Poland and
Slovenia, where FF prevailed). But this has changed since transition untill today. One of the
main aims of agricultural reforms was to transform CF into FF. This transformation is
motivated by the theoretical incentive analysis of farms of different organizationl forms in
market economies, which suggests that FF can be expected to achieve higher levels of
productivity and efficiency than CF.1 This goal was achieved in most CEECs but there are
still some countries where CF prevail: Belarus, Bulgaria, the Czech Republic, Slovakia and
Ukraine. It is because of poor performance of agriculture in these countries and also because
of their inherited preference for CF. According to the farm structure we also provide the share
of these farms on gross agricultural output. This was also dominated by CF in the past but the
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share of FF and CF on GAO changes with the change of farm structure. One of the main
targets of the EU in this field is to modernize this sector for the world market through its
Common Agricultural Policy.
In the field of competitiveness of agricultural production we want to highlight the
fact that each country usually specialize in production of those goods which require intensive
use of the country's abundant factors. It means that a relatively capital abundant country will
produce and export capital intensive goods while a relatively labor abundant country will
produce and export relatively labor intensive agricultural products.2 In this paper we are also
trying to imply this theory in relation to the farm structure.
In final section we focus on the labor force as one of the most important factors
affecting the performance of agriculture. In both, CF and FF the changes in land use are
strongly correlated with the changes in labor use. The increase in labor in individual farms,
especially after 1998, is linked with the land distribution efforts, which focused on the
conversion of land share certificates into physical plots. This trend in CF and FF have resulted
in a sharp increase of the share of agricultural labor in the individual sector.
When talking about labor force in agriculture we have to mention the transaction costs.
These usually arise due to information problems of two types: adverse selection and moral
hazard, and determine the extent to which family labor is advantageous over hired labor and
thus the demand for labor. Transaction costs involve the costs of recruiting, monitoring and
supervising workers and are usually related to farms using hired labor.
The character of this paper is entirely descriptive with some statistical data on the
performance of agriculture in CEECs with an emphasis on the farm structure, the structure of
agricultural production and its competitiveness and on the situation in agricultural labor
market.
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2 BASIC INFORMATION ON AGRICULTURE
In 2007, agriculture utilised over 172 millions hectares of land in EU-27 of which 60%
were dedicated to arable crops, 32% to permanent pastures and 6% to permanent crops.3 We
provide essential information on agriculture in CEECs in Table 1: Main characteristics of
agriculture for holdings of at least 1 ESU. Here we focuse on four basic indicators and we
also provide the explanation of the terms or units used in the table according to the Farm
Structure Survey. The FSS is held across all member states of the EU four times every decade
and is funded by the European Commision. The latest survey was conducted in 2007.
The first column of Table 1 shows the Utilized Agricultural Area which is the total
arable land, permanent grassland, land used for permanent crops and kitchen gardens. It
excludes unutilised agricultural land, woodland and land occupied by buildings, farmyards,
tracks, ponds, etc. It depends only on the area of each country and on its geographical
conditions and is measured in hectares. The next two columns are dedicated to the number of
agricultural holdings in total and the agricultural holdings of at least one European Size Unit.
Agricultural holding is a technical-economic unit under single management engaged in
agricultural production.4 The number of agricultural holdings is influenced by the UAA of the
country (the largest countries are Poland and Romania and that is one of the reasons why they
have many agricultural holdings) and also by the structure of the farms. If there is a large
number of small family or individual farms, as it is in case of Latvia, Lithuania or Slovenia
(even though these countries are relatively small) we can say that there is also many
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agricultural holdings. On the other hand, if the area of the country is small (Estonia) or there
are mostly large corporate farms (Czech Republic) there are fewer agricultural holdings. Due
to the different coverage of the FSS across EU member states, the total number of farms is not
comparable between countries and that is why the table focuses only on holdings of at least 1
ESU. ESU means that for each activity on a holding, a standard gross margin is estimated,
based on the area (or the number of heads) and a regional coefficient. The sum of all margins,
for all activities of a given farm, is reffered to as the economic size of the farm, expressed in
ESU. Finally, we provide the information on the average area per holding which says what is
the average size of a single farm. It is measured in hectares. The highest is in the Czech
Republic, in the Slovak Republic and in Estonia.
These characteristics of agriculture in some CEECs constitute only the basis on which
we will build in the next chapters of the paper.
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3 DUAL FARM STRUCTURE IN CEECs
The structure of the farm size is one of the most important indicators for the
competitive ability of the farm and its income efficiency. If we want to determine the farm
structure and the structure of agricultural production, firstly we have to ask the question what
is the difference between family farms and corporate farms. FF or individual farms are
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usually small or even very small household plots managed by the farmer as a head of the
household and his/her family members. They rely mostly on family labor and family-owned
land or they can lease additional land from other owners. When talking about FF we cannot
necessarily identify them with small farms. In connection with small farms we often use terms
such as subsistence or semi-subsistence farming. These are usually defined as farmers who
sell less than half of their production or who use their production mostly for home
consumption. In contrast, CF are operated by hired professional managers, rely on hired labor,
operate on leased land and have stronger commercial orientation. As a criterion of size
classification we can use for example area, economic size or labor input.
In many developed countries FF dominate the agricultural sector. Many authors say
that medium-sized farms are the pillar of any market agriculture because of their higher
efficiency and higher productiveness.5 But in CEECs the situation was different. The average
farm size was much higher and also the agricultural production was dominated by CF
employing hired labor.6 These large CF are usually characterized as low productive and that is
why the development of family farming became one of the most important issues in CEECs in
1990s and FF were expected to be the main outcome from the institutional reorganisation of
socialised agriculture. On the other hand, some policy-makers and economists argue that the
best CF can perform all farming activities as well as the best FF. This is a contrary to the
statement that CF do not have an advantage over FF and that they are less productive.
In 1990s – the transition years, national agricultural production levels in all CEECs
dropped rapidly as a result of system instability and failure of privatisation reforms. Despite
all these programmes and policies, agriculture across CEE is still marked by dualism.7 It
means that there are both types of farms: CF and FF. The other important issue is that it is not
easy to turn large CF into FF because of the existence of transaction costs including those
related to bargaining with the farm management, co-ownership or unclear boundaries. It
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means that CF still hold the largest parts of land in CEECs and emerging FF face significant
transaction costs to obtain land from the established CF.8 This also explains the dominant
position of CF in CEECs before the reforms of agriculture. But as we can see from Table 2:
Farm structure and Table 3: Share of CF and FF on GAO, the situation in CEECs has changed
dramatically over the last periods. According to Table 2, in 1990s there were only two
countries with prevailing family farming – Poland and Slovenia. In the rest of the countries
different types of farms prevailed. There were cooperative farms, collective farms, state farms
or corporate farms. These types of farms were large with many hired workers and significant
areas of land. But at the beginning of the 21st century (we are operating with data from 2004
and 2005 because more recent data after the accession of some countries to the EU are not
available and because not all CEECs are the member states of the EU – Belarus, Moldova,
Ukraine), the situation has turned significantly in some countries. To understand the change in
farm structure and consequently in the structure of agricultural output we have classified the
countries into 3 groups.
The first group consists of Belarus, Bulgaria, the Czech Republic, Slovakia and
Ukraine. In these countries big farms had the largest share of Total Agricultural Area before
the years of transition and individual farms used only very small share of TAA. After 2000,
small FF received some land but it was not enough to gain the decisive share. The relatively
unfavorable conditions for individual farmers in matters of access to capital, inputs, and
markets dissuaded many of them from exiting the CF and that is why the CF have persisted
until today in these countries. But what is more important, there was an interesting change in
the agricultural output in favor of FF. At the end of the 20th century, CF produced the
significant proportion of GAO but in recent years this indicator is turning in favor of FF. It is
especially the case of Ukraine and also of Belarus. In the Slovak Republic there is still higher
number of CF producing the largest amount of GAO. The continued dominance of large-scale
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CF may explain (at least in part) the relatively poor performance of Slovak agriculture even
despite the fact that the Slovak Republic is one of the member states of the EU since 2004.9
Also the ideology of previous regime is still deeply implanted in the minds of all agricultural
decision makers not only in Slovakia but also in Ukraine, the Czech Republic and Belarus.10
According to the farm structure and the share of the farms on GAO, to the second
group we can put Estonia, Hungary, Latvia, Lithuania, Moldova and Romania. The change is
here visible in both indicators. Before the transition there were mostly large farms with large
share on TAA. In recent years FF have emerged in broader range. The most significant
change occured in Baltic states. If we take the GAO into consideration, in Estonia and
Romania FF have produced larger amount of GAO before the transition and the situation is
the same now. But in Hungary, Latvia and Moldova the shift of agricultural land from CF to
FF noted in Table 2 has led to significant changes in the production structure. The output of
CF has decreased, while the output of the individual sector shows growth. This means that FF
use their land more productively than CF.5
The last group includes only Poland and Slovenia. In these countries FF have always
been dominant and so it is today, even in a wider range. And if we compare the share of the
farms on GAO there is also a predominance of FF in both counties. In Slovenia FF prevail
despite the fact that the production potential of traditional FF is limited (land, capital).
In summary we can say that in each country (except Slovakia) FF provide the largest
share of agricultural output and this is just a confirmation of the statement that these farms are
more productive, more efficient and probably produce higher incomes for rural families than
CF.
Now we already know which farms in which countries are dominant and which have
the largest share on GAO. But there is another indicator showing the peformance of
agriculture in CEECs and it is the structure and the competitiveness of agricultural
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production. Agricultural production in some CEECs is concentrated on small FF (Poland), in
other countries CF produce the largest share of GAO (Slovakia) and in some CEECs there is
a mixed share of both types of farms on agricultural production (Belarus).
In general, countries usually speciallize in production of commodities in which they
have comparative advantage. One of the most widely quoted definitions, adopted by the EC is
that a country has a comparative advantage in some product when it can produce this product
at a lower opportunity cost than other countries. Comparative advantages are important for the
existence of international trade. If they are open, countries trade with each other and they can
get to commodities they cannot produce with their own technologies or in their own
geographical conditions. We can imply this theory to our farm structures because FF and CF
have also comparative advantages in the production of certain agricultural products. The share
of FF and CF is important because the relative factor requirements in producing the same
product are different between CF and FF. It means that both types of farms use different
technology, different inputs and have different factor endowments.11 According to many
authors and according to Ricardian technology based theory of international trade, we can
predict that large CF are more suitable for capital intensive production while FF are more
efficient in production of labor intensive agricultural commodities and than, ceteris paribus,
countries with prevailing CF are expected to produce and export more capital intensive goods
and import relatively more labor intensive goods, and countries with predominance of FF
specialize in production and export of labor intensive agricultual products and import
products with relatively high capital content.12
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4 LABOR FORCE AND TRANSACTION COSTS
Before we provide statistics on the labor force according to the farm structure we have
to menition some basic indicators on agricultural employment in Table 4. The primary sector
represents an important part of the economy in CEECs in terms of employment. The
agricultural employment is ranging from 4% in the Czech Republic to 40,6% in Moldova.
However, the importance of farming sector in CEECs is declining because between 2000 and
2005, its share diminished by 4,5 percentage points in terms of employment.
We have already mentioned that in CEECs dual structure of farms exists. According to
this statement we also have to distinguish between family labor and non-family or hired labor.
The total labor force, family labor force, non-family labor regularly employed and non regular
non family labor force shows Table 5: Farm labor force for holdings of at least 1 ESU. We
can express these data in persons or in Annual Work Unit. AWU is an equivalent to full-time
employment. One AWU corresponds to the work performed by a person engaged in full-time
agricultural work on the holding over a 12-month period.13
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According to Table 5, the percentage of family labor force varies significantly across
CEECs. For example, while Poland and Slovenia had the vast majority of their labor input in
this labor category (each with over 90% of their total AWUs), the Czech Republic and
Slovakia had much lower percentages (22 % and 20% respectively).13 As we explained in
previous chapter it is because in Poland and Slovenia there is a large number of FF and these
farms tend to use own family labor. On the other hand, in the Czech Republic and Slovakia
CF using hired labor prevail and that is why over 70% of total labor force is represented by
non-family labor. Gorton and Davidova claim that the quantity of hired or non-family labor
depends on the balance between the gains from specialisation and monitoring costs.14 In
Romania, Latvia and Lithuania family labor shares 86%, 78% and 76% respectively and in
Estonia and Hungary family and non family labor is almost half by half.

Labor markets in all economies are subject to transaction costs associated with
recruiting, monitoring and supervising workers. Transaction costs involve the costs of
information, search, negotiation, screening, coordination and enforcement.15 Their level
determines the extent to which family labor is advantageous over hired labor and thus the
demand for labor. They are particularly important in agricultural labor markets, because in
agriculture most work is not standardized and has many differences and peculiarities and it
also requires personal judgements.16 Transaction costs typically arise due to information
problems of two types: adverse selection and moral hazard.
Adverse selection means that the productivity of heterogeneous workers is not known
with certainty, which leads to recruiting costs. It exists when attributes of workers are not
easily observable. This is usually the problem of large CF using especially hired labor,
because they have to invest into recruiting. On the other hand, small FF using only own labor
provided by family members do not face adverse selection problems.
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The second problem of labor markets that causes transaction costs is moral hazard. It
occurs when work effort of employers is not completely observable, verifiable and
enforceable, which leads to monitoring costs and supervision.17 The moral hazard problem
shows up in the same way as the problem of adverse selection in farms, where the labor is
hired. FF with only own labor do not suffer from this problem because family of the farmer is
the residual claimant of income generated by farming.
The advantages of family labor do not stem only from the existence of transaction
costs. We can mention many other strengths of family labor, but there are also some
weaknesses. The main strengths of family labor are:
-

the availability of family labor,

-

lower labor costs (they do not have to pay social security, extra hours,...),

-

family labor can adjust to changes in labor demand resulting from seasonal changes in
production and by doing so, family labor overcomes the structural requirements for
surplus production,

-

the outcome of the production process is visible later than the effort itself and that is
why employers have to rely on the reputation of the worker (this is facilitated when
there are close family links).

On the other hand, weaknesses of family labor include:
-

the emigration movement from rural areas toward cities,

-

no space for adult children to earn an income, to make their own production and thus
to be independent,

-

family farming cannot any more be seen as a traditonal way of living and family
members may not be interested in farming which may result in a lack of family
minded attitude to continue the family farm.18
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4.1 Supervision
Whereas agricultural activities are usually carried out on large areas, the workers also
cannot be gathered in a single location and be easily monitored. That is why we need to
supervise them. Supervision is usually very costly, but the increase in productivity could
outweight the cost of it. This is more likely if the opportunity wage of an employer is low, if
the cost of hired labor is high, and in environments with stronger legal institutions.
Transaction costs in the form of supervison are increasing with rising farm sizes and numbers
of hired workers. Thus, the demand for supervision depends upon some factors, among them
for example: wages and the size of work groups.
The relationship between supervision and wages can be either negative or positive.
The arguments in favor of negative correlation include efficiency wage models suggesting
that supervision may be substituted by wage premiums when monitoring is costly.19 The
arguments in favor of a positive relationship include: the compensating wage differential
theory, the occupational differences and the substitution argument. The theory of
compensating differentials argues that employees will tolerate high levels of supervision only
if they are duly compensated for the inconvenience the supervision causes them. This theory
was evolved from the claim that jobs differ in their attractiveness and wage differentials serve
to compensate for the relative differences among jobs. For example, jobs involving hard
physical labor, irregular employment or high level of supervision tend to be less attractive and
companies must pay higher wages to workers.20 The occupational differences argument says
that some occupations lend themselves to high levels of shirking. Shirking is widespread
among hired workers in FF and especially in CF. It is considered a very negative phenomenon
and employers usually respond with even stronger supervision. Finally, the substitution
argument exists if labor and supervision are substitutable in production. In that case a higher
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relative wage of labor would lead the employer to substitute labor with more supervision, it
means to supervise the existing labor more intensively.
According to many authors the demand for supervision depends also upon the size of
work groups, which says that the supervision is more cost-efficient in larger work groups, but
on the other hand, these are more difficult to supervise.17
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5 CONCLUSIONS
The main objective of this paper was the determination of farm size, production
structure and demand for labor in agricultural markets of CEECs. We provided some
statistical data on agriculture including the number of agricultural holdings, their share on
total agricultural area and some data dealing with employment in agriculture. In addition, the
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paper summarizes the role and the influence of transaction costs on farm organisation and
demand for labor.
Drawing on the data provided by the European Commision in Farm Structure Survey
we found that dual structure of farms exists in CEECs. There are large corporate farms and
small family farms. Before the transition in 1990s, the dominant farm structure in most
CEECs was corporate farms. But one of the main aims of agricultural reforms in these
countries was to transform them into more productive and more efficient family farms. As we
found out this goal was achieved in almost all CEECs.
Analysing the farm structure in CEECs we focused also on the share of corporate and
family farms on gross agricultural output and on the competitiveness of agricultural
production. Because many of these countries are member states of the EU they had to adapt to
its Common Agricultural Policy. One of the main aims of CAP is to modernize this sector in
all member states. Because in many western developed economies family farms dominate the
agricultural sector the situation in CEECs also turned in favor of this type of farms and thus,
present family farms have the largest share on gross agricultural output. In order to draw
general conclusions about the competitiveness of each type of farm we have to say that
different types of farms have different comparative advantages. These stem from the existence
of transaction costs and from different inputs and technologies they use.
Finally, we provided some statistics on labor force in agriculture of CEECs. There are
substantial variations in agricultural employment and the percentage of family and non-family
labor force also varies significantly across CEECs. This is due to the different farm structures
and due to transaction costs associated with recruiting, monitoring and supervising workers.
We have to take all these indicators into account if we want to design the future performance
of agriculture in CEECs.
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TABLES

Table 1: Main characteristics of agriculture for holdings of at least 1 ESU, 2007

Czech Republic

UAA

Agricultural

Agricultural

Average area

(1000 ha)

holdings in total

holdings of at least

per holding

(thsd)

1ESU (thsd)

(ha)

3 489,7

39,4

25,9

134,6

847,8

23,3

12,7

66,5

Hungary

4 054,2

626,3

141,0

28,8

Latvia

1 428,8

107,8

44,4

32,2

Lithuania

2 134,1

230,0

85,3

25,0

13 855,6

2 390,9

1 130,0

12,3

Romania

9 498,7

3 931,4

866,7

11,0

Slovakia

1 889,3

69,0

16,0

119,3

Slovenia

461,4

75,3

61,5

7,5

Estonia

Poland

Source: Eurostat, Farm Structure Survey 2007.
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Table 2: Farm structure, comparison between 1990s and 2004/2005
Share of TAA before transition

Share of TAA after

(%)

transition (%)

Cooperative/

State

Corporate

Family

Transformed

Family

collective

farms

farms

farms

cooperative

farms

farms
Belarus

farms
-

94

-

6

83

17

58

29

-

13

55

45

Republic

62

38

-

-

71

29

Estonia

57

37

-

6

44

56

Hungary

80

14

-

6

41

59

Latvia

54

41

-

5

10

90

Lithuania

-

91

-

9

12

88

Moldova

-

-

91

9

47

53

Poland

4

19

-

77

10

90

Romania

59

29

-

12

45

55

Slovakia

69

26

-

5

84

16

Slovenia

-

8

-

92

5

95

Ukraine

-

-

94

6

55

45

Bulgaria
Czech

Source: EU, Agricultural Situation and Prospects in the Central and Eastern European
Countries, 1998; Statistical Yearbooks of CEECs.
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Table 3: Share of CF and FF on GAO, comparison between 1990s and 2004/2005
Agricultural output before transition Agricultural output after transition
Corporate farms

Individual farms

Corporate farms

Individual farms

(%)

(%)

(%)

(%)

Belarus

75

25

50

50

Estonia

47

53

-

-

Hungary

65

35

43

57

Latvia

72

28

24

76

Moldova

78

22

25

75

Poland

12

88

20

80

Romania

21

79

13

87

Slovakia

85

15

70

30

Slovenia

31

69

34

66

Ukraine

73

27

30

70

Source: EU, Agricultural Situation and Prospects in the Central and Eastern European
Countries, 1998; Statistical Yearbooks of CEECs.
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Table 4: Employment in agriculture, % of total employment
1995
Bulgaria

2000

2005

23,9

26,2

8,9

6,6

5,1

4,0

Estonia

10,2

7,2

5,3

Hungary

8,0

6,5

5,0

Latvia

17,3

14,5

12,1

Lithuania

23,8

18,7

14,0

Moldova

-

50,9

40,6

Poland

22,6

18,8

17,4

Romania

40,3

42,8

32,1

Slovakia

9,2

6,7

4,7

Slovenia

10,4

9,5

8,8

Ukraine

-

20,5

19,4

Average

-

18,9

14,4

Czech Republic

Source: http://www.nationmaster.com/graph/lab_emp_in_agr_of_tot_emp-labor-employmentagriculture-total , January 2010.
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Table 5: Farm labor force for holdings of at least 1 ESU, 2007
Total

Family

Non-family labor

Non regular

labor force

labor force

regularly employed

non family
labor force

1000 AWU

Czech Republic

1000

1000

1000

1000

1000

persons

AWU

persons

AWU

AWU

128,6

54,2

28,4

110,1

96,8

3,3

Estonia

25,2

28,7

12,8

14,0

11,7

0,7

Hungary

208,7

289,1

120,9

85,8

75,3

12,5

70,0

93,4

54,9

18,6

14,4

0,7

111,2

191,2

84,4

28,1

23,9

2,9

1 738,4

2 770,1

1 622,7

59,9

52,6

63,2

Romania

965,5

1 870,0

829,1

62,1

47,6

88,9

Slovenia

75,0

167,0

69,2

3,0

2,5

3,3

Slovakia

63,5

33,9

12,9

54,6

46,8

3,8

Latvia
Lithuania
Poland

Source: Eurostat, Farm Structure Survey 2007.
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The agricultural land prices and land transactions development in
Slovakia and selected EU countries

I. TAKÁČ1,A. BANDLEROVÁ1
1

Slovak University of Agriculture, Nitra, Slovak Republic

Abstract: The issue of agricultural land market is important for really well functioning
agricultural land market. The determination of land value depends on the purpose for which
the agricultural land is used. The article analyzes and compares the evolution of the
agricultural land market in Slovakia and surrounding countries (the Czech Republic, Poland
and Hungary). In the first part we follow the evolution of land transactions in Slovakia and
other selected member states of the European Union. In the second part of the article we
summarize the evolution of agricultural land prices in Slovakia and some new and old
member states of the European Union. In the third part we follow the evolution of agricultural
land rent transactions in Slovakia and neighboring countries in the Visegrad Four and some
selected member states of the European Union. In the fourth part of analyzing is compared the
evolution of market rental prices for agricultural land in Slovakia, and some member states of
the EU.

Key words: agricultural land market evolution, land transactions, land price, land rents,

Introduction:
The specific and unique significance of land as property is that represents natural value not
formed by human being. According to the agriculture, the land is the main production
facilities and belongs to the natural wealth of the country. The properly functioning
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agricultural land markets have vital importance for the maintenance and the development of
regions and the growth of agriculture within the EU Member States. In Slovakia is mainly in
the last period as a result of accession into the EU described as an emerging agricultural land
market, but due to the limited amount of data less transparent. The implementation of CAP
(direct payments) in the New Member States of the EU raises the question of whether affect
the land markets within the NMS is expected. Evidence of capitalisation of public support to
agriculture into land prices indicates that benefits are partly transferred toward landowners
rather than toward the targeted population (the producers). This issue is of particular
importance in countries where a large proportion of land is used by farmers who do not own
land, such as in the Slovakia where corporate farms and large individual farms rent more than
90% of agricultural land from private landowners. Based on the mentioned above the issues of
the agricultural land market development (market price and rent) in the NMS is extremely
important however can affect the competitiveness of the agricultural sector.

Goal:
The article described the evolution and compare the market for agricultural land in Slovakia
and selected EU countries in terms of:


Sale of land market transactions,



Market price of land



Land rental market transactions,



Market rental prices for agricultural land.

Data:
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The data for the article were collected from the following resources:


data obtained from the Research Department of Law, University of Agriculture in
Nitra FEŠRR, VEGA project No 1/0357/08,



data obtained from LICOS Research Centre of Excellence Catholic University of
Leuven, Belgium.



data from the Eurostat database, FAO, and the Slovak Statistical Office,



literature to address the issue



research reports and scientific institutes of the Ministry of Agriculture:
o Report on the agriculture and food industry in Slovakia in years 2003-2007;
o Research Report Research Institute of Agricultural and Food SR
o Management of agricultural research institutions in selected countries;
o Annual reports of the Slovak Land Fund

Methods:
Within the article we used the following methods:

Time comparison using statistical indices:
Ix =

xk
xj

1

to indicate in which multiple base index value is compared. Index for assessing the size of the
relative changes of selected parameters. According to the chosen basis of two types of indices

1

(Pacáková et al., 2003)
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chain indices (indices with variable base), which compares the value of variables
during the period of its value in the previous period:

It


t −1

=

xt
;
xt −1

t = 1,2,3,.....T

base indices (indices with a permanent base in the period), which compares the value
of variables in each period t in the base period value of z = 0:

It =
z

xt
xz

t = 1,2,3,....., T

Results:

I. Overview of sale of agricultural land market transactions
The volume of sales of agricultural land varied among the Visegrad countries over time. The
volume of sold agricultural land among the countries recorded an upward trend especially in
the last period.
In Slovakia was the lowest total volume of sold agricultural land. As can be seen (Table1), the
volume of agricultural land sold in the period 2001 to 2003 declined and than since 2004 have
been grown. In the year of Slovak accession to the EU the amount of sold agricultural land
twofold increase and in the case of arable land increased 70% .

Table 1 The volume of transfers of agricultural land in six selected regions of Slovakia.
Agricultural land in ha

Arable land in ha
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2001

2,110

822

2002

1,451

962

2003

912

874

2004

1,853

1,476

2005

2,754

1,899

Source: Research institute of economics agriculture and food processing, Slovakia

The evolution in the Czech Republic and Poland has been influenced by the ongoing
development process of privatization of state land. In the case of Poland (Figure 1) nearly half
of the total sold land in the period 1994 to 2005 was accounted for sales of public
land. Poland, which has the largest area of land resources within the Visegrad countries, there
were annually to approximately 100 thousand transactions with land during the period from
1995 to 2005. Within the same period was the sale of land between private parties 1.7 million
hectares, representing 10 percent of total agricultural land in the country.

Figure 1 The land sales transactions in Poland

Source: Institute for Agricultural Economics and Warsaw Agricultural Estate Agency in Warsaw, ANR and
IERiGŻ
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The Czech Republic has been growth in sales of agricultural land since 2000 mainly due to
sale of state land to farmers. Especially since 2002 yearly have entranced around 70 thousand
hectares (about 1.7% of the total land fund) State-owned land on the market. (source:
agricultural land and Cartography Office). On the other side the private annual sales volume
in the period from 1993 to 2001 represented almost 0.3% of total agricultural land. In the
period from 2002 to 2004, the annual sales volume represented around 1.5 percent and in
2005 even more than 3% of the total area of agricultural land. Increase especially in recent
years was largely due to a reduced interest rate on a loan throught guarantee fund for the
purchase of land for agricultural use.
In Hungary (Table 1) at the time of accession into the EU changed the owner of more than
213.3 thousand hectares of farmland, representing nearly 3% of total country productive
agricultural land. Much of it was sold by the application of a pre-emptive rights (91.1
thousand hectares). Transfer of ownership of agricultural land was largely carried out by other
manner than by sale. Inheritance, donation, purchase and mutual exchange of soil were
carried out in a volume of 122.2 thousand hectares. In 2006, there was a transfer of
agricultural land in the amount of 210.7 thousand hectares. Almost half of the transfers of
103.8 thousand hectares agricultural land related to inheritance, purchase, donation or
substitution. Buying throught pre-emptive in 2006 was approximately 95.5 thousand hectares
of which more than half of sales were represented by the sale between part-owners or close
relatives (49.4 thousand hectares). According to official statistics, the sale of land to citizens
of the other Member States in 2006 was negligible (700 hectares).
Table 2 The volume of transfers of agricultural land in Hungary
Agricultural land in thousand
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hectares
2004

2005

2006

Land acquired on the base of pre-emptive rights:

91.1

90.5

95.5

co-ownership, or close relatives

34.4

31.6

49.4

home tenant or farmer

37.5

33.7

36.9

x

0.4

0.3

19.2

24.8

8.9

Land acquired without any pre-emptive:

122.2

109.8

115.3

inheritance, purchase, donation and Exchange

105.8

96.9

103.8

16.4

12.9

11.5

213.3

200.2

210.7

farmers from the EU Member States
public land (national land fund)

other transfers of land
Total transfers of agricultural land

source: Ministry of Agriculture and Regional Development, Hungary. Mardi - Institute of Geodesy and
Cartography and Remote Sensing. National Land Fund of Hungary.

II. The agricultural land sales prices development
The agricultural land market prices development in Slovakia and neighboring countries
experienced significant changes, particularly in the period after accession to the EU (see Chart
2). The significant increase in prices of agricultural land can be seen in the case of Slovakia,
the Czech Republic and Poland.

Figure 2 Development of the average current sales prices of agricultural land in selected
countries (V4)
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Source: Licos market research, Agricultural research institute for the Czech Republic, GUS, and ANR Zagorsky
for Poland; RIEAFI for Slovakia, the FADN for Hungary; Notes: Czech Republic - only the price of agricultural
land, private owners, Poland - The price of arable land is private and public owners, Slovakia , Hungary, the
price of agricultural land, both private and public owners

In terms of comparison between countries a constant market price index of agricultural land
provides better view of its development between countries. As shown in Figure 3 after the
countries accession into the EU, the development of real market prices of land (adjusted for
inflation) reached significantly increasing trend. Index of land price growth achieved in 2007
compared with 2001 in the case of Slovakia, 237% and 216% for Poland.

Development of market prices in the Czech Republic has been significantly affected by the
sale of state land to farmers, which began in 2000 when the agricultural land was sold at fixed
administrative prices and not at market prices. Market price index in the Czech Republic fell
in 2004 to 81% and then in subsequent years after accession into the EU grew and in 2007
reached 116%. As expected, the trend in prices has been exceptionally strong during the
countries' accession to the EU.
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When comparing prices before (2003) and the year after the EU accession (2005), the market
price of sold land increased by almost 21% in Slovakia and around 35% in Poland.

Figure 3 Indices of average fixed price of sold agricultural land per hectare (base year 2001
= 100%)

Source: own calculation, Licos land market survey

Since enlargement of the EU in 2004 have the differences in market prices between the old
and new EU Member States been gradually decreased. As shown in Table 6, the gap in the
price of land between the countries is shrinking. For example, the average market price of
land in the Czech Republic and Slovakia has been closer to the prices in Germany and
France. Figure 4 shows that the evolution of agricultural land prices in the new Member
States after accession into the EU have had significantly increasing trend in comparison with
the old Member States wrehe the development ofagricultural prices have been stable.
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Figure 4 the average fixed price indices of sold agricultural land in selected EU
countries in local currency per hectare (base year 2001 = 100%)

Source: own calculation, Licos land market survey

III.

Overview of rents of agricultural land market transactions

Renting of agricultural land in many countries is the most widespread form of land
transactions. Table 1 presents aggregate data of selected countries on share of leased
agricultural land. Among individual countries, there are considerable differences in the
amount of leased land. For example, in Italy, where the agricultural policy to encourage
cultivation of land ownership, the proportion of leased land is only 26% in Belgium, where
the strong protect tenants renting land legislation, about 68% of the occupied land is leased
land. Land rents which is represented by a wide range of differences between countries
represent the main role in the land transactions within the new EU Member States,.
In Slovakia and Czech Republic, where the proportion of leased agricultural land is the largest
across the EU, the farmers leased more than 90% of the used agricultural land. Explanation of
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such a high proportion related with period of socialism. During the comunist period in those
countries the large agricultural cooperatives and state-owned companies where established.
Those companies did not own almost any agricultural land but they used agricultural land
owened by individuals in free of charge. This situation then continued during the period of
transition. Nowadays the land in the Slovakia and the Czech Republic mostly used by private
companies and cooperatives whitch do not own agricultural land but rented it.
The Hungary where the share of total rented land by the farmers is almost 60% is situated in
the midlle of the list of EU countries. The lowest share of total rented land by the farmers
within the EU and new Member States has Poland approximately 22%. This indicatior is the
lowest in Poland mainly because of the historical reasons. Since both before and during the
communist regime in the country dominated the mainly small family farms that carry out
agricultural activities on its own soil. This situation has been subsequently maintained during
the transition period till the present.
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Table 3 Share of leased agricultural land in the total used land. (%)
2003

2005

2003

2005

Slovakia

95

91

Finland

33

34

Czech republic

89

86

Great Britain

35

31

France

71

73

Spain

31

31

Belgium

68

68

Portugal

29

30

Germany

65

64

Slovenia

24

30

Hungary

56

59

Austria

26

29

Latvia

54

53

Italy

29

26

Sweden

45

40

Lituania

26

24

Holand

39

39

Poland

x

22

Greece

34

36

Source: EUROSTAT
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Table 4 Share of individual farmers in agricultural land use (%)
2003

2005

Irland

100

100

Greece

100

100

Slovenia

94

95

Belgium

92

92

Holand

92

92

Finland

93

92

Lituania

89

90

Poland

88

90

Latvia

88

88

Great Britain

89

85

Austria

83

83

Italy

88

82

Sweden

81

82

Portugal

77

75

Germany

69

69

Spain

69

69

Hungary

54

50

Maďarsko

50

49

Czech republic

27

29

Slovakia

13

16

Source: EUROSTAT and country statistical offices

As shown in Chart 1 in the Visegrad countries at country level, there is a positive correlation
between the total share of leased agricultural land in countries and the share of agricultural
land used by agricultural companies, and conversely a negative correlation between the total
amount of leased agricultural land within the country and the share of agricultural land used
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by individual farmers. In the case of individual farmers the share of leased land on the total
used land is low, however they mainly cultivate their own land. Agricultural companies and
cooperatives in most cases do not own any or only a negligible amount of agricultural land
therefore they leased in extensive amount of agricultural land. This is the case of Slovakia and
the Czech Republic where companies and cooperatives have dominant position and cultivate
the large proportion of the leased agriculture land. Conversely in the Poland, where is a high
percentage of individual farmers is the low proportion of the total leased agricultural land. In
Hungary, where companies are cultivating almost the half of the total acreage, the proportion
of the total leased land within the country is almost 60%.

Figure 5 The relationship between the total share of agricultural land used by individual
farmers and the share of the total leased agricultural land (%)

Source: own calculation

IV. The evolution of agricultural land rents
Looking at the current available data about rents for agricultural land the average rents for
agricultural land in Slovakia and neighboring countries varies considerably. After accession
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Visegrad countries into the EU showed the land rents development similar direction (Figure
2).
The most significantly land rents increased in Poland and Hungary. The huge increase in rents
in Poland was due to the high price of wheat grain in particular, because the land rents are set
on the price of wheat, or distributed in the form of a kind. In terms of euro has been the
highest long-term rentals in Hungary, followed by Poland and the Czech Republic. In
Slovakia, there remains the lowest long-term rents from the former countries of the Visegrad
Four. In 2007, the average rent in Slovakia was € 24 per hectare, while in Hungary was rent
87 € per hectare, and the Czech Republic € 47 per hectare.

Figure 6 Development of rental prices of agricultural land in selected countries in € per
hectare

Source: Licos market research, Agricultural research institute for the Czech Republic, GUS, and ANR Zagorsky
for Poland; RIEAFI for Slovakia, the FADN for Hungary; Notes: Czech Republic - only the price of agricultural
land, private owners, Poland - The price of arable land is private and public owners, Slovakia , Hungary, the
price of agricultural land, both private and public owners
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Index of agricultural land rent in a real prices adjusted for inflation and exchange rate
(change in the euro against the domestic currency) thus provides a more accurate picture to
compare the development of rents between countries.
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Figure 7 Rental price indices of agricultural land at current prices in domestic currency per
hectare (base year 2001 = 100%)

Source: own calculation

As shown in Figure 3, before the accession of the countries into the EU (in 2003) came into
land rent for significantly increasing trend. The average land rent in 2007 compared to 2003
in Slovakia increased by 127% and Poland with more than 300% (the effect of wheat
prices). The Czech Republic has increased the rent for the same period by 61%. Since the year
2004 in Slovakia and neighboring countries have begun to apply the same measures
supporting the common agricultural policy of direct payments linked to land area, we assume
that some of these supports may be capitalized in land rents.
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Figure 8 Rental price indices of agricultural land in constant prices (in domestic currency per
hectare)

Source: own calculation

Figure 9 The difference of rental price indices of agricultural land (%)

Source: own calculation
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When comparing the land rents evolution within the EU the country could be divided into two
main groups.The first one representative of the old Member States, where agricultural land
rents development were more or less stable. The second group consists of the new Member
States, where the land rents shown an average annual rate of change between the ranges from
10 to 30 percent. Increasing land rents index may be explained to the some extent by
increasing support (direct payments) per average land area. However the higher rental growth
in the new Member States gradually converge the gap in the amount of land rents between the
EU Member States. Figure 6 shows that the evolution has been significantly increased rents in
the new Member States after accession to the EU and the old Member States has been stable.
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Figure 10 Rental price indices of agricultural land in selected EU countries (local currency
per hectare)

Source: own calculation,, Licos land survey

Conclusion:
The aim of our article was to analyze the agricultural land market development in Slovakia
and selected EU countries (particularly in the Czech Republic, Hungary and Poland) during
the period before and after accession in terms of land market sale transactions and prices and
land market rental transaction and rents . The volume of sold agricultural land. between the
Visegrad countries (V4) varies over time, but since accession into the EU, showed a rising
trend. In case of Slovakia was the total volume of sold land the smallest within the V4
countries. In the year when Slovakia entered the EU experienced a twofold increase in the
amount of land sold. Development of land market prices in Slovakia and neighboring
countries experienced significant changes, particularly in the aftermath of EU accession. A
significant increase in the lan prices were observed in the case of Slovakia, the Czech
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Republic and Poland. When comparing rates the year before and the year after EU accession,
increased market price of sold land by almost 21% in Slovakia and almost 35% in Poland.

Land lease in many countries is the most widespread form of land transaction. Among
individual countries, there are considerable differences in the number of leased land. In
relation to the aim we mapped the evolution and compared the market rents of agricultural
land in Slovakia and selected EU countries in terms of land rental market transactions and
market rental prices. In Slovakia and Czech Republic, where the proportion of leased
agricultural land is the largest across the EU, the farmers leased more than 90% of the used
agricultural land. The lowest share of total rented land by the farmers within the EU and new
Member States has Poland approximately 22%. At country level, there is a positive
correlation between the total share of leased agricultural land in countries and the share of
agricultural land used by agricultural companies, and conversely a negative correlation
between the total amount of leased agricultural land within the country and the share of
agricultural land used by individual farmers. In the case of individual farmers the share of
leased land on the total used land is low, however they mainly cultivate their own land. In
Slovakia and the Czech Republic where companies and cooperatives have dominant position
and cultivate the large proportion of the leased agriculture land. Conversely in the Poland,
where is a high percentage of individual farmers, is the lowest proportion of the total leased
agricultural land.
Looking at the current available data in related to the land lease the average rent for
agricultural land in Slovakia and neighboring countries varies considerably. In terms of euro
has been the highest long-term rentals in Hungary, followed by Poland and the Czech
Republic. In Slovakia, there remains the lowest long-term rents from the former countries of
the Visegrad Four. before the accession of the V4 countries into the EU (in 2003) came into
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land rent for significantly increasing trend. Comparing the land lease development between
the EU countries we figure out that evolution has been significantly increased rents in the new
Member States after accession and the old Member States has been stable.
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Abstract:
The changing economic position of agriculture goes hand-in-hand with changing economic
situation of farmers. Alternative on-farm and off-farm as an additional source of income
activities can take different forms. The goal of the article is to analyze the opportunities of
other gainful activities of holdings in agriculture sector based on different forms of on-farm
diversification in Slovakia. This goal is analyzed in the context of changing economic
situations consequences of farmers and rural economy development.

Key words: agriculture, diversification, on-farm and off-farm activities, rural development

Introduction:
A possible response for farmers in changing economic situations is to seek to enhance their
income from sources other than conventional farming production through the way of
diversifying their business activities. The goal of the article is to analyze the opportunities of
other gainful activities of holdings in agriculture sector based on different forms of on-farm
diversification in Slovakia.
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Materials and methods:
The goal of the article is analyzed in a context of changing economic situations consequences
of farmers and rural economy development. The main method used in order to ensure the goal
is the secondary ex-post analyze of specific time series in analysed topic.
Analyzes are based on secondary data sources from literature materials of authors,
connectional material at the national and EU level, and data sources from Eurostat farm
structure survey (FSS) in period 2000-2007.

Results:
Slovak Republic’s land is defined in 85 % as rural land. In order to contribute to the
basic goal defined in The Conception of land development of Slovak Republic () in part of the
conception of agricultural and food development in years 2007-2013 is targeted to keep and
strength the functionality and stability of rural land by agricultural development. Also goal is
to ensure the utilization of whole both production and human potential in agriculture and rural
economy. Rural development policy aims to improve competitiveness in agriculture and
forestry, improve the environment, countryside, the quality of life in rural areas and
encourage the diversification of rural economies. The important fact is the changing position
of agriculture in the Slovak Republic economy. As agriculture has modernized and the
importance of industry and services within the economy has increased, so agriculture has
become much less important as a source of jobs. Consequently, increasing emphasis is placed
on rural development and the including diversification of the rural economy to create
alternative jobs and strength the economic position in rural areas
The changing economic position of agriculture goes hand-in-hand with changing
economic situation of farmers. A possible response for farmers is to seek to enhance their
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income from sources other than conventional farming production through the way of
diversifying their business activities.
Analysts of diversification generally break such efforts down into two categories:
related diversification and unrelated diversification. In related diversification, according to
Mintzberg and Quinn (1992), there is evident potential synergy between the new business and
the core one, based on a common facility, asset, channel, skill, even opportunity. But they
also noted that no matter what its bases, every related diversification is also fundamentally an
unrelated one, as many diversifying organizations have discovered to their regret. That is, no
matter what is common between two different businesses, many other things are not.
Diversification is important in the context of continuing CAP reforms. In fact, there are
considerable literature discussing about the relationship between diversification and
performance and which kind of the diversification strategy will create higher performance.
The gainful activities are marked as activities directly related to the holding other than
the agricultural activities of the holding comprise all activities other than farm work, directly
related to the holding and having an economic impact on the holding. Those are activities
where either the resources of the holding (area, buildings, machinery, agricultural products,
etc.) or the products of the holdings are used according to The European commission
regulation No 1242/2008 (EC, 2008). Alternative on-farm and off-farm as an additional
source of income activities can take different forms. Portfolio of alternative farm activities
presented by Loy and Ratheman (2006) are classified according to their factor inputs. Kuczek
(2004) classifies farm’s diversification activities according to level of diversification.
According to legal status of holdings in Slovakia about 3 % of sole holders (2070 holdings)
and 53% of legal entities (1080 entities) diversified into different on-farm activities. The sole
holder holdings shares about 66 % and legal entities about 34% on diversified holdings.
Figure 1 presents the trend both in relative and absolute term of holdings with income
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diversification into on-farm activities according to legal status of holdings in period 20002007.

Figure 1 Holdings with another gainful activity according to legal status of holdings,
Slovakia, 2000-2007
Holdings with another gainful activity
according to legal status
of holdings, Slovakia, 2000-2007
Sole holder holding

Holding is legal entity

2007

2070

1080

2005

1020

590

2003

2000

0%

1640

1160

1630

50%

810

100%

Source: based on Eurostat farm structure survey (FSS), author

Except 2005 the number of holdings diversified into on-farm activities raised both in relative
and absolute term.

Between 2000 and 2007 number of holdings engaged economic

diversification rose by 710 holdings – in category of sole holder holdings by 440 and in
category of holdings with legal entity by 270. Note that about 66 % of diversified holdings
were sole holder’s holdings. In spite of they have commonly less production sources (labor
source, land, capital) for economy diversification than larger farms. This indicates that
availability of production sources may limit diversification activities and economy of scope.
As shown in Figure 1 sole holders are more engaged to economy diversification as larger
firms.
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Table 1 summarizes the alternative of different on-farm activities in period 2000-2007.
There are also holdings listed (in the last column field of the table) descending according to
change in number of holdings in period 2007/2009.
Table 1 Development and change in number of holding with other gainful activities according
to activities, Slovakia
change in number
of holdings
according to
Other gainful activities
on the holding / time

activities in period
2000

2003

2005

2007

2007/2005

Summary of holdings
with another gainful
activities

2440 2810

1610 3150

1540

2170 2390

870 2100

1230

Gainful activities on
the holding others
renewable energy
production

0

0

10

330

320

190

430

540

810

270

380

620

290

440

150

wood processing

40

70

90

150

60

tourism

60

140

150

200

50

handicraft

0

50

90

140

50

aquaculture

0

10

20

20

0

contractual work
processing of farm
products

Source: based on Eurostat farm structure survey (FSS),, author

As combinations of alternative activities are possible, the number of holdings
undertaking the respective activities is greater than the number of holdings with income
diversification. Expect aquaculture the number of holding diversified into on-farm activities
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raised both in relative and absolute terms. Number of holdings diversified into aquaculture
remained stable in 2007/2005. The significant change/growth in number of holdings was into
other not specified on-farm activities (holding indicated to have a gainful activity not
mentioned on that list of activities in FSS) raised by 1230 farms in 2005/2007. The second
significant and very important change/growth was in the number of holdings diversified into
renewable energy production activities. The number of holding raised in 3 years period from
10 to 330 holdings carried out these activities. The mentioned diversification of agricultural
production is based on level of basic agricultural and farm’s production source the
agricultural land. And at this level is the diversification into a non-food utilization of
productive agricultural land. This form of diversification based on primary farm’s production
source also contributes to the diversification of economic activities at the farm level within
multifunctional rural development. Figure 2 gives an overview of the importance of various
alternative on-farm activities in 2007. The shares presented relate to the number of holdings
with income diversification as another gainful activity.
Figure 2 Shares of different on-farm activities for farms with income diversification,
Slovakia, 2007
Share of different on-farm activities for farms with income
diversification, Slovakia 2007
4.8%

3.6%

3.3%

0.5%

50.1%
others

7.9%

contractual work
processing of farm
products
renewable energy
production
tourism

10.5%

wood processing

19.3%

handicraft
aquaculture

Source: based on Eurostat farm structure survey (FSS), author
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As shown in Figure 2 , most agricultural holdings 50,1% diversified into on-farm
processing of other not specified on-farm activities (holding indicated to have a gainful
activity not mentioned on that list of activities in FSS), 19,3% had carried out contractual
works (landscape and nature management, harvesting, building, transportation) and 10,5% of
holdings were processing their farm products (including direct marketing). About 8 % of
holdings were involved in renewable energy production. This form of on-farm diversification
took fourth place among diversified agriculture holdings. About 5% of diversified agriculture
holdings took up tourism while 3% was involved wood processing and handicraft, while 0,
5% was involved in aquaculture. The FSS does not provide information about the income
generated by the respective activities, neither a national nor at the more detailed regional
level.

Conclusion:
The gainful activities are activities directly related to the holding other than the agricultural
activities of the holding. These activities contain all activities other than farm work, directly
related to the holding and having an economic impact on the holding. Except 2005 the
number of holdings diversified into on-farm activities raised both in relative and absolute
term.

The second significant and very important change/growth was in the number of

holdings diversified into renewable energy production activities. Among many different
trends of arable land utilization the most popular seems bioenergy based on the use of
biomass as a non-fossil renewable energy source from agriculture. This form of
diversification based on primary farm’s production source the agricultural land. Also
contributes to the diversification of economic activities at the farm level within
multifunctional rural development.
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ABSTRACT: The problem of infrastructural networks access for trade development in different
branches is well known and where analyzed in huge number of papers during last two
centuries. In this paper we would like to describe just a small part of this problem related to
recognition of the role of the European inland waterways with competitive of some East
European countries. Some of them have not so suitable geographic positions for high activity
at the food markets. So, those countries had to find some transit ways and use all accessible
ways for participation at the trade process.
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INTRODUCTION. The idea of this paper was born during last few meetings of Visegrad
4 countries and following the Danube strategy creation and promotion. Danube as one of the
biggest European river has own history of relations with trade and traders. So, it is important
to recognize the role for all ports at the Danube and Black Sea for grain trade promotion
according to new challenges of the World market. The spatial distribution of commodities is
determined by the quantities supplied and demanded in each of the competing regions or
markets and by transportation and handling rates. This study is the analyzes the efficiency of
using
1.

HISTORICAL

ASPECT

– MIGHTY COMEBACK. The low value of many of the

commodities moved and the high costs of land transportation urged movement of water craft
as far inland on rivers as practicable. But river navigation posed some physical difficulties.
There were large tides, low water levels during some seasons, and dredging needs. Mill
operators had dams and resisted releasing water for navigation. Owners with riparian rights
claimed tolls for improvements or for the use of embankments for pulling boats or
transhipment. They sometimes resisted river improvements. There was government
involvement early on the City of London started developing the River Thames in 1179, and
by 1500 several city corporations had been given river development authority. Upstream, the
Crown gave development authority to local landowners who put forward specific
development and toll schemes. The river experience yielded the first institutional form for
canals, and there were carry over technological experiences. River development utilized
dredging, flash boards, and a few locks. The flash board system required a good water supply
as boards were removed and flood water raised boat levels, and canals could not be so
wasteful of water. Lock technology, in particular, could carry over directly as could dredge
technology. Also, there was learning about construction. William Smeaton, later a famous

739

canal engineer and recognized as the Father of British civil engineering, obtained his first
experience on river projects.
The beginning of the English canal era was marked by the Duke of Bridgewater's 7.5
mile (12 km) canal from coal mines on his estate at Worsley to Manchester. Construction
began in 1759, and the canal opened 6 years later. Bridgewater's canal had some interesting
technological features. It tied into his mine drainage scheme, and the boats ran into the mine
for loading. Although the canal could accommodate larger boats, the within-mine operations
kept the beam of the boats to about 7 feet (2.2m); they were 50 feet (15m) long. In order to
hold water, the canal was lined with puddle clay, and to avoid extensive lock construction, an
aqueduct was constructed over the River Irwell. This canal caught the imagination of the
public. As a financial success it motivated developers and investors. It served as a model for
subsequent construction and about 3,000 miles (4,800 km) of canals were opened in the next
90 years. Waves of canal building followed in Europe and North America. Systems expanded
in France and the US to about the size of the English system.
There was a flurry of inland navigation acts between 1759 and 1794. Most of these
were for narrow canals, using the 7 foot beam boat design from Bridewell's canal. Adoption
of the 7 foot boat kept construction costs down and saved water, a problem for many canals.
Boats ran 70 feet (21.4m) in length, and could carry about 30 tons and be hauled by a horse or
mule moving along a tow path alongside the canal. Canal building yielded much experience
with earth moving, lock structures, bridges, aqueducts, tunnels, etc. Firms were organized for
contract construction and engineers, managers, and labourers gained experience.
Although navigation acts were private acts, the policy-institutional aspects of canal
building began to fall into a pattern. Canal companies were organized and issued stock. There
was carryover of rights of use from roads, and acts began to require that anyone could operate
a boat if tolls were paid. Companies emerged to offer canal plus pickup and delivery services.
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Where the terrain was difficult and/or water in short supply, incline planes was constructed.
Building on the fringe of the feasible pressed for suitable technologies, and some small tub
canals were constructed. Commodities were moved in trained, 6-10 ton "tubs." Each could be
moved by a horse on a near-level tramway, and they could be handled relatively easily on
inclines. By about the second decade of the 1800s the era of canal building in England was
over. In part, the system was "built out" in that the feasible canals had been built. Also, rail
competition came alone. The modern modes owe much to canals. They demonstrated the payoffs from capital intensive transportation improvements. They increased construction know
how and institutional experiences. They also provided management, financial, and operating
experiences and related institutions. There was also important learning by the public--learning
about investment opportunities and about the off-system developments induced by
transportation improvements [1].
2.

POTENTIALS

POINTS ALONGSIDE

THE

FOR THE

DEVELOPMENT

DANUBE RIVER

AND

OF

SEVERAL REFERENCE MARKET

CANAL. It is recognized that each major

exporting country has one or several major reference trading points: e.g., Vancouver, Port
Cartier, and Thunderbay in Canada; several points alongside the Mississippi from St. Louis to
New Orleans in the United States; in the west, Portland; and, in the east, Baltimore, etc.
Similarly, Rouen and Bordeaux are reference markets for French grains, or Rotterdam, in the
Netherlands for both imports and exports. With some exceptions, these reference trading
points are located at the mouth of major waterways and are equipped with efficient handling
and storage facilities. Similarly, it is likely that some locations on the Danube River would be
developed as reference trading points for grain and feed. Reference trading points come as a
result of the development of infrastructure and trade. They improve the economic link with
international markets: In the specific case of the Danubian region, when developed, they
would play an important role in creating awareness about marketing techniques that are used
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in international trade and that could be adapted to domestic commerce. It is likely that, when
properly equipped, Constanza in Romania, Burgas and Varna in Bulgaria – three ports
situated on the Black Sea – will become prevailing reference points for Central Europe.
However, numerous constraints for such developments will slow this process. They include
trade barriers (e.g., export restrictions, including between countries in the region), preference
for domestic port facilities to save foreign exchange in handling operations to/from ship,
quality and availability of storage, handling equipment, port infrastructure, connections with
railroad, remaining quasi-monopolies, contract intermediation and contract enforcement,
market surveillance by governmental agencies or parastatals; inspection services; custom
procedures; ability to trade in foreign exchange denomination; etc. [2].
3.

VISEGRAD 4 COUNTRIES WATERWAYS - DEPENDENCE AND USE. The Danube

basin is formed by rich agricultural plains situated in the above-mentioned countries.
Transportation on the Danube waterways suffers, on several sections, from significant
political unrest, embargoes, and severe economic crises resulting from the on-going transition
from a centrally-planned to a market-oriented economy. The Danube River is, therefore, still
underutilized for the transportation of bulk commodities and other goods. However, in the
longrun, in order to make domestic agricultural production internationally competitive, it is
critical to the region that waterways become a major route for the transportation of grain and
feed products (for local trade as well as for imports and exports to/from the region). For
several decades before World War II, the Danube River was the main outlet for a country like
Romania2. In these countries, grain exchanges were operating on a rather large scale, the
main ones were located in the main cities (e.g., Sofia, Budapest, Bucharest), but also in the
production regions and in the main ports (e.g., in Romania, Braila, Constantia, Galatz,
Timisoara, Chisinau –now the capital city of Moldova). After World War II, flows of
products changed direction. Most of them became either inward oriented, or directed toward
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the Soviet Union for which train was, by large, the main transportation mode. Since 1989, the
adjustments linked to liberalization and market reforms in the region very much affect
production and trade in all the countries surveyed by the mission. The current order of
magnitude of imports of grain, soybean and soymeal by Romania, Bulgaria, Hungary, the
Czech and Slovak Republics and the Federation Republic of Yugoslavia, was, over the 198892 period, between 5 and 7 million tons, while, for the same countries and the same period,
exports situated between 3 and 5 million tons. These figures were used on a conservative
basis to assess the benefits from the proposed public and private infrastructure development
and rehabilitation. At this stage, it is fair to say that changes in grain and feed production and
trade are, however, not likely to remain marginal in the three countries visited by the mission.
Now Danube is the 2,857 km drains 817,000 sq. km including all of Hungary; most
parts of Romania, Austria, Slovenia, Croatia, and Slovakia; and significant parts of Bulgaria,
Germany, the Czech Republic, Moldova and Ukraine. The river basin also includes parts of
Yugoslavia, Bosnia and Herzegovina and, through its network of tributaries, smaller parts of
Italy, Switzerland, Albania and Poland. The Danube River discharges into the Black Sea
through a delta which is the second largest natural wetland area in Europe [4]. As we can see,
it is rather big and important part of European transportation and trade infrastructural system.
3.1.

THE RIVER GRAIN TERMINAL SYSTEM. It is anticipated that over the medium

term, the grain production and export marketing system of the region revitalized, modernized
and privatized so that this region regain its position as a one of the major players in
international grain trade. In addition, it is assumed that all countries of the basin continue to
be major grain and livestock production areas. It is not a surprise that main role here playing
countries of the V4.
During last ten years all countries of V4 played an important role in European
agriculture. Historically, the countries of central and eastern Europe had own specialization in
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agrifood production, and only two of them were the grain growing countries – Poland and
Hungary. The problem of river transportation of grain for now is extremely important just for
Hungary (picture 1), mainly because of different trade flows direction.
The main trade flow for Hungary is the countries of Black Sea basin and some Asian
countries. Here is important to say that the biggest port in this region is Constatze in Romania.

Other ports and facilities can be considered mostly as substitution (because of long river
traffic and chipper shiftment).

One of the main problems for all countries, involved in international trade is the
access for transport and transit facilities and guarantee of fast and quality shipment.
There are currently two inter-linked systems for grain and feed shipments: rail and
river transport, both to and from these countries to the Black Sea. In addition, the Danube is
also now a major waterway to northern Europe. With significant improvement, the river
system of terminals would facilitate general commerce and trade as well as the importation of
required protein meals, concentrates, and other bulk commodities. Professionals in the trade

de value and volume, 2000-2007
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believe that, on the short- to medium-term, a majority of shipments will be made-through the
Danube waterways. Agricultural trade of bulk commodities with Western Europe would
mainly consist of oilseeds to the Netherlands and Germany, with return shipments of soymeal
and other bulk commodities. With regard to eastern destinations, shipments of agricultural
products would consist mainly of cereals, with transhipments in the delta region either to
overseas destinations, through the Bosporus Strait, or to the Don-Volga river system; and
return shipments of bulk products would be for a large part made of fertilizers. In this context,
port facilities alongside the Danube and the Black Sea should again provide interface between
international and domestic markets. Privatization and the development of market-driven
economies in these countries would require more cost-effective and flexible shipping facilities
and equipment. In order to work out such changes, linkage with rail is already largely
available, but investments into specialized grain hoppercars would be needed both in Bulgaria
and Hungary. Trucking in the three countries is mostly done by small trucks, handling only 15
tons. Investment in semi-trailer trucks (30 tons) would be advisable in order to improve costefficiency for short distance and urgent deliveries (e.g., to complete the loading of a barge
without waiting for another train) [3].
3.2.

UKRAINE – PART

OF THE

EUROPEAN TRANSIT SYSTEM. Ukraine has

developed seaport infrastructure and strong cargo handling capabilities. Ukraine has 20 sea
ports along its Black Sea and the Sea of Azov coastline. However, the number of private
terminals, which operated as independent legal entities in major ports, has been steadily
growing.
The aggregate berth line of Ukrainian seaports totals more than 30.8 km. Ukrainian
ports may be broken down into several groups, depending on geographic location and
capacity:
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1) Odessa, Illichivsk and Yuzhny are the three largest Ukrainian ports, all co-located
in the north-western part of the Black Sea. These three ports alone account for 60% of the
total marine cargo turnover, offer the best approach ways, and are able to handle large ocean
vessels with a draft from 11.5 to 15 meters. Odessa and Illichevsk also have the largest
container handling capabilities among Ukrainian ports.
2) Mykolayiv, Kherson, Oktyabrsk and Dnipro-Bugsky (structural subdivision of the
Mykolayiv alumina plant), all co-located at the mouths of Ukraine’s major rivers - Dnipro and
Pivdeny Bug – form another important grouping of sea ports.
3) Crimean sea ports: Yevpatoria, Sevastopol, Yalta, Theodosia and Kerch. Given the
Crimea’s tourism appeal, the ports of Yalta and Sevastopol have great prospects for passenger
and cruise line development. Port Theodosia specializes in crude oil and petroleum handling.
4) Berdyansk and Mariupol, on the northern coast of the Sea of Azov, are the main
export gateways for large industrial enterprises in Donbass and Pryndiprovya. The major
commodity groups processed at these two ports are industrial metals, coal and ores, fertilizers
and containers. Genichesk is the smallest of Ukrainian ports also located in the Azov Sea
area.
5) Three Ukrainian merchant seaports are based in the lower Danube: Reni, Ismail and
Ust-Dunaisk. Before the war in the Balkans in mid-1990’s, these three ports played an
important role in handling the Danube cargo traffic, but in recent years these ports have been
among the enterprises suffering great setbacks, mainly, because of the United Nations
embargo on trade with Yugoslavia (in 1992-1995), and destruction of Yugoslav bridges over
the Danube in 1999. Two if them – Reni and Ismail are going to associate with European
transport system.
4.

GRAIN

AND

FEED TRADE THROUGH

THE

BLACK SEA. The recent large net

deficit in grains experienced has reversed the role played by the sea port of Constanza which
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is the main access gate for imported grains. And the main trade flows from Central and East
Europe, as we can see in picture 2, goes for Asian and African countries, which demand in
wheat and grain is constantly increasing. The main gate for trade with Asian and African
countries both for V4 countries and Ukraine is the Black Sea. And here is important to
recognize the role for all ports along Danube and seacoast. Among 5 main ports of Danube
basin the most powerful as we sad before is Constanze (Romania). Then we have a group of

ports, including 2 in Ukraine (Reni and Ismail), one in Moldova and two in Hungary. The role
of any of them is tracking of cargo from inland facilities upon shipment. And here is
international trade activity extremely important for all countries. So, the expectation for
Danube basin development is rather strong, especially in the perspective of new trade flows
tendencies at the World market.

Picture 2 – The main importers, by regions, 2005, MT

It is significant to say, that all of grain producing countries predominantly oriented for
external markets. European and Scandinavian countries oriented for domestic market demand.
All extra grain redirects for the same Asian and African market.
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CONCLUSIONS. There are three major conclusions from the study. First, relatively
large changes in rail rates can require stimulating a diversion of traffic from eastern markets
for export. Second, sea rates to the Asian and African markets would increase substantially
before a significant diversion would occur away from westbound shipments. Third, increased
Asian and African demand would result in larger quantities of stock supplied from other
regions. Producers' prices and net revenue would also increase.
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The Importance of Foreign Investment in Regional Development
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Abstract: Foreign direct investment is one of the options how to realize long term international
Capital. Foreign direct investment does not mean a movement of financial resources, but it forms
a part of movement of

management, skills.

It represents movement of business secret,

technologies, know how, etc.
The impact of foreign direct investment on the development of the Slovak economy is
discussed in the paper. Some theoretical points like characteristics, division and determinants of
FDI, their impact on the economy of the hosting country are described. The paper analyses the
development of FDI in the Slovak Republic since 1999 and investment flow into sectors of the
national economy. Conclusion discusses advantages offered by the investment environment in
the Slovak Republic, and regional aspects of foreign direct investments in the Slovak Republic
are discussed as well.
Key words: Foreign Direct Investment. Investor. Developer. Investment. Environment.
Effectiveness. Determinants. Stimuli.

Introduction
Foreign Direct Investment represents a capital in the Slovak economy that cannot be
replaced by anything else. The capital is needed in the process of restructuring the economy.
Like in other countries where the transformation process takes place, also in Slovak economy
there is a lack of internal national resources. Due to this fact, governments in European countries
are interested in attracting foreign investment flow while applying various tools as stimuli, e.g.
stimuli of tax vacation and other financial stimuli.
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Foreign direct investment has an impact on economy, social and political life of the
hosting country. The direct effect of foreign investment can be seen in the field of effectiveness,
increasing labor productivity, employment rate and improving the quality of standards of living.
Although the amount of FDI has increased partially for last ten years due to higher
demand, the foreign investment has been a supplement to national industries investment that
represents the chief factor of growth. Most developing and economy-transforming countries
follow the example of developed countries that have been trying to put aside everything that
hinders them from foreign investment flow and try to improve conditions for foreign investors.
In this field Slovakia competes with the countries of Middle and Eastern Europe that
utilize similar tools to attract foreign investment. Only after 2000 FDI has flown to the country
on larger scale. In Slovakia there are agencies supporting, promoting and managing the FDI
flow. The agency is called SARIO (the abbreviations stands for the Slovak Agency for
Development of Investments and Trade) and is supervised by the Slovak Ministry of Economy.

Foreign Investment as a Capital Needed for the National Economy Development

Foreign investment represents a form how long-term international capital flows and it can
be divided into portfolio investment (indirect investment) that is not controlled by the exporter
who does not manage the company abroad. The exporter gets the yields on the capital, buying
and selling stock and shares (mainly shares and obligations) that are not connected with invested
capital control.
Direct Investment (capital investment) is placed by the investor abroad so that the
investor can control the company. This is a long-term investment; the investor shares the
company profit, property. We can assume that foreign direct investment represents shifting the
finance, management, experience, secret, technologies, rights to utilize the brand, know-how,
marketing strategies, etc.
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The basic point of foreign direct investment division is the property share of the foreign investor.
The share of a foreign investor in the property is determined by direct foreign investment flow.

Investment with 100 per cent foreign investor’s property having a form of businesses,
companies, branches of multinational corporations. The corporations own, manage, control
manufactures, businesses in many countries.
Joint ventures is a form of activities where national and international counterparts are
involved in. The ratio is given by an agreement or by the national government in the country,
where the company is seated. In this form two or more subjects from different countries do the
business affiliated with transformation of finance, materials and no-material staff from one
country to another one. Then the foreign subject in the country starts operating in the country, it
enters the national economy. There are different types of international joint ventures:

1/ companies from two different countries form joint venture in a third country (type
of a foreign JV);
2/ companies from two different countries form a joint venture in one to these
countries to meet their own corporate interests, requirements and needs (type of an
international JV);
3/ companies from two countries form a joint venture in which national governments
participates – their interests and national interests are met (mixed type of JV).

Joint ventures might be limited by time of their existence, might have limited goals and
they can be multinational. Joint ventures by themselves mean establishing a new company and
not only joining two existing companies.

From the point of view of functioning, FDI can be divided into following types:
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 production of the same types of products that are manufactured in the home country
is funded, the investment is called horizontal;
 Manufacture of semi-product is funded in a foreign country. The semi-product is used
in the domestic production afterwards or semi-products are manufactured “at home”
and products are completed in a foreign country – the investment is called vertical
investment.
 Conglomerate investment is concerned when the developer funds the production of
products that differ from the ones produced in the country of the developer.

According to the measure of flexibility and the investor’s freedom to make decision on the site of
future investment, FDI can be divided into:
 Flexible (strategic) investment. Due to the development of modern technologies there
is a group of companies founded that do not depend on either resources of raw
materials or cheap labour force or soft technological and ecological standards. Also
countries with a good economy are interested in attracting this type of investment into
their country and they offer very challenging conditions. The demand is higher than
the supply. This type of foreign investment flow is conditioned by labour force and its
quality. This type of investment is available when companies merge or it is possible
via acquisition.
 Colonial investment. Companies in some specific fields depend on cheap labour force
determined by locality (price and transport). This type of technology determined by
locality and factors mentioned above is called colonial, the name is connected to
historical period when powerful countries processed raw materials in their colonies
and finished the production in mother countries.

Foreign direct investment determinants
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Flow of FDI is determined by future profit anticipation. Basic rule says that investment
flows from regions with expected low profits to those ones with high expected profits when the
potential risk is considered. Company decision is determined by many other factors having
influence on selection of host country, partner, and investment form, total amount of investment,
its timing and duration. They can be divided into two groups:
Internal determinants – connected to company internal conditions and sources.
 Management – determines investment type and amount, country selection.
Management experience, approach to foreign business, ability to take the chance and
bear the risk are key factors having impact on the future steps.
 Recruiting a new employee with experience in international business which can be
applied in new workplace.
 Important event – decrease of sale in domestic market, effort to overcome the
difficulties connected to export, new possibilities of product application, new
product, etc.

External determinants comprise a set of economic, cultural, legal factors from the company
environment:
 determinants in mother country – (stimuli from the mother country to invest abroad,
high labor force price, high production costs, lack of raw materials, etc.) and also
 determinants in host country (increasing demand and market, attractive investment
environment, low price for labor force, materials, energy, availability of qualified
labor force, infrastructure quality, etc.)

a) costs factors comprise profit increasing factors. Profit can increase due to production and
distribution costs decrease in the following way:
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- investment into getting raw materials or getting other inputs, that are not available in the
mother/native country or they are very expensive there;
- investment into labor force – means investing into recruiting a lot of unqualified cheap workers
or qualified and skilled labor force is not as expensive as it is in the mother country;
- saving transportation costs while producing especially perishable goods;
- general costs are very low as production factors are available in the host country (costs on
scientific and research activities, telecommunication, promotion, costs on services…..);
- the policy of the host country can promote FDI due to offering tax holiday, lowering taxes for
foreign developers, investors, changing the policy in the issues of customs and import,
subventions or renting buildings for free……..);

b) demand factors influence the amount of profit due to sales increase or decrease. Following
issues play an important role in this field:
- scope of the foreign country market – the larger the market is, the more dynamically it grows,
the more foreign developers are interested in getting a stabile share in this market;
- keeping contacts with customers, companies often follow their foreign customers;
- following own competitors;
- overcoming the obstacles, hinder nesses within trading – the government of the host country
sometimes hinders trading and sales.

c) factors in investment environment – are formed by a set of legislation, political relations
existing in the host country that have a positive or negative impact on making decisions while
allocating the foreign investment. Elements belonging to this field are as follows:
- general attitude of the government and citizens they have towards foreign investment,
- political stability,
- limiting the type of property/ownership of foreign companies,
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- currency regulation, especially in the repatriating profits in the convertible currency,
- taxation system (income tax, taxation holiday, speeding depreciations of material property,
contracts on preventing from double taxation),
- information availability on the country.

From point of view of foreign investors in decision to invest in selected country
following criteria are important: evaluation criteria for economy performance, political risk,
foreign debt, credit rating and approach to international investment.

Foreign direct investment effects
FDI effects are connected with wide range of risks influencing not only host country
economy, but mother one too. FDI have impact on different economical, social and political
phenomena, its effect can be positive, negative, immediate or with later effect:
1) Impact on balance of trade and payment – FDI influence balance of payment in host as
well as in mother country by inflow and outflow of funds and goods. They can increase
export in host country thanks to competing products, marketing know-how, and
utilization of existing distribution networks. Import substitution, revenues from export,
state-aided technology import has impact on balance of trade. In marked oriented FDI,
these directly profit from large market in the host country, foreign daughter company
can create market for mother company products.
Foreign investor effort to find suppliers for its daughter company abroad (not in the host
country) causes outflow of capital and funds from the country, increases of import and slows
down development of domestic economics.
2) Impact on employment rate – FDI influence employment stability, or creation of new
positions. Final effect depends on factor if the foreign investment substitutes domestic
industry, on production type and conditions, or possibility to finance economy activities
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by other sources. We can speak about so called direct employment, e.i. positions in
mother company and its factories in host country and so called indirect employment
visible in supplier companies from other fields and unions. /3/

It is called multiplication effect visible in other national firms which increase production
capacity due to higher demand and so the result is creation of new positions.

3 ) Impact on economy structure – economy structure can be influenced by FDI in two ways:
impact in field and regional structure, and competitive environment. Connection of FDI with
domestic industry is crucial for regional effects. It is applied by two ways – sub supplies from
independent suppliers from different fields or by takeover of domestic companies who work as
part of international company. Host countries can influence regional development by regulation
of foreign investment by means of tax policy differentiation when low taxes are aided to attract
investors to selected regions. Sometimes foreign investors chose region selected by the
government of host country in order to make positive image in front of the public. However,
infrastructure, accessibility and availability of sources are key factors. FDI can stimulate
competitiveness positively that can have a positive impact on production quality of national
companies. Developers, investors can have impact also on the economic structure and can
promote transfer of technologies, know-how and of managerial skills.
Negative effects of foreign investment:
 tendency of foreign investor to reach dominant status – therefore host countries often
restrict the amount of investors shares in the company or field
 creation of dual economic structure – insufficient connection of original weak
domestic economy and modern sector established by foreign investor. Therefore
national economy can not grow without side and multiplication effects of foreign
investment.
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 so called “enemy takeover” – there comes liquidation of the company after its
takeover
 absorption of savings and talents able to make business – which stops them to act in
domestic firms, where they would be helpful in developing national economy
 flow of foreign investment creates risk of successive economic and later also political
dependency from investing country
Negative effects are often created by non systematic investment stimuli from host countries.

4) Political, social and environmental effects – FDI bring implementation of new culture,
way of life and customer preferences into the host country. From environmental point of
view companies making investment abroad tend to reach very good results in this area and
via financial, technical and managerial help contribute to environment protection in host
country. Effects of FDI differ according to its form. In comparison to investment on empty
land or acquisitions it does not bring immediate actives, labour force, new technology, does
not increase number of companies and competitiveness in the country (change of
ownership and shift of control from domestic to foreign represent the motivation).
The effects of FDI differ according to their forms. At the beginning they do not bring a new
assets, labour force, new technologies and competitiveness for the host country. Their
motivation is the switch from national to foreign ownership. The macroeconomic effect is
very fast, visible in balance of payment of current account, currency or exporting product
stabilization. Other effects such as increase of employment, building connections with
domestic subjects come later. Effects of both forms are equal from long-term evaluation.

Development of Foreign Direct Investment in the Slovak Republic
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The situation with FDI in the Slovak Republic is influenced by several phenomena.
Slovakia is a country with small national market. Therefore foreign investors must be oriented to
export in order to used their investment into production efficiently. This fact is already visible in
export ratio in Slovakia. Taking into consideration the fact that Slovakia does not have sufficient
amount of sources and its small market, from point of view of investors is the country interesting
for cost oriented investment where low salaries are playing significant role. It is the combination
of motivation to export and Slovakia strategic position together with taking advantage of
traditional business contacts with surrounding countries what attract investors.
Slovakia started to form its privatization policy that is open to foreign investors in 2000
which enabled breakthrough FDI. At the end of 1999 total amount of investment was 96 billion
SKK (2.3 billion USD) and by the end of 2000 the sum reached number 177 billion SKK (3.7
billion USD, i.e. 20% GDP). This tendency continued also in the following period: in 2001
Slovakia got another 61,5 billion SKK(1.3 billion USD), representing 5.8% GDP and in 2002 the
flow of FDI reached 186 billion SKK (4.1 billion USD) or 17.3% GDP.
By the end of 2003 the amount of FDI reached 384.5 billion SKK (10.6 billion USD, or
29% GDP) in comparison to 234.4 billion SKK invested into industry, 81 billion in financial
sector, 39 billion SKK in business and distribution; and finally 35 billion SKK in IT and
communication technologies.
As of December 31, 2004 amount of FDI was 398.5 billion SKK (14 billion USD), of
which 331.9 (11.7 billion USD) went to business and 66.6 (2.3 billion USD) to bank sector. As
of December 31, 2005 amount of FDI reached 417 billion SKK (13.1 billion USD). In 2005 the
flow of FDI to Slovak economy was slightly smaller. In first half of 2006 the sum represented
15.4 billion SKK.
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Table 1: Flow of Foreign Direct Investment in the Slovak Republic in 1999-2005
bil. SKK
Currency

Total
As of 1.1.

Netto change

and other

As of 31.12.

differences
1999

78 568

16 689

781

96 038

2000

96 038

99 561

-18 458

177 141

2001

177 141

61 448

-4 193

234 396

2002

234 396

185 594

-100 744

319 246

2003

319 497

38 970

-9 967

348 500

2004

363 562

33 022

1 920

398 504

2005

397 688

20 123

-791

417 020

Source: National Bank of Slovakia

Foreign Direct Investment according to the field of investment

The analysis says that FDI in Slovakia are concentrated into several branches, the
structure significantly copies the process of privatization. Traditionally dominant sector is
industrial production, however current ratio is lower than 37.3% as of September 30, 2003 in
comparison to 2001 there is decrease by 10 points (from 53% to 43%). Most significant growth
was in 2002 in electricity, gas and water production and distribution where the increase is from
0.2% in 2001 to 12.5% in 2002 privatization of SPP).
Important field is also financial sector and insurance business, as in 2001 several Slovak
banks were privatized which means 20% or 2.1 billion USD. Into the first five belong wholesale
and retail trade – grow of investment in form of building international chain of stores, but also
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transport, warehouses, post and telecommunications (privatization of telecommunications).
Together they represent nearly 95% of total FDI. To sectors with secondary importance belong
real estate trade, rental and business activities with approx 3%. This sector becomes more and
more attractive for foreign investment with high added value, see graph below:

Graph 1.: Foreign Direct Investment Division
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FDI in Slovak regions:
Slovakia is divided into eight regions: Bratislava Region, Trnava Region, Trenčín Region,
Nitra Region, Žilina Region, Banská Bystrica Region, Presov Region, Košice Region. Regional
disparities have a negative impact on FDI flow. Approximately 70 per cent of total amount of
FDI is centralized around the capital Bratislava and around some Slovak large cities like Košice,
Trnava, Trenčín. The rest of the amount of FDI is scattered within Slovakia. We can assume that
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the larger the distance between the FDI place and the industrial centre is the fewer amounts of
FDI flows to that place.
The Bratislava Region takes the first position in FDI flow. From the point of view of
economy, social and technological development this region has the highest development
potential. The Bratislava Region plays an important role in development of Slovak industries and
economy having an impact on Slovak education system and social standards. The region is a
centre for science and research, it has the largest university and the percentage of population
with highest level of education is very high. In the past years the region took a position of an
important agricultural producer. Nowadays business activities focus on the industrial sector and
sector of services. The region is a centre of large companies that are the largest developers like
Volkswagen, Slovnaft, Henkel, Rajo, Eurotel and others. The most attractive potential of the
Bratislava Region is its transport infrastructure, qualified labour force and the fact that the region
is situated in the economic and industrial region Wien-Bratislava. The region has good prospects
to become a very effective European centre.
Table 2: Foreign Direct Investment Flow – Division according to regions
2002

Region

2003

2004

mil. %share

mil.

%share

USD FDI in

USD

FDI in USD

SR

mil. %share

SR

FDI in

2005

2006

mil.

%share

mil.

%share

USD

FDI in

USD

FDI in

SR

SR

SR

5 658

71,0

7 274,5

68,7

9 554

68,3

8 758

67,1

12 151,6

67,0

Trnava

341

4,3

543

5,1

840

6,0

765,7

5,9

1 000,7

5,5

Trenčín

228,2

2,9

362,8

3,4

513,2

3,8

635,2

4,9

882,6

4,9

Nitra

215,0

2,7

323,6

3,1

449,7

3,2

414,9

3,2

551,9

3,0

Žilina

305,7

3,9

428,5

4,0

607,5

4,6

809,5

6,2

1 336,9

7,4

Banská

208,2

2,6

270,1

2,6

369,1

2,4

336,6

2,4

473,0

2,6

Bratislava

Bystrica
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Prešov

146,7

1,9

182,4

1,7

246,7

1,8

221,8

1,7

299,4

1,7

Košice

819,1

10,4

1 036,0

9,8

1 231

9,2

1 111,4

8,5

1 437,6

7,9

Source: SARIO

The second position in FDI flow is taken by the Region of Košice. The region is the second
most important (after Bratislava Region) in the field of export and GDP per capita. The industrial
sector includes steel, chemical and electro technical industries. The most dominant is steel
production with its 60 per cent of the total industrial production and representing 50 per cent of
the export in the region. U.S. Steel Košice is the most famous company in the steel production
and due to it the amount of FDI flow in this region grew a lot in 2000. In the field of electro
technological industry there are companies with foreign ownership like BSH Drivers and Pumps
and Siemens Automotive that are seated in the town of Michalovce. We must mention also some
other important developers, investors, like Embraco and Taylor – Wharton Harsco.
One of the most industrial regions where the economy is very strong is the Trenčín Region .
Clothing, textile, chemical, glass, mining and food industries and mechanical engineering have
a long tradition and history in this region. The mechanical engineering focused on weapon
industry in the past so nowadays it is undergoing a process of being restructured and the mining
industry is being closed. In this region some new progressive manufacture of electrical
technology in the town of Nova Dubnica is starting. It amounts 75 per cent of the industrial
production of this town. The most important investment seems to be the cable production and
manufacture of controlling elements by the company Leoni Autokabel , Leoni Slowakia and
Steag Electronic Systems. We must mention some other investment by industrial developers like
Emerson Electric, Heitec, Vuma, Gabor Slovensko, TIMM Slovakia.
The Trenčín Region takes the fifth position in FDI flow into regions. This region´s share in
foreign investment in the Slovak Republic is 3.5 per cent.
The Prešov Region has taken last the eighth position for a long time. In the history of this
region, electro technical industry used to play an important role. Its share used to amount the
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level above the national average. As there are more foreign developers and more FDI has flown
to some other Slovak regions the situation has changed since then. At present the most important
investment come from the companies Whirlpool Poprad (washing machine and electrical
appliances producer), Nylstar, Rhodia Industrial Yarns (chemical industry), ZVL Auto (machine
engineering industry).Disparities in the FDI flow in Slovak region are remarkable. Due to the
concentration of FDI in the Bratislava Region, the disparities between regions have become
larger and some regions stay behind in their development.
Foreign investors, developers asses all conditions offered by regions especially production
costs, the infrastructure, issues of taxes, investment and legislation. The best advantage of
Slovakia is the cheap labour force, but the condition in this issue is temporary. Development of
qualified human resources is needed so that the country can attract other foreign developers via
offering human resources with higher added value, excellent projects, ideas and with high
productivity. Projects with higher added value focus on rather different factor – on qualified,
skilled workers with good knowledge and good language competence.
In our global world the country by itself with no foreign investment flow can have
difficulties to promote its development. We can conclude that in these days the FDI flows not
only to Bratislava Region. There has been an attempt to open industrial parks in other Slovak
regions, especially in eastern Slovakia so that disparities between Slovak regions can be
diminished. Building industrial parks is the best way how to make a region more attractive for
developers and investors.

Conclusion – Reasons for investment in Slovakia
FDI in Slovakia has started to form a field and branch structure in industrial production. It
would be more positive if these fields do not focus on material, energy and import. Investment
environment in Slovakia can be characterized as stabilized area for business activities of foreign
companies. Reasons supporting this definition are as follows:
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 Accession of the Slovak republic into Eurozone
 Implemented reforms improving business environment:


Tax system – all types and sums are taxed by 19% flat tax; no double taxation and
0% tax from dividends.



Pension system reform



New Labor code – rewarded by World bank as one of the most flexible in EU



Health care system reform



Social system reform – new measures aimed at prevention from social system
violation, social revenues are addressable



Law on business company register

 Industrial tradition and strategic sectors
Traditionally strong sectors with growing potential:


Engineering and automotive industry



Metallurgy and processing industry



Electro technical industry



Chemical industry



Wood processing and paper production

 Low costs for labor force
 Availability of highly qualified labor force
 Macroeconomic stability
 New rules for investment stimuli distribution

Clear basic conditions:
•

minimum amount of investment

765

•

minimal ratio of investment used for modern technologies

•

educational structure of employees

•

several forms of investment stimuli

•

unambiguous amount of contribution from state – any company can calculate the number

 Support and services of SARIO (Slovak Agency for Development of Investment and
Business, which is prepared to offer a wide range of services to foreign investors:

•

Consulting in the process of starting business

•

Providing information aimed at individual sectors

•

Analyses of labour market, taxes, macro economy, etc.

•

Consulting and recommending the best options for the area and real estate

•

Mediating contacts and negotiations with relevant institutions

•

Assistance in submitting request for investment stimuli

•

Free services
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Abstract: GPS technology (Global Positioning System) has been used extensively by the
military institutions, research and transportation. However, the use of GPS technology,
especially in this beloved country Indonesia, has not much felt by many people directly and
services of local content provider on mobile devices that carry this technology is still very
little. BlackBerry is one type of smart-phone that has a powerful GPS receiver feature to
inspire the writer to implement a public service content KFC (Kentucky Fried Chicken)
Location Based Services using GPS technology on this device. This application was built with
the Java programming language of BlackBerry API and J2ME (Java 2 Micro Edition) which
consists of two main parts which became the subject of this writing, the POI locations
detection mechanism (Points Of Interest) of KFC and presentment of the POI locations route
on the BlackBerry Maps features. The location detection mechanism based on latitude and
longitude position of the user coverage location radius based on the POI segmentation of the
region and sub region on a domain or territory. While the process of presentment the POI
locations route using the LBS (Location Based Service) BlackBerry location document that's
written in XML (Extensible Markup Language) based on the user's latitude and longitude and
also the POI locations. By using this application, BlackBerry users can easily obtain the
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locations of the nearest KFC from its position at that time base on the scope of a
predetermined radius. And the user is also guided through a location route presented in
BlackBerry Maps to get to the KFC location.

Keyword: BlackBerry, GPS, LBS, KFC, Java

1. INTRODUCTION
1.1. Background
The wireless technology developed rapidly reached 131.64 million users in Indonesia
in the year 2008 according to The Mobile World statistics has created a new paradigm in
communication. Later the term of smartphone appeared, where the meaning of a cell phone
became more widespread, mobile phones have evolved into intelligent devices that can
perform various additional functions. Editing documents, email, chat, play games, subscribe
to online news to transfer the amount of money can now be done easily just by using a mobile
phone.
BlackBerry is one type of wireless mobile devices developed by Canadian company
Research In Motion (RIM) well-known in Indonesia, even the growth faster compared to
other Asian countries. BlackBerry service provided by cellular operators in Indonesia
currently only limited on BES (BlackBerry Enterprise Server) and BIS (BlackBerry Internet
Service) while the providing of application content solution to meet the various needs of
customers are still very few and most still rely on content from abroad.
For that, I am as writer interested in creating application content as a public service on
the BlackBerry application of KFC (Kentucky Fried Chicken) Location Based Services via
GPS (Global Positioning System) for Jakarta area, which is a content service to obtain a list of
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KFC locations are automatically detected based on a certain radius range of the user's position
has already been assigned by using the GPS facility on the BlackBerry.
1.2. GPS and Map on BlackBerry
BlackBerry may also be used as a GPS receiver to catch the points of the earth latitude
and longitude coordinates in decimal degrees units value. BlackBerry itself using Java 2
Micro Edition (J2ME) API which is at javax.microedition.location package (JSR 179) to
obtain the coordinates of a location point. The following classes are used :
•

Location
The Location class represents the standard set of basic location information. This
includes the timestamped coordinates, accuracy, speed, heading, and information about
the positioning method used for the location, plus an optional address.

•

LocationProvider
This is the starting point for applications using this API and represents a source of the
location information. A LocationProvider represents a location-providing module,
generating Locations.

•

LocationListener
The LocationListener represents a listener that receives events associated with a
particular LocationProvider. Applications implement this interface and register it with a
LocationProvider to obtain regular position updates.

•

QualifiedCoordinates
The QualifiedCoordinates class represents coordinates as latitude-longitude-altitude
values that are associated with an accuracy value.
BlackBerry devices provide a map which are well integrated to display POI (Points Of

Interest) locations. Besides showing the location can also display the route of our position at
this time to the intended POI location. POI here is a specific point from a location where
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someone can find a benefit or something interesting in it. For example a point on the earth
that indicate a location of the Space Needle tower in the United States, or a point on the planet
Mars, which indicates a location of the mountain Olympus Mons. But at this writing POI
specifically addressed at the location points of the restaurant KFC (Kentucky Fried Chicken).
Mapping process is done by using location documents for LBS (Location Based
Service) written in XML (Extensible Markup Language). Here is the general form for the
XML syntax used for mapping the location on the BlackBerry Maps.

a. The <lbs> element
The <lbs> and </lbs> elements encapsulate the information in a location document. The
opening and closing <lbs> elements contain all other location document elements.
b. The <location> element
The <location> element contains information for a specific location.
c. The <getRoute> element
The <getRoute> and </getRoute> elements contain route information. To display route
information in a map, we must place two <location> elements within the opening and
closing <getRoute> elements. The first <location> element represents the starting point of a
route while the second <location> element represents the ending point of a route.

2. APPLICATION DESIGN
2.1. POI (Points Of Interest) Location Detection Mechanism
This mechanism based on the POI segmentation and grouping on region and sub
region in a domain or territory. In a domain consist of several sets of region and each of which
consists of several sets sub region. The set of sub region accommodates POI locations. This
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grouping was created in the database based on the code of each region and sub region as
references.

Figure 1 Illustration of POI Segmentation
2.2. Algorithm

Figure 2 Location Detection and Notification Stages
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3. TESTING AND RESULT
First stage of this application is run to download the data from the database on the
server to obtain and collect location information region, sub region and the POI.

Figure 3 Notification Setting Screen

This application has notification settings that need attention. Because this is the
component that regulates POI range coverage and provide a warning or indication to the user
in the form of ring tone and vibration and also label information on the application icon when
the device has successfully detected the location of the nearest POI from the user's position on
that time.
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Figure 4 Icon Transition and Icon Label Information as Notification

Figure 5 POI Location, Radius Range and User Latitude/Longitude Indicator

When the radius range of the POI positions eligible users, there are notification as in
Figure 4, the target location information displayed in the list of POI on the data grid of this
application in form the name of the location, radius and indicator of user position as shown in
Figure 5. Target location can be viewed in detail via BlackBerry Maps feature has been
provided on this application.

Figure 6 Directions Guide on BlackBerry Maps
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Figure 7 POI Location Route on BlackBerry Maps
Table 1 Testing Result
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4. CONCLUSION
With the KFC (Kentucky Fried Chicken) Location Based Services can meet the needs
of BlackBerry users to obtain location - the nearest KFC location of the user's position with
ease, especially at the time was on his way. That is because of this application does not
restrict the mobility of users and easy to operate.
The mechanism of the process of search and detection as well as POI locations
automatically provide notification to users is very easy for the user to make decisions in
determining the location of KFC which will be visited by the radius range shown on the
application. Route POI locations are shown on the BlackBerry Maps will guide users who
may still lay on the location of regions that are visited to get to the KFC location of your
choice.
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Abstract: The paper deals with production and economic context and consequences of
changes in the business environment of the European Union agriculture induced by both the
expansion of the internal market and the acceleration of globalization processes. The main
features of the competitiveness on the European and world market since the early nineties of
the twentieth century are evaluated there. Based on the results of analysis of the structural
development and the performance of agricultural production in the Czech Republic and
international comparisons of main plant and animal commodities production specify the
impact of agricultural policy and its concrete realization in terms of differentiated conditions
and approaches in the original and the new member countries in terms of their position within
the common market.

Key Words: agriculture, agricultural policy, commodity market, competitiveness, structural
change

Introduction
The most noticeable processes affecting development of world economics as well as
individual segments these days are without question the globalization processes. They are
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connected with a number of quality changes in the society as the mutual dependency of
individual subjects of internal as well as international relations that go beyond the limits of
the systems and rules originally formed by national states, grows very rapidly. Although we
encounter this term usually in connection with establishment and ever-growing influence of
transnational corporations, world chains and networks, the globalization processes themselves
relate not just to economic but also to political, social and cultural changes in the society.
They interfere in the already existing relations and form a qualitatively new social
environment due to their positive as well as adverse effects.
These changes quite logically prove also under the development conditions of the current
agriculture and the agricultural sector as a whole in its horizontal as well as vertical context.
They overcome the formerly typical relative closeness of basic-industry segments. They affect
the whole segment of economics connected with production, processing, distribution and
realization of agricultural products and services related thereto. They change the size, rules as
well as criteria of forming the offer and demand on agrarian markets, namely in whole
verticals that these days frequently take the form of global networks.
In their context, they may even interfere in the production and out-of-production relations of
agriculture and complicate fulfilment of the segment's multi-functional role within
development of whole world regions. In this context, issues reappear concerning not just the
amount of income redistribution for the benefit of agriculture in all dimensions of its mission,
but these are also issues concerning effectiveness of the regulation forms and expedience of
economic support for development of individual segments and increasing their
competitiveness.
In the current model, the importance of the agricultural production role is growing in terms of
meeting its function within development of the rural area as well as the society as a whole.
Under the current conditions, the success or the failure of solutions within the production
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sphere is ever more markedly reflected by all dimensions (economic, ecological,
technological as well as human and social) of regional development.
Also the concept of a balanced European model of multi-function agriculture and its
implementation under the European Union (hereinafter referred to as CAP) for as many as 27
current member states, which differ in terms of their bases, reach as well as productivity, is
ever more frequently confronted with new challenges arising from accelerated globalization
processes (Boehlje et al., 2002, Connor, 2003). The environment of agrarian markets is
changing, Europe's position at these markets is changing, new priorities are assigned the
criteria of competitiveness and demands on their provision. The quantity as well as the quality
context and the effects of these changes pertain not only to the producers or processors or
agricultural products respectively and consumers but the whole (and not just the rural)
population. The need for interdisciplinary solutions when selecting strategies of agricultural
development has been objectively growing, reflecting the context of the changing market
environment. In the last decade, the risk has been growing of negative effects of asymmetric
information as well as biased decision-making preferring short-term and frequently particular
interests, namely in a much wider social context and effects.
Since the turn of the millennium, with the progressing CAP reforms, individual member states
have been getting ever more space for their own strategy and decision-making about the form
and size of their own agriculture (e.g. Bečvářová, 2007,a). Decentralization increases the
powers but also the responsibility for the strategy, concept and meeting of tasks connected
with fulfilment of the role of agriculture and the agrarian sector within development of the
concerned

territory under

the

current

considerably harder

conditions

of

world

competitiveness. Hence it may not be expected in the long-term either that sustainability and
further development of regions will be financed on the basis of extensive redistribution of
income. Even though this community policy is a "common" one, its application depends on
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each of the member states. They make decisions on why and how specifically they will meet
the general framework, current limits as well as general rules of CAP under the given
conditions of countries in individual regions. Hence it is much more urgent than ever before
to assess the situation, to consider options as well as preconditions of development of
agriculture and its segments in a wider European and world context.
1. General Conditions of European Agriculture and its Development
Since the Czech Republic's accession to the European Union in 2004, the overall framework,
philosophy as well as level and form of support and degree of regulation in agriculture and in
the agrarian sector are generally subject to the rules and limits of the CAP. Since as early as
of the beginning of the 1990s, we have been witnessing and these days also playing a part in
changes of this, one of the oldest European community policies, which is forced to react to the
changing internal as well as external economic and social environment.
As early as during the pre-accession period, the Czech Republic, just like other members of
the ten countries of Central and Eastern Europe acceding to the EU in May 2004, was in
practice coping with conditions other than those set for the European farmers in the original
model. At the same time, it was adopting certain different conditions of financing following
particularly from application of compensation mechanisms of price support reduction after
1992 and the subsequent reform steps 1 for EU15 countries.
The economic environment has significantly changed and it also changed the demands on
orientation of CAP. The original concept reacting to the requirement for coverage of demand
and reinstatement of food certainty in European countries in the postwar years motivated the
accelerated growth of production within the whole agrarian sector. In the mid-1950s, the
original concept of CAP preferred tools with theoretical relatively high market deformation
1

1992 CAP I – McSharry's reform, 1999 Berlin summit and Agenda 2000 – CAP II, 2002 Brussels summit,
Mid-term review and Luxembourg summit 2003 – Fischler's reform

781

effect, which however transparently (reflecting the revenues in the growing proceeds of the
producer) motivated an increase in the offer of requested commodities. It was only logical
that a strategy founded on great support of prices paid to farmers was adopted. In addition,
under the conditions of the then lacking self-sufficiency of European countries (i.e. importing
ones), no other tools with a right for significant pension redistribution had to be applied.
The great price support really got the production growth started in the thirty years to come. At
the same time, however, it caused that the level of European agricultural commodity prices
was isolated from the real price and other conditions on the world agrarian market where it
was ever more difficult to break through. This resulted in gradual growth of costs of removing
the effects of growing surpluses of basic commodities on the unbalanced home market as well
as the costs of other (already budgeted) expenses on support for export, storage and
liquidation of surplus production. They required implementation of other regulating market
interventions in the form of quantity restrictions, whether in the form of production quotas or
set-aside.
Hence not only internal factors connected with development of the home market situation but
in particular external factors accompanied by growing pressure on market liberalization in
particular after the Uruguay round of GATT and the subsequent negotiations at WTO, and
last but not least also the prepared accession of countries from Central and Eastern Europe to
the common market naturally had to launch the reform processes of CAP as early as in the
1990s and this process has not been completed yet. It concerns both the production sector as
well as other fields of the multi-functional role of agriculture.
The process of market enlargement in general brings along a number of changes that should
have a positive effect on development of the concerned economy generally in three areas
− expansion to a larger market, supports differentiation of producers, it results in regional
transfers of production capacities and growth of production of the (most) more effective
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entities; thereby it accelerates specialization including the potential of volume-related
savings making use of innovations,
−

the increased competitiveness at a larger market allows better allocation of production
factors towards the (most) more effective activities and entities, thereby establishing a
better starting point for growth of competitiveness at the globalised market,

−

the larger common market and the growing competition require but at the same time
allow faster scientific-technical development, development of new products, processes,
technologies and procedures via the common (internationally connected) research of its
immediate application in practice in all national economies integrated in this market.

All these changes should result in growing performance of the economy, increased
productivity of factors and growing effectiveness. At the same time, however, it is necessary
to take into consideration that other manifestations are connected with this process, in
particular:
−

decrease of effectiveness of regulating interventions and policies designed on the
principles of market protection and isolation of specific market segments in individual
segments or sectors,

−

growing market force of decisive entities on the world market, in the concerned sector in
particular the finalizing stages of agribusiness, types of supranational organizations and
networks making use of various forms of connection determining the structure and
development of the global markets.

These tendencies strongly collide in practice. On the larger markets, the interests of the most
important commodity chains are furthered. Models of agrarian markets significantly driven by
the demand when the consumer model is usually interpreted in various ways by policies of the
entities within the whole vertical chain down to the basic industry, represent another cause of

783

restricting the option of choice of the production structure and its scope (e.g. Goldberg, 1998,
Kinsey, 2003, Bečvářová, 2007,b)
Generally positive effects on extension of the agricultural-food markets are modified by
processes connected with integration of new member states into the EU. The different
development of the scope of the agrarian sector and changes of its structure in the stage of
transformation of economies of the "European Ten" in the 1990s as well as the differences in
the focus of their agrarian policies including the differentiated level of support of the agrarian
sector, modify in particular the allocation effect and benefits of the expanding market.
The necessity of an adequate reaction to changes in the environmental environment was
substantianted in quite a complicated way as well as pursued into the strategy of European
agriculture development and the related changes of tools of support and regulation with CAP.
Nevertheless, there were gradual changes in the area of common market organization,
restrictions of tools affecting the agrarian market (in particular reduction of price support by
orders of magnitude and removal of foreign trade barriers). At the same time, however, there
was a clear effort to compensate the reduced support by means of the amber box tools (price
support allocated by commodities, first pillar of CAP) in the form of a payment meeting the
requirements of the blue or even the green box. Hence the system of price support was
gradually replaced with a system that has lower market deformation effects. In this context,
the requirements were established for accelerated decoupling in farm support, making use of
cross compliance and modulation in the transfer of finances from the first to the second pillar
of CAP.
A common concept of rural area development as a second pillar of the CAP was introduced
by the Agenda 2000. In this context, agriculture is understood as a decisive factor of
environmental formation, shaping the landscape in rural areas as well as the provider of
public domains. The policy of rural area development support became a part of the CAP
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strategy also for the period of 2007-2013 as in addition to the permanent objective of growing
competitiveness of the agrarian sector and restructuring support, it involves in particular the
protection of nature and the landscape, by means of supporting the care for the landscape
(including the common financing of rural area development measures), increased living
standard in rural areas and support of economic diversification by means of measures focused
on the agrarian sector and other concerned entities in rural areas. The policy of rural area
development has to face several problems pertaining to:
− The economic situation: when rural areas have markedly below-average revenues and they
are more strongly dependant on the primary sector.
− Social aspects: when higher unemployment is documented in rural areas than in city
districts; the risk of problems, such as a bad approach to the basic supply infrastructure,
social exclusion and restricted options of employment, may be even increased by the low
residential density and depopulation of certain areas.
− Environment: the necessity to make sure that agriculture and forestry may have a positive
effect on the landscape and environment in a wider context, as a bearer as well as a factor
of balance within sustainable development.
The development of basic industry as well as the subsequent activities is hence one of the
decisive preconditions of developing and making use of the territory. It is necessary for
effective management of natural resources and also as a platform of economic diversification
in rural areas of the EU.
These represent 87 % of the territory of EU-27, where more than half of its population lives,
which is another serious argument for complex understanding of the task as well as the
benefit of agriculture and the agrarian sector. Hence in terms of the economic approach, the
importance may not be estimated only on the basis of a direct interest in the outcome of
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economy. It applies to the overall relations including the benefits for employement in rural
areas, namely including the developed and transition economies.
A growing importance and a new dimension in the global context is experienced also by the
factor of food certainty. In the context of the current model, it is becoming one of the key
factors of national safety, in terms of securing access to a sufficient volume of food of
necessary quality and nutritional value as well as in terms of the growing risk of national and
international crises.
Hence issues of the future of this segment do not lose their production dimension. They
pertain both to the position and competitiveness of European agriculture on the world market
and to the development of individual member countries. In this context, they are newly
becoming one of the key problems of successful realization of CAP reform steps also for the
period after 2013.
2. Evaluation of the Czech Agriculture Development
When we apply the basic statistical indicators describing the segment's position in the
economy, i.e. the share in generation of the gross domestic product and the share in
employment, then we may observe a provable decrease of both of these relative indices in the
development of Czech agriculture from the mid-twentieth century (e.g. Bečvářová and
Vinohradský, 2006, Záhorka, 2008)
 the share of agriculture in generation of gross domestic product has been decreasing in the
long-term: in 1948, it accounted for 17.6 %, in 1987, it was only 7.1 %, and in 2007 it was
2.11 % of GDP;
 the number of employees in agriculture as well as their share in the total number of
permanently active members of the population fell from 1,319 thousand employees (33
%) in 1948 to 528 thousand (10 %) in 1987; in 2007, only 182 thousand people worked in
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Czech agriculture, which is 2.87 % of the total number of employees in the economy of
the Czech Republic and the number of farmers keeps declining.
This development is nevertheless typical for overall development of agriculture in individual
EU prime member states. Although the Czech Republic is "optically" in the upper half of the
said scale of countries within both indicators, the different order of other countries in both
indicators only confirms the diverse nature of European agriculture. This applies not only to
the structure but also to the production focus and overall conception of the policy affecting
agricultural development in individual countries.
It is clear that the problem is not just the decline of the said indices. It only confirms one of
the natural relations of agrarian market development that are manifested in particular in
developed economies2. The issue is the basis and dynamics of development, from which these
indices start. The concerned matter is the development of scope and final production of the
segment, i.e. the effects of the production aspect development as well as the effectiveness of
making use of the production factors.
In this context, the view is far from being unambiguous. The decrease of the relative indices
in relation to the Czech agriculture sector was accompanied by a permanent reduction of the
size of the segment. Just like in other transit economies, the transformation of the Czech
economy after 1989 brought along significant changes both in the business structure and in
the volume of agricultural production. The issue fundamental for the future development of
Czech agriculture was in particular the decrease of demand caused in particular by
cancellation of consumer subsidies (the negative turnover tax) for foodstuffs in 1990. The
option to make use of the subsequent price liberalization was minimised thereby. With a
growing imbalance on the agrarian market and restricted budget transfers since 1991, the
2

The decrease is caused by an objectively faster growth of other segments of the economy, the growing work
productivity in agriculture connected with speedy implementation of technologies and innovations and
basically stagnating demand for foodstuffs.
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production factors (in particular the workforce and capital) were subsequently released from
the segment and an overall decrease of performance was experienced.
In terms of the volume of production, the development of Czech agriculture may be
documented by data about development of the total gross agricultural production (GAP) and
the plant and animal production in prices constant (p.c.) and current prices (c.p.) since 1990.
The comparison of gross agricultural production development of both basic agricultural
segments in prices constant and current allows, in addition to estimation of development of
the plant and animal production development, a general assessment of the price development
effects too. As it is clear from the two following charts documenting development of the plant
and animal production in the CZ since 1990, they reflect also individual phases of the
economic policy.
As concerns development of the plant production, greater fluctuation of current prices is
typical, the current prices being reflected by the overall segment output in current prices much
more noticeably than changes or fluctuation respectively of the very production volume (i.e.
development in p.c.).
Figure 1. Plant Production Output in CZK billion

In particular the first significant growth of plant commodity prices in the years 1995 – 1996 is
obvious. The next price growth, considerably affected by the global market development, was
experienced only at the end of the monitored period, i.e. in 2007. Nevertheless, it follows
from the comparison of a longer-term development of the last almost twenty years that even
this price fluctuation in 2007 in principle does not exceed the scope of growth from the first
half of the nineties. In terms of assessing the effect of the CZ's accession to the EU, the said
comparison confirms that the accession to the EU in 2004 had basically no reflection in the
growth of agricultural producers' prices with plant commodities.
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In terms of their structure, areas of cereals stay roughly at the level of 1990, with smaller
fluctuations. A reduction is experienced by areas of row crops, namely not just sugar beet but
also potatoes. On the other hand, the areas of oleaginous material enlarged rapidly, in
particular of rape. The volume of rape production has tripled in comparison with 1990.
The animal production has however experienced a significant and permanent decrease. As it
follows from the comparison of development of this production in prices constant and current
prices, the decrease that was marked in particular in the first years of the economic reform did
not stop completely even in the pre-accession period at the turn of the millennium. The risk
for the future development is posed by the fact that the size of animal production has been
decreasing even after accession to the EU (even more markedly in comparison to the previous
5 years).
Figure 2. Animal Production Output in CZK billion

A certain "correction" role when assessing the animal production development is in this case
played by the price factor that makes the effects of reducing the actual size of this segment
relative when assessing the overall output of the segment in current prices. Nevertheless, the
reality is that the decrease during the monitored period is considerable to such an extent that it
changes the original proportion of both basic segments. The traditionally higher share of the
animal production understood also as a certain factor of higher finalization of plant
production with a higher standard of added value in basic-industry segments is no longer
maintained. The overall production volume fell; a significant decrease is experienced both by
products of beef-raising (milk, beef) as well as pig-breeding (pork).
The reduced size of animal production is reflected also by changes in numbers of livestock.
While the level of cereals production remains almost the same, in addition to the structural
imbalance between almost 1 million ha of perennial crops and the decrease in numbers of
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ruminants, another discrepancy emerges between the numbers of pigs as well as poultry
(monogastric animals) and production of cereals. The home consumption of feeding cereals
gradually fell by more than 1.5 million t, i.e. by one third as against the initial period.
The negative effect of high intensity of agricultural production on the agricultural landscape is
one of the arguments used to document the necessity of reducing the size of agriculture (in
particular in the extensive manner of using the land).
3. The European Union as a Producer of Agricultural Commodities and the Czech
Agriculture Position
Some Methodical Comments
An analysis of the European agriculture development, its comparison with world production
development as well as more detailed analyses allowing assessment of development of the
production of the most important commodities that profile the group of old and new member
states, which had been executed before preparation of the analyses, offer quite extensive
factual material.
The authors faced a certain methodical problem of how to make use of the processed data and
comparisons in order to upgrade the knowledge basis connected with assessment of issues of
the current as well as future development of the Czech agriculture in the European context
while respecting a wider structural, economical or time-related context. In particular in the
environment as heterogeneous in terms of scope, structure as well as dynamics of production
of individual commodities as the agriculture of EU 27 concededly is these days, it comes to
light that comparisons of results of individual countries based only on relative indicators
(often only on the basis of year-on-year changes of the production growth, revenues from
agriculture etc.) might be very contingent in terms of economic interpretation.
The period of 1993-2007 was selected for assessment of the development of production of the
most important commodities. This makes it possible to notice even certain trends of
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development of the agricultural production of the original EU 15 countries in reaction to the
first reforms of CAP in the nineties as well as to assess the development of transition EU 10
or EU 12 countries before and after accession to these Communities.
On the whole, the results of analyses are arranged so that they allow:
 a more complex view of the development and changes in the position of agriculture in the
EU as one of the most important segments of agrarian markets under globalization in the
context of world production of selected commodities,
 assessing the development of production of selected commodities within the Communities
as a whole, in the group of countries of the original EU 15 and the newly acceded
countries of EU 10 before and after 2004,
 assessing the development of production of selected commodities in the selected EU
member states focused on the most important producers, drawing attention to the states
with the most striking change of development and assessing the development in the CR in
this context,
 examination of preconditions of member states on the basis of indicators describing the
share of agriculture or the share of output of agricultural segments respectively per 1
citizen in individual EU member states.
The analyses, in which one used in particular the data of EUROSTAT, FAO and DG AGRI
EK were focused on 8 main commodities (out of the plant production: wheat, potatoes, sugar
beet and rape, out of the animal production: cows' milk, beef, pork and chicken meat),
representing more than 80 % of the whole agricultural production of today's EU.
Basic Features of Development with International Comparison
Certain more general context and information follow from the results of analyses of the Czech
agriculture development in terms of its production aspect as well as from comparisons of
development of the production of the most important commodities from the plant and animal
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production with the other member states of today's European union3 and the share in the
world production in the last fifteen years.
The fact that the issue of production effectiveness and added value growth (with a suitably
selected intensity and technology as a way of reducing the unit production costs) may be
solved while optimally using the production factors, is proved by comparison of the level of
final agricultural production (total output) and added value realization per 1 ha of agricultural
land in the countries of the EU 27. From the comparison, in which the member states were
specified in the order according to the standard of agricultural output per 1 ha of registered
land and which at the same time also specifies the amount of gross added value, one may
identify in the EU framework both countries with high intensity of using the land and the
special structure of production and countries that are more markedly focused on animal
production with a corresponding focus of the plant production structure.
In terms of the overall position of the EU in the competition of global markets, the clue is the
result from assessment of output of countries of the most important producers of European
commodities, in particular Germany, France and Italy. Application of this criterion brings
along not just the issue of comparability of conditions in the old and new countries, but also
of the ability of individual countries to make use of their own sources and production factors
within the current development intentions.
From this point of view, the position of the Czech Republic is alarming as it is shown both by
the level of end production per ha of agricultural land and in particular by the low rate of
output usage in terms of added value realization. Within this comparison, causes can not be
attributed to the different level of direct payments or other forms of settlement respectively in

3

The development of the production of EU member states in the course of time was assessed in aggregates for
the EU 25, i.e. without Bulgaria and Romania, where it is still not possible to make general conclusions and
compare the effects of accession and the effects of CAP application.
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the old and new member states.It concerns also production effectiveness and the ability to
withstand the wider competition on the common EU market also in relation to third countries.
In terms of the overall as well as commodity development of our agriculture in the European
context for the monitored period, the following can be mentioned as the most important:
a) In comparison with other regions of the world, the EU 25 agriculture production growth
pace is generally slower, the share in the world production has mainly decreased. The
development is differentiated in terms of commodities, with more significant effects of the
size and structure of animal production in the European countries.
As concerns plant commodities, the position of today's EU 25 remains roughly at the
same position with an approximately 20% share in the ever-growing world wheat
production. The position of the EU is more significant in relation to the world production
of rape. The overall increase of the world production reflects in particular the growing
production in this region. This is also reflected in the increased share of the EU 25, which
provides more than one third of the world production of this commodity (growth from 29
to 36%).
On the contrary, the European production of row crops has been decreasing on the whole,
which is reflected in a significant decrease of EU shares in the world production. As
concerns sugar beet, a decrease was recorded from 51% to 45% of the world production,
in relation to potatoes, the decrease is much more striking, from 31% to 18%.
As concerns all animal commodities, the share of the EU in the world production has
been decreasing too, the accompanying characteristics being the following: due to a
stagnation in the volume of milk production in the EU, the position of European producers
is getting worse as concerns their share in the growing volume of world milk production,
which has been declining from the original 31% to today's 25%. Nevertheless, the
declining production of beef is even more significant. In this connection, the share is not
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only reduced from the original 15% to today's less than 12%, but the volume of
production decreases too (from 9.5 million tons to 7.9 million tons).
No significant aspect of a growing (even though differentially in individual EU countries)
production of monogastric animals was recorded. The world production of pork growing
by almost one third, the share of EU decreases (with a slight growth of production) from
the original 26% to the current 18.4% of the world production. The relatively significant
increase in the production of chicken meat in the European countries (the production
having doubled in the EU 10 states) was not reflected by an increase of the share either.
On the contrary, in the monitored period, this commodity also experienced a decrease of
the EU 25 share in the world production from the original 16% to the current 11%.
b) The above-mentioned development trends are manifested quite differently within the EU
25 itself. In general, there are differences in the development of agricultural production
in the original and the new member states; a significant decrease was experienced by the
production of EU 10, i.e. in the group of new member states, namely in relation to both
animal and plant commodities, except for rape and chicken meat.
Although the most significant decrease in the production of EU 10 states was experienced
as early as in the first half of the nineties and then during the pre-accession period, this
decrease has generally not stopped even after joining the EU.
c) As concerns structure of the plant production, an important decrease seems to be the
overall decrease in production of both of the most important row crops (potatoes and
sugar beet) in the EU 10, where there is a potential for substantially higher increase in
value in the subsequent processing phases, including their non-food use, as basically the
whole decrease in the production of potatoes is caused by the EU 10 states.
In this group of countries, the production of potatoes decreased to 40% of the initial state,
in Poland and the CZ even to a third of the original size of 1993. The decrease in the sugar
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beet production in the EU 10 meant a decrease to 70% of the initial volume; in the CZ, it
is even a decrease to 60% of the production of 1993.
On the contrary, the most important producers of the original member states have
generally retained their original scope of production of the said commodities and they
even slightly increase the overall volume of production of wheat (France, Germany, Great
Britain), sugar beet (France, Germany) as well as potatoes (France, Belgium, the
Netherlands).
The actually provable growth of production in the group of EU 10 states applies only to
the rape, namely as of the end of the millennium and then after accession to the EU.
Within this competition, it is a positive fact that the rape production is increased also
within Czech agriculture even though in relation to this commodity, an accelerated
production of the neighbouring Poland has been breaking through. Nevertheless, a
significant increase in the production is experienced also by the largest producers of the
original EU 15 states, in particular in France, which almost tripled its volume of the
original production; almost double the production volume has been registered by
Germany and Great Britain in the monitored period.
d) The development of the production of animal commodities is nevertheless much more
complicated. The volume of production has been gradually decreasing in the group of the
original as well as the new members states, i.e. in EU 15 as well as in EU 10. In
particular the milk production and the beef production connected with beef-raising
represent one of the most important problems not only in relation to production in terms
of interconnection and making use of feeding crops of the plant production but also in
terms of benefits of positive external agricultural effects in relation to making use of TTP
and meeting the multi-functional role in the development of rural areas.
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Also in this case, the more significant decrease in milk production is evident in the EU 10
states and this decrease did not stop even after 2004. In comparison with other countries
of the European Ten, the production decrease in the Czech Republic was the most
striking just in relation to this commodity. Although the specific problem of the CZ in
relation to milk production decrease dates back to the 1990s, upon two significant
reductions of production (1994, 1997) in reaction to the reduced demand upon
simultaneous opening of the market with milk and diary products with a negative effect on
numbers of the livestock, this is not a typical course of action in other countries, for
example like Poland the support for beef-breeding stabilization was generally not reflected
in a decreased production. The other most important European producers like France,
Germany and the Netherlands also manage to keep approximately the same standard in the
volume of production for the whole period.
A similar development in the structure of the member states applies also to the beef
production. Also in this case, the most important position is occupied by France, followed
by Germany. Nevertheless, an important position in beef-raising for TTP is occupied by
other countries like Italy, Spain and both countries of the British Isles - Great Britain and
Ireland. A higher volume in the production in comparison with the CZ is shown even by a
number of small countries.
On the other hand, the development of production with the most important pork producers
proves its permanent growth, namely both in Germany and in particular in Spain, which
together with Poland has a significant share in the worldwide agribusiness networks of
this commodity. However, the development in the CZ is the opposite. From the point of
view of the Czech Republic, it is another one of the commodities that have experienced a
decrease in the order of magnitude to almost a half of the initial production volume in the
monitored period. Also in this case, a serious problem is posed in particular by the

796

development since 2004. The permanently decreasing domestic production no longer
covers the domestic consumption. While in 2004, the self-sufficiency expressed in this way
(production/consumption) amounted to 96.7%, in 2008, there was coverage by only 75% .
A more significant acceleration of production in the EU 10 states is experienced by
chicken meat. Just like with pork, however, the world production is much more affected
by non-European producers and firms of global agribusiness networks. According to the
volume of chicken meat production in individual members states of the EU in 2007, the
most important position is retained by Great Britain, followed by Spain, Poland and
France. Having performed a more detailed analysis of the development, however, one has
to point out also the changes in the last period, for example significantly bigger growth of
the chicken meat production for example in Poland and Germany in comparison to the
stagnation of this production in the CZ after its accession to the common market in 2004.
4. Conclusion
The issue of causal connections related to this development, in particular in terms of
development of the old and new member states is nevertheless more complex than the analysis
of the current development in the production context of the size of agriculture.
To a substantial extent, it is connected with the problem of strategy and compliance with
general rules of the Common Agricultural Policy including the formation and fulfilment of
the segment development concepts in individual EU member states. In this context, however,
the CZ lacks systematic research focused in this direction that would provide background
documents for creation of a strategy and its implementation in specific areas of effective
support for development of agriculture and the segments related thereto. For this reason, we
state only certain conclusions herein, the conclusions having rather the form of presumptions.
In particular the following areas of causal connections may be considered:
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 Insufficient reflection and catching up with the challenging changes of the business
environment connected with the globalization processes in this sector including the
underestimation of interconnection in the context of connected phases of commodity
verticals and global networks (legislative as well as economic context)
 Underestimating the different level of agriculture structural development in the old
and the new countries including the necessary phasing of priorities aimed at directing
and controlling the effectiveness of restructuring support and modernization in order
to make use of the production potential
 Different concept of preconditions of competitiveness while with the most important
producers of the EU 15, the key aspects are innovations and modernization of
technologies including the creation of preconditions for compliance with the Best
Practices criteria and the cross-check, which is related to the directing of support in
the area of investments
 Different level and specifics in allocation of operation support including national
envelopes with a possibility that a significant portion of the capital gets away from the
segment and is used in the consumption of non-agricultural entities, with subsequent
financial problems in financing of agricultural production
 Still unsettled specific problems and liabilities of the transition economies connected
with transformation of the segment, in addition the deepening effects of gradual
equalization of the level of agriculture support in the old and the new EU states
 Significant differentiation in support of businesses dependent on agri-ecological
conditions (LFA) including an inconsistent approach to securing a priority use of the
production factors in these areas
The trend of substantial reduction of the scope of agricultural production in the CZ which
continues even after joining the EU, and in particular the significant decrease of volume of the
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production of beef-raising and pig-breeding are alarming signals in particular for those
creating and implementing our economic policy.
The continuing reduction of the scope of the Czech agriculture already adversely affects not
just the standard of the required production use of natural sources in agriculture but also the
scope and quality of its non-commodity functions. In this context, research of the suggested
causal connections of the adverse development is urgently needed in particular in order to
form the future approach of agrarian policies of the CZ while complying with the general
principles of the agricultural policy of the EU.

The contribution was prepared within the research plan of the Faculty of Regional
Development and International Studies, Mendel University in Brno, MSM 6215648904 Czech
Economy in Integration and Globalization Processes and Development of the Agricultural
Sector and Services Sector under the New Conditions of the Integrated European Market as a
Part of Solving the Topical Specialization 04 "Development Trends in Agribusiness,
Formation of Segmented Markets within Commodity Chains and Food Networks in the
Process of Integration and Globalization and Change of Agricultural Policy".
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Economic Evaluation of the Czech Food Processing Sector in the
Context of Contemporary Development
I. Blažková1
1

Mendel University in Brno, Czech Republic

Abstract: The paper focuses on the Czech processing sector as interconnecting link of the
food commodity chain. Main production and economic characteristics are observed and
evaluated, e. g. profile of sold production of food articles in the Czech food industry in terms
of value, development of value added and revenues from sales and the labour productivity.
Main contemporary trends and opportunities of the Czech food industry are generalized.
Key words: processing sector, food industry, commodity chain.

Introduction:
Despite of decline in share of expenditures for food on total consumer expenditures in all
European countries during last 50 years, food industry does not decline in importance.
Changes in consumer expenditures structure were caused by increase in level of living.
The position of food production in the world economy has changed significantly. From
relatively isolated industry it became the component of extensive sector including anteproduction stage, production and post-production stage within the frame of agribusiness
(Blažková, 2008).
Since the 1980s, the agribusiness sector globally has been subjected to continuous structural
change as a more dynamic and demanding consumer base has thrown down the gauntlet in
relation to expanded expectations (Wilkinson, 2003). Businesses at all stages in agro-industry
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chains have consolidated dramatically (Heffernan et al., 1999) leaving a smaller and
continually decreasing number of increasingly larger and more powerful players. In context of
these changes, processors market power increased and the position of food industry within
agro-food sector strengthened. By virtue of this fact food processors can influence agricultural
producers supply. Agriculture producers become dependent on processing industry and they
are often only producers of agricultural commodity without the possibility to choose the type
of production. Thanks to intense marketing, food companies have also impact on consumer
demand, they are able to create their own brands and to establish itself in trade and therefore
to generate higher value added.
Demand for food and other products of agricultural origin is more and more oriented on
highly finalized products. This fact can be seen i. a. also on world agrarian markets. For
example export of OECD countries with processed agricultural products increased from 1980
by 48 %, but the value of export with unprocessed agricultural commodities decreased by
11 % (OECD Statistics). Processed products constitute more than 70 % from the total agrofood world trade. It is consequent, that dependence of producers on higher finalization stages
is growing and the share of particular vertical stages on the final consumer price is changing.

Material and Methods:
The objective of the paper is to evaluate the Czech food industry as interconnecting link of the
food commodity chain on the basis of production and economic characteristics and to
generalize main contemporary trends and opportunities of the Czech food industry. The
analysis is based on the statistical reports of the Czech Statistical Office, Eurostat and
research results published by the Ministry of Industry and Trade of the Czech Republic. The
common statistical methods, e.g. analysis, synthesis, comparison, were employed in the data
processing.
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Results:
Consolidation process in the food industry, in the past typical especially in overseas countries
such as USA, South America, Australia and New Zealand, is asserting itself just in Europe.
The food industry is confronted significant structural changes in both processing stages and
rapid concentration. One of the most decisive factors starting this process was impact
enlargement of big retail chains on the food market. New forms of relations and distribution
change economic conditions and possibilities of value added realization in the food industry.
Despite considerable differentiation according to particular EU member countries, generally
concentration and consolidation occur in all sectors of the food industry. These processes had
positive economic effect for this segment. In spite of full food saturation on the market,
population stagnation and restrictions in agricultural production, the output volume (as well as
the extent itself) of food industry was permanently increasing. The average output increase in
market prices in the EU food industry in 1989-1999 was 3 % according to European
Commission data and the level is similar in present period too (Eurostat). Market power of
retail chains and effects of transaction costs decrease have also positive impact on formation
of consumer prices level.
The food and beverages industry is a pillar of EU economy and it is the second biggest sector
in EU (Eurostat). The food production of the Czech Republic shares in total production
performance of EU only with small proportion (about 1 %), but from the viewpoint of quality
it is unsubstitutable because of its national specifics, such as industrial production of wide
assortment of dumplings, production of Czech beer and other products protected in EU.
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Food industry in the Czech Republic – economic characteristics
Food industry belongs to important industries in the Czech Republic – the share in GDP is
2.9 % and the share in employment is 2.8 % in 2008. The position of the food industry within
the processing industry is significant – share of food industry in total sales of processing
industry was 8.8 % in 2006, 8.7 % in 2007 and 9.0 % in 2008, the share in total value added
was 8.8 % in 2006, 8.6 % in 2007 and 9.8 % in 2008, which is positive trend. The share in
total employment is decreasing permanently – 9.3 % in 2006, 9.0 % in 2007 and 8.9 % in
2008 (Panorama zpracovatelského průmyslu ČR 2008, 2009).
Food industry processes various agricultural commodities – shares of particular sectors in
total sales of the whole industry in 2008 are presented in Figure 1. It implies from the Figure
that from the viewpoint of productive performance there are four decisive sectors –
manufacture of other food products (NACE DA 158), manufacture of beverages (NACE DA
159), production, processing and preserving of meat and meat products (NACE DA 151) and
manufacture of dairy products (NACE DA 155).
Figure 1 - Sold production of food articles in 2008 in terms of value
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preserving of
meat
18.4%

Manufacture of
beverages
21.7%

Processing and
preserving of fruit
and vegetables
2.4%
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24.8%
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prepared animal
feeds
9.0%

Processing and
preserving of fish
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0.8%
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Manufacture of
4.6%
dairy products
14.7%

Source: Panorama zpracovatelského průmyslu ČR 2008 (2009)

The comparison of basic production characteristics in the Czech food industry (NACE DA
15) with the Czech processing industry as a whole (NACE D) in 2000-2008 can be seen in
Figure 2. It is perceptible that the development is different, whereas more progressive trends
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are observed in processing sector as a whole. After 2007 this trend worsened due to general
economic situation, especially in the indicator of value added. Increasing trend in value added
of food industry in the last years was caused especially by the manufacture of other food
products (NACE DA 158). The number of persons employed in the food industry
permanently decreases, however in some sectors the employment increased – manufacture of
other goods (NACE DA 158) and manufacture of prepared animal feeds (NACE DA 157), it
is in manufactures that represent higher stage of agricultural commodity processing. Labour
productivity has dynamic trend, which is caused by the development of all food sectors. This
trend is similar to the processing sector as a whole. The best results are achieved by
manufacture of beverages (NACE DA 159), manufacture of vegetable and animal oils and
fats (NACE DA 154) and manufacture of prepared animal feeds (NACE DA 157).
Figure 2 - Basic production characteristics in food and processing industry in 2000-2008

Source: Ministry of Industry and Trade of the Czech Republic
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The development of number of enterprises in particular sectors of the Czech food industry in
2002-2007 can be seen in Table 1. The highest number of enterprises is operating in the sector
of other food products and the sector of meat processing, which corresponds with the number
of persons employed in particular sectors. Higher competition and consolidation process in
the transition countries lead to reduction in number of enterprises in most of food sectors.
Table 1 – Number of enterprises according to particular food sectors
2002

2003

2004

2005

2006

2007

2007/2002

NACE DA 151

104

110

119

118

119

122

117,31%

NACE DA 152

3

3

7

6

8

7

233,33%

NACE DA 153

27

25

30

30

27

26

96,30%

NACE DA 154

4

5

5

3

3

3

75,00%

NACE DA 155

63

55

104

59

57

54

85,71%

NACE DA 156

27

24

29

26

27

27

100,00%

NACE DA 157

56

51

55

53

52

50

89,29%

NACE DA 158

228

228

274

271

283

290

127,19%

NACE DA 159

92

70

86

76

81

79

85,87%

Source: Czech Statistical Office

The structure of enterprises in the whole food industry according to number of persons
employed is demonstrated in Figure 3. The overwhelming majority of food enterprises (about
75 %) are medium-sized enterprises with 50-249 persons employed.
Figure 3 - Structure of enterprises in the food industry
according to number of persons employed
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Medium-sized enterprises (with 50-249 persons employed) employed 55 % of industry
employees and their share in value added generated by the industry is 44 % in 2007. Large
enterprises (with 250 or more persons employed), that employed 42 % of industry employees,
generated in 2007 the highest amount of value added (53 % of the total) of the three size
classes. Also revenues from sales are the highest in this size group. From the Figure 4 it
results, that the highest-performance enterprises are the largest enterprises.
Figure 4 - Economic results of enterprises in the Czech
food industry according to size structure in 2007
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In Figure 5 it is demonstrated the decrease in persons employed in the food industry by
implication of consolidation process as mention above. However the trend of labour
productivity development is positive, which means better efficiency of the analysed industry.
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Figure 5 - Development of persons employed and labour
productivity in the Czech food industry

Conclusions:
Contemporary trends, especially changing demand for food in terms of their quality and
finalization, influence structure of the food industry. In sectors of the first stage of processing
(e.g. production of meat, milk, milling products, sugar and so on) it is important to strengthen
subsequent adjustment stages and processing in term of their use. Efficiency of agricultural
commodities processing in these manufactures requires production concentration,
restructuring and liquidation of not advanced capacities. More dynamic expansion is expected
in the manufactures on the second stage of processing (e.g. manufacture of meat, bakery
products, cocoa, chocolate, beverages and so on) which would lead to strengthening of their
share in food structure.
Success on the market requires consumer preferences knowledge, competition analysis and
management efficiency. On the part of food processors it is necessary to foster sale of their
own products (e.g. targeted advertising, better consumer knowledge about the product and
emphases of its benefit for healthy nutrition, branded products and so on) to anticipate
marketing activities of retail. Nevertheless reasonable cooperation with the seller is always
more effective than unfair competition. Food producers should create marketing strategy
accordant with contemporary supply situation (both in the Czech Republic and the world) and
focus their production, and especially innovation, on demanded products.
The problem of the Czech food industry – especially for small and medium enterprises – is
often an obsolete management concept and low capital concentration. Idea of concrete and
stable production of certain product assortment that is automatically sold (which is possible
only with insufficient supply) should be changed to production focused on market
requirements. It means to create strategy that would influence production, technology and also
staffing. To strengthen competitiveness of Czech products it is necessary to build brand both
of product and producer.
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Development of the Czech food industry in the future will also depend on ability to exploit
comparative advantages of this sector – relatively low labour costs, tradition and long-time
experience (e.g. breweries, malt houses, bakeries, vineculture and so on), geographic location
(in the middle of Europe), long-time consumption of some food articles (beer, malt, meat),
sufficiency of domestic agricultural commodities, some internationally protected brands with
relatively good market image (beers, liqueurs, confectionery).
For the Czech agriculture and processing sector it is furthermore important to increase the
share of products with high value added. As well so-called functional food1 and also bio-food
become progressive products. It is obvious that not only additional investment is necessary
but also tight connection between domestic farmers and processors and cooperation at
domestic and foreign sales. Cooperation of farmers, processors and distributors on the
contract basis could become a solution to better the position of particular subjects on various
vertical stages.

The paper has arisen within the research project of MUAF Brno, MSM 6215648904 „Czech
economy in the process of integration and globalisation and the development of agrarian
sector and sector of services in new conditions of European integrated market“, the thematic
direction 04 “The trends of agro-business, formation of the segmented markets within the
commodities’ chains and the food nets in the process of integration and globalisation and the
changes of the agrarian policy”.

1

Functional food any fresh or processed food claimed to have a health-promoting and/or disease-preventing
property beyond the basic function of supplying nutrients (Katan, 1999).
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DETERMINANTS OF AGRO–FOOD PRICE
DEVELOPMENTS IN SLOVENIA
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Abstract: Quality and price are the critical determinants for consumers in making purchasing
decisions. A firm that can provide an appropriate array of goods and services at a lower price
than its competitors will have a competitive advantage that should result in an increase in
business and enhance financial returns. This article focuses on the consumer food price
developments during the Slovenian adjustments towards the European Union membership,
and the Euro adoption by the followed increased in consumer prices, and the current
economic and financial crises. The empirical analysis on the determinants of the consumer
food prices is based on the monthly statistical data, which were obtained from the Statistical
Office of the Republic of Slovenia. Agricultural producers’ prices during the period examined
have increased substantially less than the consumer agro-food prices. During the analyzed
period, there has been substantial increase in the energy prices as well as in agricultural
wages. By using the principal component analyses, the two common components are
identified: 1) general level of prices and wages in agriculture, and 2) the input material prices,
funds for agriculture, weather conditions, and output prices of crops in agriculture, but the
mitigating role of the Euro adoption. The first common component explains 48.4% of the total
variance of the analyzed variables. The second common component additionally explains
13.7% of the total variance. By using the multiple regression analysis we found that the
consumer food prices are positively and significantly associated with the agricultural wages,
with the agricultural producer` prices, with the prices of municipal services, energy prices,
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and the prices of inputs for agriculture. We also found that the Euro adoption had only the
short-term impact on the consumer food prices, but not on the medium-term. By using the
linear trend analysis on the time-series data we confirm that during the time of the high food
prices from April 2007 to May 2008, the consumer food prices were overshooting above the
its average level. The highest growth in the consumer food prices was in September 2007. The
consumer food price increases was statistically significant between February 2008 and May
2008. During this period the average value of the consumer food price index was 100.45. The
economic recession in Slovenia since October 2008 has caused the stabilization and later
decline in the consumer food prices. This decline has been significant between February and
May 2009. During this period the average value of the consumer food price index was 99.75.
This result and the later developments imply that the economic recession has caused the
significant decline in the consumer food prices since October 2008. The lowest level in the
consumer food price index is recorded by June 2009. During the economic reason the level of
productivity (output) and the demand for most goods and services, including the food
industry, have declined.
Key Words: agro-food chain, food prices, economic recession, Euro, Slovenia

1.

Introduction

A key task for the economies that have joined the European Union (EU)1 is a real convergence, the
catching up with the per capita income levels of the older more developed members. Although some
observers have stressed that this process would require extensive investment in physical and human
capital1, 7, the economic growth literature suggests that these are not likely to be the decisive forces
leading to the convergence. This literature, from Solow28 to Prescott24 and Hall and Jones12, stresses
that economic growth as well as inter-country differences in per capita income are largely due to

1

Slovenia entered into the EU on 1st May 2004.
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changes or differences in total factor productivity, while the accumulation of physical and human
capital plays only a subsidiary role.
The changing conditions in the world economy have caused the ways, sources and participants in the
changing global competition. We can talk about competitiveness of enterprises, institutions, branches,
and countries. Svetličič32 argues that is necessary to distinguish between competitiveness and
competition. The first one is pre-condition for an efficient competition at the market. The
competitiveness is not easy to define as it is a subject of different interpretations and
misinterpretations. Although competitiveness is defined as an economic term, there are also other
factors such as political, natural and cultural characteristics of countries that might cause
competitiveness. Porter23 distinguishes two kinds of competitive advantages: first, cost, as an
enterprise ability to produce and sell cheaper and more efficient than competitors, and second, which
is based on product differentiation, as an enterprise ability to supply products of higher quality,
specific characteristics, and selling services.
The entry of Slovenia into the EU has caused an additional competition and thus changed the
competitiveness relationships between sellers of food. The competitive forces have created pressures
for a decline of prices for food and non-alcoholic beverages (agro-food prices) depending on the initial
market price levels2. The initial market conditions varied between the new member states of the EU4.
The increased competition in the food markets, due to the entry of new domestic retail chains as well
as the entry of foreign retailers and supermarkets, can explain the increased number of low price agrofood suppliers and the changes in the levels and structures of food prices in the retail market outlets.
The borderless trade on the single market, economic growth, Euro adoption and implementation of
Common Agricultural Policy (CAP) are some of the important changes for the Slovenian agro-food
chains. The transportation of food on long distances is causing high costs, which are not only direct
transportation costs, but also indirect costs such as pollution of environment, deterioration of
nutritional value of food and similar20. The EU policies are focusing on farm diversification as well as
on diversification of economic activities on agricultural areas and in households in rural areas. The
farm entrepreneurship and entrepreneurship in agricultural areas and in rural development are seen as
efficient tools for promotion of rural economy development and for its sustainable long-term
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development3. Slovenian agriculture is relatively less productive due to less favourable natural
conditions for agricultural production, historical farm structures, less favourable demographic and
educational structures of heads of agricultural households17. Hočevar13 also mention the importance of
storages of agro-food products on agro-food markets.
Price stability is one of the key objectives of the macroeconomic policy. Price indices give a weight to
prices of goods and services depending on their economic importance27. Different theories of inflation
have been developed in literature. Traditional explanation of inflation was that it is caused by pressures
on demand side or pressures on costs side.14 Both causes of inflation are simultaneous, and are merging
through inflation expectations. Factors, which usually contribute to inflation33 are increased demands (for
example for agricultural produce), increased input costs (for example for means for plant protection),
increased prices for non-tradable goods (for example electrical energy), and increased wages in tradable
sectors. Gričar and Bojnec11 for the catering industry sector show that prices are positively associated
with the Euro adoption in Slovenia. The catering industry prices are also positively associated with
demands for tourist services, wages and input costs in the catering industry.
On supply side, the pressures for consumer price increases started in 2002 and in mid-2007 due to a
considerable increase in oil prices and increases of basic raw materials as well as food at the world
markets. This was transmitted into a rapid increase in domestic prices of food and liquid fuels15.
Surti31 (2008) aimed to explain the causes of inflation with the Euro adoption in Slovenia. The Euro
adoption was on 1st January 2007. The impact of the Euro adoption to inflation was significant in the
first quarter of 2007, but between the second quarter and 2008 by high prices of food. IMAD16 estimated
that the Euro adoption had the short-term impact on price increases by 0.24 percentage point. Since the
second half of 2008 inflation has started to slow-down due to price stabilisation for liquid fuel.
Kozamernik21 argues that a part of agro-food price increases in 2007 was transferred from the previous
year during the adjustment to the Euro adoption. In general, agro-food price developments are
determined by supply-side and demand-side factors. Since mid-2008 the rate of inflation in Slovenia has
stabilized due to the liquid fuel price stabilization16.
Recent institutional and economic erosions and the rise in state control over energy resources and their
use violate the principles of globalization22 , 25. Financial and economic crisis since the third quarter of
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2008 has caused the reduction of economic activity as well as the international economic flows. The
decline of the economic activity in the Slovenian main trading partners such as in Germany, France
and Italy has reduced the Slovenian exports as well as has had implications for demands for the
Slovenian goods and services11.
The aim of the paper is to investigate factors that are associated with the development of agro-food
prices in Slovenia. The monthly data used are obtained from the Statistical Office of the Republic of
Slovenia (SORS) for the period from January 2000 to June 2009. We aim to estimate how agro-food
prices are associated with the costs of labour in agriculture, prices of energy, communal services and
costs for purchases of inputs in agriculture2. We expect that the changes in agro-food prices are
positively associated with the Euro adoption during its initial stage of introduction and with producer
prices of agricultural products. The economic losses due to an extreme weather conditions might have
an additional impact on agro-food prices during the last decades8. Due to this, we expect association of
agro-food prices with the adverse weather conditions, which are measured by the quantity of rains in
Slovenia.
2.

Methodology and data used

In the empirical analysis we use the principal component method as one of the multivariate methods.
We create two new synthetic variables Rk1, and Rk210, which are a linear combination of the original
variables. In the principal component analysis, we use the following ten variables: index of gross
wages in agriculture (IGWA), index of quantity of rains (rains), index of prices for food and nonalcoholic beverages (IFB), consumer price index (CPI), dummy variable for the Euro adoption (D1),
dummy variable for the period after the Euro adoption (D2), index of communal services for water
(ICS), index of input prices in agriculture (IIA), index of energy prices (IEP), and agricultural
producers price index (APPI). The two dummy variables D1 and D2 are created arbitrary considering
the previous analysis5,

15, 30, 31

. With principal component analysis we find two main principal

components, which are used as the synthetic variables10.

2

In this group we include seeds and saplings, energy and lubricants, fertilizers, means for plant protection,

veterinary services, feeding stuff, maintenance of equipment, and maintenance of buildings.
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We also employ multiple regression analysis. With the regression analysis we aim to find function y =
f(x), which the best captures the mutual relationships between the analysed variables. We expect
positive association between IFB, which is the dependent variable, and IGWA, Rains, CPI, ICS, IIA,
IEP, APPI, D1 and D2, respectively, which are used as the explanatory variables in the linear
regression equation:
IFB``=a+b1*ICS+b2*IGWA+b3*rains+b4*IIA+b5*APPI+b6*IEP+b7*D1+b8*D2.
With the regression analysis we investigate the intensity, direction and significance of the associations
between the analysed variables. We aim to identify main determinants, which are associated with
consumer agro-food prices focusing on the costs determinants of inflation and the Euro adoption in
Slovenia5.
With the variance analysis we test hypothesis about equality of regression coefficients (Ho: β1 = β2 = ... =
βk = 0) and with t test we test the association between the dependent and the individual explanatory
variables (Ho: βi = 0). Important is the statistical significance of the obtained empirical results. The
acceptable statistical significance is less or equal 5% (α ≤ 0.05) that we can reject the null hypothesis and
to accept the conclusion on the dependence of the dependent variable on the individual explanatory
variables19. For the multiple regression analysis it is important to estimate statistical significance of the
regression coefficient βi and the determination coefficient R2 for the explanation of the regression by the
specified explanatory variables. The βi tells for how many units increases (or decreases) the dependent
variables yi, if the value for the explanatory variable xi increases for one unit. R2 tells the share of
variance of the dependent variable, which is explained by the linear combination of the explanatory
variables.
The price statistics monitor and collect prices in different stages of production or sale according to the
methodological basis for monitoring and processing of price data18. The empirical regression results and
results obtained by the principal component analysis are conducted on the data obtained from the SORS
from January 2000 to June 2009. The variables are recalculated into the indices with the base period in
January 2000 (January 2000=100).
We also use the trend analysis of time-series data for the investigated variable IFB and its
developments over time. We aim to clarify the dynamics of the time-series data. With the regression
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analysis we estimate the trend equation. Time variable is transformed into the technical time, which
the sum is equal to zero. The IFB is in current prices from the SORS data for the period from January
2000 to September 20096.
3.

Empirical results

3.1

Developments of prices and wages

The summary statistics of the main data used for the analysed variables are presented in Table 1.
Between January 2000 and June 2009 the greatest cumulative increase is found for the index of energy
prices by 96.5% and for the index of gross wages in agriculture by 80.6%. The lowest cumulative
increase is found for agricultural producer prices by 25.4%.
Table 1 about here
3.2

Principal component analysis

With the principal component analysis we aim to find statistically significant the common principal
components, which explain the greatest possible variance and thus distribution of the analysed
variables. The scree plot (Figure 1) confirms the model with the three common factors. The KMO
statistics 0.671, which is greater than 0.5, implies that the data is suitable for the principal component
analysis. With the estimated communalities (Table 2) with the principle component analysis we find
the highest weights of the explained variance of the common components for the CPI, IGWA, ICS,
IIA, APPI, IEP and D2. With the principal component method, we identify two common components,
which explain 62.1% of variance of the analysed variables (Table 3).
Figure 1 about here
Table 2 about here
Table 3 about here
The first common component captures general price level and wages in agriculture. The second
common component captures input prices for materials and means for agriculture, weather conditions,
agricultural producer prices and a negative weight for the variable D2.
The robustness of the results is tested by different rotations. Although the total explained variance
remained unchanged, the value of explained variance by the individual common component has
changed9. The empirical results of the factor weights are presented in Table 4 for the principal
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component method. The estimated weights with the principal component method without and with
rotations remained similar. This implies that the obtained results are rather stable.
Table 4 about here
3.3

Regression analysis

With the multiple regression analysis we investigate the association between the dependent variable
IFB and the explanatory variables IGWA, Rains, ICS, IIA, APPI, IEP, D1, and D2, respectively. It is
assumed that the dependent variable IFB is normally distributed random variable26. In Table 5, F-test
is greater or at least equal from the theoretical value for F distribution m1=k and m2=n-k-1 at degree of
freedom α=0.005. This implies that the results are suitable for a further regression analysis.
The regression model 1 in Table 5 explains 95.5% of variance of the IFB with the linear association
with the ICS, IGWA, Rains, IIA, APPI, IEP, D1, and D2, respectively. The rains and D1 are not
statistically significant. When we exclude them, the re-estimated model has not changed a lot (column
3 in Table 5). In this case, we can argue that the partial regression coefficients are significantly
associated with the IFB. The regression equation gives associations for the IGWA, ICS, IIA, APPI,
IEP, and D2, respectively, with the IFB (column 3):
IFB``=-14.276+0.146*ICS+0.1*IGWA+0.033*IIA+0.625*APPI+0.21*IEP+2.366*D2.
The IFB is positively associated with each of the explanatory variables: ICS, IGWA, IIA, APPI, IEP,
and D2. The regression parameter, which is pertained to the APPI indicates that an increase in
agricultural producer prices (APPI) by one increases consumer food prices (IFB) by 0.63 ceteris
paribus.
The regression parameter for the D1 variable is significant in regression (2) in Table 5. This result
implies that the IFB was significant with the Euro adoption only for the short period of the Euro
adoption into the operation system, but not on the short- to medium-term (regression (1) in Table 5).
This indicates that the Euro adoption has not caused the significant increase in consumer agro-food
prices on the short-term. This is also confirmed by the regression coefficient pertaining to the D2
variable.
Table 5 about here
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Our findins are consistent with some previous analysis. Kozamernik21 argues a neutral impact of the
Euro adoption on prices in the medium-term. SORS29 and IMAD, and Bojnec and Gričar6 show that
the short-term catering industry price increase was associated with the roughling of prices by the Euro
adoption in Slovenia. However, Gričar and Bojnec11 show that the catering industry prices are
associated with inputs costs of food and beverages, wages in the catering industry, demands for tourist
services and the short-term roughling of prices with the Euro adoption. Gričar10 finds that the catering
industry prices are also associated by inflation developments and not only by specific costs and
demand factors.
3.4

Linear trend analysis for the IFB during the high food prices and the economic-financial

crisis
The linear trend analysis considers features of the technical time and the regression constant α, which
is explained as the arithmetic mean of the variable in the analysed time period, while the regression
coefficient β indicates the average change of the explanatory variable on the time unit. The estimated
regression parameters are obtained by the least square method6. We use data from the SORS for the
period from January 2000 to September 2009 in the current prices.
With the linear trend analysis of time series data we find that during the period of high food prices the
IFB was the most significant (at 1.6% significance level) between February and May 2008. The high
correlation coefficient 0.97 implies strong positive association between the IFB and technical linear
time. The regression equation presents the association between the IFB and technical linear time T for
the period from February to May 2008: IFB=100.45+0.66T (Figure 2). This implies that the consumer
agro-food prices increased on average by 0.66 percentage point per a month (see also Table 6).
Table 6 about here
Figure 2 about here
The similar analysis shows that during the economic-financial crisis in Slovenia the IFB was the most
significant (at 1.7% significance level) between February and May 2009. The relatively high
correlation coefficient 0.98 confirms strong positive association between the IFB and linear technical
time during the economic-financial crisis. Since October 2008, the IFB in Slovenia has had the lowest
value in June 2009. The regression equation presents the association between the IFB and technical
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linear time T for the period from February to May 2009: IFB=99.75+0.26T (Figure 3). This implies
that the consumer agro-food prices increased on average by 0.26 percentage point per month.
However, during the deepest economic-financial crisis between October 2008 and September 2009 the
consumer agro-food prices declined by 0.146 percentage point per month: IFB=99.98-0.146T (Figure
4). Figures 5 and 6 present the growth of the IFB.
Figure 3 about here
Figure 4 about here
Figure 5 about here
Figure 6 about here
4.

Conclusion

The consumer agro-food prices are analysed within theoretical framework and empirical approaches of
determinants and causes of inflation, the Euro adoption, and economic-financial crisis in the Slovenian
economy. The impact of the Euro adoption, except on the short-term, on consumer agro-food prices
was modest. This is confirmed by the time series data analysis using the principal component analysis,
the regression analysis, and the linear trend analysis. These approaches, particularly combining the
principal component analysis and the regression analysis, have allowed that several determinants of
the consumer agro-food prices are included in the analysis, which has been so far rare.
With the principal component method we identify two common components. The first one is pertained to
general price level and wages in agriculture, and the second one to input prices for materials, adverse
weather conditions for agriculture, and the Euro adverse.
With the multiple regression analysis we find association of consumer agro-food prices with costs for
wages, energy, communal services and input prices for agriculture. As expected, the positive and
significant association is revealed between consumer agro-food prices and agricultural producer
prices. The Euro adoption is not found as a significant determinant for the consumer agro-food prices
increases on the short-term.
The linear trend analysis confirms the significant association between the consumer agro-food prices
and the linear technical time during the high food prices and the economic growth (positive
association) on one hand, and during the economic-financial recession (negative association).
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Table 1: Price indices and index of wages, January 2000 = 100
Year/Month

CPI

IFB

ICS

APPI

IIA

IEP

IGWA

2000/ January

100

100

100

100

100

100

100

2009/ June

156.50

151.1

187.4

125.4

187.8

196.5

180.6

Source: SORS (2008)29 and own calculations.
Note: CPI – consumer price index; IFB – index of consumer prices for food and non-alcoholic
beverages; ICS – index of communal services – water; APPI – agricultural producers price index; IIA –
index of input prices in agriculture; IEP – index of energy prices; IGWA – index of gross wages in
agriculture.

Table 2: Estimated communalities for determinants of consumer agro–food prices, Slovenia, 2000-2009
(monthly data), January 2000=100
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Principal component analysis
Variables

Baseline

Extraction

CPI

1.000

0.984

IFB

1.000

0.971

IGWA

1.000

0.932

IEP

1.000

0.904

ICS

1.000

0.791

IIA

1.000

0.641

APPI

1.000

0.590

Rains

1.000

0.542

D1

1.000

0.680

D2

1.000

0.324

Note: CPI – consumer price index; IFB – index of consumer prices for food and non-alcoholic
beverages; ICS – index of communal services – water; APPI – agricultural producers price index; IIA –
index of input prices in agriculture; IEP – index of energy prices; IGWA – index of gross wages in
agriculture; D1 – dummy variable for the Euro adoption (D1 = 1 between December 2006 and February
2007, and zero otherwise); D2 – dummy variable for the Euro price stabilization (D2 = 1 between March
2007 and December 2007, and zero otherwise); N=114.
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Table 3: Explanation of total variance
Final values after maximum likelihood
Initial values

Final values
– Varimax with Kaiser normalisation

Components

(1)

(2)

(3)

(1)

(2)

(3)

(1)

(2)

(3)

1

4.840 48.400

48.400 4.840 48.400 48.400

4.709

47.900

47.900

2

1.369 13.685

62.085 1.369 13.685 62.085

1.419

14.185

62.085

3

1.151 11.508

73.593

4

0.923

9.229

82.822

5

0.741

7.407

90.229

6

0.664

6.642

96.871

7

0.220

2.197

99.068

8

0.061

0.605

99.673

9

0.030

0.296

99.696

10

0.003

0.031 100.000

Note: Principal component method. (1) own value, (2) % of explained variance, and (3) cumulative
share (%) of explained variance.
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Table 4: Component matrices
Estimated factor weights of variables for the consumer prices for food and non-alcoholic beverages in
Slovenia, January 2000 – June 2009 (monthly data)
Principal component analysis

Without factor rotation

Maximum likelihood –

Maximum likelihood –

Oblimin with Kaiser

Varimax with Kaiser

normalisation

normalisation

Components

Components

Components
Variables

1

2

1

2

1

2

CPI

0.988

-0.088

0.992

0.044

0.991

0.031

IFB

0.979

0.109

0.964

0.238

0.958

0.226

IGWA

0.964

-0.043

0.964

0.085

0.963

0.079

IEP

0.950

-0.027

0.949

0.099

0.947

0.087

ICS

0.837

-0.286

0.860

-0.172

0.865

-0.183

IIA

0.208

0.723

0.141

0.745

0.114

0.743

APPI

0.466

0.603

0.407

0.659

0.391

0.743

rains

-0.009

-0.406

0.028

-0.403

0.040

-0.404

D1

0.091

-0.002

0.091

0.011

0.091

0.051

D2

0.322

-0.462

0.141

-0.415

0.390

-0.420

Note: CPI – consumer price index; IFB – index of consumer prices for food and non-alcoholic
beverages; ICS – index of communal services – water; APPI – agricultural producers price index; IIA –
index of input prices in agriculture; IEP – index of energy prices; IGWA – index of gross wages in
agriculture; D1 – dummy variable for the Euro adoption (D1 = 1 between December 2006 and February
2007, and zero otherwise); D2 – dummy variable for the Euro price stabilization (D2 = 1 between March
2007 and December 2007, and zero otherwise); N=114.
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Table 5: Regression functions for the index of consumer prices for food and non-alcoholic beverages
IFB
(1)
Constant

(2)

(3)

-14.276

27.196

-14.276

(-2.762)***

(5.614)***

(-2.762)***

0.146

0.225

0.146

(8.283)***

(15.890)***

(8.283)***

0.100

0.103

0.100

(2.568)***

(4.066)***

(2.568)***

-0.018

-0.007

(0.961)

(-0.297)

0.033

-0.002

0.033

(2.936)***

(-0.088)

(2.936)***

0.625

0.388

0.625

(12.681)***

(10.021)***

(12.681)***

0.210

0.037

0.210

(7.111)***

(0.618)

(7.111)***

-0.019

3.055

(-0.911)

(2.288)***

2.366

9.328

2.366

(2.061)***

(9.293)***

(2.061)***

N

114

96

114

R2

0.955

0.958

0.955

393.243

427.699

393.243

ICS

IGWA

Rains

IIA

APPI

IEP

D1

D2

F test

Note: IFB – index of consumer prices for food and non-alcoholic beverages; ICS – index of communal
services – water; APPI – agricultural producers price index; IIA – index of input prices in agriculture;
IEP – index of energy prices; IGWA – index of gross wages in agriculture; D1 – dummy variable for the
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Euro adoption (D1 = 1 between December 2006 and February 2007, and zero otherwise); D2 – dummy
variable for the Euro price stabilization (D2 = 1 between March 2007 and December 2007, and zero
otherwise); R2 – adjusted determination coefficient;
significant at 5%;

*

***

– statistical significant at 1%;

– statistically significant at 10%;

a

**

– statistically

– excluded variables; t – statistics in the

brackets. Headings of columns: (1), (3) – multiple regression functions January 2000 – June 2009,
N=114; (2) – multiple regression functions January 2000 – December 2007, N=96.
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Table 6: Linear trend analysis for the IFB
Dependent variable IFB
February-May 2008

February-May 2009

100.45

99.75

99.98

(20.401)***

(45.809)***

(26.587)***

0.66

0.260

-0.146

(7.778)***

(7.506)***

(-1.885)**

0.952

0.966

0.203

F test

60.500

56.333

3.552

D-W

2.62

2.23

2.95

Constant

T (time)

R2

October 08-September 2009

Source: SORS (2008)29 and own calculations, linear trend monthly data, current prices, period at the
January 2000 to September 2009; in the brackets are t statistics.
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Picture 1: Scree Plot
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Figure 2: Development of consumer agro-food prices during high food prices
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Figure 3: Development of consumer agro-food prices during economic recession

Figure 4: Development of consumer agro-food prices during economic recession
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Figure 5: Growth of consumer agro-food prices during high food prices

Figure 6: Growth of consumer agro-food prices during economic recession
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Development of Land Markets in the Central and Eastern Europe
and the Impact on Agricultural Sector: Empirical Evidence

M. Borbélyová1, J.Pokrivčák1
1

Slovak University of Agriculture in Nitra, Slovak Republic

Abstract
The political and economical transition period of the nineties, the transformation of
agriculture, the privatisation and the partial compensation brought fundamental change in the
land ownership structure, demand and the prices.
After the accession to the EU there is a necessity to develop the land market in Poland,
Hungary, the Czech Republic and Slovakia. In this case, important is the settlement of estates
in lands and unification of law of real property in the areas of ownership, utilization, change
of land type, soil conservation, land use planning and building multiple function agriculture
with a legislation of the market economy countries as well as its harmonization with legal
enactments of the EU.
Key words: land, land market, ownership, price, legislation
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Introduction

Land market belongs to the markets that resist the unification the most. In the recent
times, the land market and land farming have still faced the problems. This problems have
been connected with the socio-economical development in the new member states of the EU.
Legislative reforms led to the landownership retributions. But there still exist significant
differentiations among the old and new member states. Particularly in the level of market land
prices and land market working.
Since 2002 land market has started to develop extremely in the Czech Republic.
Between 1993 – 2001 the annual sale and purchase of estates represented 0.2% of the total
land resources. After 2002 the sale and the purchase have represented 2.9% of total land
resources, especially after the EU accession of the Czech Republic. These values of sale are
the highest from the EU countries. On the other side, in comparison with the prices before the
EU accession, land prices decreased slightly. Prices of agricultural land are significantly
lower than in the EU 15.
In Hungary, in the land ownership structure, after the political and economical
transition period of the nineties, the transformation of agriculture, the privatisation and the
partial compensation brought about fundamental change. Recently, the private ownership of
land has become dominant. Unfavourable farm structures were established in a great number
of cases as a result of the land compensation and the restoration of individual shares of the cooperative members. Consequently the redistribution of land property has become
indispensable. The revival of the market is hold up by the present legislation of land
acquisition (by Hungarian legal entities and foreigners), on the other hand, by the repugnance
of the land acquisition of foreigners by a great number of people. The political risks, the EU
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accession and the changes to be expected concerning the EU subsidy schemes might also
affect the land market in the long-term.
State didn’t get the intervention in Poland, in the first period of transformation. Land
market was completely liberalized. Each Polish citizen could become the owner of lands.
There was not any limitations of area of buying lands, or buying person (with the exception of
foreigner).
This leads to many disadvantageous occurrences: excessive concentration of land, crumbling
of parcels, the speculation on land market, leading farms by persons without qualifications.
The Government undertake intervention in order to oppose these negative occurrences, and
also in the connection with necessity of adjusting the norms into EU law.
The new norms were introduced in connection with integration processes from 16 July 2003.
They make possible to intervene on land market in the direction of supporting family farms
and to oppose land concentration.
The agricultural land market in Slovakia has noted an increased dynamics recently.
Such situation was a result of entering big foreign investors, particularly car factories. They
had bought agricultural land for construction purposes. It resulted in the raised prices of plots.
Agricultural land prices sold for the further agricultural use are markedly lower from the
national point of view than in the EU-15. Such prices are also the third lowest ones within the
new member countries of the EU.
There is a necessity to develop the land market in Slovakia after the accession to the EU. The
achievement to the following conditions is necessary: settlement of estates in lands and
unification of the law of real property in the areas of ownership, change of the land type,
utilization, soil conservation, land use planning and building multiple-function agriculture
with the legislation of the market economy countries as well as its harmonization with the EU
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legal regulations. It is also necessary to develop an official network to follow transactions on
the landmarket, a regular update of data and their evaluation.
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Land Market after the EU accession

An important role in economic development and growth is played by the efficient land
transactions and a functioning land market. The exchange of land, including the purchase of
land by foreigners, will improve productivity, enhance access to capital, technology and
knowledge, and hence stimulate economic development. These insights underpin the principle
that accession to the EU implies the integration of the accession countries into a single free
market, also with respect to land.
During the negotiations for the 2004 accession, however, candidate countries
requested the possibility to maintain existing national provisions restricting the acquisition of
agricultural land or forests by foreigners. They wanted to protect the socio-economic
agricultural structure of the countries from shocks. That might arise from the differences in
land prices and incomes with the rest of the Union, and from the problems in the local rural
credit markets. The combination of these factors was expected to lead to a massive sale of
land to foreigners.
Seven new member states – the Czech Republic, Estonia, Latvia, Lithuania, Hungary, Poland
and Slovakia (hereafter the NMS-7) – were granted transitional periods during which they
could maintain existing provisions of their legislation restricting the acquisition of agricultural
land or forests, in derogation of the freedom of capital movement.
The following restrictions are in place:
• After accession to the EU, foreigners generally cannot purchase agricultural land for a
transitional period in the NMS-7.
• The transitional period is 7 years for the Czech Republic, Estonia, Hungary, Latvia,
Lithuania and Slovakia, and 12 years for Poland.
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• There are differences among the NMS-7 in the implementation of these restrictions, for
example in the way ‘foreigners’ are defined in the legal restrictions, and in the conditions that
foreigners have to fulfil in order to (exceptionally) obtain ownership of agricultural real
estate.
• There are several exceptions. For example in Lithuania, land ownership by foreign ompanies
is not restricted. In several of the NMS-7, there are no restrictions on foreign ownership of
land for intensive animal husbandry.
• There are generally no restrictions on foreigners renting agricultural land. 1

The Czech Republic
In the Czech Republic foreigners, defined as physical (henceforth ‘natural’) persons
not having Czech nationality or as legal entities based abroad, cannot acquire agricultural land
until 20112. There are some exceptions, however. First, foreigners can acquire land if they
have Czech citizenship or if they are married to a Czech partner. In addition, foreigners can
acquire land through inheritance or if they exercise pre-emptive rights that emerge from
coownership. They can also acquire land if the land cannot be separated from another asset
that is already owned by the foreigner or in exchange for domestic land.
Finally, EU-citizen farmers can also acquire agricultural land if they are registered as
self-employed farmers and if they have been permanently staying in the Czech republic for at
least three years. This means that natural persons permanently staying and farming for at least
three years in the Czech Republic on rented land, as well as Czech legal entities combining
Czech and foreign capital, are eligible to buy private agricultural land. The farmers have to
prove their integrity, professional knowledge in farming and knowledge of the Czech
language3. No other special procedures or conditions are required for eligibility, except to be
officially registered as a farmer or a Czech company and to use the purchased land in a
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‘proper way’ according to the Land Protection Law4. There are no limits to the amount of land
that can be bought by eligible foreigners, but it should be noted that only natural persons are
eligible to buy state land.
In 2007, the Czech Government adopted a proposal to amend the Foreign Exchange
Law (and subsequently also the Law on Land Privatisation) to ease the eligibility conditions
for foreigners who want to buy private and state land. According to the amendments, the
requirement to stay permanently and to farm for at least three years in the Czech Republic and
other conditions (professional knowledge of farming and knowledge of the Czech language)
are to be abolished. The only condition for the purchase of land is to be the official
registration of a foreign natural person as a farmer. By the end of 2008, however, the
parliament had still not voted on the approval of the amendment, so it seems rather unlikely
that the amendment will be put on the parliament’s agenda and that it will ever be approved.
Finally, there are no restrictions on EU citizens seeking to rent and use land in the
Czech Republic. 1

Hungary
In Hungary, exceptions to the restrictions relate to EU nationals who want to establish
themselves as self-employed farmers and who have been legally staying and farming in
Hungary continuously for at least three years5. These EU nationals are not subject to any rules
and procedures other than those to which nationals of Hungary are subject and the upper limit
on the amount of land the foreigners can acquire is the same as for domestic private persons
(300 ha). Pre-emptive rights in the acquisition of ownership also apply to foreign individuals.
EU nationals are required to provide proof of eligibility for acquiring agricultural land
in the form of official certificates. More specifically, they have to obtain the following
documents:
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• an official certificate issued by the immigration authority to verify that s/he has been
legitimately residing in Hungary for three consecutive years, or for any EU national who does
not have a permanent residence permit, the authorisation to reside in the country or a
certificate as proof of having submitted an application for such authorisation; and
• a certificate from the county agricultural bureau verifying that the applicant has been
engaged in agricultural activities in Hungary in his/her own name and at that person’s own
risk for three consecutive years prior to the acquisition of ownership. The certificate shall be
supported by an environmental study consisting of an examination of the agricultural
activities.
There are two further exceptions applying to the ownership of farmsteads (i.e. the
farmhouse and the land on which it is built) and farm buildings for intensive livestock
breeding, as follows:
• Foreign nationals may acquire a farmstead formed as an independent real property (parcel of
land) of 6,000 m2 or less, in accordance with the provisions of specific other legislation on
other real properties not classified as arable and
• Non-resident legal entities or private individuals may acquire real estate that is not qualified
as arable land so that they can acquire farm buildings necessary to set up intensive livestock
breeding and production systems. EU nationals and legal persons and unincorporated entities
established in any member state of the EU, in a member state that is a party to the Agreement
on the EEA, or in other similar states may acquire non-agricultural land under the same
conditions applicable to resident persons (without special permission). 1

Poland
After 1 May 2016, nationals of the EU member states or a state that is part of the
European Economic Area (EEA) will be allowed to purchase agricultural land without
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restriction, while the rules laid down in the Act of 24 March 1920 on the acquisition or sale of
agricultural real estate will be maintained for foreigners from outside the EU or EEA.
During the transitional period, sales to foreigners are subjected to a specific procedure
whereby special permission needs to be granted by the Ministry of Interior and
Administration and the Ministry of Agriculture and Rural Development (Act of 24 March
1920 on the acquisition of real estate by foreigners, Art. 1)). Even then, the Agricultural
Property Agency has a pre-emptive right to purchase the land that is offered for such a
transaction (Act of formation of the agricultural system, Art. 3)).
Nevertheless, there are some exceptions for which permission from the Ministry of
Interior and administration and the Ministry of Agriculture and Rural Development are not
needed. Foreigners can acquire agricultural real estate if they are married to a Polish citizen
and after, in addition, they have been residing in Poland for at least two years and on the
condition that the purchased property will become the joint property of wife and husband.
Foreigners can also acquire land if they have been residing in Poland for at least five years
after they have obtained permanent resident status (Act of 24 March 1920 on the acquisition
of real estate by foreigners, Art. 8). Still, it is important to note that these exceptions do not
hold for land located in border zones or parcels of agricultural land exceeding 1 ha (ibid., Art.
8). Finally, the transitory period does not apply to EU or EEA citizens who decide to purchase
real estate once they have rented it for three years in the regions of Lubelskie, Łódzkie,
Małopolskie, Mazowieckie, Podkarpackie, Podlaskie, Śląskie and Świętokrzyskie, or for
seven years in the regions of Dolnośląskie, Kujawskopomorskie, Lubuskie, Opolskie,
Pomorskie, Warmińsko-mazurskie, Wielkopolskie and Zachodniopomorskie (ibid., Art. 2a). 1
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Slovakia
In Slovakia, there is a restriction on the ownership of agricultural land by foreigners,
defined as a natural person who has no permanent residence in Slovakia or a legal person not
established in Slovakia (Foreign Exchange Act No. 312/2004 Col. Art. 2 and Art. 19a)6. At
the same time, there are some specific exceptions and some practical limitations.
First, foreigners with a residence permit in Slovakia who rent and farm the land for at
least three years after Slovakia’s EU accession can buy and own land in Slovakia6. In such
cases, a rental contract between the landowner and the tenant (foreign individual) duly signed
by both parties is necessary. In addition, foreigners can acquire agricultural land through
inheritance and by exercising pre-emptive rights in the case of co-ownership (Civil Code No.
40/1964 Col.19 as amended by later regulations; and Foreign Exchange Act No. 312/2004
Col.)7. On the other hand, foreigners from non-EU member states cannot own agricultural
land in Slovakia (Foreign Exchange Act No. 312/2004 Col., Art. 19a)6.
Furthermore, foreigners can establish legal entities (a joint stock company or a limited
liability company) registered in Slovakia and buy land through that legal entity. According to
Act No. 513/1991 Col.208 as amended by later regulations of the Commercial Code, the
procedure and requirements for setting up a legal entity in Slovakia are the same for Slovak
and foreign individuals. A legal entity registered in Slovakia and owning land in Slovakia can
later sell that land without any restrictions to a company registered in another country (Act
No. 220/2004 on Protection and Use of Agricultural Land)9.

Sources:
1

Swinnen, J. F. M. – Vranken L. (2009) „Lan and EU Accession“ Review of the Transitional

Restrictions by New Member States on the Acquisition of Agricultural Real Estate, Centre for
European Policy Studies, Brussels.
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2

Collection of Laws (1995), Act No. 219/1995 establishing the rights and obligations of

Czech nationals and foreigners with regard to capital ownership and other financial
transactions, ‘Foreign Exchange Law’, Vol. 60, amended by 159/2000 Col., 362/2000 Col.,
482/2001 Col., 126/2002 Col., 257/2004 Col., 354/2004 Col. and 444/2005 Col.
3

See the Collection of Laws (1997), Act No. 252/1997 about agriculture and its role in

society, ‘Agricultural Law’, Vol. 85, amended by 62/2000 Col., 307/2000 Col., 128/2003
Col., 85/2004 Col., 317/2004 Col., 94/2005 Col. and 441/2005 Col.
4

Collection of Laws (1992), Act No. 334/1992 about agricultural land and its protection, ‘Law

Protection Law’, Vol. 68, amended by 10/1993 Col., 98/1999 Col., 132/2000 Col., 76/2002
Col., 320/2002 Col., 444/2005 Col., 186/2006 Col. and 222/2006 Col.
5

Act XXXVI of 2004 on the amendment of Act LV of 1994 on Arable Land (2004, évi

XXXVI, Törvény a termőföldről szóló 1994. évi LV. törvény módosításáról), Official Journal
of Hungary, No. 61, 1 May 2004, Hungarian Official Journal Publisher, Budapest, pp. 6408–
10.
6

Zbierka zákonov [Official Journal] 2004, Čiastka [Section] 131, pp. 2974–84.

7

Zbierka zákonov [Official Journal] 1964, Čiastka [Section] 19, pp. 1–40.

8

Zbierka zákonov [Official Journal] 1991, Čiastka [Section] 98, pp. 1–84.

9

Zbierka zákonov [Official Journal] 2004, Čiastka [Section] 96, pp. 2278–2315.
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Land Market in the Czech Republic

During the previous years, the land market development in the Czech Republic was
influenced by:
-

selling of lands in the state ownership administrated by Land Found of CR

-

selling of leased land

-

selling and buying agrarian land in the land modifications

-

selling land for architectural porposes

Since 1996 to 2007 the land market in the CR was monitored by VÚZE Prague (Výzkumný
ústav zemědělskej ekonomiky Praha - Research Institute of Agricultural Economics in Prague
) within the project NAZV (Národní agentúra zemědělského výzkumu). But in 2008 this
program was interrupted.1
Land market has started to develop extremely in the Czech Republic since 2002.
Between 1993–2001 the annual sale and purchase of estates represented 0.2% of the total land
resources. After 2002 the sale and the purchase have represented 2.9% of total land resources,
especially after the EU accession of the Czech Republic. These values of sale are the highest
from the EU countries. On the other side, in comparison with the prices before the EU
accession, land prices decreased slightly. Prices of agricultural land are significantly lower
than in the EU 15. 2
Land market in the Czech Republic was monitored by Research Institute of
Agricultural Economics on the sample of 24 districts (1/3 of the CR). Land prices depend on
the area, culture and region of the plot. Sales of small plots (up to 1 ha) prevail. These plots
are usually purchased for non-agricultural use. Their prices are many times higher than prices
of large plots (above 5 ha) which are usually bought for agricultural purpose. Land market is
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not well developed. Only 0.2 - 0.4 % of monitored area are sold each year. But in the last
years it is increasing. 3

Sale of the state land
The conditions for the sale of agricultural land owned by the state were established by
the Act No. 95/1999, Coll., on the conditions of agricultural and forest land transfers owned
by the state to other persons (hereinafter the Act on Land Sale). Due to the acceleration of the
transfer of state land, an amendment to the Act was passed in 2001 about the land sale (Act
No. 253/2001, Coll.1). The amendment has allowed for a possibility to reduce the land price
in a tender of three rounds to a level of 10% of the price given by the price resolution of the
Ministry of Finances (according to the official prices of agricultural land assigned to each
Classification Code of soils). The amendment also allowed for the use of preferential right for
the sale of land to persons which had already farmed it on lease from the Land Fund of the
Czech Republic4. The sale and acquisition of agricultural land has significantly increased as a
consequence of the above stated arrangements in 2002.
According to the Land Fund in the Czech Republic, the total area of the sold land
decreased from year to year and its price increased. In the year 2006 it was 60 977 ha, in 2007
it was 53 245 ha, in 2008 it was 48 007 and in the first half of 2009 it was 44 590 ha. With the
prices there was opposite tendency, in the year 2006 it was 4,48 Kč/m2, in the yerar 2007 it
was 4,79 Kč/m2, in 2008 it was 5,15 Kč/m2 and in the first half of the year 2009 it was 5,16
Kč/2. (Table 1.)

Sale of land within the PGRLF program “Land”
The PGRLF program “Land” was launched in February 2004. The aim of the program
is to support the purchase of the non-state agricultural land (from the individual owners) in
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order to farm on it. The buyer – the subsidy applier – must be agricultural businessmen
farming on the land being bought based on rental agreements concluded with the land
owners.2
The purchase of the land within the program „Land“ is represented by the table 2. In
this program the total purchased area increased from year to year. In 2007 it was 9 338 ha, in
2008 it was 14 069 ha and in the firts half of the year 2009 it was 15 670 ha. On the other
hand, the prices decreased from year to year. In 2007 it was 5,74 Kč/m2, in 2008 it was 4,57
Kč/m2 and in the first half of the year 2009 it was 4,05 Kč/m2.

Market prices
The market prices of agricultural land serve the purposes of market with agricultural
land, i.e. sale and purchase as well as income tax setting-up from land sales.
The prices of agricultural land in the Czech Republic are relatively the highest among the
prices of the newly accessed countries to the EU. Comparing to Poland, they are 1.2 times
higher, with Slovakia 1.7 times higher. Comparing to Latvia, they are 2.8 times higher and to
Lithuania 3.9 times higher.
Systematically from 1996 in the selected 24 regions, the survey of land market and
market prices of agricultural land in the Czech Republic was performed by the Research
Institute of Agricultural Economics in Prague. This inquiry was financed from grant projects
of the NAZV, the Ministry of Agriculture of the Czech Republic. The sale and purchase of
land plots – market with agricultural land – has increased significantly that in last three years.
The expectations of land owners regarding the price increase after the EU accession were
disproved, however. The land prices stagnated or rather dropped. It can be demonstrated from
the monitored land market that the market prices of agricultural land to be used for
agricultural purpose are remarkably lower than the official prices of agricultural land under

850

the BPEJ stated in price reports of the Ministry of Finance. On the other side, the prices of
agricultural land for other than agricultural use are mostly several times higher than the
official prices of agricultural land. These prices are often similar as the prices of building
plots mainly in the case of land in attractive areas and industrial zones. The sale of land
owned by the state and the support of the purchase of land from the PGRLF program “Land”
has a very important impact on development of land market in the Czech Republic. The
development of land market in the Czech Republic would not be so remarkable without a
significant state support of also non-financial type, i.e. the possibility of long- term payments
(in the case of state land 30 years, in case of “Land” program 25 years). The sale of land to
the foreigners (trading company with foreign capital) in the Czech Republic is entirely
insignificant. 2
The market prices development of the agricultural land according to the size of the
sold plots is showed by the table 3. The highest prices were in the category to 1 ha and since
2006, the price of land have risen (2003 – 116,68 Kč, 2004 – 104,24 Kč, 2005 – 95,77 Kč,
2006 – 147,07 Kč, 2008 – 159,49 Kč). The same situation is in the category from 1 to 5 ha
(2003 – 13,23 Kč, 2004 – 13,63 Kč, 2005 – 10,76 Kč, 2006 – 20,47 Kč, 2007 – 21,56 Kč). On
the other hand, the prices of agricultural land slightly have decreased since 2005 (2003 – 3,57
Kč, 2004 – 3,75 Kč, 2005 – 3,71 Kč, 2006 – 3,61 Kč, 2007 – 3,59 Kč).
The market prices of agricultural land sold from the Land Fund according to the size
of the plots in the selected regions of the Czech Republic in CZK/m2 during the period 2000 –
2005 is represented by the table 4. The highest average market price in CZK/m2 is in the year
2001 – 5,36 CZK/m2. In 2002 this price was 2.77 CZK/m2, in 2003 it was 2,74 CZK/m2, in
the year of accession it was 3,71 CZK/m2 (2004) and in 2005 it was 4,24 CZK/m2.
The fifth table shows us the average market price of the sold agricultural land in the
Czech Republic during the period 1993 – 2005. The highest price was in the year 2001 and
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the EU accession brought price decreasing (2003 – 23,90 CZK/m2, 2004 – 19,59 CZK/m2,
2005 – 18,43 CZK/m2 – average in 1st half of 2005).
During the last three years, the purchase and the sale of agricultural land markedly
increased in the Czech Republic. Expectancies of the land owners about the price increasing
underflowed after the EU enlargement. The prices of the lands stagnated resp. slightly
decreased. Market prices of agricultural land are lower than the official prices. On the other
hand, there are agricultural lands, which are not used for the agricultural purpose and its
market prices are higer than the official prices set by office. Land sale for the foreigners is on
the low level. The land prices are influenced by the location, bigness, purpose of utilization.5

Source:
1

Němec, J. (2009) „Predikce tržních cen a trhu s pôdou v České republice a v některých

zemích EU“ („Prediction of market prices and land market in Czech Republic and in slected
EU countries“) Rural and Land Market Development in the Context of the EU Common
Agricultural Policy, International Scientific Conference, October 5 – 7, 2009, Štrbské Pleso
2

Němec, J. – Kučera, J. (2007) „Land market development after the accession to the EU“

AGRIC. ECON. – CZECH, 53, (4): pp. 154 – 160.
3

Vrbová, E. (2005) „Land market development in the Czech Republic“ Workshop on the

Development of Land Markets and Related Institutions in Central and Eastern European
Countries, Nitra. Slovakia.
4

Němec J. (2004): Pozemkové právo a trh s půdou v České republice. VÚZE Praha.

5

Géseová, K. (2009) „Trh s poľnohospodárskou pôdou vo vybraných krajinách EÚ“ („The

Market with Agricultural Soil in Selected Countries of EU“) Rural and Land Market
Development in the Context of the EU Common Agriultural Policy, International Scientific
Conference, October 5 – 7, 2009 Štrbské Pleso
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Land Market in Hungary

Recent privatisation of land (1992- 1996) in Hungary started soon after the change of
political system (land compensation associated with privatisation of agriculture). Dominancy
of state owned land had been eliminated. Structure of land ownership and land use developed
inadequately. Large scale plots were split due to the partial restitution of agricultural land.
Hungary joined European Union on 1st of May 2004 (with 7+3 years derogation of land
policy). Hungarian agriculture has been always in focus of politically charged issues (land
ownership, farming structures). 1

Actual situation
There is the higher demand for the land with higher quality, advantageous location and
bigger size. On the other hand, supply of the land with the lowest quality, nonattractive
location exceeds the demand. The landowners can be only natural persons and jurisitc person
can hire the land. The land can be hired for ten years and later the period can be extend. The
juristic person can hire 2 500 ha of the land, it is the maximum. Natural persons can own 300
ha of land and can hire 300 ha farm land per person. Foreigners can not buy any farm land,
but they can hire – 300 ha. It is a maximum.2

Legal Framework:
Act IV. of 1959 on Civil Code (general rules of acquisition ownership, leasing of land)
Act LV. of 1994 on Arable Land (specific rules of acquisition land-ownership, pre-emptive
rights of purchasing land and land-tenure, rules of utilisation and protection of arable land)
[priorities, market protection]
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Decree 16/2002. (II.18.) of the Government on detailed rules of pre-emptive rights in regards
of purchasing and leasing land[priorities, market protection].
Resolution No. 482002(VII.19.) OGY of Parliament on Land Policy Guidelines (It is not a
law, declares the most important land policy objectives of the country, provides fundamentals
of land assets management and utilisation carried out by National Land Fund [NLF])
Act CXVI of 2001 on National Land Fund (Defines the legal framework of setting up NLF
and establishing the institutional background, sets the purpose of land assets being included in
NLF, and main rules of utilisation of the land assets by sale, swap, or leasing. 1
Up to 1994 – that is, the entry into force of the Act on Agricultural Land – agricultural
land was not negotiable on the real estate of Hungary. The „types“ of land ownership were as
follows3:
-

agricultural land brought into the co-operative remained in the ownership of the
members as non-tangible assets (however, without the right of disposal).

-

the co-operative using the land only obtained the rights of „land user“ (not full
proprietorship).

-

in the case of agricultural land in state ownership, state holdings were only given the
rights of farming the land.

–

the so-called private property was negotiable but only those areas which were defined
as gardens and located in urban areas (in fact private property was agricultural land
but in practice it was more than that since in addition to vineyards and orchards it
could include a cellar and most recently also a summer-house).

The National Land Fund
The goal of the estabishment of the National Land Fund (Act CXVI of 2001) is as follows:
-

to manage the land fund in the property of the Hungarian State reasonably,
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-

to facilitate the use of agricultural land by taking into account the ecological
conditions of agricultural productions as well as the economic efficiency and
profitability and

-

to assist the development of a national farm structure based on family farms.

In future, the National Land Fund – in addition to its present tasks – will primarly serve
the unified management of agricultural land and forest in state property. Moreover, it will
also assist the land consolidation.4
The regulations on leasing of Civil Code apply to land lease. The duration of the land
lease is regulated by the Act on Agricultural Land. Based on it Hungarian private persons and
legal entities or organisations without legal entities – with the exception of the Hungarian
State and local governments – the duration of the land lease cannot exceed 10 years. Only one
branch of cultivation is excluded. That is forest and land leasing for afforestation, this can
only be contracted until the end of the fifth year following the termination of the production
period. In the cases of vineyards, orchards or of other plantations – or if vineyards or orchards
are to be planted – the land lease can only be contracted until the end of that year when the
plantation is still of value. The duration of the contract of lease with the Hungarian National
Fund – a company in public interest – as lessor, cannot exceed 50 years.
A foreign private person and legal entity can only sign a contract of lease for the same
duration as a Hungarian private person.4

Land market
The development of the demand and supply depends on numerous factors, such as the
quality of the arable soil, the situation, the location, the type of farming etc. Supply for the
market is represented by private landowners, individual farmers, Hungarian State / National
Land Fund and other istitutional or corporate landowners. Demand on the market is
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represented by individual farmers with Hungarian nationality (up to 300 ha), individual
farmers – foreigners (are not eligible to buy productive land, derogation of 7+3 years after EU
accession, eligible to lease up to 300 ha), corporate farming enterprises (are not eligible to buy
productive land, erogation of 7+3 years after EU accession, eligible to lease up to 2 500 ha),
other legal entities (are not eligible to buy productive land), settlement/municipalities (require
land for local developents), Hungarian State, Capital investment.
Land prices are affected by numerous factors varying by regions. Market price of the
land depends on: soil quality, type of cultivation, infrastructure, location, economy,
enviroment, supply and demand. An interviewees thought that the most important factors are
the type of farming, location and position of the area as well as the quality of soil. Large areas
in one unit increase the prices. It is more difficult to market the areas under the nature
conservation or which are in small distance from the areas of nature conservation. Foreign
buyers may also increase the prices mainly in the western part of Hungary.
In Hungary the share of land lease is increasing against the areas of own property. At
present the share of area on lease in 52%. The large demand for land lease was significant
mainly before the accession.
Numerous owners decided to lease out due to the failure of farming and to lacking
capital. Parallel to the increasing demand, a great number of contracts were renewed, due
mainly to the favourable financing of production and to tax free contracts of the duration of
more than 5 years. When contracts are renewed, on the one hand, in the earlier contracts the
duration of 1–2 years were extended by the parties for 5 year or even more and, on the other
hand, the rental fees are increased, in some cases significantly. Contracts were cancelled
mainly due to overdue payments or to lack of cultivation.5
The unambiguous opinion of the experts is that the intensification of the land market
can be expected. A motive of land acquisition is the expected increase of the land prices. This
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will encourage the land purchase for investment. Land purchase might also be encouraged by
the fact that production can mainly be ensured on land in own property. However, the
tendency that the number of farmers who choose farming as a full time job is decreasing and
this strengthens the land lease. Therefore, in the future land lease will increase and a slight
increase in sale is expected.
On the long-term, that is of 5–10 years’ time, the increase of the rental fees and of land
prices are expected to increase. However, the opinions of the experts vary a lot regarding the
extent of the increase and the development of the Hungarian prices compared to the European
prices. Some experts think that even after one decade the Hungarian land prices will be down
to the average prices of the Union, but others forecast that due to the favourable weather
conditions and good soil quality, the prices will exceed the average price level. The extent of
the increase in land price depends mainly on the efficiency and profitability of farming as well
as on the amount of subsidies obtained. It can be forecasted that rental fees will increase by a
larger extent than land prices.
By summing it up, we can conclude that due to the short time elapsed since the
accession and to the uncertainties of the subsidies, no significant change can be seen in the
land market. The increase of the fees can already be seen in several counties but may be
another 2–3 year are required to be able to analyse the changes reliably.5
Land prices by areas in 2010 is represented by table 6. The highest prices are in the
area Budapest (surroundigs) from 134 925 to 239 700 EUR/ha. It is followed by the area West
Danube (from 121 432 to 188 895 EUR/ha), Great Plan (from 107 940 to 161 910 EUR/ha),
South Danube (107 940 – 134 925 EUR/ha), North Hungary (107 940 – 121 432 EUR/ha).
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Sources:
1

Sebestyén, R. (2005) „Latest development of the rural land market in Hungary“ Workshop

on the Development of Land Markets and Related Institutions in Central and Eastern
European Countries, Nitra. Slovakia.
2

Géseová, K. (2009) „Trh s poľnohospodárskou pôdou vo vybraných krajinách EÚ“ („The

Market with Agricultural Soil in Selected Countries of EU“) Rural and Land Market
Development in the Context of the EU Common Agriultural Policy, International Scientific
Conference, October 5 – 7, 2009 Štrbské Pleso
3

Számadó, J. (2000) „Development of the price of agricultural land (in Hungarian)“

4

Popp, J. – Stauder, M. (2003) „Land market in Hungary“ AGIC. ECON. – CZECH, 49, (4):

pp. 173 – 178.
5

Hamza, E. – Miskó, K. (2007) „Characteristics of Land Market in Hungary at the Time of

EU Accession“ AGRIC. ECON. – CZECH, 53, (4): pp. 161 – 166.
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Land Market in Poland

In Poland, state didn’t get the intervention in the first period of transformation. Land
market was completely liberalized. Each Polish citizens could become the owner of lands.
There was not any limitations of area of buying lands, or buying person (with the exception of
foreigner).
This leads to many disadvantageous occurences:
-

excessive concentration of land

-

crumbling of parcels

-

the speculation on land market

-

leading farms by persons without qualification

The Government undertake intervention in order to oppose these negative occurrences, and
also in the connection with necessity of adjusting the norms into EU law.
Agricultural Property Agency (APA) is the institution, which leads the intervention on land
market.
The land market in Poland is characterized by two markets: first is represented by
natural and juristic persons and the second is represented by APA. This offers land in the state
ownership for sale with better conditions of sale.
The new norms were introduced in connection with integration processes from 16 July
2003. They make possible to intervene on land market in the direction of supporting family
farms and to oppose land concentration.
In order to this, two new instruments could be used: - the pre-emption rights (in the case of
selling contracts)
- the law of buying out - repurchase (in the case of the other contracts transferring properties
for example: donation, bringing possessions to the company)
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This kind of activity become fundamental novum in Polish agricultural politics but in EU that
kind of activity function from the end of the 60’s XX century.
In UE countrys the state’s intervention on land market is directed into:
-

opposing to concentration

-

opposing division of farms

-

controlling persons leading farms

Among instruments which are using to these some can be mentioned:
- the law of pre-emption right
- state’s repurchasing
- neighbor’s pre-emption rights
- the administration’s control of buying land
- limitation of land divisions 1

Market situation
The agricultural land is equal 16,9 million hectares (ha). Arable land composes
a majority share (77%) of that land. Good and very good soils accounted for 26 % of arable
land, average 40 % whereas the share of poor and very weak soils is 34%.
Sale of land
By nearly 2 million private, family farms, the major part (88%) of total agricultural
land in Poland is used. The average total area of private farm is 8.3 ha. It includes 7.4 ha of
agricultural land. Since 1990 the decrease in a number of farms has accelerated with tendency
towards their “polarisation”. It was reflected in the growing share of farms with smallest area
group (1.01-1.99 ha) and the largest one (15 ha and more). The increase in the share of larger
farms has been explained by lack of limitation in land turnover (up to the middle of 2003).
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Liquidation of job places in non-agricultural sectors of national economy was a factor creating
small farms through fragmentation of bigger ones. 2
Lease of land
In comparison to the “old” EU countries the scope of “farmer to farmer” land leasing in
Poland is insignificant. Individual farmers usually lease small pieces of land (3 ha on the
average) on the basis of short-term contracts (3-5 years). According to the investigations held
by Research Institute for Agriculture and Food Economy, the payment of land tax (or
neighbour’s aid) is the basis for a half of those contracts. About 2% of farmers operated
exclusively on leased land and 14% on own and partly leased property.

Situation on the State Market
Sale of land
After II WW the state sector occupied about 25% of agricultural land. The parliament
adopted on October 19, 1991 the Act on Management of Agricultural Property of the State
Treasury. The Act entrusted restructuring and privatisation of state agriculture to Agricultural
Property Agency of the State Treasury (presently named Agricultural Property Agency –
APA). The property entrusted to the Agency forms Agricultural Property Stock of the State
Treasury (hereinafter called APS). Almost 80% of APS land comes from liquidated state
farms. Since the beginning of APA activity up the end of 2004 APA sold 1479 thousand ha of
land. The most important factor deciding about the prices of APS land is its location and
quality of soil. The prices of state land were relatively stable over years and always lower than
prices on private market. 2
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Lease of land
A convenient method of the state land use has become the lease. APA leased 2311
thousand ha of land at the end of 2004. Land is the object of lease with planted perennials as
other inseparable components of the property. The leaseholder is obliged to buy existing
working assets and movable such as: machines, livestock, inventories, production in progress.
In cash or cash equivalent of wheat value can be expressed the annual leasehold rent. The rent
determined in cash is subject of valorisation on the basis of indexes reflecting the changes in
purchasing prices of basic agricultural products.
APA leases the property following public open tenders or arranges restricted tenders
for specific groups of bidders such as farmers, members of liquidated land co-operatives,
former workers of state farms repatriates and persons participating in APA settlement
program. With the option of prolongation for longer period (maximum up to 30 years), the
standard lease contract is concluded for 10 years. The initial leasehold rent is determined by
the quality of soil, its location and regional demand for agricultural land. The land of class VI
(the lowest quality) is exempted from leasehold rent. The leaseholder can apply for extension
of lease contract for further period on new terms agreed with APA (without tender).
It can be expected that further transformation of agricultural system in the country will
be characterised by collapse of small farms accompanied by the growth of average size of
farms. That had always been the case of countries joining the EU. Prices of agricultural land,
after accession to EU, have increased. But it is not expected that Poland would be able to
repeat the growth of prices in some western countries (eg. Ireland). The prices of agricultural
land can achieve the European level in longer period of time when Polish agriculture will
have been fully included into CAP financial mechanism.
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The graph 1 shows us the amount of agricultural land in Poland by regions. The highest
amount of land is in the region Mazowieckie, on the second place is the region Wielkopolskie,
it is followed by the region Lódzkie.

Source:
1

Sadowski, A. Intervention on land maraket in Poland.

2

Zadura, A. (2005) „Agricultural land markets in Poland – prospets and challenges Workshop

on the Development of Land Markets and Related Institutions in Central and Eastern
European Countries, Nitra. Slovakia.
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Land Market in Slovakia

The agricultural land market in Slovakia has noted an increased dynamics recently.
Such situation was a result of entering big foreign investors, particularly car factories. They
had bought agricultural land for construction purposes. It resulted in the raised prices of plots.
Agricultural land prices sold for the further agricultural use are markedly lower from the
national point of view than in the EU-15. Such prices are also the third lowest ones within the
new member countries of the EU.
Since the year 2000, monitoring of the agricultural land market in Slovakia by the
Research Institute of Agricultural and Food Economics (RIAFE) shows that the interest in the
purchase and sale of agricultural plots has increased, including plots for further agricultural
use1. The greatest number of the sold land represents plots up to 1 ha, serving mainly as
building plots, plots for recreational purposes or as gardens. In each region of the Slovak
Republic demand for the purchase of agricultural land is different. The plots with industrial
construction possibility closely connected to the buildingup of the adequate infrastructure and
the dwelling construction are sold most often. Demand for land is the highest near the intra village of towns and villages which is also marked with the most important growth of prices.
The significant advancement of the land market was recorded also in the regions with a
possibility of tourism development. The prices are still growing there recently. The purchase
of land forfurther agricultural use forms the lowest number of transactions. This is connected
especially with a lower profitability of agricultural production and capital undersized of the
entrepreneurial subjects on the ground. That is the main reason of the lower demand for
buying land. 2
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There is a necessity to develop the land market in Slovakia after the accession to the EU. The
achievement of the following conditions is necessary: settlement of estates in lands and
unification of the law of real property in the areas of ownership, change of the land type,
utilization, soil conservation, land use planning and building multiple-function agriculture
with the legislation of the market economy countries as well as its harmonization with the EU
legal regulations. It is also necessary to develop an official network to follow transactions on
the landmarket,a regular update of data and their evaluation. 3
Most of the land is in the private ownership and many people rent their lands.
The biggest problem of the land market is the crushed land and the ownership. Many people
own a small piece of land.
Foreigners can hire the land, but they do not buy it.
The land area of sold agricultural land by plots in the seleted regions in SR in 2008 is
represented by the table 8. The biggiest amount of agricultural land was sold in the region
Rimavská Sobota (6 550 250 m2), it is followed by Topoľčany (4 452 601 m2) and Nitra
(4 281 722 m2) The most sold land was the arable land and it was in Rimavská Sobota
(4 796 562 m2) too. It is followed by Topoľčany (4 452 601 m2) and Nitra (4 111 044 m2)
again. The same situation was with the vineyards, on the first place is Rimavská Sobota
(84 691 m2), than Nitra (31 856 m2) and it is followed by Trnava (25 048 m2). The most
orchards were sold in Topoľčany (46 671 m2), Nitra (24 000 m2), Dunajská Streda (12 664
m2). Permanent grasslands were the most sold land area in Košice – okolie (2 095 040 m2),
Rimavská Sobota (1 666 185 m2), Michalovce (464 038 m2).
The total amount of sold agricultural land was 30 991 652 m,2, the amount of arable land was
25 087 541 m2, vineyars were 148 582 m2, orchards were 97 932 m2 and permanent grasslands
were 5 657 602 m2.
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The market prices of land according to the sold land in 2008 is represented by the table 8. The
highest average price was in the category above 100 to 1000 with 491,82 Sk/m2, it is followed
by category from 0 to 100 with the average price 376,22 Sk/m2. On the third place is the
category to 1ha with the price 175,06 Sk/m2.

Sources:
1

Buday Š. (2004): Rozvoj trhu s pôdou v podmienkach prípravy Slovenska na vstup do

Európskej únie. (Development of land market under conditions of preparing Slovakia for
accession into the European Union.) [Final report.] VÚEPP, Bratislava.
2

Buday, Š. (2007) „Agricultural land market in Slovakia“ AGRIC. ECON. – CZECH, 53, (4):

pp 146 – 153.
3

Buday, Š. (2005) „Development trends in land market prices in Slovakia“ AGRIC. ECON. –

CZECH, 51 (5): pp. 207 – 211.
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Conclusion

Czech Republic
The purchase and the sale of agricultural land markedly increased in the Czech
Republic during the last three years. Expectancies of the land owners about the price
increasing underflowed after the EU enlargement. The prices of the lands stagnated resp.
slightly decreased. Market prices of agricultural land are lower than the official prices. On the
other hand, there are agricultural lands, which are not used for the agricultural purpose and its
market prices are higer than the official prices set by office. Land sale for the foreigners is on
the low level. The land prices are influenced by the location, bigness, purpose of utilization.

Hungary
There is the higher demand for the land with higher quality, advantageous location and
bigger size. On the other hand, supply of the land with the lowest quality, nonattractive
location exceeds the demand. The landowners can be only natural persons and jurisitc person
can hire the land. The land can be hired for ten years and later the period can be extend. The
juristic person can hire 2 500 ha of the land, it is the maximum. Natural persons can own 300
ha of land and can hire 300 ha farm land per person. Foreigners can not buy any farm land,
but they can hire – 300 ha. It is a maximum.

Poland
During the transitional period, sales to foreigners are subjected to a specific procedure
whereby special permission needs to be granted by the Ministry of Interior and
Administration and the Ministry of Agriculture and Rural Development (Act of 24 March
1920 on the acquisition of real estate by foreigners, Art. 1). Even then, the Agricultural
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Property Agency has a pre-emptive right to purchase the land that is offered for such a
transaction (Act of formation of the agricultural system, Art. 3).
Nevertheless, there are some exceptions for which permission from the Ministry of Interior
and administration and the Ministry of Agriculture and Rural Development are not needed.

Slovakia
After the accession to the EU, there is a necessity to develop the land market in
Slovakia. The achievement of thefollowing conditions is necessary: settlement of estates in
lands and unification of the law of real property in the areas of ownership, utilization, change
of the land type, soil conservation, land use planning and building multiple-function agriculture with the legislation of the market economy countries as well as its harmonization with the
EU legal regulations. It is also necessary to develop an official network to follow transactions
on the landmarket,a regular update of data and their evaluation.
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Graph 1: Agricultural land in thousands ha
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Table 1: Sold land in the state ownership and its price
Unit

2006

2007

2008

2009 1

area

Ha

60 977

53 245

48 007

44 590

Price

Kč/m2

4,48

4,79

5,15

5,16

Total

1

Forecast according to the data from the 1st half of the year 2009

Source: PF ČR
Prepared by: J. Němec

Table 2: Purchase of the land within the program „Land“ (program "Puda“)
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Unit

2007

2008

2009 1

area

Ha

9 338

14 069

15 670

Price

Kč/m2

5,74

4,57

4,05

Total

1

Forecast according to the data frrom the 1st half of the year 2009

Source: PGRLF
Prepared by: J. Němec

Table 3: Market prices development of the agricultural land according to the size of the sold
plots
Area

2003

to 1 ha
1 -5 ha

2005

2006

2007

116,68 104,24

95,77

147,07

159,49

13,23

13,63

10,76

20,47

21,56

Above 5 ha 3,57

3,75

3,71

3,61

3,59

Total

19,59

18,89

26,99

24,58

23,9

2004

Source: Survay data VÚZE
Prepared by: J. Kučera (VÚZE)
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Table 4. Market prices of agricultural land sold from the Land Fund according to the size of
the sold plots in the selected regions of the Czech Republic in CZK/m2 (2000–2005)
Period

Land area in ha

Average
0.50

- 1.0

by 0.10 0.10 – 0.25 0.25-0.50 1.0

2.0

2001

2.85

2002

38.35

2003

-

5.0
2.0 - 5.0 10.0

-

MP
over 10.0 CZK/m2

2000
3.85

3.30

7.00

5.36

11.0

11.0

8.25

4.64

3.17

2.60

2.26

2:77

39.00

15.88

7.47

4.80

4.46

4.05

2.22

2.11

2.74

2004

25.27

12.06

5.89

4.16

2.94

3.58

3.38

3.60

3.71

2005

23.46

7.10

6.37

3.77

3.62

3.66

3.92

4.32

4.24

27.29

10.71

6.65

4.29

3.52

3.64

3.22

3.25

3.54

2000 –
2005

Prepared by: J. Němec, J. Kučera

Table 5: Average market price of the sold agricultural land in the Czech Republic (1993 –
2005)
20011993

1994

1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2005

(CZK/m2) 13.5

16.47

19.60 18.26 28.01 31.84 25.42 27.12 34.85 21.24 23.90 19.59 18.43 22.89

Price

Average in 1st half of 2005
Source: Selected research of the VÚZE, 2006
Prepared by: J. Němec, J. Kučera
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Table 6: Land prices by areas, 2010
Price

(1000

Title

Ft/ha)

Price (EUR/ha)

West Danube

450 – 700

121 432 – 188 895

South Danube

400 – 500

107 940 – 134 925

(surroundings)

500 - 2 000

134 925 – 539 700

Great Plan

400 – 600

107 940 – 161 910

North Hungary

400 – 450

107 940 – 121 432

Budapest

Exchange rate: 269, 85 Ft/EUR (4. january 2010)
Source: http://www.foldbroker.hu
Table 7: Acreage of the sold agricultural land according to the kind of plot in selected districts
in 2008
Region

Land area in m2
Agricultural land Arable land Vineyards Orchards Permanent Grasslands

Dunajská
Streda

2 876 623

2 558 756

6 185

12 664

299 018

Trnava

3 201 836

3 114 199

25 048

5 550

57 039

Nitra

4 281 722

4 111 044

31 856

24 000

114 822

Topoľčany

4 574 058

4 452 601

802

46 671

73 984

Mikuláš

1 451 094

1 070 208

Žilina

1 568 800

1 330 935

Liptovský
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380 886
1 557

236 308

Banská
Bystrica

57 835

9 697

48 138

Sobota

6 550 250

4 796 562

Prešov

849 953

726 145

123 808

Svidník

157 423

59 087

98 336

Rimavská
84 691

Košice – okolie 3 703 924

1 604 206

Michalovce

1 718 139

1 254 101

Total

30 991 657

25 087 541 148 582

2 812

4678

97 932

Table 8: Average market price of plots per years 2008
Size of the land in m2
Above

To

Price SK

Average price SK/m2

0

100

16 513 935

376,22

100

1000

806 627 336

491,82

1000

2500

424 540 421

168,56

2500

5000

334 298 027

106,38

5000

10000

361 520 384

96,23

1 943 500 102 175,06

10000

20000

577 397 741

123,02

20000

50000

391 706 952

75,03

50000

100000 164 035 005

67,57

100000

*

25,39

191 643 608

873

2 095 040
464 038

Source: VÚGK, Prepared by: Š. Buday

to 1 ha

1 666 185

5 657 602

above 1 ha

1 324 783 305 66,61

Sum

3 268 283 407 105,46

Source:
VÚGK
Prepared by: Š Buday
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Analysis of competitiveness of the Hungarian wines after joining
the European Union

N. Bozsik1
1

Károly Róbert College, Gyöngyös, Hungary

Abstract
Hungary became the member of the European Union six years ago. In this study I focus on
the competitiveness of Hungarian wines on the market of European Union. The Hungarian
domestic grape and wine industry are in crucial position. The international commercial
conditions have changed; just as the consumers’ demand. I tried to evaluate the external
competitiveness of the Hungarian wines on the internal market of European Union. I used
different methods to do it, such as: price competitiveness, quality competitiveness and CMS
model. I stated the competitiveness of wine categories on the basis of different methods.
Finally, I made suggestions to improve the position of the branch.

Key words: competitiveness, European Union, price, wine
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Introduction
The accession negotiations between Hungary and the European Union were finished on the
12-13th of December 2002. Decision has been made about when, with whom and under what
circumstances Hungary is going to join the EU. Hungary with nine other nations became a
member state with full powers on the 1st of May, 2004. This event has significant
consequences on the entire Hungarian agriculture, providing a new competition era in many
aspects.
It is an often arising question concerning the accession, what is the effect of this new trading
environment on different national producers, people involved in processing and trading as
well as consumers. This change has different effects on stakeholders of different sectors,
which explains the increasing call for detailed and complex analysis of different sectors and
products, with special regard to profitability and competitiveness. (Bozsik N. 2004)
In this study I focus on the trade of wine between Hungary and the European Union, paying
special attention to competitiveness. The subject in question has a long time history. Wine has
taken a unique place in the history of Hungarian international trade, since the 14th century,
during the reign of Károly Róbert it became the major exported good providing important
revenue. This traditional role has not changed much in the last seven centuries. The sector –
with some smaller-bigger ups-and-downs – was able to reach excess export over the import,
resulting positive results in the last decades.
The change of regime has created a new situation for the export of Hungarian wines. After
1990 – losing the traditional ‘eastern’ trading partners – Hungary tried to orient itself to the
western market. However it was not easy as the quantity-based view of that time had to be
changed for a quality-based one. The international trade of the sector could and can still be
characterized as active. The annual price income is 65-100 million Euros. The sector can
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make a payment of more than 12 billion Fts to the budget (mostly given by the 25% VAT).
The increasing competition however comes together with growing challenges, especially with
the importers of the ‘third countries’. (Bozsik N. 2005)
The stormy years after the change of regime have created a significant rearrangement in
almost all the fields of the domestic grapes and wine industry. The international commercial
conditions have changed; just as the consumers’ demand. The markets give grounds for the
observation of this topic with special emphasis on the characteristics of trading practices and
competitiveness. From a commercial point of view by joining the EU and accepting its
Common Agricultural Policy a new situation has been created, as since 1 May, 2004 about
80% of our wine products has got into the intra commercial-stream of the EU. On the other
hand the new common customs and quotas also influence the changes in our foreign trade.
This “rearrangement” of the trading environment causes great excitement among the
participants of this sector being directly or indirectly influenced by it.

Goals
I have aimed several goals in this paper:
-

I would like to study and evaluate the wine trade between Hungary and the European
Union by analysing the structure of the export and import. Special attention is drawn to
the changes of stability and the dynamic aspects of export and import.

-

In the international integration literature during the 90’s increasing number of researches
have been focusing studying the adaptation of integration. Joining to the single market
changes the international relationships for sure. This raises the question what adaptation
price has to be paid or does it create new trading relationships or divert from existing
ones, with special regard to the certain case when the integration of other new EU member
states are potential trading partners of Hungary. Using these methods can help to identify
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the character of trade between Hungary and the European Union at the wine market, and
find conclusions whether the accession results in significant costs and/or reorganization.
This kind of identification of trade is also important from the prospective of
competitiveness.
-

While working on this study I intended to find out how competitive the Hungarian wines
are at the market of the European Union according to their prices. Two further issues have
also risen for observation: (1) How much determining is the difference in prices among
the highly-processed products (e.g. wine) in their competitiveness at the potential market,
and (2) whether the price benefit has remarkable importance in the case of special
products (wine) or the explanation for the variations in demand can be found in other
factors. As besides the formation of the prices, the quantity of the sold products is not less
important. I have tried to link and evaluate together the so-called “quality
competitiveness”.

-

Using the CMS model I evaluate the changes of different factors on the performance of
wine export. Notably, how can the change of the export of Hungarian wines to the EU
market be divided into different components: due to general market changes, structural
changes and the competitiveness effect which is often time interpreted as residue term.

-

It is also aimed to compare results of different methods. The question here is, whether one
can come to a conclusion or make statements based on results of different methods, which
help to get a clear view about the competitiveness of the different wine categories.

-

Finally I would like to make recommendations about further steps needed – based on
conclusion of the research – in order to increase the competitiveness of Hungarian wines
at the “international” market.
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Material and methods
The European Union also means customs union, which besides accepting the common
external customs ensures the free flow of products and services at the internal market.
The institutional background is the result of the foundation of the Custom Integration Council
signed in 1950 and came to force in 1952: “Agreement on the nomenclature of classification
of goods”. The task of the actual World Institute of Custom Affairs still contains the
delivering of the antecedents of the nomenclature and the composition of the
recommendations for a common understanding.

The 2658/87/EGK regulation about the custom- and statistical nomenclature, and the Single
Custom Tariff was announced on the 23rd of July 1987 and came into force in 1988 (BENCS,
2003).

The Council of the European Community recognized this regulation with regard to the
followings:
-

The basis of the European Economic Community is a custom union, which includes the
use of a common custom tariff.

-

The foundation of a Pooled Nomenclature (PN) is needed with the purpose of collecting
and exchanging trading, custom and statistical data at Community level.

-

Since the Community has signed the Harmonized System (HS) agreement, so the
Community’s Nomenclature should be based on that.

The Community’s Nomenclature contains the following:
-

HS-nomenclature
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-

Subcategories (PN sub numbers) belonging to HS

-

Introductory dispositions

-

Additional dispositions.

From 1 January 1996 - based on the Harmonized System (HS) - Hungary has also introduced
the Pooled Nomenclature (PN), which established a database suitable to deliver more detailed
comparison studies which in addition is compatible to the analogous EU database. The
international datasets of the investigations are based on the COMEXT database published by
the European Commission. This contains data on the traded goods at ten-unit level. For
comparison studies currently COMEXT is the most detailed database available, with data on
trade inside as well as outside the EU. The database has figures based on quantities as well as
values. The advantage of the dataset – beyond its detailed level – is that data are available not
only at the country level but also for groups of nations (such as EU 27, NAFTA) or
combination of groups and a nation. The aggregation is not only possible for countries but for
group of goods as well (this is how I could create wine categories based on quality, colour and
package). The COMEXT system can use a quantity filter, by setting the minimum quantity
above which data should be included. Problem solving and finding related conclusions were
needed during the applied research for the purpose of the analysis and synthesis.
The study is secondary in its kind, which beyond the literature review provides new findings
based on documented and published database. The data collection was followed by sorting
and personal assessment. In particular, the following methods were used:
-

Literature review, which includes national and international sources. Beyond the detailed
presentation of the topic the applied methodology is described, with special regard to
nature of international trade and marketability.
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-

Document analysis, which introduces the legal environment of the Hungarian and EU
wine market. The GATT and WTO agreements are also documented, which includes the
regulation related to trading.

One method for the evaluation of marketability is to evaluate on the basis of prices. The price
marketability of a country or firm indicates its ability to offer its products for sale at a lower
price than other competitors. The quotient of the price and the amount (usually given in
kilograms or tons) of the realized products to foreign countries is used as a measurement unit.
The difference between the prices offered by certain countries or group of countries is often
used as a unit for the evaluation of marketability. Although many counter-arguments are
drawn about the comparison of prices according to the relevant literature, the method is still
widely used. The main counter-argument is that the unit cannot reveal the differences in
quality. During the evaluation of he price-marketability the quality factors can only be taken
into consideration to a limited extent, especially in the case of differentiated products. The
growth of the flat price of any products accompanied by the growth of its quality cannot be
treated as the deterioration of the marketability. Even, in certain cases (for taxation reasons)
over or under-pricing can occur.

The more processed a product is, the more important the role of the human resource, the
technology, the innovation, the strategy, the quality of the inputs, the marketing etc. is in its
marketability. The question is how much is the expanse content behind the prices. In most of
the developed countries highly qualified human resources and capital- and knowledge-based
technologies are employed in the sector of the processing of agricultural products. In such
sectors one of the most important strategies is the differentiation of products (eg in the case of
wine), and the production costs are not that notable from a commercial point of view, than in
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the case of undifferentiated, primary products. The production costs less depend on natural
endowments, the role of size-profitability and the cost of research-development and marketing
is more important.

The growth in the commerce of the highly-processed products, and their gradually growing
share from the whole agricultural commerce result in the fact that cost of transportation by
itself is less and less determining. It is not easy however to compare data. In spite of the
homogeneous market (eg in the European Union), prices show a heterogeneous picture, even
the dispersion is quite significant. The EU COMEXT database provided the database of the
analysis in which we could differentiate in quality, package and colour according to customs
tariff numbers, and then we could carry out the analysis. For the analyses of the price
tendencies it is worth converting the HUF prices into USD or Euro to partly eliminate the
inflation components. Thus the over and under-valuation of the HUF also gets into the
analyses which can distort the real comparison. But this mistake still seems to be smaller than
the HUF price including 5-15 per cent of yearly inflation.

Comparing prices is one of the most often used methods to measure international
competitiveness. While using this I evaluate the commerce with the item of values of export
and import. During the evaluation I used Euro as currency. It was not only a personal
decision, but all the data in COMEXT database are given in Euro. I find it important to
compare our prices with those of the competing importers and the average prices of the
leading countries (Italy, Spain and France) of intracommerce. The later one is important
because 70% of the total commerce is given by intra wine-trade (EU-25). I have evaluated the
so-called quality competitiveness as the combination of the changes of export price and the
changes market share. I tended to find out how determining the price benefit can in getting
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into the market. I have evaluated the position of Hungarian wines in the EU by analyzing the
relative export change and the changes of relative market shares together. I have put the wine
categories into a competitiveness matrix, the quality competitiveness of the wines in different
quadrants can be easily evaluated.

To specify the background reasons for export change there is a well-known and often-used
method of CMS (constant market share analyses), I have used it to specify the different
components of export change and to differentiate between competitiveness effects, market
increase and structural effects. This way it can be easily detected whether the reason for the
changes in export can be found in competitiveness or exogen reasons.

For my thesis I have used the my results published in the project titled “The new standpoints
of using the production factors” NKFP-2001-4-32/OM-00158/2001. which was part of the 3.
sub-program titled “The structural and environmental components of the international
competitiveness of the Hungarian agriculture.”

Results
In earlier studies the international competitiveness of wine is analyzed in a quite aggregated
way by quantitatively evaluating the competitiveness of the Hungarian wine’s foreign trade.
In my scientific studies - exceeding the earlier ones- I tried to do my analyzes using such
categories which make it possible to draw conclusions in a practical way. My categorization is
based on colour, package and quality, according to these eight categories serve as the base of
the analyses. The Hungarian-EU wine trade can be characterized as one-directional trade,
which obviously determines that wine production basically has a complementary rather than
competitive nature, thus the accession did not lead to the deepening of competition. My
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results of price competitiveness are the next: The price position of bottled wine both in
Hungary and Europe is quite differentiated. In this category quality white wines are sold at the
most favorable prices at the market of the EU. They are followed by the red quality ones.
Table wines – without considering their colour and packaging – are sold at the price of 0,44
and 0,56 Euro/l. In the category of barreled wines the prices of red wines are higher than
white ones. It is recognizable that during the time of the analyses prices seemed to be stable in
all categories. The exact values are shown in the first table.
table. 1.
Average prices of the export wines of Hungary on the market of EU (euro/l)
wine categoies

2003

2004

2005

2006

2007

2008

White quality bottled

1,45

1, 65

1, 62

1, 26

1, 52

1, 51

White table, regional bottled

0,45

0, 36

0, 60

0, 38

0, 50

0, 44

Red quality bottled

1,12

1, 23

1, 03

0, 97

0, 92

0, 91

Red table, regional bottled

0,56

0, 56

0, 52

0, 50

0, 51

0, 51

White quality barreled

1,35

1, 73

1, 61

1, 78

1, 51

1, 94

White table, regional barreled

0,58

0, 72

0, 58

0, 46

0, 56

0, 49

Red quality

1,02
1, 32

1, 04

1, 02

0, 87

0, 80

0, 73

0, 70

0, 58

0, 72

0, 73

Barreled
Red table, regional barreled

0,68

Source: own and Á. Farkas calculation
Analyzing the import it is apparent that the prices of white and red wines in the category of
quality bottled ones are totally different from each other, the import price of quality wines
have been stable recently, but the prices of red quality wines show hectical movement. In case
of barreled wines the price of red categories is significantly lower than that of white wines.
That’s why because Hungary’s cheap red wine import from Italy is huge.
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table 2.
Average prices of the import wines of Hungary on the market of EU (euro/l)
Borkategória

2003

2004

2005

2006

2007

2008

White quality bottled

2,8

3, 2

2, 4

2, 1

2, 5

3, 1

White table, regional bottled

0,4

0*

0*

0, 3

0*

0, 4

Red quality bottled

1,6

2, 8

1, 0

0, 9

1, 1

1, 1

Red table, regional bottled

0,34

0*

0, 8

0, 5

0, 6

0, 5

White quality barreled

2,9

3, 8

1, 5

1, 4

1, 3

1, 3

White table, regional barreled

1,2

1, 6

0*

0, 3

0, 3

0, 3

Red quality

1,3
1, 6

1, 0

1, 0

1, 1

1, 0

0, 6

0, 5

0, 4

0, 3

0, 3

Barreled
Red table, regional barreled

0,3

Source: own and Á. Farkas calculation

The method of evaluation of price marketability is to compare our export prices with the
target market’s intra-commercial prices. If we compare the prices of bottled wines with the
intra-commercial prices of the EU, we can observe that the price of Hungarian white quality
bottled wines are higher, than the price of great producers except France. In case of other
bottled categories we are on the price level of Spain. In case of barreled wines we have
advantage ( It means the lower price.) in: white table, regional and red table wines. My
evaluation based on the data of 2003 and of 2008 years. The results can be seen in the table 3.
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table 3.
Average wine prices of Hungary and of the most important producers in the EU
Average wine prices in 2003 and in 2008 on the market of EU (euro/l)
France

Italy

Spain

Hungary

Intra EU

wine categories
2003 2008 2003 2008 2003 2008 2003 2008 2003 2008
White quality
3,15

5,21

2,16

2,11

1,84

2,19

4,51

4,51

2,36

3,07

1,54

4,2

1,22

0,54

0,49

0,39

0,66

0,44

1,23

1,85

2,6

1,74

1,83

1,62

1,22

0,73

1,40

0,92

1,68

1,58

0,56

0,9

0,45

0,39

0,35

0,34

0,57

0,51

0,42

0,37

3,44

4,27

2,78

2,86

3,05

2,78

2,70

1,94

3,35

3,64

0,84

1,44

0,58

1,05

0,65

0,5

0,68

0,49

0,65

1,02

1,87

1,59

1,78

1,74

1,20

0,73

1,37

0,98

1,82

1,55

0,48

0,76

0,44

0,39

0,45

0,43

0,82

0,73

0,47

0,52

bottled
White table,
regional bottled
Red quality bottled
Red table, regional
bottled
White quality
barreled
White table,
regional barreled
Red quality
Barreled
Red table, regional
barreled
Source: own and Á. Farkas calculation
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While analyzing the formation of quality competitiveness I declared that only white, quality
bottled wines are marketable. Most of the wine categories are neither competitive according
to their price. If we cannot change the price position or quality, the international
competitiveness will turn to be unfavorable in long term as well.

In the literature of economics the so-called quality marketability is defined as the combination
of the relative price change and the relative market share changes. The essence of the method
is shown in the table.

table 4.
Marketability matrix
Market share change
Relative export change

Unmarketable export
(decreasing

export-market (increasing

share)
Increasing

relative

Marketable export
export-market

share

export Price unmarketable

Quality marketable price

price
Decreasing relative export Quality
price

unmarketable Marketable products

products

Source: own construction

The table puts the products and the groups of products into the coordinates of market share
and export change. Obviously the so-called quality marketable products are in the upper right
quadrant, which could increase the export in spite of increasing export price. The marketable
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products are in the bottom right quadrant, they could increase their export by relatively
decreasing export price.

Putting the export of our wines into a marketability matrix is shown in figure 1. I have
compared the average of 2003-2005 to the average of 2006-2008 during the relative export
change and the relative market share change. According to the results of the comparison the
following can be pointed out.

figure 1.

RELATIVE EXPORT PRICE
CHANGE

Marketability matrix of Hungarian Wines

25
D

20

B

15
F 10

C

5
E

-100

A

-50

H

0
G-5 0

50

100

-10
RELATIVE EXPORT SHARE CHANGE

Source: own calculation based on COMEXT database

There is only one group of products n the upper right quadrant of the matrix. These are the
bottled quality white wines (h), which could increase their market share, while the export
price was also increasing compared to the base time-period.
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In most of the cases the group of products are in the upper left quarter. White table wines,
bottled regional wines (e) and all kinds of barreled wine-categories (b,c,d,f) belong here.
These products seem to be unmarketable, although their export prices are significantly lower
than that of the transporters.

It seems contradictory or rather economically irrational first. How is it possible that the
market share is decreasing if the export prices are also decreasing? The reason for this is that
in spite of the intra-market overproduction – and its consequence, the strong competition – the
determinant of the demand is the price profit. Even though brand is determining factor when
buying highly processed products (especially in the case of wines.

Unfortunately there are two groups of products in the bottom left quarter: red, bottled quality
(g) and table, regional (a) categories. But in the case of red quality bottled wines the market
share loss is minimal, so we can rather talk about stagnation.

Competitiveness of the Hungarian wines on the basis of CMS model
The basis presumption underlying the CMS model is that the share of a country in a market
should remain constant given the same level of competitiveness. Hence, any difference
between the actual change in exports of the particular ('focus') country and the sum of the
market competitors should be caused by a change in export composition or competitiveness.
In the traditional CMS models, there are only two effects to explain the changes in export
growth: the structural effect and the residual effect. The former describes the hypothetical
change in expected exports, while the latter is the difference between the actual and the
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expected change. One can derive these effects more formally. Market share is defined as
follows:
(1) S=q/Q,
where S is the particular country's share of the reference market, q is the particular
country's exports and Q is the exports of the reference. Manipulating equtation (1) yields:
q=SQ. Differentiating with respect to time one can obtain:
(2) ∆q=S∆Q+Q∆S
where A is the change in the variable over time. The first expression on the right hand side
is the structural effect and second is the residual effect. Equation (2) is valid only for an
infinitely short time period, If the CMS model is applied at discrete intervals, the equation
may be written in several ways utilising start and end of period variables. For example, some
authors used the following equation:
(3)∆q

=

S°∆Q

size of market

+

∑(Si0- S0)*Oi1
market composition

+ (q1 – Si0Oi1)

,

competitiveness

Export change = market size effect + structural effect + competitiveness effect

where superscript 0 describes the beginning and superscript 1 represents the end of the
discrete period; subscript i refers to a target country or product group.

The three structural components of the market share are calculated with this expression.
First, the size of market effect refers to the change in quantity of exports of the reference. If
this grows (falIs), then even with a constant market share S°, a given country's exports will
increase (decrease) in quantity by S°AQ. Second, the market composition effect measures a
particular country's differential export share in an individual product group or target country
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compared to its overall market share in exports to the reference (sum of target countries or
product groups) in the base period. The focus country's exports will rise (decline) if they are
concentrated in those target countries or product groups for which total exports, Qi1 have
increased faster (slower) than for the reference as a whole. Third, the competitive effect
identifies the difference between a particular country's exports in the subsequent period and
the level of exports that would have been if the country had maintained its base period market
share in each of the target countries or product groups. Thus, the competitive effect is the
residual. (Fertő 2004)

The first two factors are exogenous, thus can not be susceptible, but the third one (the
competitiveness effect) is endogenous, so it can be susceptible by proper branch policy.
Applying the CMS method there are important points of view, that the analysis refers to:

- total export or only to the part of it ,
- we compare to the total income of the importer country or only to the part of it,
- what countries we choose,
- how aggregated the group of products and
- what period we choose.

The formal decomposititon of export change
In the next I will show the disintegration of export change into three components. The change
is signed by ∆:
∆X i = ∑∆xij = ∑xij (∆M / M) + ∑xij [(∆M j / M j ) − (∆M / M)] + ∑xij [(∆xij / xij ) − (∆M j / M j )]
ij

ij

ij

ij
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where: the i is the country, the j is the group of products, the x is the export, M is the external
demand, namely the import. The Xij signs the export of group of products of country, Mj
signs the total import of j of group of products. The first member of the formula is:

∑x

ij

(∆M / M )

ij

shows us the general market size effect (namely the change of size of target market), the
second member:

∑x

ij

[(∆M j / M j ) − (∆M / M )]

ij

gives the ,,structural effectt”, namely the market composititon effect, finally the third member
(,,residual”):

∑x

ij

[(∆xij / x ij ) − (∆M j / M j )]

ij

means the competitiveness effect. (Oblath- Pénzes 2004)

Applying the CMS method I evaluated the competitiveness of Hungarian wines in EU relation
during the term 2003-2008. My conclusions are the next:
Fortunately, the market enlargement is observable in all categories (in bottled and in barreled
wines as well). The structural effect has got positive and negative values as well. The problem
is the next: we can see positive values only in case of white quality bottled wines, in all other
categories we can see negative values. That’s a serious problem because only the
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competitiveness effect is influencable by policy, the others are given for the Hungarian
producers and policy-makers.
table 5.
Results of the CMS model in case of Hungarian wines
Market

Struktural
Competitiveness

Wine categories

enlargement

effect

Total
effect

White quality bottled

51758,3

-48687,1

1394276,4

1397347,6

2688716,8

10150001,4

-13421486,1

-582767,9

4460,5

-5661,7

-10098

-11299,2

1764286,7

3841741,2

-10191942,2

-4585914,3

92445,1

-78465,2

-440144,1

-426164,2

424111,6

402017

-2526311,7

-1700183,1

64075

196046,4

-577086,4

-316965

418530,2

297744,7

-732055,5

-15780,6

5508384,2

14754736,7

-26504847,6

-6241726,7

White table, regional
bottled
Red quality bottled
Red table, regional
bottled
White quality barreled
White table, regional
barreled
Red quality
Barreled
Red table, regional
barreled
Total

Source: own calculation on the COMEXT database
My results by CMS model evaluate quality white bottled wines competitive, while in the case
of other categories no positive competitive effect can be detected.
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The CMS model also shows the competitive advantage of Hungarian white, quality, bottled
wines in the EU. According to my opinion the competitiveness of wine categories can be
evaluated by using the last two method, as they use only domestic data for the evaluation and
they are independent from the target market performance.

Conclusions

1. My researches have justified that quality bottled white wines obviously marketable at the
EU market. It would be reasonable to form leading types and leading products
characteristic to certain regions. Though it is not an easy task from the point of view of the
prosperity of the branch it is inevitable.

2. It would be vital in certain regions to produce wine which is cannot be produced
anywhere else, or which is unique in certain ways such as: the production of biowine or
special products which could create significant additional value. Special quality wines
must be unique products. To achieve this certain wine must represents its region, the place
where it was produced in permanent volume every year.

3. It is reasonable to decrease the number of types and the growing of the well-tried types
during the planting. It has been proven by now the planting boom of the red types
(Cabernet Franc, Cabernet Sauvignon etc.) and other new types in the 1990’s did not meet
the expectations (nowadays it can be detected in both the buying up prices and the
quantity of the buying up demand.

4. Vertical coordination is a vitally important considering marketability and effectiveness
thus it has special significance on the agricultural sector after joining the EU. Grapes
production and the oncoming stages: the motivations and the reasons for the cooperative
integration the processing and selling are characteristic of the grapes and wine branch as
the atomized producers face the concentrated processing industry, and the high capital
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demand of wine production is a considerable risk factor. Different types of the cooperative
form work effectively in wine industry in the EU, which can be adopted in Hungary. One
is the cellar cooperative which members are the producers. Several factors justify this;
safe selling possibility, reaching favorable selling price, decreasing price changes, the
special marketing strategies used in the cooperation. Due to expertise suitable supply
concentration can be created both to the processing and trading partners, and the
individual risk of the producer can also be decreased. Besides the cellar cooperation
another kind of cooperation can be following the French example- the so-called SICA
(societe d’interet collectif agricole) ’common interest agricultural society’, which involves
non-producers as well. At their assemble agricultural credit-cooperation or cooperation
and individuals whose activity (trading) strengthen the aims of the SICA have the right to
vote.

5. It is inevitable to create the R+D (Research+Development) system which can develop the
whole branch: its creation and use could significantly increase the effectiveness of the
branch (collection and distribution of market information).

6. It would be important to establish state support – following Austrian example – besides
community supports. It would be justifiable to increase the rate of supports within price
income, for example: the possibility of using national sources to strengthen different types
of wines belonging to certain regions. It would be important to think over the possibility
of export-supports in the case of wine as well. The export-support system of the EU’s
agricultural policy strictly regulates the support of its products. The radical decrease of the
export-supports was a very important decision of the GATT Uruguay treaty, but the
financing of export and the question of export-credit were not on agenda. Due to this the
member states have strongly started to reorganize their resources into this direction. The
countries of the EU have been using this kind of source of support more and more widely.
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Export financing and ensuring export-credit can decrease enterprise risk and offer
financial security to keep up marketability at the market. The regulations are thus not only
export-stimulating, but also market-preserving and –creating at the foreign country.
Ensuring the export-credit is export-stimulating because different risks (exchange rate
risk) can get over and transformed into expense factor. Trading to dangerous markets and
large volume exports can be carried out, which would not be possible without insurance
security.
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Comparison of imputed patterns of selected methods for
calculating theexample of the commodity
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Abstract
The aim of the article is to monitor the method of the own expenses of the performance and
also the activity based costing method followed by comparison on the technical crop of the
sunflower. The calculation method of the own expenses of the performance is the most
frequent method used in agriculture, the Slovak Republic. It is necessary to mark down that
the agricultural companies do not focus on monitoring the manufacturing costs. The ABC
method enables us to specify the closer costs of the activity, which was carried out for
technical crop, and we can see objective assignment of the costs – the partial activities. The
upshot of the article is the identification process, actions and activities undertaken in the
technological process by actions.

Key Words: costing of production costs, activity-based costing, direct and indirect costs,
overhead costs
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Introduction:
Costing is needed to take as the source of information, which can help to the effective
business management, as well as to have better strategy in deciding in present competitive
conditions. The structure of costs has been considerably changing. The contribution of
overhead costs has been increasing because of the technologies improvement. Mechanization
has became the substitution of the manual work; new technologies has reached lower
materials costs, thus, in general, direct costs are decreasing and, vice versa - overhead costs
are increasing, therefore, the main emphasis is put on informing about the overhead costs. Just
Activity based costing method is a suitable method of calculating and monitoring the
overhead costs, as the part of overhead costs, which is not possible to specify straight forward
on the product unit, are assigned by the ABC method to the partial activities, which are being
led towards the final product.
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Material and Methods:
The article is focused on comparison of costing of production costs method that is used in
agricultural business of the monitored region, with method of the Activity based costing. The
main aim of ABC system is to achieve and closely identify the overhead costing. This
Activity based-costing can divide overhead costs according to the particular activities4.
The main subject of the costs calculating are the products acquired this calendar year, but the
number of costs is being found out for the economic year, eventually, for the time of
commodity cultivation. The costs for the economic year includes costs for commodity
cultivation which start with the stubble ploughed under the soil and finish with costs on yield
and costs on that gathering changing of commodity. The first particular goal of article is
monitoring, followed with evaluation and application of method of costing of production
costs on the technical commodity sunflower. Direct costs and manufacturing put on the
particular operations are considered as identifiable costs. We can call production costs, as
administrative overhead costs arranged for economic activities, and are considered to be the
unidentified costs. We can indicate them as nonproductive costs.
The Activity based-costing system enables to create flexible model of operation of farming
business. It receives important terms between particular elements, and thus can find out more
accurate information about needed resources in the entire. The model application should be
flexible enough to adapt outdoor and indoor changes and needs of entire2. Such changes are e.
g. changes at improvement of technology and technical processes, changes at quantity of
production, changes at types of production, changes at the way of obtaining the resources,
changes at legislation, etc.
The application of model process implementation of the Activity based-costing method is
illustrated by several authors. In my article, there are presented processes referred by founder
of this method, Robin Cooper and Robert Kaplan1, and also by process, which is
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recommended by Miroslav Tóth6.
The process recommended by Kaplan and Cooper consists of four steps:
1) identification of activities needed for production of outputs,
2) charts of costs of the entire sources of these activities,
3) identification of production outputs,
4) assigning of costs of activities to the outputs by costs drivers.
These four steps are expanded by Tóth6 and he suggests this process of implementation of
Activity based-costing system:
1) identification of activities,
2) specification of costs drivers for each principal activity,
3) establishment of costs´ centre (costs´ funds) for each principal activity,
4) finding out the reasons of costs increase on activity according to the products,
5) allocation of costs sources to the activities,
6) identification of outputs
7) allocation of costs activities to output
8) costing process in the ABC method
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Results:
The Volume-Based Costing system

on that technical commodity common sunflower in

period of years of 2005-2007 is shown in Chart 1. Volume Based costing system on that
commodity is designed by the following standard costing model for vegetal production. In the
second part of chart we can see how the common sunflower has been participating on the
result of operations of existing farming business.

The Volume-Based Costing system on the technical commodity common sunflower in
period of years of 2005-2007 ,Chart 1
Indicator

2005

2006

2007

purchase

474

218

159

manufactured

0

0

0

purchase

88

99

466

manufactured

0

0

0

Chemical resources

640

376

742

Other material

13

0

0

0

0

0

8

3

49

0

0

0

Depreciation of property

0

0

0

Others direct costs

257

324

260

Costs of subsidiary activities

932

398

799

Consumption

Directs costs in thousand Sk

Seed, Plant

Fertilizers

Other material

Other material
Labour costs, incomes of partners and
Lowers and
membership teams
awards from
Statement of accounts into other
consequent
departments
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Cut-down in costs at accounting returns

0

0

0

Direct costs in total

2412

1418

2475

Manufacturing

79

72

53

Administrative

55

42

42

2546

1532

2570

Quantity (t)

427

318

292

Account price 1 t (Sk)

6615

6000

6000

Price in total in thousand Sk

2825

1908

1752

For production

2546

1532

2570

On 1t production

5963

4818

8810

1157

1393

2763

3

7

4

Overhead costs in thousand Sk

Total costs in conjuction

Production

Product costs
On 1ha of floricultural sheet Sk.ha

-1

Farm out

Quantity (t)

427

318

292

products include

Decline in account price thousand Sk

2825

1908

1752

transmission

Receipts from sale thousand Sk

3409

2559

2697

quantity

Average price Sk.t-1

7984

8047

9236

Operating budget grants in thousand Sk

528

117

63

Other operating budget grants in thousand Sk

0

0

0

Economic result in housand Sk

1391

1144

190

1040
Economic result Sk.ha

-1

6323

2043
0

Resource: Internal resources of farming business and own calculating
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Scheme 1: Traditional Cost Systems Allocate Overhead Costs to Production Cost
Centers and Then to Products

Overhead
Cost
Center

Overhead
Cost
Center

Overhead
Cost
Center

1

2

3

Production
Cost Center

Production
Cost Center

2

3

Allocations

Production
Cost Center
1
Machine Hours

Directs Materials
Direct Labor

Products
Resource: COOPER, R., KAPLAN, R. S: Implementing Activity-Based Cost Management: Moving from
Analysis to Action. New Jersey: Institute of Management Accountants, Montavale 1993.1

However, the second goal of item is application of implementation Activity based – costing
method on commodity of common sunflowers. The first step needed to apply at the
implementation, is to familiarize with the internal environment of farming business, as well
as te conditions needed for the particular processes realization. Other substantial step is the

1

COOPER, R., KAPLAN, R. S: Implementing Activity-Based Cost Management: Moving from Analysis to
Action. New Jersey: Institute of Management Accountants, Montavale 1993
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accounting documentation, mainly the work of administration workers, the other
documentation kept at account work and resources necessary for application of
implementation. The experts, dealing with this method, are obligatory to know single
technical and technological procedures, and have to pass the evaluation to the gained sources
and experience. The person, who is making implementation of method, should consult his
steps with specialists of this field, as well as the area of documentation and data processing.
Concerning the particularity and difficulty of given problematic, we are, in this article
presenting only the first step - identification of the processes, activities, specification of the
resource centre.

The identification is made by the means of acquainting the farming

environment and kept documentation. For this reason, it is necessary to acquaint with detailed
evidence of organizational and managing structure of each farming business, according to the
agronomical processes of each commodity and mechanization, by means of which the
individual sectional activities are being performed.
The Identification of concrete sectional activities at production sunflower can be seen in Chart
2. The first step, which is needed to be done, is to deal with the top management of the firm.
This activity has the number 1, shown in Chart 2. The second part of the processes, which is
for supplying and storing several raw materials, and are needed for production of sunflower.
In the chart they are called purchase of raw materials and storage. The production of
sunflowers is the largest measuring part of sectional activities. We can call it the resource
centre. It starts with the stubble ploughed disk plough-harrow and ends with crushing of
corticated. These sectional activities are marked by numbers from 4 to 34. The next part is
created by changing after harvest of the crops, dehydration, cleaning and storage. The
activities are completed by the final part of the sale of common sunflower. The identificated
activities are being arranged into the procedural succession. These main processes can be
into the sub processes, as each activity also includes some sub activities, which affect the

904

quantity of costs of existing activities.

Scheme2: Activity-Based Cost Systems Trace Resource Expenses to Activities and Use
Activity Cost Drivers for Tracing Activity Costs to Objects

Resource
Expenses

Resource
Expenses

Resource
Expenses

1

2

3

Activity
1

Activity
2

Activity
M

Activity
Cost
Drivers

Direct Materials

Cost Objects:
Products, Services, and Customers

Direct Labor

Resource: COOPER, R., KAPLAN, R. S: Implementing Activity-Based Cost Management: Moving from
Analysis to Action. New Jersey: Institute of Management Accountants, Montavale 1993.
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Chart 2 : List of business processes
1. Determining customers needs
2. Preparing and delivering quotes
3. Interpreting orders from execution –schedule the mill
4. Acquiring necessary resources
5. Making the products
-

Manufacturing subprocesses 1

-

Manufacturing subprocesses 2

6. Delivering the products
7. Servicing the products
8. Obtaining administrative support – interplant and corporate sustaining
Resource: PETŘÍK, T.: Procesní a hodnotové řízení firem a organizací – nákladová technika a komplexní
manažerská metoda. ABC/ABM (Activity-based Costing/ Activity-based Management. Praha: Linde, 2007. 911 s.
ISBN 978-80-7201-648-8.5

The identification of sectional activities of ABC model of sunflower
Chart 3:
Process
Number

Name of the process

1

Top management

2

Raw material purchase

3

Storage

4

Stubble ploughed under disk plough – harrow

5

Rolling after the stubble plough
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6

Loading industrial fertilizers

7

Scattering the manure (without transport)
Additional fertilizing by industrial fertilizers ( amount till 0,3 t.ha-1 )

8
without transport
9

Loading manure

10

Transport of manure by commercial automobile

11

Scattering the manure (without transport)

12

Ploughing the manure under soil

13

Dragging and harrowing

14

Loading industrial fertilizers

15

Transport of industrial fertilizers by tractor motoring set
Additional fertilizing by industrial fertilizers ( amount till 0,3 t.ha-1 )

16
without transport
17

Transport of water to the area by spray tractor forwarding set

18

Area spraying ( amount till 400 l.ha-1 )

19

Soil preparation by tractor motoring set

20

Seeding exact seeder

21

Rolling after seeding

22

Transport of water to the area by spray tractor forwarding set

23

Area spraying ( amount till 400 l.ha-1 )

24

Transport of water to the area by spray tractor forwarding set

25

Area spraying ( amount till 400 l.ha-1 )

26

Transport of water to the area by spray tractor forwarding set

27

Area spraying ( amount till 400 l.ha-1 )
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28

Transport of water to the area by spray tractor forwarding set

29

Area spraying ( amount till 400 l.ha-1 )

30

Transport of water to the area by spray tractor forwarding set

31

Desiccation of copse by air

32

Yield sunflowers re-format combine harvest

33

Transport by truck ( volume materiality above 400 kg.m3 )

34

Crushing corticated

35

Harvest, dehydration

36

Storage

37

Sale

Resource: author
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Conclusion:
According to the particular type of production, it is important to notice, that monitoring of the
costs in farming is often complicated and is being led incorrectly. It is necessary to remark,
that farming businesses do not focus on monitoring the production costs. Overhead costs are
being monitored in agricultural business in maximum of four items: manufacturing,
supplying, administration and distribution. This general monitoring of costs allocates on
unfair character of the assignment to overhead costs, as well as to designation of incorrect
casting-off of overhead costs directed calculating unit.
For all this reasons we tried to solve the task of Activity based – costing method, that is able
to identify in accurate costs of items and mainly to quantify the overhead costs invested in the
technical commodity.

Activity based - costing system is, contrary to the contemporary

methods, oriented on monitoring the costs, according to the activities that are needed on the
production of technical commodity - common sunflower.
According to these facts, the level of costs is influence by activities of the farming business,
and thus it can provide the proofs about the effective and ineffective actions. Moreover, it can
indicate the activities which are needed to be removed or, contra wisely, to expand. It
concerns more precise model of costing costs, the product calculating costs originated this
activity.
The Activity base – costing method provides information to the top management in detail,
too, and thus supports to manage the entire and to know sectional activities, which are being
shared for the production.
However we have to remark on the lack of this method. First, and foremost, it is expensive
and complicated application for business. As the costing in agricultural firms are led on the
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base of know-how and not on the base of facts being in the firm, the second barrier at the
application of Activity based-costing method can be the lack of knowledge of bookkeeping
and managerial things in the area of costs. For this reason, I suggest, in order to managers and
workers, concentrated on the costing in the entries, to have sufficient knowledge about the
Activity based-costing method, about its implementation of separate steps which are the main
success at the business establishment.
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Abstract
International business has given a new horizon to the world with new prospects to achieve
high. International business is the transaction crossing national borders and hence provides
various challenges and opportunities to be faced. Challenges and opportunities facing the
international business vary with the social & economic scenarios of the countries involved in
cross border trade. The process of progress is entirely different with the developed, developing
and the under-developed countries. Cultural diversity (ethnicity), language, norms, rules and
regulations by the government and related organizations, government stability etc are the various
challenges faced by the business community around the globe. At the same as a coin has two
faces; in business we have opportunities to garland the business hub. The growth of foreign direct
investment, emergence of commercial banks, outsourcing, revitalization of private sector, tax
reforms, removal of exchange control and convertibility, infrastructure development etc pave
path to glorification of international business. The international business has become so
interdependent that if a small change in economy of one country can mark an impact on the
whole world business environment as we have seen in the past few years. So, international
business has become a major and vibrant component of present state of affairs, so as its study &
research.

913

Introduction:
The world has become a global market place, and all types of businesses are seeking to
expand their operations across national borders and into the world. Global trade is the exchange
of raw materials, goods and services across the geographical borders of countries across the
globe. International business is a combination of all commercial transactions either private or
government between two or more countries. For example- India exports 1000 pairs of shoes
@500 per pair to Japan, this transaction will be known as International business.

Exporting

India

Japan
Currency

Private firms undertake such transaction for profit and business expansion, but
governments may or may not do the same in their transactions viz., profit, subsidies or assistance.
The Transaction includes sales, investment and transportation. International business has been
growing rapidly in recent decades because of technological expansion; liberalization of
government policies on trade and resources movement, development of institutions needed to
support and facilitate international transactions and increased global competition. Because of
these factors, foreign countries increase a source of both production and sales for domestic
companies.

When buyers find foreign market cheaper to buy in and seller find them more profitable to
dispose of their products than the domestic market, then international marketing takes place. Thus
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a more effective use of world’s resources is made possible through international trade.
International trade is growing faster than world output and international investment is growing
much faster than the global trade. These are the clear indications of the growing
internationalization of business. But the conduct of international operations depends on
companies’ objectives and the means by which they choose to carry them out. The operations
affect and are affected by the national and competitive environment that are encountered.

Foreign trade got its first impetus from the industrial revolution in the late eighteenth and
early nineteenth century. Rapid development in transportation facilities resulted in a surge in
international trade in the twentieth century. Today, international trade has taken the form of
outsourcing and multinational companies (companies that have a presence in several countries).

The History of World Trade:

World trade was prevalent much before the formation of nation states. Some important
examples of ancient long distance trade are:

The Egyptians imported spices from Arabia and the ‘Land of Punt’ (present day Somalia).
The Ptolemaic dynasty, which ruled in Egypt from 305 BC to 30 BC, traded with India.
Arabian vessels were used to transport Indian goods to Aden.
Chinese goods made their way to India, Persia and Rome through the silk route.

From the eighteenth century, industrialization and colonization went hand in hand. The European
nations increased their political power through trade. They exploited trading opportunities in
eastern countries like India.
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Present Global Trade Scenario:

There was a dramatic rise in world trade volumes in the twentieth century. While in 1928,
world exports amounted to US$31.7 billion, this figure had risen to US$4,215,000.2 billion by
1994. Studies conducted by the UNCTAD in 1994 show that trade in commercial services rose
much faster than merchandise trade between 1970 and 1990.The G-7 group, comprising of the
US, France, Germany, the UK, Italy, Japan and Canada, has always commanded a dominant
position in world trade. Gradually the significance of certain Asia Pacific nations, such as China,
Singapore, India, Hong Kong, Taiwan and Korea, has risen.
Objectives of International Business:
 Sales expansion
 Resources acquisition
 Diversification
 Minimise competitive risk
 Profit making
 To stand in market.
Modes of International Business:
 Importing and Exporting
 Manufacturing
 Tourism and Transportation
 Licensing and Franchising
 Management Contract
 Foreign Exchange Dealings
 Direct Investment
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 Portfolio Investment

Opportunities to International Business:

Due to globalization various opportunities has emerged which motivates the companies
or firms to go international. The primary motive for going global is that there is money in the
overseas markets. Those companies engaged in international business from the laid- the US,
Europe and Japan, have huge assets and more than quarter of these assets are found in foreign
markets. Other opportunities are as follows:

1. Profit Advantage: The primary motive for going global is that there is money in the overseas
markets. International business could yield more earnings than the domestic. Even when
international business is less profitable than the domestic, it could increase total profit if the
international business enables the firm to achieve optimum capacity utilization or economies of
scale.

2. Sales Expansion: The optimum utilization of capacity and economics of scale can be achieve
through expansion of sales thereby increasing profit earnings from domestic as well as overseas
markets.

3. Growth Opportunity: Many foreign markets have enormous growth potential that attracts
foreign companies towards it. In a number of developing countries both the population and
income are growing fast. It may be noted that several developing countries and the newly
industrializing countries have been growing much faster than the developed countries, and

917

therefore, providing growth opportunity in foreign markets.

4. Domestic Market Constraints: It is being realized that the domestic markets are no longer
adequate and rich. These domestic demand constraints drive many companies to
expanding the market beyond the national border. Japanese have flooded the US market
with automobiles and electronics because the home market was not large enough to
absorb whatever was produced. Some European companies have gone global for similar
reasons. Particularly, when the domestic market is small, internationalization is the only
way to achieve significant growth.

5. Favorable Effects on Economy:
A.

Direct Advantage:-

o

Helpful in capital formation.

o

Increase in effective demand and expansion of market.

o

Favorable utilization of factor of production.

o

Reduction in production costs.

o

Transformation of substance to monetary section.

B.

Indirect Advantage:-

o

Exporting areas economic development.

o

Favourable effect of import on economic development.

o

Gain of Gross Domestic Production.

o

Knowledge of foreign technology.

o

Control on inefficient monopoly.
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6. Increasing Foreign Demands: Companies that develop attractive new products, firstly, sell
them in their home markets. Sooner or later, foreign consumers may learn about these products.
At this stage, most companies could export the product or service rather than produce it abroad.
But the economics of foreign production changes as the foreign demand grows. Productions are
carried out also in abroad keeping in view the tastes and preferences of the foreign consumers
thereby increasing the quantum of earnings from both, domestic as well as foreign sales.

7. Specialization: International business leads to specialization and encourages production of
different goods in different countries. Goods can be produced at comparatively lower cost due to
advantages of division of labour.

8. Increase in Efficiency: Due to the global competition the producers engage in international
business attempt to produce better quality of goods and at the minimum possible cost. This
increases the efficiency of the business on one hand and benefits the consumers all over the world
on the other, thereby minimizing their competitive risk.

9. Shrinking of time and distance: Due to faster communication, speedier transportation,
growing financial flows and rapid technological changes, there has been rapid shrinking of time
and distance across the globe. This facilitates as an opportunity to the producers to explore the
foreign markets and expand their business activities to the largest- leading to high earnings.

10. Free Trade: Trade without Government interference is known as Free Trade that means; there
is no duty on import or export as well as there is no quantitative restriction. In real world, there is
hardly any example of any country following free trade policy. But specific regions of the world
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have made a collective attempt to create free trade areas for their economic growth. Examples
include the African Free Trade Zone (AFTZ) and the European Economic Area (EEA).

Free trade lowers prices in an economy by encouraging competition due to which consumer
will get best quality product at lowest price thereby increasing consumer welfare. Free trade will
lead to international division of labour and most efficient use of productive resources of the
world. This will increase world output on one hand and on the other; companies will be able to
reap the benefits of economies of scale.

11. Change the mindset of people of LDCs: Entry of Multi-Nationals companies will lead to
modernization in the Less Developed Countries. The mindset of the people will change and they
will develop interest in rationalist attitude and belief in science & technology. Communal and
regional ideology will take a back seat.

12. Others: The other opportunities available to the producers engaged in international business
are the following• Acquisition of raw materials from abroad often from a steadier source of supply and at
lower prices.
• Acquisition of technology and management expertise from competing in global markets.
• Export of components and finished goods for assembly or distribution in foreign markets.
• Inflow of income from overseas royalties, licensing fees and management contracts.

Gains from International Trade:
Gains from international trade have to be studied from three angles viz.
(i)

Gains to the world- There is no doubt that trade will increase global production.
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Country, which can produce the products more efficiently will not only produce for its
consumption, but will also export it. Country, which can’t produce a product
efficiently, will import it by exchanging it with products, which it can produce
efficiently. In this way global production (and thus global welfare) may increase.

(ii)

Gains to the country- If a country does not enter into international trade, then its
social welfare function can reach up to the point where it is tangent to production
possibility curve. If it enters international trade, then although it produces at same
point on production possibility curve, but it will lead consumers at point where social
welfare will be higher than in former case.

(iii)

Gains to the citizen- In case of India, where labour is abundant it can export labour
intensive products. This will increase the demand for labour on one hand and on the
other income of labourers will increase. Hence, international trade can help in filling
up the income disparities gap and will lead to more equality in income distribution.

Main Constituents of International Business:
International Trade Transactions are broadly classified under three categories1. Import Trade: Import trade refers to the purchase of goods from a foreign country.
Countries import goods, which are not produced by them either because of cost
disadvantage or because of physical difficulties, or even those goods, which are not
produced in sufficient quantities so as to meet their requirements.

Major Importers- The WTO published a report in 2008 listing the major importing
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nations:

Country

Worth of Goods

United States

$2.17 trillion

Germany

$1.21 trillion

China

$1.13 trillion

Japan

$762 billion

France

$708 billion

Britain

$632 billion

Netherlands

$574 billion

Italy

$556 billion

Belgium

$470 billion

South Korea

$435 billion

The main import-oriented ports of the world are:
•

Port of Shanghai

•

Port of New York

•

Port of Rotterdam

•

Le Havre

•

Toronto Harbor

2. Export Trade: Export trade refers to sale of goods to a foreign country.
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Some Highlights on Export Trade: In 2008, the World Trade Organization (WTO)
indicated that Germany is the world’s largest exporter, followed by China and the US.
Germany’s world class engineering sector comprises small and medium enterprises that
operate throughout the world. About 40% of the country’s GDP comes from exports alone.
Germany’s contribution to total global exports amounts to about 9.5%. The top three
exporting countries provide one-fourth of the world’s total global exports. The top 10
exporting nations are:
•

Germany

•

China

•

US

•

Japan

•

France

•

Netherlands

•

Italy

•

UK

•

Belgium

•

Canada

3. Enterpot Trade: Sometimes goods are purchased or imported from one country with the
objective of selling or exporting them to some other countries. It is called enterpot trade.
Major Economies Involved in International Business:
S.NO.
1.

COUNTRY
China

MAJOR EXPORTS

MAJOR IMPORTS

Home appliances, Kitchen wares, Sea

Electrical machinery, Petroleum and

food and other food products, Shoes,

related products, Professional and
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Clothes, Toys, Bags

scientific instruments, Metalliferous
ores and scrap, Office machines and
data processing equipment.

2.

India

Engineering and textile products, precious

Crude oil, machinery, military

stones, petroleum products, jewelry,

products, fertilizers, chemicals,

sugar, agricultural processed products,

gems, antiques and artworks.

steel, chemicals, zinc and leather products
3.

USA

Industrial supplies, including electrical

Export road vehicles, petroleum,

machinery, transport equipments and

petroleum products, apparels,

power generating machinery, Non-auto

clothing accessories, non-metallic

consumer goods like organic chemicals,

minerals.

Motor vehicles and their parts, Food and
beverages, Aircraft and parts.
4.

UK

Petroleum and petroleum products, Road

Petroleum and petroleum products,

vehicles, Pharmaceutical products.

Road vehicles, Manufactured
articles.

5.

Canada

Zinc, Sugar, Copper, Nickel, Lobsters,

Electronics, clothing toys,

shrimps, snow crabs, scallops and farmed

furnishings, crude petroleum plastics

Atlantic salmons; Petrol and petroleum

and automobiles and its parts.

products; Energy; Wheat and grain.
6.

7.

Australia

Singapore

Wheat, grain, liquefied natural gas, meat,

Machinery, crude oil, petroleum

wool, coal, iron, and diamonds.

products, and transport equipment.

Machinery and equipment (including

Aircraft, Crude oil and petroleum

electronics), Consumer goods, Chemicals,

products, Electronic components,

Mineral fuels.

Motor vehicles, Iron/steel, Textile
yarns/fabrics, Radio and television
receivers/parts.
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8.

9.

Mexico

Japan

Tin, Gold, Silver, Mercury, Zinc, Natural

Paper, Repair parts for motor

Gas, Zinc, Food products such as sea food,

vehicles, Aircrafts, Industrial

cheese, coffee, sugar, oranges, and corn.

machines, Tobacco, Lumber.

Automobiles, Electronic machinery,

Crude oil, LNG, Textiles, Electronic

Automotive parts, Chemical and Semi-

components, Fishes, Audio and

conductors.

visual apparatus, Optical instruments,
Metals.

Challenges faced by International Business:
International business is more complicated as compared to home trade of a country. There
are many difficulties, which are faced by a trader engaged in international business. The
followings are the special problems and difficulties in the form of challenges faced by
international business:-

1. Distance: Usually international business involves long distances. Distance between
various countries is a great difficulty in carrying out international business. Due to long
distances it becomes difficult to establish close relationship between the buyer and the
sellers.

2. Diversity of Languages: Different languages are spoken and written in different countries
of the world. The difference of language creates another problem in foreign trade. It
becomes difficult to understand the language of traders in other countries. All
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correspondence has to be done in foreign language.

3. Transport and Communication: Long distances in foreign trade create difficulties of
proper and quick transport and communication. Both of these involve considerable delay
as well as cost. The high cost of transport is a great hindrance in international business.

4. Risk and Uncertainty: International business is subject to greater risk and uncertainties as
compared to home trade. As the goods have to be transported to long distance they are
exposed to many risks. Goods in transit overseas are susceptible to the perils of the sea.
These risks may be covered through marine insurance but this involves extra cost in
international business transactions.

5. Lack of information about foreign traders: In foreign trade since there is no direct and
close relationship between the buyers and the sellers, the sellers has to take special steps
to verify the credit worthiness of the buyer. It is difficult to obtain information regarding
credit worthiness, business standing and financial position of persons living in foreign
countries.

6. Dumping and Anti-Dumping measures: When a country floods the market of another
country with products that are sold at very low prices, it is called as ‘dumping.’ Dumping
benefits the buyers but impacts a country in other ways. Nations dump products to
eliminate competition, secure monopolies and increase their share of international
exports. Subsidies (in the exporting country) can lead to aggressive dumping, since goods
can be sold profitably at a price that is cheaper than the cost of manufacture.
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Dumping results in the following:
•

Hurts a country’s domestic industry and producers.

•

Impacts the sales volume.

•

Hurts the market shares.

•

Triggers decline in profitability.

•

Leads to job losses

Due to the abovementioned reasons, countries have incorporated strict antidumping measures. The very purpose of anti-dumping measures is to protect domestic
producers.

Its advantages are:
•

Re-establishes fair trade and fair competition.

•

Provides protection to the domestic producers and the industry.

•

Rectifies unfair trade practices pertaining to dumping.

Though many measures have been taken out to have control on dumping activities
through Anti-Dumping measures, but on the other hand both create hindrances in
International Business. Dumping activity creates threats to the local producers whereas
anti-dumping measures restrict the foreign exporters while making entry into the other
country only for export business.
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7.

Trade Barriers: Trade barriers refer to government-imposed policies to restrict
international trade. Most commonly, a country’s government employs tariffs, duties,
embargoes and subsidies as trade barriers. In times of flourishing international trade,
imposing trade barriers prevents the nation from fully realizing the economic benefits of
such globalize trade. A protectionism regime causes over-allocation of resources in the
protected sector and exploitation or under-allocation of resources in free trade sectors.
This usually leads the country into economic disequilibria, which hampers growth.

Import restrictions affect international trade relations, which in turn leads to a decline
in exports. Thus, the protectionism regime that is employed to protect certain sectors
actually tends to retard the growth of the entire economy.

Free trade environments offer greater and better choices in the market, leading to
enhanced consumer satisfaction. With trade barriers in place, the government curbs
consumer rights to enjoy competition in the market.

8. Difficulties in Payment: Foreign trade involves the exchange of currencies because the
currency of one country is not the legal tender in the other country. Exchange rates are
determined for different currencies for this purpose. But exchange rates go on fluctuating.
Moreover there is a wide gap between the times when the goods are dispatched and the
time when the goods are received and paid for. Thus, there is a greater risk of bad debts
also in International trade. Also, remittances of moneys for payments in international
business are time consuming and expensive. Hence payments in international business
create complications.
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9. Large amount of Documentation: International business involves the preparation of a
large number of documents both by the importer a well as exporter. These documents
may be required either under law or under customs of trade of the two countries. This
creates an extra time consuming exercise while dealing into the international business.

10. Knowledge of Foreign Markets: Every foreign market has it own characteristics. It has its
own requirements, customs, traditions, weights and measures, marketing methods etc. An
extensive study of foreign markets is required to be successful in foreign trade, which
may not be possessed by an ordinary trader.

11. Relative Effects on Economy: The recent falls in the US stock markets are largely due to
expectations of a future downturn in the economy. Lower growth leads to lower profits,
therefore dividends decline and shares become less attractive. If the US enters into
recession, firms will experience a decline in profitability. This is because:

a) Tendency for price wars to develop in a recession. Low sales encourage firms to
cut prices
b) Falling sales will lead to lower revenues.

Some firms will be affected more by the downturn. Firms producing luxury goods
will experience the biggest % fall in demand. During this time, firms producing basic
necessities will be more insulated from the effects of a recession. Thus, the downfall of
one economy can also mark an adverse impact on the whole world business environment
creating the international business more challenging.
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Strategies to overcome challenges:
In the field of business development strategies, sustainability acquires more importance in
view of the growing concept of globalisation. At this era of globalisation where the
interdependence amongst the countries is growing rapidly requiring industries and enterprises to
develop strategies to cope with the challenge, the companies of small economies will have to face
a greater challenge than others.

A developed and powerful country, which has monopoly over technology of producing
goods, can corner all the gains for itself at the cost of poor and underdeveloped countries.
Usually, products produced by developed countries are highly elastic while products produced by
underdeveloped countries are inelastic. Hence terms of trade adversely affect underdeveloped
countries. Price fluctuations of agricultural products, which are exported by underdeveloped
countries, vary widely. Where as price fluctuations of industrial goods exported by developed
countries remain stable. Hence international trade increases instability in the economy of
underdeveloped countries. Developed countries also corner benefit of trade because terms of
trade move in their favour.

Thus, these challenges focusing on sustaining international business and pursuing it
further to the state of constant excellence, can be achieved by opting –
•

Organic growth activities: by increasing sales volume, achieving economies of
scale, thereby gaining synergies, or introducing any new products.

•

In-organic growth activities: through M&A
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•

External growth activities: through diversifications, joint ventures, franchising,
licensing, etc.

Strategic Planning: Strategy involves continued reassessment of the firm’s political, economic,
financial, and technological environments. These must be related to the changing characteristics
of the firm’s industry and its competitive environment. This can be clearly understood by
studying elements of strategic planning, which can be followed in any of the above three
strategies.

Essential elements in Strategic Planning:
1. Assessment of changes in the environments.
2. Evaluation of company capabilities and limitations.
3. Assessment of expectations of stakeholders.
4. Analysis of company, competitors, industry, domestic economy, and international
economies.
5. Formulation of the missions, goals and policies for the master strategy.
6. Development of sensitivity to critical environment changes.
7. Formulation of internal organization performance measurements.
8. Formulation of long-run strategy programs.
9. Formulation of mid-range programs and short-run plans.
10. Organization, funding, and other methods to implement all the above elements.
11. Information flow and feedback system for continued repetition of all essential elements
and for adjustments and changes at each stage.
12. Review and evaluation of all processes.
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The above elements are represents as a tool for making strategic visions that guided firms
to success. They are helpful in important innovations in thinking and implementation. There are
no simple formulas for innovation and creativity that suggests a firm to carry its business at
international level, but the strategy literature has developed a number of approaches for achieving
competitive superiority leading towards international business. This can be seen under strategy
formulation.

Strategy Formulation:
The strategic challenges faced by a firm cannot be solved by mathematical formulas. A
deep understanding of the firm and its industry is the foundation for strategic planning. There are
number of approaches laid down by various analysts for formulating strategies, but the best
suited to international business, are(a) Competitive Analysis, and
(b) Strength-Country Attractiveness Matrix

Competitive Analysis:
A firm’s competitive position can be evaluated by conducting competitive analysis of 11
factors reflecting demand and supply conditions as shown in the Fig.1. As on the demand sidethe degree of feasible product substitutability is critically important, whereas, on the supply sidenature and structure of costs are critical. The ability to switch among suppliers of inputs is also
important as the costs involved in shifting from one supplier to another may be critically affected.
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Supply competition from existing firms including their potentials for capacity expansion is also a
major influence on the competitive position of the firm. Complementary firms are also important.
Is there a threat that your business can be carried out in another way by other firms? Answer of
all these questions can be finding out by this analysis, thereby leading to effective strategic
planning.

Strength-Country Attractive Matrix:
After determining firm’s competitive position, a firm with the help of this matrix as
shown in the Fig.2, can decide that to which countries it should go for international business. In
the international setting the most attractive countries, in terms of growth or political stability, in
which the firm has competitive strengths offer the most favourable growth opportunities. On
contrary, there will be less or no growth opportunities in the countries of low attractiveness where
the firm’s competitive strengths are low.
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Fig.1- Competitive Analysis

Availability and degree of
product substitutes
Potential for capacity
expansion by existing firms and
new entrants

Possibility that what your
business is doing can be done in
a different way

Power, vigor and competence
of complementors

Comparative competitive
strength of existing firms

Degree of regulation by
government authorities

Competitive Position
of a firm

Conditions of supply of
material inputs
Relationships with
labour workforce

Comparative competitive
strengths of potential entrants

Degree of sophistication of
products and customers
Switching costs involving
suppliers of inputs
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Fig.-Strength – Country Attractiveness Matrix

Country Attractiveness

High

Medium

Low

Invest /

High
Medium

Business Strengths

Growth

Harvest

Low

/ Divest

Strategy and Structure:
The impact of structure on strategy is especially important in multinational or
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transnational organizations. Hence, we can say that structure of an organization determines its
strategy. It implies that the firm can only access those strategies, which it is organized to
undertake. Thus, there is a feedback relationship between structure and strategy, which a
transnational company must consider before formulating strategies. In this regard three
alternative approaches are illustrated.

Fig.3- Product Division Dominant
CEO

Product
A

Product
B

R&
D

R&
D

Manufacturing

Manufacturing

Corporate Overseas
Management

Trading Co.

Product Divisions

Product
C
R&
D

North
America

Europe

Far
East

Manufacturing
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Fig.4- National Organizations Dominant

CEO

National Organizations ( NOs)

U.S.

U.K.

France

R&D

R&D

R&D

Manufactur
ing

Manufactur
ing

Manufactur
ing

Sales

Sales

Sales

Product Divisions ( PDs)

TV.

Data
Systems

Telecom

In Fig., a product division basis is dominant and represents about Matsushita Electric
Industrial Company. Product groups such as radios or tape recorders report directly to the
executive level. Each product has its own functional activities such as R&D and manufacturing.
Matsushita Electric Trading Company is organized geographically, representing the sales arm of
the product segments. The diagram shows a third group of overseas management activities also
organized geographically.
The advantage of this form of organization is that since production is centralized,
economies of scale can be achieved. Products can be developed and get to market quickly. With
tight budgetary control, top management can impose fiscal discipline. The drawback to this
approach is that individual country’s product preferences may not be matched effectively.
Fig.4 in which National organization is dominant and N.V. Philips is an example
illustrates an alternative approach. The organization has two major groups: national organizations
and product divisions. The product divisions are responsible for development, production, and
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global distribution. A potential problem with this organizational structure is that economies of
scale may be lost by geographic dispersion of manufacturing activities. Under this approach, due
consideration is paid to individual country’s preferences. But a problem may arise under this
approach that because of the autonomy of national organizations, brands developed by the
product divisions may be rejected in favor of those of competitors.
Hence, in every organization structure there appears some drawbacks to which a firm can
overcome from it, if the structure is made flexible so that changing strategies as per the changing
business environment can be easily fitted to it.

Conclusions
Although, world as a whole will undoubtedly benefit from the international trade, how much does
each country benefit depends on relative power of the countries. If some measures can be made to
improve the terms of the international trade, definitely every country would be benefited from it.
And terms of trade will improve if:1. Elasticity of supply is high.
2. Elasticity of demand is high.
3. Country concentrates on industrial products rather than agricultural products.
4. Rate of growth of national income is high
5. Country does not depend on few items to earn export revenue.
6. Country does not depend on few non-substitutable imports like petrol.
7. Continuous Technological growth.
8. High level of economic flexibility in the corporate sector to take benefit of relative price
changes between imported products and indigenous products.
9. Slow population growth.
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Role of Small and Medium Enterprises International Business
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Abstract: The business challenges of the acceleration of globalisation, aided by rapid
developments in information and communication technologies, improved transport facilities,
behind the border regulatory reform, and tariff reductions - affect SMEs and large multinational
enterprises differently. The current phase of globalisation, characterised primarily by the
globalisation of processes, has required important modifications in the relationships among
partners throughout the value chain especially in the light of enhanced role of SMEs in the
current context.
Participation in global value chains has brought stability to SMEs and has allowed them to
increase productivity and to expand their business. This has generally been accomplished by the
upgrading of technological and human capital, as a result of greater exposure and facilitated
access to information, and new business practices. Co-operation with a network of upstream and
downstream partners does enhance a firm’s status, information flows and learning possibilities
and increases the chances of success of small firms in the value chain.
The paper studies, SMEs’ involvement in value chains usually from the light of greater demands
on their managerial and financial resources, and pressures on their ability to upgrade, to innovate
and to protect in-house technology. The paper also studies limitations of SMEs in the light of
their inability to undertake R&D activities and training of personnel, and to comply with the
growing number of requirements of product quality standards demanded by the international
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community, insufficient working capital as a barrier to SME participation in global value chains,
and their ability to upgrade technologies and services.
The paper also throws light on the measures that the international business community has taken
in order to upgrade SMEs position in the value chain and concludes with a comment on the
complexity of role that the SMEs are expected to play in a vibrant and changed international
business environment.
Key words: globalisation, SME, business
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Introduction
Times during the current recession were tough for the SMEs and the benefits of the boosters for
economic recovery doled out by various nations had not been felt in that force; yet despite the
difficult economic conditions SMEs worldwide are surviving and overcoming difficulties faced.

Today, SMEs face very different challenges. With several years of sustained economic growth
powering the local economy, SMEs are doing better, so the real issue is: what obstacles are
stopping them from achieving their higher potential specifically in the global context?
There has been an increasing number of Accelerating Growth SMEs, which also includes
experiencing turnover growth of more than 10% annually. However, the growth and success
creates new challenges for SMEs worldwide who are feeling the pinch from increased
competition and escalating costs.

By far the biggest concern of SMEs is competition – especially in the global context. Market
size, primarily because of it being limited to local as of yester years, also is a cause for concern
leaving no option for the SMEs to look into overseas markets as avenues. Concerns such as
Difficulty in Accessing Business, New Financing and Uncertain Economic Environment, are all to
add on to the former.

Notably the fastest growing concern among SMEs is rising operational costs attributing to labour
costs, the cost of materials and rental as the three largest contributors to the rising cost of doing
business, especially for those in the Construction, Food & Beverage and Services sectors. With
the current low levels of unemployment and demand for labour rising, it is to be expected that
SMEs need to pay more to attract the right people.
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Construction and manufacturing companies have the greatest concern over the cost of raw
materials, while Food & Beverage, Retail, Finance and Services companies are most concerned
about rental increases. Also the boom in China and India has fuelled the demand for raw
commodities, with rising prices for materials being felt across all industries.

LIMITATIONS OF SMES IN THE LIGHT OF THEIR INABILITY TO UNDERTAKE
R&D ACTIVITIES AND TRAINING OF PERSONNEL, AND TO COMPLY WITH THE
GROWING NUMBER OF REQUIREMENTS OF PRODUCT QUALITY STANDARDS
DEMANDED BY THE INTERNATIONAL COMMUNITY, INSUFFICIENT WORKING
CAPITAL AS A BARRIER TO SME PARTICIPATION IN GLOBAL VALUE CHAINS,
AND THEIR ABILITY TO UPGRADE TECHNOLOGIES AND SERVICES.

A.

DEVELOPING ACCESS TO MARKETS.

To date, there has been little research undertaken to quantify the amplitude of impediments to
SME globalization or their economic impact. However, it is to be expected that trade and FDI
would benefit significantly if a more business-friendly, more integrated international economy,
existed. Barriers and impediments that deter or inhibit SME access to global markets deny
enterprises and ultimately domestic economies the significant potential gains to be reaped on
global markets. While a majority of SMEs have the vocation to serve only local markets, a
significant share of enterprises need to access foreign markets to ensure their survival and
expansion, among which is a group of high-growth, export-oriented enterprises. The unique
business environment of each target “foreign” market, characterized by its own configuration of
regulatory, administrative, policy and cultural dimensions, embodies a formidable challenge to
the would-be SME exporter, investor, or future network partner, involving both complexity and
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risk dimensions, for which the exporting SME is largely ill-prepared. SMEs are less wellresourced than large firms for meeting globalization challenges but experience the same needs as
larger firms for prior research and preparations before embarking on global markets.

B.

UPGRADING TECHNOLOGY AND PROMOTING THE APPLICATION OF ICT

In an ever-changing and dynamic world, the advent and adoption of Information and
Communication Technologies (ICTs) across the globe has permanently altered the rules of the
game and expectations of the new digital and inter-connected economies. Traditional notions of
trans-boundary trade have in the past two decades changed dramatically to acknowledge and
embrace, at times reluctantly, the increasing number of financial transactions and trade-related
activities that take place purely via the Internet and technologically assisted tools. The role of
ICTs in advancing the growth of national economies through enhanced efficiency and
productivity, and expanded market reach is both undisputed and irreversible. It is within this vein
that adequate and strategic attention has to be placed so that these new opportunities provided by
ICTs are not purely limited and accessible only by the larger corporations within national
economies.As numerous reports have indicated, small and medium enterprises (SMEs) constitute
almost 95 percent of enterprises within the region and directly serve as both the backbone and
driver of national economies.

C.

RESEARCH & DEVELOPMENT (R & D), INNOVATION AND INTELLECTUAL
PROPERTY ISSUES.

SMEs are the backbone of most economies regardless of the size of economy or the definition
used to determine what constitutes and SME. In most countries few SMEs believe that it creates
or uses IP. The first challenge is to get SMEs to begin thinking differently about IP, to begin to
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see that their products, processes, customer lists, etc. could have value within the definition of IP,
as well as to understand that where they import and use technology that this have IP implications.
There is the further challenge of encouraging a new mindset that is open to the role IP can play in
supporting and expanding businesses, especially within the regional framework. Most of exports
engaged is regional, SMEs need to have a clear understanding of how IP can be used to maximize
their export potential.

Combined with meeting the challenge posed by SMEs there is the challenge of creating an
economic climate in which human resources and knowledge are accorded high value and in
which investment in Research and Development, in technology and in cultural endeavors is
perceived as a wise investment. The region has to begin to look towards local development of
new technologies, businesses, and value-added products and services, as it strives to put in place
a solid foundation for technology transfer, increased trade opportunities and foreign investment
and fostering greater links between these communities and SMEs.

D.

PRODUCTIVITY AND QUALITY

All over the world, SMEs are being supported on the grounds that they make substantial
contributions to productivity and, consequently, competitiveness and aggregate economic growth.
In addition, SMEs are believed to be especially effective job creators and have a reputation for
providing income and training opportunities as well as important basic services for disadvantaged
people. SME promotion is, hence, considered an important trigger for poverty reduction, both
directly, through their immediate contribution to employment and income generation, training
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and the decentralized provision of goods and services, and indirectly, by adding to productivity
and overall economic growth.

SMEs contributions to productivity growth, specifically in SME-based economies are less than
those characterized by large companies which presents itself as a challenge. Countries with a high
share of SMEs grow slower due to loss of economies of scale and international issues of quality.

E.

ACCESS TO FINANCING

The sector worldwide has a substantive contribution in manufactured output, exports, and
critically, employment. SME financing has largely been seen as a part of regulated lending by a
network of state-created institutions. While this is an achievement on part of the banking sector
and demonstrates the sector’s credit absorption capability, there is a definite and visible lacuna.

The financial sector needs to step up lending to the sector. Depending on the requirements of
each niche market segment and sectors, credit delivery would vary from pure debt finance to
providing risk capital or a hybrid of both.

The business of lending to SMEs can potentially be a highly profitable initiative. While regulated
lending through recognized state institutions and other entities has been able to satisfy the
demands of this sector to a certain extent, there is a significant gap between demand and supply
of SME finance particularly in the context of SMEs going global. How this gap can be plugged is
a issue for concern..
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F.

SUPPLY OF SKILLED LABOUR

One critical success factor for success of SMEs in the global context would be the development
of human capital. Governments generally have always kept education and human resource
development in their agenda every year. We have seen increasingly large investment in this
sector for education, training and skill development in the private sector in order to boost
competitiveness and specific human capital development activity to facilitate supply of skilled
labor for SMEs is lacking.

MEASURES THAT THE INTERNATIONAL BUSINESS COMMUNITY HAS TAKEN
IN ORDER TO UPGRADE SMES POSITION IN THE VALUE CHAIN. EXAMPLES OF
SPECIFIC

COUNTRY/ECONOMY,

COMPANY

AND

INTERNATIONAL

ORGANISATIONS (IOS) SUPPORT PROGRAMMES.

A.

RAISING

SME

AWARENESS

OF

THE

OPPORTUNITIES

FOR

PARTICIPATING IN GLOBAL VALUE CHAINS

A1.

Facilitating access to accurate information on market opportunities for subcontracting
and on potential foreign partners through market reports and data bases, trade fairs,
exhibitions abroad and electronic trading platforms or subcontracting exchanges.

1.

Canada’s Trade Commissioner Service provides enterprises that have selected their
target markets with market reports and access to offices in cities abroad.

2.

The Czech Republic maintains a database of exporters that can be used during trade fairs
and exhibitions as well as a website of enquiries, tenders and offers. In case of a specific
demand, the foreign enterprise is given a list of potential Czech suppliers.

966

3.

Japan subsidises strategic IT use by SMEs by funding their expenses to adopt EDI
systems and IC tags in order to allow SMEs to engage in B2B.In addition Japan provides
a data base of market reports, regulations, trade fairs and other information on trade and
investment.

4.

Mexico’s Programme for Commercial Missions organises commercial missions abroad
and gives systematic training to enterprises on establishing contacts with foreign buyers.

5.

New Zealand’s Market development Assistance scheme assists firms to undertake
strategic international market development activities such as market visits, in-market
advertising, and attendance at trade fairs. The Beachhead Programme assists companies in
specific sectors to establish a presence in export markets.

6.

Slovakia uses Euro Info Centres sponsored by the EU Commission to facilitate contacts
for Slovak SMEs in the EU countries.

7.

Turkey provides extensive support to enterprises to participate in national and
international trade fairs as well as to undertake specific export business trips abroad.

8.

RosettaNet, an example from the business community, is a non-profit organisation that
seeks to implement a protocol enabling enterprises to overcome the barriers to conduct
business over the Internet by establishing a global language for e-business.

9.

The Business and Industry Advisory Committee (BIAC) to the OECD is in the
process of putting in place the BIAC SME Web Portal that will provide SMEs with
information and contacts they need to help support their Internationalisation.

A2.

Encouraging SMEs to call in external consultants for the implementation of feasibility
studies and market research in order to support FDIs.
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1.

Austria has a government grant instrument, the Austrian Study Fund, which allows for
these types of studies.

A3.

Encouraging SME investment by facilitating companies‟ efforts to expand their business
globally through information services or other means.

1.

Austria employs investment promotion programmes which provide guarantee facilities to
protect SMEs against failure of FDIs as well as low-interest facilities.

A4.

Facilitating information flows (including information sharing about needs between
upstream and downstream partners) throughout the entire GVC and in particular
encouraging MNEs to share their road-map in terms of future product and process
development with their SME partners

1.

Japan supports organisations involved in the formation of networks between upstream
and downstream sectors in order to increase SME opportunities to obtain information to
enhance competitiveness and collaboration between members of GVC.

2.

Malaysia‟s SME Business Coaching Programme links SMEs with MNEs that coach their
SME partners so that they can better position themselves to meet changing demands.

B.

INCREASING

SME

PARTICIPATION

IN

GLOBAL

VALUE

CHAINS

THROUGH COLLECTIVE ACTION AND CO-OPERATION

B1.

Supporting the establishment and development of branch groupings (i.e. clusters) on
regional, cross regional, or cross-cross-border levels.
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1.

The Czech Republic gives grants for infrastructure enabling multi-sectoral groups to
establish a cluster.

2.

New Zealand’s Enterprise Networks Programme helps groups of businesses build
business capability and/or undertake international market development activities.

B2.

Facilitating SME consortia jointly to bid, produce and market, particularly in relation to
government procurement programmes.

1.

The United States National Aeronautics and Space Administration (NASA) promotes
such consortia including SMEs and MNEs.

B3.

Promoting clusters and networks to improve SME participation in GVCs through
fostering and strengthening links at local level between universities, research institutions,
laboratories and SMEs including for example, funding cooperative research programme

1.

Australia’s Intermediary Access Program supports the Innovation Xchange and the
Australian Institute for Commercialisation which are intermediaries expert in linking
SMEs with both public researchers and MNCs.

2.

Austria’s Protec 2002+ facilitates the transfer of technology from external sources to
SMEs, diffuses new innovative management tools and sets up networks to raise the level
of innovation in SMEs.

3.

Japan has funded Industrial Cluster Projects which set up networks between SMEs,
government, institutions, laboratories and universities.

4.

Mexico’s National Network of Productive Associations establishes horizontal and vertical
links between SMEs, governments, institutions and intermediate organisations.
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5.

The World-Class New Zealanders programme connects high potential New Zealandbased businesses and sectors with internationallyrecognised experts in relevant areas for
business growth.

B4.

Targeting support for clusters in selected technologies, particularly where there is
substantial potential in knowledge-intensive and export oriented market segments and for
supporting R&D for continuous innovation.

1.

In Canada’s Technology Clusters Initiative the National Research Council stimulates the
growth of world-class technology clusters by putting its leading-edge research to work in
innovative communities across Canada.

2.

Greece has created the Hellenic Technology Clusters Initiative which fosters clusters that
can compete at an international level, attract FDI and develop a value-added services
market.

3.

Mexico uses its National System of Business Incubators to support intermediate and high
technology SMEs.

4.

Slovakia has established technological incubators and business incubators where startups
are given suitable infrastructure, consulting and training support for 3 years.

5.

Brunei Darussalam’s Business Incubator Programme targets SMEs in four sectors
(agriculture, fisheries, manufacturing and services).

B5.

Promoting business linkages between MNEs and SMEs through identifying and matching
potential partners while ensuring diversification of partners to avoid becoming dependent
on one partner. Helping SMEs to develop their negotiating capacities and skills with
MNEs through institutional support (awareness building) and training measures

970

1.

France’s Partenariat isa public-private partnership based on piggy-backing (“portage” in
French) involving the active role of MNEs assisting SMEs to overcome barriers to their
internationalisation.

2.

Mexico’s National Programme of Supplier Development supports strategic alliances
between large and small enterprises.

3.

Malaysia’s SME Business Coaching Programme, run by the Penang Skills Development
Centre, matches SMEs with potential with MNEs

B6.

Facilitating supplier development programmes, where SMEs are coached and mentored
in key areas such as design and production engineering (this includes sending in technical
teams to advise on upgrading).

1.

Australia’s Industry Capability Network Limited/Supplier Access to Major Projects
helps maximise opportunities for Australian suppliers to be part of major domestic
projects and global supply chains.

2.

India’s Tata Motors is an example of a company programme that mentors SMEs.

C.

PROMOTING THE CAPACITY FOR INNOVATION BY LOCAL SMES

C1.

Supporting training and capacity building via skill development programmes so that
SMEs can acquire the specific technical and business skills required to partner with
MNEs. Many countries have programmes that offer business services and training to
SMEs:

1.

The Czech Republic’s Inovace II builds managerial and technical skills needed for
upgrading.
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2.

Mexico’s the Business Development Centres Network—particularly CDE‟s Plus provides
services to innovative investment projects.

3.

Portugal’s programmes, INOVJovem and INOVContacto assist SMEs to acquire skills to
increase their capacity for innovation.

4.

Turkey’s KOSGEB pays for consultancy services and training for SMEs from approved
business service providers.

5.

Brunei

Darussalam’s

Entrepreneurship

Development

Program

provides

entrepreneurship orientation, skills training, and fosters SMEs capabilities for intra-firm
networking and linkages.
6.

Kenya’s Micro, Small and Medium Enterprises Competitiveness Project provides SMEs
with business services and training to improve performance at critical points in the GVC.

7.

Malaysia has created the Penang Skills Development Centre that provides specialised
training in basic engineering, business administration, microelectronics, photonics, and
telecommunications which meets the needs of local and foreign enterprises.

8.

Vietnam is being assisted by GTZ to improve business development services for quality
management and production, meeting standards, marketing and design and trademark and
brand development.

C2.

Facilitating the technological upgrading of products and processes through providing
access to information on world best technologies and processes and various financial
support measures. Financial innovations which facilitate such upgrading are found in a
number of programmes:
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1.

Greece provides financial support to SMEs in the area of industrial subcontracting to help
them modernise their productive processes, improve know-how and adopt innovative
methods.

2.

Japan has initiated a Global Fund for SMEs that seek to internationalise. In addition
Japan has and advanced financing programme that provides unsecured loans to SMEs.

3.

Poland’s Structural Funds Assistance which provides grants for advisory services that
facilitate upgrading by firms and or industrial parks/incubators.

4.

Turkey provides financial support to enterprises to engage in product development within
the context of its technology centres and incubators. It funds common use workshops and
laboratories for the commercialisation of new products and processes. It also supports
qualified personnel to work within enterprises to upgrade technology.

5.

Brunei Darussalam’s Enterprise Facilitation Scheme provides financial support to SMEs
to upgrade their business operations.

C3.

Promoting partnerships between SMEs and organisations overseas that can develop or
transfer world-leading technology, products, processes or management practices.

1.

The UK Department of Trade and Industry facilitates such partnering through its Global
Watch Technology Partnering.

D.

Enhancing SMEs’ value obtained from intellectual assets and intellectual property

(IP)

D1.

Promoting enhancedintellectual asset-based management by SMEs and developing
systems to value intellectual assets adequately.
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1.

Japan has issued the Intellectual-Assets-Based Management Manual and held an SME
Intellectual Asset-Based Management Workshop.

D2.

Raising awareness about the nature of IP rights and how they benefit SMEs.

1.

The Australian Patents Office (IP Australia) produces various publications, fact sheets
and resources on its website, to promote public awareness and education of the
importance, value and strategies involved in IP protection and commercialisation. The „IP
Toolbox‟ and „Smart Start‟ are products directed specifically at the needs of SMEs. As
appropriate, IP Australia also conducts seminars and other related activities.

2.

The Canadian Intellectual Property Office has a series of outreach products and activities
aimed at increasing IP awareness among SMEs.

3.

Hong Kong, China’s Intellectual Property Department programmes organises events to
help SMEs understand the importance of IPRs as a business development tool and
educates them in the proper management of software assets. It conducts annual
benchmark surveys to evaluate the change in IP awareness.

4.

WIPO’s Best Practice programme identifies successful mechanisms for making IP rights
more accessible and relevant to SMEs.

D3.

Facilitating the filing of patents by SMEs.

1.

Turkey funds the expenses of enterprises for one year to obtain a patent, a certificate or
registration within or outside Turkey.

D4.

Preparing guidelines to encourage fair transactions and fair treatment by MNEs of IP
developed by SMEs.
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1.

Japan has issued Guidelines for the Prevention of Unintended Outflow of Drawings of
Metal Moulds or Metal Mould Processing Data as well as a report by the Committee on
the Establishment of Guidelines for Transactions in the Formed and Fabricated Materials
Industries to prevent the unauthorised use of IP particularly by companies that use metal
moulds.

2.

Through business codes of practice, including in the OECD Guidelines for MNEs.

D5.

Providing SMEs with the legal means to adequately protect their IP rights in the
international markets.

1.

Austria’s Innovation Protection Programme (IPP) supports SME to protect and use their
IP in emerging markets.

2.

Portugal has formed a National Network of Units for Industrial Property Promotion to
foster industrial property promotion actions aimed at strengthening the competitiveness of
Portuguese enterprises.

3.

Japan’s project to Promote Countermeasures Against Pirated Products is establishing
offices in major Asian cities to collect information, to support lawsuits and to survey
cases of IPR violations.

D6.

Encouraging SMEs participation in negotiations for IP rights in the establishment of
treaties or international agreements.

1.

The Australian Patents Office (IP Australia) seeks to represent Australian interests in
such negotiations as they relate to industrial property matters.
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2.

Mexico’s Institute of Industrial Property represents and promotes Mexican interests in
such negotiations.

E.

FACILITATING THE ADOPTION BY SMES OF PRODUCT QUALITY AND
PROCESS STANDARDS

E1.

Providing information and professional training to implement product quality standards
required for exports.

1.

Mexico’s Impulsoras Programme provides tailormade consultancies to inform exporters
about technical specifications, regulations and quality requirements. PYMExporta Centres
Network gives assistance to exporters to develop export projects taking into account
regulations and product requirements in foreign markets.

2.

Turkey provides support for expenses relating to product testing, certification and
inspection.

3.

Brunei Darussalam’s National Accreditation and Standard Center provides training and
experts in the area of food safety.

E2.

Promoting the adoption of harmonised standards by MNEs in procurement procedures
and the diffusion of that information to SMEs.

1.

Australian Industry Participation Plans require the diffusion of such information to
SMEs.

2.

Covisint is an internet hub launched by the auto sector to allow collaboration along the
entire value chain by setting up a global exchange market place.
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3.

RosettaNet develops and promotes universal standards for e-business in global supply
chains ensuring that one set of governance rules applies worldwide.

Conclusion
Governments, the business community, and international organisations can facilitate SME gainful
participation in global value chains through policies, practices that are targeted to support
programmes in the light of the complexity of role that the SMEs are expected to play in a vibrant
and changed international business environment.

An enabling business environment is a necessary condition for promoting SME integration into
the global market. That environment depends on stable macroeconomic policies and welldesigned structural policies associated with competition, international trade and investment,
financial markets, labour markets and education, including human resources capacity building for
internationalisation. The transparent and equitable application of laws and regulations together
with light, low cost and predictable administrative procedures represent a second critical pillar,
encompassing the licensing and permit system, tax system, property rights law, standard
compliance certification procedures, efficient dispute settlement procedures and bankruptcy law.

In designing targeted programmes it is advisable to give consideration to the reasons for market
failure in relation to existing market mechanisms and to include consideration of
complementarity and displacement when formally evaluating government assistance programmes
like.
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A.

RAISING AWARENESS OF THE OPPORTUNITIES FOR PARTICIPATING IN
GLOBAL VALUE CHAINS THROUGH:

a.

Faccilitating access to accurate information on market opportunities for subcontracting
and on potential foreign partners through market reports and data bases, trade fairs,
exhibitions abroad and electronic trading platforms or subcontracting exchanges.

b.

Encouraging SMEs to call in external consultants for the implementation of feasibility
studies and market research in order to support FDIs.

c.

Encouraging SME investment by facilitating companies’ efforts to expand their business
globally through information services and other means.

d.

Facilitating information flows throughout the entire GVC and in particular encouraging
MNEs to share their road-map in terms of future product and process development with
their SME partners.

B.

INCREASING PARTICIPATION IN GLOBAL VALUE CHAINS THROUGH
COLLECTIVE ACTION AND CO-OPERATION BY:

a.

Supporting the establishment and development of industry groupings (i.e.clusters) on
regional, cross-regional, or cross-border levels.

b.

Facilitating SME consortia jointly to bid, produce and market, particularly in relation to
government procurement programmes.

c.

Promoting clusters and networks to improve SME participation in GVCs through
fostering and strengthening links at the local level among universities, research
institutions, laboratories and SMEs including for example, funding co-operative research
programmes.
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d.

Targeting support for clusters in selected technologies, particularly where there is
substantial otential in knowledge-intensive and export-oriented market segments and for
supporting R&D or continuous innovation.

e.

Promoting business linkages between MNEs and SMEs through identifying and matching
potential partners while ensuring diversification of partners to avoid becoming dependent
on one partner. Helping SMEs to develop their negotiating capacities and skills with
MNEs through institutional support (awareness building) and training measures.

f.

Encouraging MNEs to adopt transparent selection criteria when consolidating their
upplier networks, providing SMEs fair warning of such consolidation practices and
allowing them reasonable time to adapt their offerings.

g.

Facilitating supplier development programmes, where SMEs are coached and mentored
in key areas such as design and production engineering (this may include sending in
technical teams to advise on upgrading).

C.

PROMOTING THE CAPACITY FOR INNOVATION BY LOCAL SMES
THROUGH:

a.

Supporting training and capacity building via skill development programmes and
business development service programmes so that SMEs can acquire the specific technical
skills and business services required to partner with MNEs.

b.

Establishing logistic technology centres as demonstration and testing facilities to
accelerate the rollout of supply-chain management technologies and processes including
the use of electronic tags for creating a seamless distribution network.
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c.

Facilitating the technological upgrading of products and processes through providing
access to information on world best technologies and processes and support to procure
them.

d.

Promoting partnerships between SMEs and organisations overseas that can develop or
transfer world-leading technology, products, processes or management practices.

e.

Encouraging broader ICT uptake for promoting SME innovation capacity through
marketing and organisational assistance to implement new ICT systems.

D.

ENHANCING SMES’ VALUE OBTAINED FROM INTELLECTUAL ASSETS
AND INTELLECTUAL PROPERTY (IP) THROUGH:

a.

Promoting enhanced intellectual asset-based management by SMEs and developing
systems to value intellectual assets adequately, for instance by facilitating SME marketing
of their intellectual assets, when appropriate, in order to maximise their investments in
them.

b.

Raising awareness about the nature of IP rights and how they benefit SMEs.

c.

Creating and promoting online IP marketplaces where SMEs can showcase their IP
offering easily and inexpensively.

d.

Facilitating the filing of patents by SMEs.

e.

Providing guidance, financial and legal instruments for SMEs to acquire or adopt
intellectual assets and IP rights developed in universities and research centres.

f.

Preparing guidelines to encourage fair transactions and fair treatment by MNEs of
IPdeveloped by SMEs, for example through business codes of practice.

g.

Providing SMEs with the legal means to appropriately protect their IP rights in
international markets.
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h.

Encouraging SMEs participation in negotiations for IP rights in the establishment of
treaties or international agreements.

E.

FACILITATING THE ADOPTION OF PRODUCT QUALITY AND PROCESS
STANDARDS THROUGH:

a.

Providing information and professional training to implement product quality standards
required for exports.

b.

Encouraging SME participation in the standard-setting process through the provision of
information on standardisation and accreditation activities.

c.

Promoting the adoption of harmonised standards by MNEs in procurement procedures
and the diffusion of that information to SMEs.

d.

Ensuring that national certification systems do not impose excessive burdens on SMEs for
compliance procedures and that group certification for SMEs in the same geographic
region is promoted to lower costs while ensuring that there is trust in the control
mechanisms as well as promoting labelling initiatives to give added, low cost assurance.
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Abstract
Analysis of productivity and efficiency development could be used to asses of trend and
factors influencing this process. Productivity development and production process efficiency
examination during time could provide information about trend but also about individual
components which influence total development. The objective of paper is total productivity
development estimation of basic industry subjects in the Slovak Republic during period 19992007 and identification of developmental trends.

The results of analysis indicate that in the development of average Total Factor Productivity
(TFP) was not confirmed unambiguous trend. This fact is caused by fluctuation of efficiency
and technological changes which represent individual components of TFP. In any analysed
parameter was not registered during period 1999-2007 continually trend. The most stabile
development was reported in case of total productivity change which, except for years 2003
and 2005, reached positive increase in comparison with previous periods. Also it was not
possible to exactly identify efficiency component which independently influenced total
increase of productivity. Finally we can state that in spite of unfavourable conditions in
individual periods the total productivity during analysed period increased.
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Introduction
Dynamic environment, where the agricultural companies are operating in the Slovak
Republic after accession in the European Union, is required continuity in increasing
efficiency of production process to preservation and growth of domestic producers’
competitiveness on single agrarian market in the EU. Slovak agriculture has undergone
transition period which left negatively consequences on agricultural production reduction
including drop of employment in agricultural basic industry. The position of Czech and
Slovak agro-food trade and industry in the European Markets analyzed in research work
Bielik, P. and Qineti, A. (2009).

The process of stabilisation and production and productivity growth started in the year
2004 after accession of the new member states into the EU by reduction number employees in
agriculture, creation of new institutions and market relations stabilisation (Swinnen, J. M. F.
a Vranken, L., 2005).
There exist many opinions on relation between productivity development (efficiency) and
legal forms in transition economies. Petrick, M. a Weingarten, P. (2004) maintain a position
that countries in which remain sustentative companies with large area of cultivated land from
central planed economy period but which simultaneously adapted organizational structure to
new system and optimized number of employees reach higher efficiency measure.
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As one of the factor, which impacted keeping higher measures of efficiency in these
countries, is keeping know-how of prospering companies. Similar conclusions reached also
Swinnen, J. M. F. a Vranken, L. (2005) according to the technical efficiency measures
estimation in countries of Central and East Europe (CEEC). Countries as Czech Republic,
Slovak Republic and Hungary, in which were kept large agricultural companies, were reached
higher average technical efficiency measures in comparison with transition countries.
Horská, E. (2004) analyzed in research impact of globalization on the business practices
as the sources of efficiency and competitive advantages.
In the EU27, the value of agricultural output in basic prices in 2008 grew by 3.9%, mainly
due to an increase in the value of both crop production (+2.9%) and animal production
(+5.5%) in real terms. (Bielik, P. – Turčeková, N. – Hupková, D., 2009).

One of appropriate indicators for productivity development estimation is Total Factor
Productivity Index (TFP). To estimate TFP are mostly used Tornquist-Fisher Indexes (TFi)
and Malmquist Indexes (Mi). There are some advantages of Malmquist Indexes over
Tornquist-Fisher Indexes. Application of Mi is not expecting that all analysed subjects are
simultaneously technical and allocative effective what is the basic assumption of TFi.
Applying Mi is not expecting profit maximization as essential condition and also is not
requiring information about input prices used in production process (Coelli, T. J. - PrasadaRao, D. S. - O’Donnell, C. J. - Bates, G. E., 1998).
Ciaian, P. – Pokrivčák, J. – Drabik, D. (2009) comparing efficiency of family and
corporate farms stated that the transaction costs of using markets should also be taken into
consideration. In many transition countries, output markets suit large corporate farms and
prevent the development of family farms.
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There exist many examples of TFP indexes application on the basis Mi at regional level as
well as on the firms’ level. As one of the most known analyses at regional level we can
mention work of Coelli, T. J. and Prasada-Rao, D. S. (2003) where was analysed the
development of TFP in 97 countries during period 1980 – 1995. Yearly increase of TFP
during analysed period represented 2.7 % which was caused mainly by technical effectiveness
change.
Lissitsa, A. and Rungsuriyawiboon, S. (2006) estimated applying parametric method
SFA the TFP index of agricultural production development in 46 countries (EU-15, EU-10,
Turkey and transforming countries of foreign Soviet Union) during period 1992-2002. As the
main conclusions from their study we can state, that the biggest share on TFP increase had
technological change in all monitored countries. Either transforming countries including EU10 achieved higher average increase of technical effectiveness in comparison with EU-15
countries.

Material and Methods:
The objective of research is total productivity development estimation of basic industry
subjects in the Slovak Republic during period 1999-2007 and identification of developmental
trends. The data were obtained from the Central Database of the Ministry of Agriculture of
the Slovak Republic (Information Letters of the MoA SR for the period 1999 – 2007). The
base file comprised subjects which object of activity was agricultural basic industry and file
was divided into two sub-files due to different accountancy. In the year 2007 were into subfile Legal Entities (LE) integrated 1 365 companies, in proportion: 539 agricultural
cooperatives (AC), 820 business companies (BC) and 6 state enterprises. Legal Entities
farmed 1 422 360 hectares of agricultural land (average per one company is 1 042 ha of
agricultural land, for AC it is 1 363 ha, for BC it is 835 ha, for state enterprises is it 490 ha).
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Into sub-file Independently operating farmers were included 1 144 farmers which farmed
146 493 ha agricultural land. Average area of cultivated land is 128 ha per one Independently
operating farmer.
Into analysed file were included all legal entities and Independently operating farmers
which farmed more than 40 ha of agricultural land, declared more than 20 head od cattle or
combination of cattle breeding and farming on agricultural land as well as companies farming
without land or with small area of land, but in sector of intensive animal breeding.
Independently operating farmers incorporated in analysed data file represented 7.45 %
from subjects which received payments in 2007 (15 532 subjects). Share of legal entities on
total quantity of subjects receiving payments in the year 2007 was 8.89 % but they are
farming more than three quarters of authorized area for all agricultural subjects in Slovakia.

From the fundamental data file was in the next step by random choice draw up panel data
for the period 1999 – 2007 which comprised of 338 legal entities and 83 independently
operated farmers so that incorporate proportional representation of subjects farming in all
regions in Slovakia, the frequency of subjects in individual regions was considered also.
Analysed data file was redeemed from subjects counting extreme values of variables applied
in analysis which will affect total results.
Estimation of total productivity on the basis the Malmquist indexes
Malmquist indexes (Mi) are based on measuring the radial distances of input or output
combinations during period s and t considering reference technology. Mi can be, according to
the analyses aim, estimated from two points of view (input Mi and output Mi). In paper were
applied input Mi from the reason that we examined increase of companies’ effectiveness by
input reduction what in comparison with output maximization we consider to better way of
increasing competitiveness.
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Input oriented Mi is aimed on input level needed to produce output qs and qt combination
regarding to reference technology. In case if we will apply time period s as the basic Mi will
reached subsequent form

mis ( qs , qt , xs , xt ) =

Where

dis ( qt , xt )
,
dis ( qs , xs )

(1)

dis ( qt , xt ) represent firm’s production effectiveness in period t by applying

technology from period s and

dis ( qs , xs ) represent firm’s effectiveness in period s by

applying technology from period s.
In case if firm is effectively in both periods, dis ( qs , xs ) = 1 , than Mi reached form

mis ( qs , qt , xs , xt ) = dis ( qt , xt ) .

(2)

With similar method is possible to define also Mi with reference period t but also is
possible apply specification of input Mi which is geometric mean Mi in periods s and t
(Caves, D. W. - Christensen, L. R. - Diewert, W. E., 1982).

1

mi ( qs , qt , xs , xt ) =  mis ( qs , qt , xs , xt ) × mit ( qs , qt , xs , xt )  2

(3)

In event if we want to estimate Mi on the basis previous equation we need to estimate four
radial measures considering to production frontier defined in the equation 1. Only in case if
firms are effective in both periods is possible to estimate this relation by two measures. As the
biggest problem of Mi estimation we can determine the knowledge of technology during
analysed periods (necessity to exactly specify form of production function). According to this
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fact is necessary to obtain detail information about inputs and outputs at enterprise level and
also about production function estimation methodology which are not requiring individual
firm efficiency prerequisite.

The equation 2 is simplified version of Mi in which we assumed that firms are effective in
both periods. But if we assume possibility that firm could be not effective is possible to define
two components influencing productivity (TFP) changes of individual firms as change of
effectiveness and technology. After revisions input Mi reached form

mi ( qs , qt , xs , xt ) =

1
2

d ( xt , qt )  d ( xt , qt ) d ( xs , qs ) 
×

 ,
d ( xs , qs )  d ( xt , qt ) d ( xs , qs ) 
t
i
s
i

s
i
t
i

s
i
t
i

(4)

where formula outside brackets represent change of technical efficiency (Farell technical
efficiency) during period t and s. This measures is interesting from aspect that it shows us
how input using in concrete companies improved with time change and if positive change of
technical efficiency (if the equation reached value greater than one) or negative change (value
is lower than one) is reached.

Part of the equation in square brackets represents technological change measure. It is
geometric mean of technology movement between analysed periods xs and xt.

To estimate input Mi in paper was applied nonparametric method Data Envelope Analysis
(DEA) which is based on linear programming. Advantage of this method is that we do not
need to specify production function form which is estimated by linear programming (Färe, R.
- Grosskopf, S. - Norris, M. - Zhang, Z., 1994).
Results
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According to the fact, that in data file are except legal entities represented also
independently operating farmers, were from reason of limited monitoring individual variables
in accounting statements of this primary producers group selected for Mi calculation one
output – total revenues (incomes) and four inputs - total assets, cultivated land according
LPIS and total costs (expenditures). By selecting inputs and outputs were except of data
availability also considered approaches of other authors who examined technical efficiency in
group of agricultural companies (Mathijs, E. - Vranken, L., 2001; Swinnen, J. - Vranken,
L., 2005, Benda, V. – Vadovič, M., 2008).
The development of individual variables which were used by TFP development estimation
and its individual components as inputs and outputs is reported in table 1.

Table 1 Descriptive statistics of output and inputs for whole analysed data file during
period 1999 - 2007
1999

2000

2001

2002

2003

2004

2005

2006

2007

Revenues (incomes) total in thousands SKK.
Mean value

21 160 22 815 25 206 25 263 23 155 24 718 25 017 26 108 27 211

Maximum

145 050 121 528 131 027 128 108 110 304 111 273 118 902 127 061 132 670

Minimum
Variance coefficient

179

493

496

562

165

658

14

914

309

0.862

0.825

0.829

0.828

0.836

0.830

0.843

0.828

0.816

Total assets in thousands SKK.
Mean value

35 714 34 873 36 279 36 653 34 561 35 522 36 308 35 939 37 223

Maximum

239 863 157 352 178 677 151 445 138 058 134 951 140 422 134 742 159 041

Minimum
Variance coefficient

140

157

143

343

498

529

6

494

494

0.957

0.918

0.903

0.878

0.886

0.863

0.857

0.847

0.830

Farmed land according to the LPIS (farmed land in utilization) in ha
Mean value

866

875

892

892

891

840

842

829

826

Maximum

3 675

3 675

3 675

3 675

3 425

3 425

3 425

3 425

3 425

Minimum

13

13

25

35

38

39

38

40

27

0.631

0.609

0.603

0.600

0.592

0.585

0.574

0.566

0.566

Variance coefficient
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1999

2000

2001

2002

2003

2004

2005

2006

2007

Costs (expenditures) total in thousands SKK
Mean value

21 546 23 238 24 851 25 147 24 627 24 216 25 048 25 818 26 378

Maximum

143 125 125 444 134 367 123 321 108 695 106 063 110 210 125 053 128 977

Minimum
Variance coefficient

295

492

535

432

150

655

13

708

393

0.855

0.824

0.829

0.825

0.825

0.833

0.834

0.833

0.817

Source: own calculations

In this part is stated complex evaluation of development during analysed period 1999 –
2007 which assess development of total productivity and its parts, changes of production
efficiency as well as in effective assets exploiting in time.
As it was mentioned before in material and methodology part total change of productivity
measured by Mi (TFP) composed of two parts as change of efficiency (EFFCH) during time
which reflects on changes of efficiency in comparison with previous period and technological
change (TECHCH) which represents exploiting technology in comparing with previous
period.
The DFP development and its components during analysed period for analysed data file as
total is illustrated in graphs 1a-c.

Graph 1a The EFFCH development in
1,25

Graph 1b The TECHCH development in

analysed data file

1,25

1,17

1,17

1,08

1,08

1,00

1,00

0,91

0,91

0,83

analysed data file

0,83
00/99 01/00 02/01 03/02 04/03 05/04 06/05 07/06

Source: own calculations

00/99 01/00 02/01 03/02 04/03 05/04 06/05 07/06

Source: own calculations
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Graph 1c The TFPCH development in
1,25

analysed data file

1,17
1,08
1,00
0,91
0,83
00/99 01/00 02/01 03/02 04/03 05/04 06/05 07/06

Source: own calculations

On the basis of analyses results is possible to state that in any studied variable was during
period 199 -2007 noticed continual trend. The most stabile development was reached in case
of total productivity change which except years 2003 and 2005 reached in comparing with
previous periods positive increase. Years 2003 and 2005 were characteristic by not favourable
weather and climate conditions which in resort of agriculture negatively affected the
significant decline of production. Similarly was not possible to unambiguously identify
segment of efficiency which independently influenced total increase of productivity because
during analysed period fluctuated both total productivity components. In final consequence
we can state that in spite of not favourable conditions in separate period total productivity
during analysed period increased.
From graph of technical efficiency change measures and technical change is possible to
identify inverse relation in their development. Stated is possible to explain by increasing new
assets and its effective using during separate years. Increase of assets will appear in first
period firstly as one time increase of costs and usually is this asset effectively used only in
during next period. This fact could partially explain decrease of technical efficiency in year
2006 in comparison with year 2005 when new asset financed from the EU funds was bought.
Concretely we can observe decrease of technical efficiency in 2006 in comparison with 2005
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by significant increase of technological change which displayed in the year 2006. Increased
investments temporarily negative influence on component technical efficiency change in long
time horizon when firms stabilize production structure and eliminate not efficient asset and
there is no more sharp movement in these components of total productivity.

Table 2 Descriptive statistics of TFP development in analyse data file during period
1999 - 2007
2000 /

2001 /

2002 /

2003 /

2004 /

2005 /

2006 /

2007 /

1999

2000

2001

2002

2003

2004

2005

2006

Technical efficiency change
Mean value

1.108

1.019

0.991

0.993

0.990

1.057

0.869

1.034

Maximum

8.903

1.870

1.702

2.025

2.005

1.629

4.511

2.325

Minimum

0.662

0.722

0.352

0.433

0.502

0.276

0.526

0.488

Variance coefficient

0,457

0.109

0.106

0.129

0.144

0.115

0.263

0.184

Mean value

0.987

1.021

1.002

0.958

1.105

0.929

1.226

1.004

Maximum

1.186

1.244

1.103

1.374

1.176

1.095

1.737

1.302

Minimum

0.735

0.959

0.620

0.902

0.610

0.820

0.957

0.737

Variance coefficient

0.084

0.032

0.044

0.040

0.054

0.043

0.148

0.105

Mean value

1.077

1.040

0.992

0.950

1.093

0.981

1.051

1.028

Maximum

6.711

1.874

1.685

1.883

1.927

1.458

6.388

2.153

Minimum

0.626

0.749

0.354

0.460

0.523

0.258

0.670

0.435

Variance coefficient

0.352

0.108

0.106

0.131

0.140

0.108

0.292

0.160

Technical change

TFP change

Source: own calculations
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Importance of descriptive statistic which are recorded in table 2 consists in interpreting
variability of analysed variables represented by mean value, maximum, minimum and
variance coefficient.
On the basis descriptive statistics of TFP development and its components we can state
that in case of examined file it goes mostly about homogenous set of companies considering
to changes of total productivity and its individual components.
The biggest fluctuations were recorded in technical efficiency changes which are evident
mainly in the years following the years with non favourable climate conditions. This result
indicates improve of efficiency of particular group of companies after production conditions
improvement. That will be more detail explained in the part of individual firms’ group
analysis.

Conclusion
Differences between terms as technological change and change of technical efficiency are
important not only from analytical point of view but also from factors point of view which
influenced their origin. Change of technical efficiency can be interpreted also as relative
measure of managerial abilities to exploit inputs in given technological conditions. On the
other side technological change represent changes of labour productivity based on technology
and production processes changes. In a simplified way we can declare that positive changes in
technical efficiency are as a consequence of increasing management knowledge level and
experiences. Unlike from technical efficiency change the technological change from great
measure depends on investments into new technologies and research (Ahmad, M. - BravoUreta, B. E., 1996).
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The average value of TFP index during analysed period was not changed however the
fluctuations of individual components of this indicator were recorded. As a positive we can
remark stabilization and gradual increase of technical efficiency change. The most stabile
development was reached in case of total productivity change which except years 2003 and
2005 reached in comparing with previous periods positive increase. Years 2003 and 2005
were characteristic by not favourable weather and climate conditions which in resort of
agriculture negatively affected the significant decline of production.
One of the reasons of the short term decrease of technical efficiency measure is new
technologies introduction in greater measure during short time. Vasavada, U. a Chambers,
R. G. (1986) pointed out on this fact in US agriculture when applying new technologies
caused costs of fitting mainly in cases when the structure of farms is changing slowly.
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Abstract: This paper discusses about the management of customer relationship with an
organization. In present scenario the core objective of a company is to satisfy the needs of the
customers by facilitating there actual demand and build value laden relations with them. CRM
stands for Customer Relationship Management. It is a process or methodology used to learn
more about customers' needs and behaviors in order to develop stronger relationships with them.
There are many technological components to CRM, but thinking about CRM in primarily
technological terms is a mistake. The more useful way to think about CRM is as a process that
will help bring together lots of pieces of information about customers, sales, marketing
effectiveness, responsiveness and market trends.
CRM helps businesses use technology and human resources to gain insight into the behavior of
customers and the value of those customers.
CRM is an IT enabled business strategy, the outcomes of which optimize profitability, revenue
and customer satisfaction by organizing around customer segments, fostering customer satisfying
behaviors and implementing customer centric processes.

Key Words: Key words: Relationship Management, Customer perspective.
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Introduction
Since the beginning of the new millennium, traditional marketing practices have not been
effective in yielding good returns. Companies have turned reluctant to spend huge advertising
expenditure and marketing research- the potent tool of getting deeper insights of customer has
lost its charisma. The 4p’s of marketing-price, product, place, promotion- are not much useful in
developing marketing strategies. CRM has emerged as a new marketing strategy in that terror.
There is a gradual shift in marketing practices from basic marketing to reactive marketing and
then to relationship marketing. In days of yore, selling a product was comparatively easy. Many
companies took their customer for granted and could practice Leaky Bucket Approach of
marketing in expanding economies and rapidly growing markets. Owing to changing
demographics, fierce competition and over-capacity in many industries, most companies are up
against the problem of customer churn, that is customer defection. It has become imperative for
every company to fight for its share in the flat or faded market. They also realized that customer
is the king or Queen and retaining an existing customer is less expensive then creating a new
customer for their product. Jeetendra Jain says, ``it costs 5 times less to retain an existing
customer then to acquire a new one.
CRM is the process of carefully managing detailed information about individual customer and all
customer “touch point” to maximize customer loyalty. A customer touch point is an occasion on
which the customer encounters the brand and product- from actual experience to personal or
mass communications to casual observation.
For a hotel, the touch points includes reservations, check-in, check-out, frequently-stay
programs, room service, business service, exercise facilities, laundry service, restaurants and
bars.
CRM enables companies to provide excellent real time customer service through the effective
use of individual account information. Based on what they know about each alued customer,
companies can customize market offerings, services, programs, messages and media. CRM is
important because a major drive of company profitability is the aggregate value of the
company’s customer base.
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Customer relationship management focuses totally on customers and the organization’s entire
gamut of functions related to value creation and value delivery. It is concerned with devolping
brand loyalty and customer loyalty to the highest possible level, to maintain long term customer
relationship.
Customer relationship management is defined as ``a management process of acquiring customers
by understanding their needs, retaining customer by fulfilling their needs more than their
expectations and attracting new customers through customer specific strategic marketing
approaches. The process involves total commitment on the part of entire organization in evolving
and implementing relationship strategies that would be rewarding to all concerned.
The focus on Customer relationship management is beneficial for both organization and the
customers. The organization benefit from education in customer acquisition costs, generation of
more loyal customers, expansion of customer base, reduction in advertisement and promotion
expenses, increase in the number of profitable customers, the possibility to introduce new
products easily and also the possibility to expand the business.

Cultivating Customer Relationships:
Maximizing customer value means building long term customer relationships. Companies are
now moving away from wasteful mass marketing to precision marketing designed to build strong
customer relationships. Today’s economy is supported by information businesses. Information
has the advantage of being easy to differentiate, customize, personalize, and dispatch over
networks at incredible speed.

Customer Retention
Organizations lose customers due to many reasons:
1. If the price of the brand appears very high, and the customer perceives a mismatch
between the price and the customer value, he would switch to a competitor’s brand.

2. If a new product which is advanced in technology, offering better features and
performance enters the market, customers may opt for that.

1004

3. If customers are dissatisfied with the services- pre-sales, during sales and after sales- they
would switch over to the substitute.

4. Customers may also move away towards the competitor’s products attracted by
augmented benefit offered by them.

5. Customers could also defect from a brand due to personal reasons- shift of residence,
change in preferences, influence of family and friends, disgust, anger and sentimental
reasons.

How Companies Lose Customers
1% - Die
3% - Move away to new location
4% - are natural floaters
5% - Move on recommendation of family or friends
9% - Find somewhere cheaper
10% - are chronic complainers
68% - Go elsewhere because the people who serve them are indifferent to their needs. They just
don’t care!

Building Customer Relationship
Mahatma Gandhi has emphasized the importance of customers to the organization thus:
A customer is the most important visitor on our premises.
He is not dependent on us.
We are dependent on him.
He is not an interruption in our work.
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He is the purpose of it.
He is not an outsider on our business.
He is a part of it.
We are not doing favor by serving him.
He is doing favor for us by giving us the opportunity to do so.
The means to build long lasting relation with customer is to create superior customer value and
customer satisfaction. Loyalty comes out of satisfaction and loyal customers are likely to
patronize a company’s products or services for a long time. Therefore, to attract and retain
customers, an organization should constantly seek ways to deliver superior customer value and
satisfaction.

Customer Value
A customer usually buys from a company that offers the ‘highest customer perceived value’,
which is the customer’s evaluation of the difference between all the benefits and all the costs of a
product or service offer compared to those of the competitors.

Customer Satisfaction
Customer Satisfaction is the extent to which a product’s perceived performance matches a buyer
expectations, if the product performance falls short of expectations,the customer is dissatisfied; if
it matches the expectations, the customer is satisfied. If it exceeds expectations, the customer is
highly satisfied or delighted.
Successful marketing companies go out of the way to keep their customers satisfied or delighted.
They strive to match customer expectations with company performance. Some company aims to
delight customers by promising only what they can deliver, then delivering more than they
promise. Marketers use the Customer Satisfaction Index (CSI) to track satisfaction levels.
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Five Common Perception Gaps:
Perception gaps are the difference between how the company or marketer and its customer view
its products or services. The common gaps are:
1. The gap between what the companies thinks the customer wants and what the customer
actually wants.
2. The gap between what the company thinks the customer has bought and what the
3. Customer perceives they have received.
4. The gap between the service qualities the company believes is being provided and what
the customer perceives as being provided.
5. The gap between the customer’s expectation of service quality and the service quality the
company actually delivers.
6. The gap between the marketing promises and the company’s actual delivery.

Knowing the gaps in the business will help the marketers focus attention on the areas that
matters most to the customers.

Strategies for Building Relationship:
The strategies for building and maintaining relationship will vary from company to
company. The variations will depend on the factors like nature of business, its size, its
market share, nature of product type, volume of sales, geographic spread or
concentration, socio-economic status and lifestyle of the customers concerned,
competitor’s strength, etc. Some major practices that are commonly practiced in various
combinations by successful companies are:

1. People:
All the employees within the company have an important role in CRM. Every employee
should co-ordinate integrated activity towards customer satisfaction.
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2. Product:
The product or service must constantly provide value addition. The expectation of the
customer keeps on changing and may increase due to many reasons. A customer satisfied
with a given product or service now may soon become a dissatisfied customer in view of
changes taking place in his expectations. Customer’s expectations often go beyond
physical tangible and may be influenced by emotions and other psychological factors.
Manufacture and marketers must correctly understand the customer’s expectations and
match them.

3. Service:
Customer expects quality service during pre-sales, sales and after-sales phases. The
company has to set standards for quality of service and adhere to it to satisfy its
customers.

4. Competitive advantage:
Customers always compare the products, services and style of operation of a company
with competitors to decide their future purchases. So a company needs to make similar
analysis and increase its strengths and reduce weaknesses, to ensure that it delivers
customer value and satisfaction better than the competitors and maintain competitive
advantage. This help to retain its customers.
5.

Partnership with Customers:

Partnership alliance will help to build relationship with the customer. Partnership
understanding could be in the form of buy-back arrangements, training employees and
extending managerial support to the customer’s organizations. It creates proof for the
care and interest shown by customers towards a company.
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6. Customer Club:
Formation of customer clubs is another way to promote relationship. Such clubs will
focus a sense of mutual belonging, understanding, and sharing of common problems and
emotions. An ideal customer club can act as a bridge between companies and customers.
The club provides a direct two-way communication process where the company can
inform customers about its marketing activities and products while understanding the
needs and problems of its customers. It helps to enhance the level of satisfaction and
improve relationship.
7.

Social Events and Concern for Societal Problems:

The organizations should volunteer to identify themselves with all events with which the
customers and the organizations are concerned. They can celebrate religious functions
and national festivals; organize or sponsor cultural meets, sports etc., in their locations.
The organization should come forward to help whenever a crisis situation arises which
disturb the normal life of the customer. This approach makes the organization a part of
the customer’s life and will help to build relationships.

8. Communications and Complaint Redressing:
Organizations should develop simple, open, efficient customer-friendly communication.
A good communication system turned to customer requirements will improve
relationship. An organization should also have an efficient and transparent complaint
redressed system and complaint monitoring cell. Customer complaints should be handled
effectively and expeditiously to the full satisfaction of the complaints. This would enable
the creation of better relationship with the customers.
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9. Brand Switching Barriers:
Some organization builds brand-switching barriers to retain customers by making it
difficult and costly for customers to change brands. Examples are incentive schemes,
annual quantity rebates, relationship-based pricing, additional services, attractive price
schemes, and sentiment-based scheme.

Customer interaction management (CIM) and e-CRM
Interaction between customer and the company plays an important role in the relationship
building. Customer interaction management constitutes the customer relationship
technologies with addition of technology-based interactive solutions. The interactive
channels that are currently available enable very effective customer interactive
communication which lead to Customer interaction management and this would further
lead to relationship building. In the context of technological advancement, the interaction
management is facilitated by communications in terms of media, message, speed,
accuracy, distance, content, reach, repetition, etc.
The Customer interaction management stands for intensive interaction between
customers and the organization, which is supported effectively by technology-enabled
mechanisms such as the internet.
Customer interaction management could take any or a combination of three routes: online
routes, offline routes or outsourcing. Most companies follow the online route using online
interaction tools like interactive websites, e-mails, web communities and chat rooms.
Offline route tools are telephones, fax, face to face interaction, interactive television
network and direct mails. Outsourcing includes online or offline routes or combination of
both. For example: A call center is a group of agents who support customer contact or
interaction functions over the phone assisted by computers.
eCRM provides the companies a mean to conduct interactive, personalized and relevant
communication with customers across both electronic and traditional channels. It utilizes
complete view of the customer to make decisions about messaging, offers and channel
delivery. It synchronizes communication across disjointed customer-facing systems.
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Researchers expect eCRM applications to make channel specific CRM applications
obsolete very soon. eCRM’s value comes from giving a customer that `total experience’
on the web. Traditional CRM channels cannot do that because they are based on
applications that may not be effective in giving the customer direct access to the
interfaces functionally.
eCRM is the customer-facing internet portion of CRM. It includes capabilities like self
service knowledge bases, automated e-mail response, and personalization of web content,
online product bundling and pricing and so on. Too be effective, e CRM should be
installed in conjunction with traditional CRM and the two should function together.
Every organization that aims to build and maintain customer relationship may have to
develop an excellent Total Customer Care programmed to suit the specific requirements
of its target customers. Such a programmer implemented sincerely and effectively, will
attract customers towards building everlasting relationships with the organizations.

Objectives of e-CRM
1. To provide better customer service.
2. To help sales staff close deals faster.
3. To discover new customers.
4. To increase customer revenues.
5. To simplify marketing and sales processes.

Global Scenario for Electronic CRM
E-CRM globally represents one of the most exciting segments of industry. A high growth
rate coupled with increased usage of the internet makes a promising future for the
industry. Example: General Motors receives 1, 00,000 e-mails from its customers every
day.
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Why do companies need E-CRM?
In today’s market, customer loyalty is difficult to come by and to get that loyalty;
companies need to better understand the needs of its customers. E-CRM provides a 360
degree view of the customer, meaning that it is not possible to know exactly what they
want, when they want it and how they want it. A drastic transformation is taking place in
the market place. The business must revolve around the customer. E-CRM is the key to
identify previously unheard of the market trends and meeting the needs of the customers
more fully than ever before.

Difference between CRM and E-CRM
Basis

CRM

1.Coverage

Wide

E-CRM
coverage

is

not Wide coverage.

possible.
2. Time consumption

It takes more time to get Response time gets reduced.
response from customers.

3.Cost

Spending is more to collect Businesses spend more to
the data but the response is collect the data but response
good so cost is nominal.

is not good as compared to
CRM.

4. Security

The data is secure and no Securities are less and have
additional costs are incurred to spend more for securing
to secure the data.

the data.

5. Informative

Highly informative.

Not highly informative.

6. Innovation

optional

Due to its development,
innovative techniques are
adopted.

7. Accessibility

Easy to access the data.
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Difficult to access the data.

Customer Relationship Management in Banking Sector
Customer is the God is a very apt saying around the world and banks operating
worldwide also operate in the same line. The traditional public sector banks in India were
providing a limited number of services to the customers prior to financial deregulation.
The last decade has seen efforts to integrate the Indian economy into the broader global
economy unleashing the host of challenges to the financial sector. With economic
liberalization a lot of foreign and private sector banks have made their presence
increasingly felt in Indian market by providing high quality and timely services to the
customers who are ready to pay an extra buck for it. Thus in Indian context, with the
onset of financial deregulation monoliths of banking industry are changing.
Evolution of CRM has made a significant change in the working of the financial
institution; in current scenario is a modern tool to capture valuable customer information
to help device strategies to sell relevant products to customers. It is a systematic and
rational approach in identifying customer needs and offering the right product to fulfill
those needs in the best possible way. Servicing and selling to the existing customers is
viewed to be just as important to long term marketing success as acquiring new
customers. One of the determinants of success of relationship marketing strategies of a
firm is how customer perceives the resulting service quality and the perceived service
quality is the key drive of perceived value. It is the perceived value which determines the
strength of the company customer relationship. Successful CRM initiatives start with a
business philosophy that aligns company activities around customer needs. Only then can
CRM technology be used as it should be used as a critical enabling tool of the processes
required to turn strategy into business results.
Through CRM, banks are able to target customers matching the profile of their product
and their by increasing conversion rate and and carrying out cost-effective marketing
campaigns. ICICI has made efforts to integrate the customer base of bank account
holders, bondholders and customers availing of personal loans. This has helped in selling
products and services to customers who are already using the organization’s product and
are familiar with it.
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The rising customer awareness and aspiration of quality service and availability of alternative
service providers has made customers more demanding. Thus a bank’s ability to attract and
retain new customer is a function of not only what it offers but also how it serves its existing
customers. Since banks are not different from any other industrial organizations with respect to
selling of their products i.e. banking services product differentiation can make an impact. Banks
should establish contacts with customers as well as non-customers because this industry is based
on continuous relationship with the society.
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With the growing emphasis on customer knowledge in service industries CRM strategy
can be a very useful tool for managers. Whether or not a business focuses its effort on
production innovation, operation efficiency or low price, companies must have customers
(Peppers and Rogers, 2004). CRM helps companies realign their resources in order to
increase operational activity and place the consumer at the center of the business. A CRM
strategy is aimed at delivering a superior customer experience in order to create stronger
customer relationships, which lead to customer loyalty.

This paper discusses how managing effective relationships with customers has become
increasingly important in the era of constrained resources and global competition. The
paper explains how customer relationship management (CRM) encompasses all tools,
strategies and other technology-based capabilities that help a business organize and
manage its customer relationships. Specifically, the paper outlines the strategiesx CRM
attempts to achieve in organizations and emphasizes how CRM is essential for a business'
long-term survival and success.
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Analysis of foreign trade and competitiveness of selected agrarian
commodities in Slovak Republic

L. Konduliaková1,
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Abstrakt

The article deal with competitiveness of selected agri – food commodities (milk,
potatoes, sugar, beef and pork meat) in Slovak Republic. Along with this is also analyzed
development of import, export and balance of foreign trade named commodities in time
period from the year 1993 up until 2007. For analyzing of competitiveness was used indicator
RCA. On the ground of results of listed indicators was evaluated comparative advantages or
comparative disadvantages of individual commodity groups and foreign trade development
for fifteen years. For better interpretation was used method of trend lines. From determined
information is possible to observe that competitiveness of milk and pork has negative
development in long – run time priod. On the other side, commodities as potatoes, malt, and
sugar has growing tendency. Commodities as cow milk and malt have shown comparative
advantages during whole time period.

Key Words

Foreign trade, export, import, food – processing industry, RCA, competitiveness,
comparative advantages and disadvantages.
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Introduction

Processes of globalization and integration in world economy continually reinforce
competitive movies on global market. For succesfull development of foreign trade is necessity
of comparative advantages were achieved by selected commodities. Great share on balance of
foreign trade has trade with agrarian comodities. Competitivenes in long – run period of most
agrocomodities in Slovak republic relflect negative development. Commodities as malt or
cow milk, whole, fresh can be include between commodities with long – run competitiveness
on global market. On the contrary, by pig meat, pork or potatoes, Slovak republic can not be
able to reache comparative advantages.

Operating program on support of competitivenes „Competitiveness and economic
growth in years 2007 – 2013“ was worked out by ME SR. As it is said by ME SR, it presents
basic material, which forms movement and support of innovation, industry, turist trade
improvement and others selected services by exploitation of growth potential of regions with
fixation on achievement global – strategic aim SR in program period 2007 – 2013, which is:
Markedly increase by the year 2013 competitiveness and efficiency of regions and slovak
economy and employment by respecting of constant tenable development.

According to PODOLÁK (2007), was on the ground of OECD undertaken definition
of national competitiveness as: „Competitiveness is, in substance, such level, by which
country in conditions of free and strong competition can produce goods and afford sevices,
satisfying preferencies on international markets along with ability of country to ensure and
expand real income its citizens in long – run period.“
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Purpose and methodology

The objective of submitted article is to analyze development of foreign trade with
selected agrocommodities in Slovak republic in long – run period of fifteen years from the
year 1993, when the Slovak republic became single autonomous state, by the year 2007. In
addition to development tendencies of foreign trade is the purpose of the article to quantify
competitiveness of selected commodities on the ground of trade results by indicator Revealed
Comparative Advantage (RCA) in specified time period of fifteen years.

Partial purposes and methodology:

1. Selection of concrete agrocommodities, which will be subject of work,
2. to gain data about export and import of selected agrocomodities from available database,
3. to calculate foreign trade balance of selected commodities by means of mathematic term:

Balance = X – M, where X – export and M – import,

and consequently calculate growth index:

Growth Index = X(M)2007 / X(M)1993, where X(M) 2007 – export (import) in 2007,
X(M) 1993 – export (import) in 1993,

4. to calculate competitiveness these commodities according to PODOLÁK (2007), who
defined competitiveness as tendency to take part in exchane of products and services.
Indicator of reveald comparative advantage RCA is calculated as natural logarithm of
proportion of export and import of concrete commodity on whole export and import in
specific country.
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RCA = ln [( x : m)/(X : M)]

Kde:
x – export of comomodity,
m – import of commodity,
X –total agrarian export of country,
M –total agrarian import of country.

Interpretation of results:
RCA>0 – comparative advantage,
RCA<0 – comparative disadvantage,

5. graphic presentation and decription of competitiveness development and foreign trade.

Priming data will be obtained from source of information from database as
FAOSTAT, SO SR and Green report. This article is supported by the Scientific Grant Agency
(VEGA) of the Ministry of Education of the Slovak Republic and the Slovak Academy of
Sciences (Grant No. 1/0230/09 "Competitiveness of the Slovak Agri - Food Enterprises on the
European Food Market").
Results

All monitoring commodities (cow milk, whole, fresh, cattle meat, pig meat, pork,
potatoes, malt, milk Skm of cows, sugar refined) such as total agrarian trade of Slovak
republic were researched in time period 1993 – 2007 in tonnes and also in 1000 USD. In
following table can be viewed development of slovak agrarian foreign trade. Import and
export are groving per year, during which time export is growing about 118% quickly than
import. From 1993 has grown import almoust about 948% and export about 1066%. Balance
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of trade shows negative values during whole time period excepting year 1994, when the
balance reached positive value. Such as import and export also balance has had growing
tendency during fifteen years but in negativ way. The negative balance has grown from the
begining of period about 231%.

Table 1: Total export, import and balance agrarian trade SR in years 1993 – 2007 in 1000
USD, growth index
1993

1994

1995

1996

1997

1998

1999

2000

637006

661486

878083

111237

117207

130803

113000

127656

0

0

0

00

00

00

00

21

546948

669493

858908

883108

963951

107259

101970

118372

0

0

0

0

0

00

00

61

-900580

80070

-191750

-

-

-

-

-928360

229262

208119

235440

110300

0

0

0

0

Import

Export

Saldo

2001

2002

2003

2004

2005

2006

2007

Index

147150

165708

225225

297234

354524

458716

604118

9,48

25

53

46

39

38

59

53

125562

144114

218372

276327

320900

417223

583244

23

65

72

53

67

72

93

-

-

-685274

-

-

-

-

215880

215938

209068

336237

414928

208736

2

8

6

1

7

0

Import

10,66

Export

Saldo

Source: FAOSTAT, self calculation.
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2,31

1.1 Cow milk, whole, fresh

The following table presents data about import, export, balance of trade,
competitiveness and growing index for selected commodity cow milk, whole, fresh.
Analogous to total foreign agrarian trade also by this commodity is possible to observe, that
all indicators have growing tendency. Increase in value of import and export represents 24,9
and 27,3, but there export was increasing about 240% quickly as import. By this commodity
Slovak republic obtained positive numbers of balance in long – run period as well as also
comparative advantage during whole period of survey. Total development of indicator RCA is
negative, which means, that from 1999 the value of RCA continuously decrease.

Table 2: Import, export, balance of cow milk, whole, fresh in years 1993 – 2007 in tonnes and
1000 USD, growth index and RCA
1993

1994

1995

1996

1997

1998

1999

2000

Export t

7917

7602

5479

5253

2106

3115

11111

16741

Import t

6306

2657

753

1575

22

9

21

1206

Export USD

2274

1892

1728

1810

696

971

2884

3933

Import USD

1399

696

190

413

7

5

8

249

Saldo

875

1196

1538

1397

689

966

2876

3684

RCA

0,64

0,99

2,22

1,71

4,79

5,47

5,99

2,84

2001

2002

2003

2004

2005

2006

2007

Index

Export t

15662

28575

33957

69002

92982

93626

107255

13,5

Import t

1652

470

1964

5502

33075

49502

53454

8,5

Export USD

4068

8022

11466

28851

38176

38246

62169

27,3
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Import USD

468

190

693

3831

17397

25565

34792

24,9

Saldo

3600

7832

10773

25020

20779

12681

27377

31,3

RCA

2,32

3,88

2,84

2,09

0,89

0,50

0,62

0,97

Source: FAOSTAT, self calculation.

For better interpretation of table results it is possible to view development of
individual indicators in following graph.
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Graf 1: Import, export of cow milk, whole, fresh in 1000 USD and RCA
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Source: Table 2.

1.2 Cattle meat

In table 3 are quoted five indicators, which are evaluated by all selected commodities.
For cattle meat had value of export indeed growing character in number about 960% but in
comparison with import, which was growing up until about 1600% more quickly then export,
export has negative development in this case. This fact reflects also on tendencies and values
of balance, which in consequence of more quick growth of import get into negative number in
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last year of researched period. RCA of cattle meat was moving within the limits from -3,10 in
1995 until 5,57 in 2002. Individual indicators are shown on graph 2.

Table 3: Import, export, balance of cattle meat in years 1993 – 2007 in tonnes and 1000 USD,
growth index and RCA
1993

1994

1995

1996

1997

1998

1999

2000

Export t

725

1184

21

362

0

16

109

314

Import t

262

2419

968

68

28

727

1104

1097

Export USD

1102

2178

63

725

0

39

221

573

Import USD

430

3005

1436

128

46

827

974

1053

Saldo

672

-872

-1373

597

-46

-788

-753

-480

RCA

1,09

-0,35

-3,10

1,96

-

-2,86

-1,38

-0,53

2001

2002

2003

2004

2005

2006

2007

Index

Export t

0

1372

1554

4137

4529

4283

2928

4,0

Import t

270

7

540

519

2006

3144

2965

11,3

Export USD

0

2294

2543

5543

14272

13513

10629

9,6

Import USD

328

10

531

1025

6072

9212

11015

25,6

Saldo

-328

2284

2012

4518

8200

4301

-386

0,001

RCA

-

5,57

1,60

1,76

0,95

0,48

-0,001

0,14

Source: FAOSTAT, self calculation.
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1.3 Pig meat

The third analyzing commodity is pig meat, which reached the worst results of
indicator RCA in researced time. The reason is far above crippling import up export. The
pozitive fact is more quickly growing export about 1230% such as import. On the other side,
the balance has had never reached pozitive level during whole time period. The worst
development of RCA came into being in years 1997 – 2000, when the level of
competitiveness was moving between -6,65 and -8,52 in the year 1999. There is possible to
observe that this commodity has comparative disadvantages during all fiflen years.

Table 4: Import, export, balance of pig meat in years 1993 – 2007 in tonnes and 1000 USD,
growth index and RCA
1993

1994

1995
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1996

1997

1998

1999

2000

Export t

883

34

0

0

1

3

0

20

Import t

5442

2401

868

0

1308

8389

5777

11293

Export USD

958

51

0

0

3

8

1

17

Import USD

6987

3066

1442

0

2804

11617

5594

16468

Saldo

-6029

-3015

-1442

0

-2801

-11609

-5593

-16485

RCA

-1,83

-4,11

-

-

-6,65

-7,08

-8,52

-6,80

2001

2002

2003

2004

2005

2006

2007

Index

Export t

0

249

30

4919

6565

7586

8046

9,1

Import t

12076

14873

11076

20186

32499

37253

36102

6,6

Export USD

0

558

41

7379

23592

22662

24169

25,2

Import USD

18506

24871

18900

43662

78999

80358

90614

12,9

Saldo

-18506

-24313

-18859

-36283

-55407

-57696

-66445

11,0

RCA

-

-3,66

-6,10

-1,70

-1,11

-1,17

-1,29

2,2

Source: FAOSTAT, self calculation.

The trend line in graph 3 pointed to improving development of RCA, which directs to
zero value. This indicates positive trend in competitiveness of pig meat.

Graf 3: Import, export of pig meat in 1000 USD and RCA
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1.4 Pork

The next researched commodity was pork, by which equally to pig meat Slovak
republic had only comparative disadvantages, about which say calculated negative numbers of
RCA. By this commodity was export slower increasing as import, which growth reached point
of 118,1. This number represents the highest and at the same time alarming number compared
with other commodities and total agrarian trade. This development is follown by growing of
negative balance from 412 thousand USD in 1993 on 57 865 thousand USD in 2007.

Table 5: Import, export, balance of pork in years 1993 – 2007 in tonnes and 1000 USD,
growth index and RCA

Export t

1993

1994

1995

1996

1997

1998

1999

2000

76

0

0

0

23

2

1

0
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Import t

488

1431

932

0

1107

5984

6257

0

Export USD

111

0

0

0

14

4

1

0

Import USD

523

1881

1089

0

2786

9005

7194

0

Saldo

-412

-1881

-1089

0

-2772

-9001

-7193

0

RCA

-1,40

-

-

-

-5,10

-7,52

-8,78

-

2001

2002

2003

2004

2005

2006

2007

Index

Export t

0

0

0

31

1052

916

1109

14,6

Import t

0

0

391

7440

19037

16686

19912

40,8

Export USD

0

0

0

125

5874

2450

3879

34,9

Import USD

0

0

734

15636

45139

42853

61744

118,1

Saldo

0

0

-734

-15511

-39265

-40403

-57865

140,5

RCA

-

-

-

-4,76

-1,94

-2,77

-2,73

0,43

Source: FAOSTAT, self calculation.

Total development of comparative disadvantages has in researched period decreasing
tendency as it is shown on graph 4.
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1.5 Potatoes

By potatoes is RCA in the long term negative, but in the last years has became
numbers of indicator positive. From 2002 indicator of competitiveness has decreased yearly
from -3,61 up until -1,72 in 2007. The balance of foreign trade, also like RCA, reached
negative trends, even though export was increasing more quickly about 210% such as import.
Total growth of export was 920% and import 710%. The balance was decreasing slower then
export or import by 670%.

Table 6: Import, export, balance of potatoes in years 1993 – 2007 in tonnes and 1000 USD,
growth index and RCA
1993

1994

1995

1996

1997

1998

1999

2000

Export t

4391

10091

1020

750

225

231

3

6

Import t

28623

46728

73824

47550

3773

20358

41450

50857

Export USD

449

885

482

159

24

36

1

1

Import USD

3367

6409

20536

8414

1004

3404

4638

3955

Saldo

-2918

-5524

-20054

-8255

-980

-3368

-3637

-3954

RCA

-1,86

-1,99

-3,73

-3,74

-3,54

-4,35

-8,34

-8,21

2001

2002

2003

2004

2005

2006

2007

Index

Export t

1229

553

2564

3481

5108

6708

13673

3,1

Import t

11228

30591

31151

38834

46426

45206

37165

1,3

421

104

469

735

1519

2448

4134

9,2

Export USD

1029

Import USD

1778

4431

4740

8321

8229

15822

23794

7,1

Saldo

-1357

-4327

-4271

-7586

-6710

-13374

-19660

6,7

RCA

-1,28

-3,61

-2,28

-2,35

-1,59

-1,77

-1,72

1,16

Source: FAOSTAT, self calculation.

From table and graph results, that potatoes such as pig meat and pork, did not reach
comparative advantages during all fifteen years in researched period and we can rank them
between agrocommodities with long – term noncompetitiveness, but with gentle rising
tendency such as pig meat.
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1.6 Malt
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On the ground of gained data malt has reached the best values of all indicators in
researched time period. Export of malt was moving every year above the import level and
therefore has pozitive balance numbers. This rises according to growth index about 610% in
comparison with year 1993. The same movement of growth had in this space also export,
which exceed the growth of import about 110%. As was written import was rising slowly as
export on the level 500%.

Table 7: Import, export, balance of malt in years 1993 – 2007 in tonnes and 1000 USD,
growth index and RCA
1993

1994

1995

1996

1997

1998

1999

2000

Export t

64594

55610

149644

80389

66195

87481

133655

131474

Import t

1822

275

0

2103

6453

4944

5706

5153

Export USD

13799

12049

37445

24323

19331

23816

26985

27374

Import USD

435

85

0

577

1330

1098

1067

869

Saldo

13364

11964

37445

23746

18001

22718

25918

26505

RCA

3,61

4,94

-

3,97

2,87

3,28

3,33

3,53

2001

2002

2003

2004

2005

2006

2007

Index

Export t

119259

153249

200330

153557

190089

197076

179941

2,8

Import t

6678

4488

4730

4215

5589

3275

3151

1,7

Export USD

34255

39221

62617

54803

61614

62636

83824

6,1

Import USD

1399

1149

1396

1602

1911

810

2190

5,0

Saldo

32856

38072

61221

53201

59703

61826

81634

6,1

RCA

3,36

3,67

3,83

3,61

3,57

4,44

3,68

1,02

Source: FAOSTAT, self calculation.
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As we can see from the graph 6, indicator RCA has gently growing tendency, which is
represents also by growth index in value of 1,02. During whole time period commodity has
comparative advantages in average RCA about 3,69, which means the competitiveness of
Slovak republic by this commodity.
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1.7 Milk Skm of cows

In case of the milk Skm of cows has RCA up – and – down course. At the beginning
and at the end of researched period the commodity has comparative disadvantages, though in
years 1997 and 2005 represents indicator RCA values higher than zero and therefore also
comparative advantages of this commodity. The same course of development has balance,
which has increased from the beginning about 1430%, theretrough contribute to worsen of
total balance of agrarian trade. Also by this commodity has import at the level 93,0 grown
more quickly than export with level 60,4.
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Table 8: Import, export, balance of milk Skm of cows in years 1993 – 2007 in tonnes and
1000 USD, growing index and RCA
1993

1994

1995

1996

1997

1998

1999

2000

Export t

87

750

5001

5572

4616

328

4116

13094

Import t

351

503

63

4235

63

0

22

2207

Export USD

69

124

720

782

638

121

1073

3158

Import USD

114

127

33

1082

19

0

7

274

Saldo

-45

-3

87

-300

619

121

1066

2884

RCA

-0,35

-0,04

3,10

-0,09

3,71

-

5,13

2,52

2001

2002

2003

2004

2005

2006

2007

Index

Export t

0

8806

6143

21182

33733

18723

10034

115,3

Import t

2578

1450

96

3863

18570

26161

19042

54,3

Export USD

0

2343

1535

5793

9321

4927

4165

60,4

Import USD

454

291

33

1992

8540

10759

10605

93,0

Saldo

-454

2052

1502

3801

781

-5832

-6440

143,1

RCA

-

2,23

3,87

1,14

0,19

-0,68

-0,90

0,65

Source: FAOSTAT, self calculation.

According to chosen trend line it can be seen negative development of indicator RCA
on graph 7. The value of its decrease is 0,65.

Graf 7: Import, export of milk Skm of cows in 1000 USD and RCA
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1.8 Sugar Refined

Sugar refined has from all monitoring commodities expressly rising competitiveness.
In years 1993 until 2003 was clasified between commodities, by which Slovak republic
reached comparative disadvantages, and from the year 2004 started to reached comparative
advantages, as it is shown on the graph 8. By analogy it is possible to describe also balance
development, which had negative numbers until 2003 and from the enter Slovak republic to
EU had pozitive numbers. Export has increased in selected time about 3600%, which means
about 2480% more as was the increase of import.

Table 9: Import, export, balance of sugar refined in years 1993 – 2007 in tonnes and 1000
USD, growing index and RCA
1993

1994

1995

1996

1997

1998

1999

2000

Export t

9558

713

2817

220

3602

28660

4638

5056

Import t

11612

30924

45395

16685

38071

33547

34225

48321

Export USD

3120

373

1803

229

1630

8836

1761

2308

1034

Import USD

4497

11583

23020

8540

10361

11000

9655

12641

Saldo

-1377

-11210

-21217

-8311

-8731

-2164

-7894

-10333

RCA

-0,21

-3,45

-2,52

-3,39

-1,65

-0,02

-1,60

-1,63

2001

2002

2003

2004

2005

2006

2007

Index

Export t

26991

26065

19538

59289

120366

187090

129362

13,5

Import t

67353

57407

72400

82085

85772

62073

51030

4,4

Export USD

6145

7611

5127

43438

79171

121695

112314

36

Import USD

18017

15410

18907

31397

30836

46661

50562

11,2

Saldo

-11872

-7799

-13780

12041

48335

75034

61752

-

RCA

-0,92

-0,57

-1,27

0,40

1,04

1,05

0,83

2,04

Source: FAOSTAT, self calculation.

Graf 8: Import, export of sugar refined in 1000 USD and RCA
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1.9 Competitiveness of selected commodities

On the last graph 9 can be compared RCA indicator of all selected commodities for
a period of fifteen years.

Graf 9: Competitiveness of selected commodities SR in years 1993 – 2007 according to RCA
indicator
Competitiveness
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Source: Table 2, 3, 4, 5, 6, 7, 8, 9.

1036

Summary

The objective of submitted article was to analyze long – run development of foreign
trade with selected agrocommodities as well as to review individual commodities in term of
their competitiveness in time period of fifteen years. Within the scope of foreign trade were
monitoring for individual commodities indicators of export, import, balance such as growth
index. On the ground of gained data was calculated indicator RCA, which gives information if
Sloval republic has by individual commodities comparative advantages or comparative
disadvantages.

Results has shown, that Slovak republic reached in long – run time period comparative
advantages by commodities such as cow milk, whole, fresh and malt. On the other hand there
are commodities, which are noncompetitive in term of indicator RCA, there we can rank pork,
potatoes and pig meat. In third group are found commodities, which had as comparative
advantages as comparative disadvantages during whole fifteen years. To this group belong
cattle meat, sugar refined as well as milk Skm of cows.

The highest values of comparative advantages and together the most competitiveness
commodity from selected commodities is malt. The value of RCA is moving in average about
3,69. Contrariwise the commodity which is competitive at least from among selected
commodities is pork, of which value was in year 1999 at the level of -8,78.
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Abstract
A competitiveness is very often a talking point nowadays. There have been developed it´s
several theoretical basis.
This article is focused on the competitiveness from the macroeconomic aspect and is
evaluated from a sectoral point of view. The examined segment is an agricultural sector in V4
countries.
The aim of this article is to evaluate a recent condition of the agricultural competitiveness.
The evaluation of the competitiveness is made by a summary indicator of sectoral
competitiveness, which consists of seven partial indexes. These are dynamic and static too.
The trend is observed in years 2000 - 2006. We compare the partial indexes as well as the
summary indicator in selected countries.
There is used a comparative analysis approach in this article. A source of the data is an online
available Eurostat database.
Key words: sectoral competitiveness, agriculture, V4 countries

Introduction
There have been developed several theoretical basis, in a theory of a competitiveness. This
paper is focused on a competititiveness from a sectoral point of view.
Competitiveness at the industry level (DEFRA, 2002) is achieved when „individual
companies within an industry are able to sell goods or services at a price and quality that
1039

compares at least as favourably as competitors“. Competitiveness at industry level is a
synonymous with an economic efficiency or productivity, as it represents an economic
performance of the companies involved in the industry.
In favour of sectoral competitiveness Blunck (2006) states that it´s „often a better indicator of
the economic health of the nation than competitiveness at the firm level. It is important to note
that the competitiveness of a single firm does not necessarily imply the competitiveness of an
industry“.

Material and Methods
The aim of this paper is to evaluate a recent condition and changes of the agricultural
competitiveness within the Visegrad countries (Czech Republic – CR, Hungary – HU, Poland
– PL, Slovakia – SK).
A situation in the agricutural industry(1) presented in this article was analysed on the basis of
the data obtained from the Eurostat online databases, particularly databases on Economy and
finance, Population and social conditions, Agriculture, forestry and fisheries, External trade
and Science and technology.
The evaluation of the industrial competitiveness is made by a summary indicator of sectoral
competitiveness (SISC), which is based on a methodology of Kadeřábková et al. (2009). The
indicator consists of seven partial indexes, both performance and quality-based.
There is used a comparative analysis approach in this article. The comparison is made by
individual characteristics observed in a time range of years 2000 – 2006 and average position
in overall indicator of industrial competitiveness – the SISC – is evaluated in year 2006.
The summary indicator of sectoral competitiveness (SISC) is structured as an arithmetic
average of seven selected indicators at an industrial level:
· Level of labour productivity
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(1)

According to New classification of economic activities NACE (NACE Rev. 2) it is clasified as A - Agriculture, forestry and fishing. For

the purpose of this article we examined class A, alhtough we use „agricultural industry“.

· Dynamics of labour productivity
· Share of GVA to production
· Export effeciency
· A share of qualified employees
· Share of research workers on employment
· Capital coefficient
SISC represents a degree of quality-based ability of competitiveness (qualified employees,
share of research workers) in a relation to final characteristics of convergence, i.e. to a level
and dynamics of labour productivity.
Level of a labour productivity expresses a relative level of gross value added (GVA) per
employee in a sector to the average of a whole nation´s economy (country=100%).
Dynamics of a labour productivity is stated as a real average rate of GVA per employee
(labour productivity) in last five years (2002 – 2006). It measures a speed of productivity
convergence in a sector.
Share of GVA to production in concept of national accounts shows a share of value added of a
sector to it´s whole output.
Export effeciency is defined as a share of export to sector´s production.
Share of qualified employees is formulated as a proportion of employees in cathegory 6 of
ICSO – 88(2) (i.e. Skilled agricultural and fishery workerstime) to a total number of employees
in a sector.
Share of research workers on agricultural employment is defined as a share of research
workers - calculated to full time – to a total number of employees – in person – in a branch.
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Capital coefficient is formulated as a state of gross fixed capital per unit of GVA. It represents
a capital demand of a branch.
(2)

The International Standard Classification of Occupations is an International Labour Organization (ILO) classification structure.

Results and Discussion
This chapter presents results obtained by comparison of seven partial indices and one
summary indicator separately, investigated in the Visegrad countries during the time period
2000 – 2006.

Level of a labour productivity (%)
The highest level of labour productivity is observed in Poland approximately twice as much
as in Hungary (see Figure 1). Lower and also comparable values of this indicator are in Czech
republic and Slovakia. In all V4 countries are similar trends in development of the
components: growing GVA, decreasing number of employees in agriculture, increasing
number of employees in economy.
Slovakia shows the lowest labour productivity in agricultural sector as well as in the whole
national economy. Although the number of employees in agricultural industry in Slovakia is
alike to Hungary, Hungarian GVA is double to Slovakian. The low labour productivity is
caused by small level of GVA in Slovakian agriculture, what may be due to the mean level of
economical activity and worse utilization of human capital.

Dynamics of labour productivity (%)
Dynamics of labour productvity is expressed in yearly rate. Dynamics is fluctuating in all
examined countries (see Table 1). In spite of low labour productivity, the average rate in last
five years (2002 – 2006) is highest in Slovakia (2,6 %). Index of labour productvity dynamics
is also the highest in Slovakia. The second highest appears to be in Hungary, although yearly
1042

growth rate is negative (except in 2004 to 2003). According to the results, Slovakia has the
most significant speed of productivity convergence from the V4.
Share of GVA to production (%)
Gross value added presents new produced value which is obtained from utilization of own
production capacities. The share of gross value added to production is quite similar during the
whole period in all surveyed countries, under 50 %. Table 2 shows negative change
comparing 2006 – 2000 in Czech republic, the rest of countries has a positive growth rate,
1,55 % or more. In spite of the lowest value of GVA and production in agriculture Slovakia is
on the top of an imaginary scale in years 2002 – 2004.

Export effeciency (%)
The increasing rate of the export effeciency in all V4 countries indicates the existence of
international connection and it´s growing degree to the foreign markets. This indicator
culminates at the end of examined period, in 2006 (see Figure 2). It reaches from the lowest
change of 6,82 % in Hungary to highest level of 24,59 % in Slovakia. After joining the EU in
2004 the rate of export effeciency is stronger, it helped to Slovakian export especially. It
shows a considerable ability of Slovakian agricultural industry to apply it´s production in
markets abroad.

Share of qualified employees (%)
Qualified employees mean higher possibility to increase added value to news products and
services. As shown in table 3 the highest number of qualified employees is in Hungary, the
growth is.6,07 % (2006 compared to 2000). On the contraty share of qualified employees fell
down the most decrease was observed in Poland (8,76 % less). This situation in Poland was
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caused by decline of qualified employees of cathegory 6 for more than 1/3 from initial
number in 2000 while the number of total employees in agriculture decrease only for 1/10.
Slovakia finally reached the share more than 20 % (20,94 %) in 2006.
Share of research workers on employment (%)
This coefficient indicates difficulty of a sector on a research and development activities. On
the contrary to the previous indicator, Poland reaches a peak of share of research workers,
although it´s amount stagnates when compared 2000 and 2006 (see Table 4). Even though it´s
more than 100 % higher than in the remaining countries. The rest of the V4 tends to the same
amount, around 1 %. Slovakia reaches the lowest levels.

Capital coefficient (%)
The indicator represents a capital demand of a branch. All countries prove a decreasing rate of
capital coefficient, except Poland (see igure 3). We have to highligh that the lowest rate has
obtained and sustained Poland, even negative (- 1,03 %) in 2002.
The worst results are noticed in Slovakia. The value fluctuates from 20,67 % in 2000 to
31,13 % in 2005, then reaches it´s minimum of 17,71 %in 2006, what is still 11,7 % more
than CR (6,01 %). This situation is caused by strongly short portion if GVA in Slovakian
agriculture. The coefficient indicates a hight amount of capital which has to be used to
produce one unit of a final production.

The position of countries according to the summary indicator of sectoral competitiveness was
build up from seven partial indices mentioned and anlysed above and is presented in Figure 4,
i.e. from the best obtained results: 1. Poland, 2. Hungary, 3. Slovakia and 4. Czech republic.
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Conclusion
According to the partial figures Poland is the most competitive country in agricultural
industry from the V4. This position is reached thanks to the high levels of labour productivity
(what increases the living standards), share of gross value added in agricultural output, share
of research workers (what means higher innovation performance) and low capital coefficient
(which indicates that a small amount of capital has to be used in agricultural production).
Slovakia has the highest average rate of a labour productivity what implies the most
significant speed of productivity convergence from the V4. It´s weakest point are the lack of
qualified employees and researchers in industry and low capital coefficient.
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Figure 1
Labour productivity (%) in V4 countries
Labour productivity (%)
300,00
CR
HU
PL
SK

%

200,00
100,00
0,00
2000

2001

2002

2003

2004

2005

2006

year

Source: Eurostat, own calculations

Table 1
Labour productivity (yearly growth rate, average 2002 – 2006, index 2006/2002, %)
2000

2001

2002

2003

2004

2005

2006

CR

0

10,13

-18,85

5,18

7,18

3,71

-11,33

-2,82

3,67

HU

0

-1,70

-11,57

-4,71

17,50

-2,30

-1,52

-0,52

7,74

PL

0

16,97

-20,64

-4,31

31,53

-16,40

0,66

-1,83

5,91

SK

0

16,95

2,54

-3,91

10,21

-3,11

7,59

2,66

10,40

Source: Eurostat, own calculations
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average 2006/2002

Table 2
Share of GVA in agricultural output (%)
2000

2001

2002

2003

2004

2005

2006

CR

43,76

44,53

42,38

42,29

44,57

43,87

39,82

HU

39,44

37,32

37,39

39,16

42,59

43,14

42,29

PL

42,05

42,95

41,48

41,08

44,50

43,91

43,60

SK

38,91

41,11

46,08

46,02

44,90

42,97

42,85

Source: Eurostat, own calculations
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Table 3
Share of skilled agricultural and fishery workers on agricultural employees (%)
2000

2001

2002

2003

2004

2005

2006

CR

33,38

33,80

32,94

35,36

32,29

31,10

30,67

HU

38,79

45,30

40,56

45,16

44,18

41,80

44,86

PL

31,65

38,04

35,53

27,09

26,26

26,88

22,89

SK

19,19

15,73

16,90

21,46

21,04

18,57

20,94

Source: Eurostat, own calculations

Table 4
Share of research workers on agricultural employment (%)
2000

2001

2002

2003

2004

2005

2006

CR

0,46

0,49

0,50

0,61

0,56

0,96

1,01

HU

0,80

0,81

0,83

0,93

0,91

1,00

1,02

PL

2,32

2,67

2,22

2,11

2,41

2,21

2,31

SK

0,51

0,52

0,53

0,73

0,89

0,89

0,93

Source: Eurostat, own calculations
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Figure 3
Capital coefficient
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Figure 4
A postion of countries according to SISC (2006)
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Agricultural Policy of Ukraine In Terms Of Creation of Free
Trade Area with European Union

O. Odosii1, A. Dibrova1
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Kyiv, Ukraine

Abstract:
This paper investigates theoretical and practical aspects of the agrarian policy in Ukraine in
terms of creation of free trade area (FTA) with European Union. The possible development of
Ukrainian agriculture, prospects for export-import relations between Ukraine and EU as well
as the competitiveness of domestic agricultural goods on domestic and foreign markets are
analyzed.
The economic - mathematical model was used for determining of the negative and
positive consequences of the FTA formation for grain, dairy and meat industries. It is
expected that the current positive Ukrainian trade balance in agri-food products will decrease
significantly as a result of the trade liberalization. The analysis also shows possible changes in
main indicators of human welfare: the consumer price index, the level of economic activity,
unemployment and so on. The suggestions for the improvement of state regulation of
agricultural markets in Ukraine have been developed.

Key Words: agricultural products, agricultural policy, liberalization, free trade area,
European Union.
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Introduction: In Ukraine the priority of European integration is officially set with the
simultaneous development of mutually beneficial cooperation within the framework of other
regional agreements with countries of the Commonwealth of Independent States (CIS), the
Black Sea Economic Cooperation (BSEC), etc.. Accession to the WTO on 16 May 2008 has
created background for starting talks on the formation of a FTA between the EU and Ukraine,
which is nowadays fully meet foreign economic interests of both parties.
Process of free trade area formation includes: implementation of zero tariff for free
movement of goods, services and capital and in the future movement of labour; significant
restriction of non-tariff barriers to trade through harmonization or mutual recognition of
technical standards; the convergence of domestic regulatory standards to European norms and
best international practices in services trade; improving of policy on competition, corporate
governance and internal market regulation under European principles and harmonising of
individual and environmental protection standards; provision of necessary support, including
technical assistance, investments in infrastructure, education and training.
Particular attention during the negotiations is given to defining the parameters of
agricultural products trade. At the negotiations both sides declared goal to liberalize trade
only for 95% of products and to allow exceptions from free trade regime for 5%, essentially
for agricultural goods.
Of course, now Ukraine is not ready to fully liberalization of its agricultural market for
goods from the EU, because unknown what consequences of that will be. Despite of the
transitional period (3-5 years) to open the Ukrainian market, in which business can adapt to
new conditions, such sensitive sectors as agriculture and food industry can not withstand
increased competition from the EU. As a result extinction of companies and reduction of jobs
are possible, particularly in the long run.
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European vector of Ukraine's foreign policy development, structural changes in the
Ukrainian economy in the framework of the WTO and its integration into the international
economic system determine the need for developing new approaches to agricultural market
regulation.
Material and Methods: Research results and conclusions were obtained by using a
systematic approach to socio-economic processes using the following methods: for
investigation of the world economy development - the historical and logical method, to
analyze the dynamics of trade in goods and factors that are affecting -- methods of
comparative analysis and expert evaluations; to study and identify stages of export policy the methods of historical analysis and comparison, for the study of foreign economic activity
between Ukraine and the European Union - methods of formalization, modelling, methods of
correlation-regression analysis, mathematical statistics and predictive extrapolation.
During the study were used decrees of the Cabinet of Ministers of Ukraine and the
President of Ukraine on regulatory issues of foreign economic activity. Information and
statistics are gathered from different sources: the State Statistics Committee and State
Customs Service of Ukraine, official reports and analytical publications of leading
international economic organizations1, monographs and scientific publications of domestic
and foreign scientists-economists.
Results: Ukraine has considerable agricultural potential due to its vast areas of fertile
soil and closeness to key markets in the Middle East, North Africa, the former USSR and,
potentially, the EU. Ukraine’s food industry, which consumes raw materials produced by the
domestic agriculture sector, was a driving force for the economic growth that started in 2000.
Since then, growth has been unsteady, which, for the most part, can be attributed to the

1 International Monetary Fund, European Commission, World Trade Organization and others
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sector’s dependence on a crop, grain, that is known to be largely dependent on weather
conditions.
The Ukrainian agricultural products sector has been poorly integrated into the
international trade. Taking into consideration Ukraine’s agricultural resources, agrarian policy
plays a critical role in the future of the sector’s development. Ukraine’s integration into the
WTO and later on into a free trade area with the EU is an essential condition for speeding up
structural reforms in the country, as well as for its potential to become evident on
international markets.

Source: constructed according to Eurostat and State Statistics Committee of Ukraine data
Agriculture accounts for about 9% of Ukraine’s gross domestic product (GDP)
(Figure 1). About 5.7 million people are employed in the agricultural sector, or 19.8% of the
able-bodied population. The difference between the share of GDP produced in the sector and
the share of people employed in it reveals the sector’s very low productivity.
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Figure 2. Ukraine trade balance with the European Union
Source: constructed according to Eurostat and State Statistics Committee of Ukraine data
In 2008 the share the EU turnover in total Ukraine trade balance accounted for about
36% (Table. 1). At the same time the share of agricultural product turnover was only 12%.
The main trade products are grains, oil products and foodstuffs. The signing of the Free Trade
Agreement (FTA) will have significant impact on agriculture as a whole, which through fiscal
mechanisms would significantly affect the social sphere.
The last ten years are characterized by a considerable increase in the volume of an
agricultural products trade with EU countries and its share in total turnover (Figure 3). The
analysis shows that by 2008 share of agricultural products in total goods exports amounted for
about 7.12%, but the last two years it has grown to 20%, promoted by record grain and
oilseeds harvests and trade liberalization under the WTO accession. The average export
growth over the past ten years is 27%, import - 23%. Our country exported agricultural
products in 1.2 times more than imported. However, these positive indicators of foreign trade
do not show that Ukraine is ready to form the free trade area with the EU. Grain and oil
industry are currently developed and have a strong infrastructure that allows Ukrainian
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enterprises to compete with European companies. But the dairy and meat industry are weak.
Old material base and low investments in these sectors led to increasing of dairy and meat
products costs while their quality remain low.
Table 1: Ukraine's and the EU trade with main partners (2008)
UKRAINE
Rk

Partner

Mio euro

EUROPEAN UNION
%

Rk

Partner

Mio euro

%

1

Eu-27

40 920,5

36,0%

1

United States

435 995,5

15,2%

2

Russia

29 368,9

25,8%

2

China

326 325,0

11,4%

3

China

6 727,6

5,9%

3

Russia

278 770,2

9,7%

4

Turkey

5 407,5

4,8%

4

Switzerland

177 848,3

6,2%

5

Turkmenistan

3 411,2

3,0%

16

39 523,8

1,4%

113 821,0

100,0%

2 861 807,6

100,0%

World

Ukraine
World

Source: constructed according to International Monetary Fund data
Significant liberalization of Ukraine’s agricultural market started in 1999. In
particular, the practice of fixing the minimal customs value was stopped in 1999–2000. This
used to apply to a number of goods such as meat, dairy products, grain crops, flour,
vegetables and fruit. In 2000, the list of excisable goods was shortened significantly and the
customs tariffs for certain goods were lowered. In 2005, notable changes were introduced
with respect to customs tariffs for imported agricultural products, which liberalized the
Ukrainian market greatly, including zero or low ad valorem rates for some products at the
level of 5–10%. Rates of about 30% are kept for some “sensitive” goods, such as certain kinds
of poultry.
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Source: constructed according to Eurostat and State Statistics Committee of Ukraine data
Until 2005, agricultural products imported to Ukraine were, for the most part, limited
by high customs tariffs and non-tariff barriers. Over the next 4 years, trade with EU countries
has significantly increased, and while an import of food and agricultural products to Ukraine
in 2008 was only 8.7% of the total import volume, the growth of imports of these products
was 76%.
The main factors behind the rapid growth in imports of these products are the decrease
of import tariffs and increasing demand among Ukrainian consumers as their incomes grow.
One of the factors for the decrease in exports of these products is the low competitiveness of
Ukrainian goods.
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Figure 4. Ukraine’s agricultural products trade with EU
Source: constructed according to State Statistics Committee of Ukraine data
Field crops remain the main goods exported to the EU. Figure 6 demonstrates that in
2008 whole exports of such products grew in 4 times, to European countries up to 4.5 times.
Grain crops account for more than half of these exports.
It’s expected that the same trends are remaining in the coming years in foreign trade
between the EU and Ukraine:

•

Ukraine will remain a net exporter of agricultural goods in trade with the EU.

•

Export of products with high added value (processed products) will decrease and
imports will increase.

•

Export of livestock products will diminish.

•

Cereal and oil will remain the main exports products in the agri - food group.
Major barriers to Ukraine–EU trade in agricultural products include:

•

undeveloped infrastructure (granaries, roads, transport);

•

over-regulated and long customs procedures;

•

an underdeveloped information system concerning the market and poor access to
information;
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•

low share in the output of high-quality products (in particular, hard wheat sorts);

•

failure to reimburse exporters for VAT;

•

export/import duties on certain products;

•

a ban on Ukrainian imports to the EU due to the inconsistency between Ukrainian
standards and those of the EU.
Considering current level of agricultural trade between the EU and Ukraine, we can

conclude that there is need to enhance bilateral trade and investment cooperation and discuss
the possibility of mutually beneficial invention of ways to increase trade turnover.
The development of trade relations between Ukraine and the EU in terms of
forming a free trade area. According to its political interests The European Union is not
ready to offer Ukraine the prospect of membership. However, the EU can not ignore its
integration process. FTA is a standard tool for cooperation with third countries. Offering
Ukraine free trade, the EU in this way allows Ukraine to gain access to their markets for
products, services and capital and economic integration. On the other hand, do not forget the
economic interests that the EU will defend during negotiations on the FTA. Big agricultural
producers in France, Spain and Italy are concerned about the possibility of growing
competition from Ukrainian goods, and may require exception of agricultural products from
the FTA.
Grains. Nowadays Ukraine is actively discussing with the EU the possibility of the
abolition of tariff restrictions. In fact the EU imports only high quality hard and soft wheat at
zero tariffs. In 2003, import quotas were imposed for such commodities as barley and low and
medium quality soft wheat2. Today, the annual wheat quota is 2.378 million tonnes, 572
thousand tones of which is US origin and 38.85 tonnes – Canadian origin. Import duty on
grain supply under the quota is 12 euros per tonne, over quota - 95 euros per tonne. As noted
2 Within quote system (TRQ) European Commission annually determines the amount of grain imports to
EU countries
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before, the grains are the main type of domestic agricultural products exported to the EU.
Therefore, any removal of tariff and non-tariff restrictions on imports will significantly
increase the competitiveness of Ukrainian grain on the European market.
It should be noted that in July 2009 new standards for the Ukrainian wheat were
enacted, that is partly solved the problem of inconsistency with European quality and safety
standards.
Possible cooperation/measures under an FTA
Ukraine’s measures: increase in grain crops (increasing yields and cutting losses);
improvement of grain quality (development of new sorts, a rise in the share of higher quality
grain crops); more flexible reaction to external market demands (development of transport,
granaries, farmers study of demand for different kinds of grain crops); adjustment of wheat
quality and safety standards to international standards; adoption of a state program for the
increase of grain crops; diversification of products; allocation of targeted state subsidies for
purchasing high-quality disease-resistant seed, technologies and farm equipment from the EU.
EU measures: Free trade regime reinforcement; promoting attraction of European investments
for agricultural infrastructure development; increase in the sales of high-quality seed, technologies
and agricultural equipment to Ukraine; introduction of a training program for Ukrainian farmers.
Livestock. Ukraine is not included in the list of countries that have the right to export
live animals and meat to the EU. The import of fresh meat, meat products, fresh game,
livestock, poultry and other live animals from Ukraine to the EU is banned. Ukraine is
allowed to export only live horses and donkeys to the EU.
Imports of meat to Ukraine also limited via high rates of import duties that make
legally imported goods uncompetitive on Ukrainian domestic market. An ad valorem import
duty for beef is 15%, for chilled and frozen pork - 12% and 10% respectively3. But actually

3 According to the Law of Ukraine “On Customs Tariff of Ukraine” of April 5, 2001 # 2371-III with
amendments.
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European beef is not imported because of prohibition to trade with countries that subsequently
have reported Bovine Spongiform Encephalopathy (BSE) cases have been traced.
Nevertheless, according to official figures total imports of meat in 2002-2007 was ranged
within 85-512 thousand tonnes. Mainly Ukraine imports poultry of American, Argentine and
Brazilian origin, which is the cheapest kind of soft meat in the world, which is an important
feature of the sales on the Ukrainian market.
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Figure 5. Cattle and poultry headcounts in Ukraine in 1990-2009

Source: constructed according to State Statistics Committee of Ukraine data
The main barrier for Ukrainian exports to the EU is a discrepancy in product quality
standards. Only 52% of Ukrainian standards for agricultural products have currently been
harmonized with international ones, while the figure for food industry is only 29%. Poultry
farming is so far the only branch able to satisfy market demand, whereas the pork and beef
markets are experiencing a scarcity (Figure 5). The poultry headcount revival started in 2005,
but at the same time the cattle and cow headcount according to our forecast will continue to
drop until 2012. In the case of signing a free trade agreement, some Ukrainian producers of
beef and pork will not be able to withstand fierce competition, and finally may become
bankrupts.
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Milk and dairy products. As a result of the decrease in the cow population, milk
production has grown very slowly recently. In 2008, Ukrainian milk and dairy product
exports to the EU dropped by 38.8%. Development of milk and dairy product exports to the
EU is being hindered by:
• the discrepancy between Ukrainian dairy product quality and EU standards;
• high domestic demand;
• high demand for Ukrainian dairy products in CIS countries, where quality
requirements are less strict.
In trade with the EU, Ukraine is a net exporter of dairy products. However, the country
exported mainly raw materials and imported finished products. Moreover, during the years
2000-2008 the milk and dairy products export in value terms from Ukraine to the EU
increased only by 6.8 times, while imports increased by 12 times. It is expected that imports
of finished dairy products in Ukraine will grow rapidly in the future. The following factors
could cause that:
• a stagnation in Ukraine’s milk production;
• higher price competitiveness of European products;
• a rapid boost in Ukrainian income and the demand on the high-price segment
market (for cheeses in particular).
It is expected that the process of reaching quality standards and related product
certification takes quite a while, so dairy product exports from Ukraine will be excluded from
the free trade arrangement at the initial stages. Cooperation with the EU at the initial stages
will be limited to carrying out EU requirements for relative quality indices. Most likely,
customs tariffs for dairy imports at this stage will be preserved at the current level. At later
stages, it will be possible for enterprises obtaining corresponding quality certificates to enter
the EU market. The EU will require an introduction of zero customs tariffs.
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Possible cooperation/measures under an FTA
Ukraine’s measures: elaboration of stage-by-stage plans for the introduction of EU
quality standards in Ukraine (laboratories, certification); provision of technical assistance
aimed at reforming livestock breeding and introduction of sanitary standards laboratories to
supervise sanitary and phyto-sanitary standards.
EU measures: elaboration and introduction of a program for reforms in livestock
breeding (directed towards the enlargement of agricultural enterprises in particular);
conclusion of an agreement allowing for the exports of products meeting EU quality
requirements (within several years since the signing of the main agreement on FTA) to the
EU; promotion of private investments in the subsector aimed at reaching the quality standards
needed in a timely manner; facilitating sales of European technologies; assistance to
Ukrainian enterprises in their attempts to enter the European market.
Formation of Agricultural Policy of Ukraine for agriculture and rural areas.
Agricultural policy is based on national priorities and the need to integrate Ukraine into the
European Union and the world economic area. However, deep integration actually requires
the legislative, administrative and judicial capacity of a free trade partners, thus our country
has much to do in the following areas: state support, tariff regulation, sanitary and phytosanitary measures, harmonization of national standards with European, update material base
of agricultural and processing enterprises, investments in infrastructure, agricultural
extension, training of qualified specialists and others.
The main priorities of state agricultural policy are4:
1. State support for the development of competitive agricultural production based on
cooperation and integration.

4 According to the Law of Ukraine “On Fundamental Principles of the State Agrarian Policy for the
Period till 2015” of October 18, 2005 #2982
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2. Introduction of modern tools and methods for forming a visible market of
agricultural products, foodstuffs, capital, in particular, productive resources, and labour.
3. Creating favourable conditions for realization of export potential of agricultural
sector.
4. Strengthen social protection of the rural population, setting of salaries and pensions
at level not below average than in other industries.
5. Improvement of governance, an effective combination of national and regional
policies in the agricultural sector.
Socio-economic consequences of the FTA formation between the EU and
Ukraine.
Positive consequences of FTA:
1. Growth of total exports from Ukraine to the EU and third countries and,
consequently, increasing of the positive trade balance.
2. Encourage development of competitive industries. Intensifying of the agricultural
industries development and increase of production capacities is associated with the following
consequences: increasing the technological level of the economy as a result of incentives
strengthening for modernization through innovative processes and modern technology;
inclusion of national economy to the European system of labor division through elimination
of trade barriers; increasing amounts of tax payments to the state budget; increasing of
industrial production and business activity; attracting the investments and new enterprises
creation, increasing employment and productivity growth as a result of the economic
development of competitive industries.
3. The harmonization of industry standards, norms and rules, technical regulations and
conformity assessment procedures.
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4. The increasing of the efficiency of customs authorities and state regulation will lead
to a number of positive effects: reducing administrative costs, diminishing corruption in state
bodies, simplification of customs and regulatory procedures.
Table 2: Analysis of positive and negative consequences of FTA according to
stakeholders
Stakeholder

Pros

Cons

Ukrainian producers of grain,

Expansion of markets

Increase in competition on

meat, milk and dairy products

Increase in produce quality

certain markets (milk and meat)

Increase in productivity

Additional expenditures for

Increased access to financial

output increase, diversification

markets, including foreign ones

and increase in crop quality

EU agricultural producers of

Expansion of markets as a result

Increase in competition

grain, meat, milk and dairy

of the rapid growth in Ukrainian

products

incomes

Ukrainian consumers/

Increase in market supply

Increase in the price of dairy

Ukraine’s economy as a whole

Improvement of product quality

products if domestic producers’

More efficient use of public

competitiveness decreases

funds allocated to support

Grain crops represent a group of

agriculture

goods with a low value added

Expansion of exports with a

Increase in grain crops export

high added value in the long run

will not cause an increase of
product exports with a high
added value

Government/

Approval of state

Need for adoption of a state

officials

decisions/introduction of

program for sub-sector

policies that meet European

development

standards

Cutting back opaque state
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expenditures as requirements
for targeted financing get
tougher
European consumers/ EU

Increase in market supply,

Increase in EU budget

economy

decrease in prices in the long

expenditures for technical

run

assistance to Ukraine

Financial sector

Widening of financing
availability

Source: Author’s compilation based on International centre of policy study
5. The growth of the foreign and domestic investment through improving the overall
investment environment;
6. Significant positive changes in the consumer market;
7. The rural population welfare increase.
The negative consequences of FTA:
1. Growth of import.
2. Bankruptcy of the uncompetitive enterprises.
3. The increasing of structural unemployment.
4. The reduction of revenues to the state budget.
5. Growth of total expenditure on the harmonization of national standards for
retraining or professional development.
6. The risk of maintaining inefficient (raw material) structure of the economy and the
loss of its rapid changes.
Proposals to overcome the negative effects of FTA. In order to minimize or
complete levelling of the negative effects of the FTA formation Ukrainian government have
to: 1) avoid the formation of unilateral agreements, which will allow to form the asymmetric
FTA and apply a flexible approach to implementation of the acquis communautaire; 2) reduce
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the impact of restrictive rules for products origin on trade; 3) focus working group attention
on lower barriers to high technology products market; 4) develop the concept of selective
trade policy for the entire adaptation period; 5) determine the order of cooperation with
national producers for industry standards, norms and rules harmonization; 6 ) ensure possible
EU institutions involvement to reform in Ukraine, 7) encourage participation of NGOs in EUfunded projects; 8) review effectiveness of development programs for small businesses; 9)
stimulate recovery of vocational education, developing a network of training and retraining
employees.
Conclusions: Agricultural Policy of Ukraine is based on national priorities and the
need to integrate Ukraine into the European Union and world economic space. Therefore,
relevant questions are adequate state regulation in the direction of market processes, the
effective functioning of the population food supply systems, analysis of agricultural market as
dynamic and socio - economic system.
Analysis of trade relationship between Ukraine and the EU shows that the most
sensitive sectors of the Ukrainian agriculture are the dairy and meat industries. Therefore, in
case of FTA formation with the EU necessary temporary (at least 5 years) leave the tariff and
non-tariff barriers for the gradual adaptation of the Ukrainian market to new development
conditions. At the same time, grain and oil industries are sufficiently developed, so domestic
production will be able to withstand increased competition from European farmers.
The most important ways of Ukrainian economy integration with the EU are
improvement of the legislative and regulatory system, rational state support, harmonization of
national standards with European, updating the material base of agricultural and processing
enterprises, investments in infrastructure, agricultural extension, training of qualified
specialists and others.
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Due to the growth of Ukrainian agricultural sector under FTA farmers’ income could
significantly increase, leading to improving of country’s macroeconomic indicators,
increasing productivity and welfare of the rural population.
The essentiality of estimation indices of the FTA impact on the Ukrainian agriculture
development is very low because of the need for a large number of assumptions in the
integration model. Particular there is needed to forecast economic performance of countries at
the time of entry FTA into force and possible conditions of the agreement.
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Abstract: Small and medium-sized enterprises (SMEs) are the engine of the Czech economy,
generator of development, innovation, growth and they employ more than 60% of employees.
The development of globalization and reducing barriers to trade Czech SMEs still face greater
competition. Therefore, the issue of internationalization for most companies becomes to be
more important and the process of internationalization is the way how to stand this
increasingly competitive environment. Foreign markets offer many opportunities and
internationalization is a step that will allow these opportunities to exploit. The aim of this
work is, therefore, to propose a methodological procedure for the identification of
characteristics that influence the success of Czech SMEs on foreign markets. Then the system
for evaluation of success of SMEs on foreign markets is designed. Thanks to the proposed
success assessment system will be possible to identify from the defined set of characteristics
that affect the activities of Czech SMEs on foreign markets only those that affect their
success. In the final part of the contribution the empirical research, based on proposed
methodological procedure, to identify characteristics affecting the international success of
SMEs in the Czech dairy industry is done.

Key words: internationalization, small and medium-sized companies, foreign market, diary
industry
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Introduction:
In recent time and world widely, the process of globalization accelerates and becomes deepen,
which largely affects the operation and development of businesses around the world. Its
impact on an economy is unquestionable. Globalization is closely linked to the
internationalization of firms and the development of multinational companies, as removing
barriers and increasing competition in domestic markets is reflected in an effort to expand
business in foreign markets. Due to increasing globalization and the increasing competitive
environment particularly small and medium-sized businesses have to quickly respond to these
changes.
However, while globalization is more or less spontaneous process, the process of integration
is a process controlled and organized by top international or supra-state institutions and
bodies (without taking into account the existence of so-called informal integration). In the
context of globalization gradually and spontaneously a global economy is created. The role of
foreign trade and foreign investment enhances; there is a combination of financial markets
and concentration of capital; transnational corporations are still significantly affecting not
only economic affairs, but their political influence strongly promotes. Just the
internationalization of open Czech economy is becoming more important.
In economic grouping EU there is important socio-economic and political role attached to
SMEs. It is because of their large numbers and also because of their role in providing the
necessary employment, social stability and dynamics of innovation development. Therefore,
constant attention is given to the development of SMEs and emphasis is placed on economic
and on organizational and legislative support. Integration of Czech SMEs in the EU
integration means on the one hand the benefits that Czech SMEs are part of the mature
economic environment. New business opportunities are opening up, access to a vast market
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without internal borders of the EU is possible, the legal protection of enterprises is increasing,
investment opportunities in the EU are improving and other benefits for SMEs arising from
membership of the CR in the EU.
On the other hand, growing integration increases the competitive environment and SMEs
must face much bigger competition than in the past. And that internationalization is one of the
options to face this competition. For this reason, SMEs are increasingly subjected to
examination in order to identify the characteristics affecting their international activities.
Determination of key characteristics affecting the success of SMEs in foreign markets may
positively affect other SMEs that plan to engage in international trade. In order to identify
those characteristics that affect the international success of SMEs, it is necessary to define a
set of characteristics that affect the activities of SMEs in foreign markets and then propose a
system for evaluating the success of SMEs in foreign markets. Most of researches aimed at
evaluation of success use two approaches to evaluate it. The first divides the companies on
exporters and companies that do business only on domestic markets. The second approach
focuses on the intensity of exports, i.e. it monitors the ratio of sales resulting from exports to
total sales. Distribution on the exporters and firms that do not export is criticized mainly
because of the fact that all the export activities are automatically perceived as successful.
Export intensity indicator is criticized as well. This approach is criticized because it monitors
only share of income earned from exports to total revenue and profit and other benefits
associated with exporting are completely ignored. Therefore, it is best to use a
multidimensional indicators measure the success of the international performance of SMEs,
i.e. to monitor not only the share of sales from exports, but also the profitability of
international activities, both absolute and relative. Other indicators of success include the
satisfaction of management with international business activities, i.e. the achievement of
planned objectives. Draft system for the identification of key characteristics affecting
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international success through the use of multi-dimensional indicators of success is illustrated
in the contribution.

SMEs
1

SMEs are a separate business units in the hands of one or more businesses, with a small

number of workers, relatively little capital and low annual turnover. In 2003, the European
Commission issued Recommendation 2003/361/EC which contains a new definition of SMEs
with a view to strengthen their competitiveness. It came into force on 1st January 2004 in
member states. Boundaries defined in this Recommendation take into consideration the
increase in prices and productivity.
Category of medium-sized enterprises is created from the organizational units that employ
from 50 up to 250 employees. At the same time, their annual turnover does not exceed 50
million EUR or balance value of assets does not exceed 43 million EUR.
•

Category of small-sized businesses is created form the organizational units that have
less than 50 persons employed. At the same time, their annual turnover or balance
sheet value of assets does not exceed 10 million Euros.

•

Then firms must be independent, i.e. that any party cannot hold in SMEs more than
25% of the shares or voting rights.

Advantages and disadvantages of SMEs
Clear advantage of the SMEs is that they are highly valued for is flexibility and ability to
adapt quickly to customer needs. SMEs are usually characterized by simple organizational
structure and by a small number of management levels that allow them quickly respond to the
current market situation and take decisions without unnecessary noise and internal
communication conflicts between employees. Additional benefits are considered to be
1

KISLINGEROVÁ, E., NOVÝ, I. Chování podniku v globalizujícím se prostředí. [s.l.] : Nakladatelství C. H.
Beck, org. složka, 2005. 464 s. ISBN 80-7179-847-9.
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relationships of almost family-friendly nature that often arise on workplace and personal
atmosphere. Employees in small enterprises are mostly in direct contact with the entrepreneur,
thereby easier trust is creating between employees and organizations and also often the loyalty
of workers to the firm is increasing. SMEs also more frequently meet good ideas, various
changes and innovations of its employees, which thus have a greater chance of
implementation than in large enterprises. Last but not least, it can be considered an advantage
- even closer contact to the customer.
Contrary, SMEs in their existence must cope with a number of disadvantages. One of them is
particularly vulnerable environment. Further more than other businesses they run secondary
insolvency. Another problem of most small businesses is the lack of experts. Often mentioned
disadvantage is lack of financial strength of SMEs as well as less access to finance, since from
the perspective of banks SMEs present a risky and unattractive segment. The issue of
financing is related to the limited funds for employees’ salary and often the inability to afford
top experts in the field or provide to staff many out salary advantages as it is offered in large
enterprises. Therefore, finding and retaining qualified employees in SMEs is the constant
dilemma. 2SMEs also cannot utilize the proceeds of scale.

Internationalization
In the academic field, there is no common agreement on the definition of
"internationalization". The internationalization can be in generally defined from the
procedural and organizational aspects as "the process of adaptation where company adapts to
international environment. It is clear that this point of view rather emphasizes
internationalization of multinational companies than small and medium-sized enterprises
(SMEs). Another widely used perspective, including both sides internationalization process,

2

KISLINGEROVÁ, E., NOVÝ, I. Chování podniku v globalizujícím se prostředí. [s.l.] : Nakladatelství C. H.
Beck, org. složka, 2005. 464 s. ISBN 80-7179-847-9.
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i.e. the external and internal flows is as followed: internationalization is the process of
increased involvement in international operations.
SMEs want to internationalize from the purposes of entering foreign markets and they need to
choose a specific strategy and appropriate entry. 3This method is in the international
professional literature called "a form of internationalization", "method of entry" or „entry
strategies“. Regardless the difference of terms, this phenomenon can be defined as "an
institutional agreement that allows the entry of products, technology, human skills,
management or other company resources to a foreign country"4
In generally, authors recognize following five forms of internationalization: export, licensing,
setting up joint venture in the target country, direct investment into production in the target
country and franchising. The research has made clear that the form of entry into foreign
markets, using franchise is not among SMEs as a common feature in comparison with other
forms of entry, particularly in comparison with export, licensing and joint venture. For the
above reason, in the proposed research, this form of entry is not included in the area of study.
Overview of selected internationalization theories
Internationalization process resulted from a combination of strategic thinking and actions,
opportunities and needs. Because of the given complexity of this phenomenon it is very
difficult to create a general concept of internationalization process.
Notwithstanding the considerable complexity of the internationalization phenomenon, many
researchers tried to develop a general theory of internationalization. However, a survey of
relevant literature on the issue of internationalization reveals that most of the developed
theories are focused more on large multinational companies than SMEs. Therefore, the
following report includes only those theories that are at least partially relate to the
internationalization of SMEs. There is the list of these theories:
3
4

ROOT, F. R. International Trade and Investment. [s.l.]:South-Western Pub, 1994. 255 s. ISBN 0-538-82286-4 .
ROOT, F. R. International Trade and Investment. [s.l.]:South-Western Pub, 1994. 255 s. ISBN 0-538-82286-4 .
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5

Phase model of internationalization (Uppsala model) – well known Uppsala model suggests

the international of firms to be process driven by interplay between learning about
international business operations and commitment to international markets.
6

Innovation-Related Internationalization Models

I-model is a model in which each stage of internationalization is associated with the
innovation of the company. Corporate rate dependence on foreign markets is detected through
the ratio of exports to total sales. (Snuif, 2000) The individual authors are not entirely united,
nor in the number of stages, or in their description. Cavusgil states model of the
internationalization of 5 phases:
1) Domestic marketing - the company sells only on the domestic market.
2) Preexport phase - the company finds and evaluates opportunities for exports.
3) Experimental presence - the company starts to export limited to psychologically close
countries.
4) Active participation - the company exports to more countries through direct exports and
increasing sales.
5) Confident presence - the company management always chooses the allocation of resources
to domestic or foreign markets.
Theory of contingency
The development of contingency theories of internationalization have led the authors to the
need for any specific alternatives to the dominant phase theories. The main aim of the
contingency theory is to show that internationalization process is dependent on the
environment. This means that it is influenced by many factors such as market conditions,
industry structure and company resources. Contingency theory suggests that companies are

5

LARIMO, J. , VISSAK, T. Research on Knowledge, Innovation and Internationaliyation. Emerald Group
Publishing Limited. 2009. 271 s. ISBN 978-1-84855-956-1.
6
SNUIF, H. R. The Internationalization Process of Small and Medium-sized Enterprises:An Evaluation of Stage
Theory. Journal of Small Business Management [online]. publikováno 2000-10-1 [cit. 2009-10-16]. Dostupné z:
<http://www.allbusiness.com/management-companies-enterprises/654394-1.html>. ISSN 0047-2778.
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influenced by an open system environment. In order to determine the most appropriate
formula for internationalization process, company resources, opportunities and threat
environment which affects the company must be analyzed. Subsequently, there are two types
of contingency theories presented:
• theory of transaction costs related to the internationalization of
• eclectic paradigmanta.

7

Theory of transaction costs

This theory fits quite well into the framework of the so-called mainstream economics. The
same are the assumptions of profit maximization, which is consistent with minimizing costs
and further it assumes rational behavior on the part of owners or managers. The main
difference is that transaction costs differ from the normally encompassed production costs. In
accordance with the basic assumption firms seek to minimize their total costs, however, they
consist of both production costs and also transaction costs. Under these circumstances, the
situation may occur where transaction costs are lower if the transaction takes place in the
market, or it may be a situation reversed and transaction costs are lower if the transaction is
coordinated by the manager.
8

Holistic model of internationalization

Luostarinen and Hellman on the basis of the results of the study of small firms in Finland
suggested a holistic model of internationalization. The model includes the concept of socalled internal Luostarinen internationalization or realized foreign purchases (raw materials,
7

MALHOTRA, N.K., AGARWAL, J., ULGADO, F.M. Internationaliszation and Entry Modes: a
Multitheoretical Rramework and Research Propositions. Journal of International Marketing [online]. 2003, vol.
11,
is.
4
[cit.
2007-06-06],
s.
1-30.
Dostupný
z
WWW:
<http://www.atyponlink.com/AMA/doi/pdf/10.1509/jimk. 11.4.1.20144>. ISSN 1547-7215 .
8
KJELLMAN, A., et al. Internationalisation of Small Firms. 1st edition. Vaasa, Finland : Anders Kjellman
Consulting Ltd., 2004. 168 s. ISBN 952-91-6726-1.
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components, technology and goods for sale) in the beginning and development of
internationalization process. The internal process of internationalization is crucial for
understanding the dynamic environment of internationalization. The model also takes into
account the importance of cooperation in the early stages of the company internationalization
process.
9

Web theory

Web theory is based on the Uppsala model and it is complemented by the system perspective.
Internationalization is defined here as the development of trade relations in other countries
through the newly created links, based in a new country, and deepening of relations in which
the company already operates, not least balancing the various systems from different
countries.
10

Born Globals

Since 1990, various studies appear known as Born Globals. Some of the first authors who
deal with this phenomenon are Oviat and McDougall, who defined Born Globals as: "The
companies which since their beginning seeks to obtain substantial competitive advantage with
the resources and sales performance to several countries".

Material and Methods:
The main goal is to design a methodological procedure for the identification of characteristics
that influence the success of Czech small and medium-sized enterprises (SMEs) in foreign
markets. Sub-goal of this paper is to devise methodologies for evaluation the success of
Czech SMEs on foreign markets.

9

KJELLMAN, A., et al. Internationalisation of Small Firms. 1st edition. Vaasa, Finland : Anders Kjellman
Consulting Ltd., 2004. 168 s. ISBN 952-91-6726-1.
10
MOEN, O. – SERVAIS, P. Born global or gradual global? Examining the export behavior of small and
medium-sized companies. Journal of International marketing, 10(3). 49-72.
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To achieve the objectives of the work was carried out description the literature of domestic
and global, in particular, both books and especially the articles and research published in
specialized foreign periodical focusing on the internationalization of enterprises. Methods of
reasoning and statistical methods, namely the simple descriptive statistics, nonparametric
method of correlation, Kendall tau b correlation analysis and linear regression have been used.
Results:
Proposal of methodical process of empirical research
Defining characteristics influencing the international activities of SMEs
In order to be able to carry out the proposed research, firstly it must be defined the
characteristics that affect the activities of SMEs in foreign markets. The proposed research is
focused on those characteristics which, managers of firms can influence in some way. It is
therefore a characteristic affecting business activity.
Unlike all previous methods and models this methodology of the research is not limited only
for the assessment of export and its success. Methodical approach takes into account several
forms of internationalization that are associated with entry into the Czech SMEs to foreign
markets, i.e. indirect export, direct export, licensing, joint ventures (joint ventures) and direct
investment. Within the proposed methodological procedure following questions will be
answered:
•

WHO? - Which companies are internationally successful?

•

WHAT? - What kind of products is internationally successful?

•

HOW? - How the company can successfully internationalize?

To these basic questions can be answered, methodological procedure included the following
groups of characteristics (grouped according to their importance and relationship to
internationalization) was proposed:
1080

- Characteristics of a company
- Characteristics of internationalized products
- Management decisions
- International experiences

Distribution of characteristics affecting activities of SMEs on foreign markets
Based on current literature, the results of empirical research and conceptual framework based
on the work were defined characteristics divided into four groups. In each of these groups
there have been formulated word hypotheses which allow expressing and describing
accurately test relationships and context.

Characteristics related to internationalized company
•

There is a positive relationship between the size of Czech SMEs and their
international success

•

There is a positive relationship between the age of Czech SMEs and their
international success

Characteristics related to internationalized product
•

Higher quality product has a positive influence on the international success of

•

Lower price of the product has a positive influence on the international success of
SMEs

Characteristics related to managerial decision
•

There is a positive relationship between the existence of strategic planning focused on
the activities of SMEs on foreign markets and international success of these
enterprises.
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•

There is a positive relationship between the concentration of resources and the
international success of Czech SMEs.

•

There is a positive relationship between the intensity of the target market research and
international success of Czech SMEs.

•

There is a positive relationship between the active involvement of management in
international business activities and its success on foreign markets.

Characteristics related to international experiences of SMEs
•

There is a positive relationship between the international experience and the success
of Czech SMEs on foreign markets

Evaluation of business performance
11

It is best to use multidimensional indicators to measure the success of the international

performance of SMEs, i.e. to not monitor only the share of sales from exports, but also the
profitability of international activities, both absolute and relative. Other indicators of success
are the satisfaction of management with international business activities, i.e. the achievement
of planned objectives.

Proposal of assessment system for the success of Czech SMEs on foreign markets
Firstly, it is necessary to define the dependent variable which in the proposed methodology of
empirical research process presents the success of SMEs on foreign markets. The dependent
11

DHANARAJ, Ch., BEAMISH, P. W. A Resource-Based Approach to the Study of Export Performance.
Journal of Small Business Management [online]. 2003, vol. 41, no. 3 [cit. 2007-05-30], s. 242-261. Dostupný z
WWW: <http://www.questia.com /googleScholar.qst?docId=5002079916>. ISSN 0047-2778.
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variable is defined on the basis of evaluating the success of SMEs on foreign markets. As
described above, for the purpose of the proposed research methodology it is necessary to
create a multidimensional assessment of the performance of SMEs in the Czech international
companies.
The intensity of international activities of SMEs
The intensity of international activities of SMEs will be measured as the sum of all revenues
generated from international activities. The total amount of sales would not provide relevant
data therefore, the proportion of sales generated by foreign activities in relation to total sales
of the company is used. Due to refine the results average sales over the last three years will be
taken into consideration. Intensity indicator is necessary for the purposes of statistical analysis
to be adjusted in following way. SMEs with intensity lower than 15% will be assessed by "0",
SMEs with an intensity ranging from 15 to 40% are rated number 1, firms whose intensity is
41 to 65% will be assessed by "2", and businesses whose intensity exceeds 65% will be
evaluated number "3".

The overall profitability of international activities of SMEs
Term profitability is meant as a profit or loss of SMEs achieved on foreign markets. Under
the terms profit and loss we mean the difference between the total sales generated on foreign
markets and costs associated with international activities of SMEs. There may be two possible
outcomes: 'activities on foreign markets are profitable "or" activities on foreign markets are
not profitable. For the purposes of data analysis it is needed to adjust the data obtained. If the
result is positive and the company is profitable, this result is rated number "2", if not the
number is "0".
Relative profitability of international activities of SMEs
Indicator of relative profitability of international activities of Czech SMEs is created as
comparison to the profitability of the activities carried out domestically and recreational
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activities on foreign markets. Collected data is to be adjusted and re-transform. If activity on
the domestic market are more profitable than the activities on foreign markets, the result is
assessed by "0" if the profitability is at the same level, assign the result "1" and finally when
the profitability of domestic activities is lower than the foreign ones, we assign a number " 2“.
The success of the stated objectives
The indicator of the success of the stated objectives assesses whether in the company it was
attained objectives related to operations on foreign markets. Performance is measured by
using scales as follows: stated objectives have not been achieved, the objectives were
achieved only partially, most of the objectives were achieved and all the set objectives have
been achieved.
For subsequent analysis of data it was again needed to evaluate the obtained data. The
procedure was as follows: "0" for the achievement of objectives, "1" for partial achievement
of objectives, „2“ to achieve most of goals, „3“ to achieve all the objectives.
Management satisfaction
The second subjective indicator focuses on the general view of management on the evaluation
of the success of their business internationalization. Respondents were asked to categorize
their internationalization activities in one of the following categories of evaluation success of
internationalization activities: "failed", “yet unsuccessful, but develops promising",
"successful". These indicators of success for subsequent analysis were evaluated as follows:
"0" for "failed", „1" for "so far failed, but developing promising" and "2" for "successful"
internationalization activity.
Overall performance
Comprehensive indicator measuring internationalization performance is formed as the sum of
all the above-discussed indicators of success. A detailed description is shown in Table 1.
Firstly, on the basis of the information will be aggregated individual indicators of success,
based on which individual firms are grouped into groups according to success. In the case of
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entering foreign markets through exports, joint venture and direct investments the company
can receive a maximum of 12 points. Individual companies are dividend into three groups.
Firms which reached more than 9 points would be marked as a very successful and companies
that reached a range of 5 to 8 points are marked as successful and companies that achieved
less than 5 points would be classified as unsuccessful with regard to their international
activities.

Intensity

profitabi
lity

All goals achieved

successful

Most of goals
achieved

Develop
very well

Small part of goals
was achieved or the
goals were not
achieved at all

unsuccessful

profit

Internation
al activities
are more
profitable
than
domestic
Profitabilit
y on the
same level

loss

Source: Processed by authors

Domestic
activities
are more
profitable
than
internation
al

65%
and more

<15–40%)
<40–65%)

Less than
15%

Sum of success indicators
<9;12>
very successful companies

Sum of success indicators
<5;8>
successful companies

Sum of success indicators
<5
unsuccessful companies

of statistical analyses

t satisfaction

Relative

Result for purposes

achievement

Absolute
profitability

Sum of the success indicators

Managemen

performance success

Goal

SMEs international

Indicators of

The overall result of

Table 1 Proposal of assessment system for the success of Czech SMEs on foreign markets

Gained measurement of total internationalization performance is done for two purposes.
Firstly, the system of evaluation of performance will provide information important to be able
to tell which companies can be considered successful. Second, the dependent variable will be
quantified.

Operation of independent variables
This section focuses on operation of independent variables or transfer to individual
hypotheses measurable (comparable) characters. Operation of independent variables is due to
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the corporate characteristics grouped into five groups (characteristics relating to the company,
product, management decisions, international experience and target market).

Operation of word hypotheses related to firm characteristics
Hypothesis 1 implies a positive relationship between the size and international performance of
Czech SMEs. Company size is measured from two aspects, namely by the size of sales and
number of employees. Both indicators are widespread in the literature dealing with the
internationalization of enterprises. In order to ensure a high degree of comparability of the
data, the number of employees is measured as the average annual number of full-time over the
past 3 years. Revenues will also be listed as an average over the last 3 years. Results will not
need to further customize and transform.
Hypothesis 2 implies a positive relationship between age and the international success of
Czech SMEs. Age is measured by the number of years since its founding. Collected data will
not need further adjustment for analysis.
Table 2 Operation of word hypotheses related to firm characteristics
Word hypotheses

Company characteristics
having influence on
international activities of
Czech SMEs

Operation

1. There is a positive relationship
between the size and
international success of company

Number of employees
Annual turnover

2. There is a positive
relationship between the age and
international success of company

Number of years since company
funding

Source: Processed by authors

Operation of word hypothesis related to the characteristics of internationalized product
Looking at Table 3 it is obvious that the indicators of characteristics of the product
'technological know-how "," competitive advantage "," standardization "," type of consumer
needs "and" intensity of service " are used to operate hypotheses related to the characteristics
internationalized product.
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Hypotheses 3 and 4 imply a positive relationship between quality, price of internationalized
product and international performance of Czech SMEs. Quality and price of internationalized
product will operand by using determination of the source of competitive advantage.
Respondents are asked to identify the source of their competitive advantage of
internationalized product.
Obtained data about the competitive advantages will be transformed into individual
dichotomous variables where each variable is assigned the value "0" or "1" according to the
answers. In the case of identification of competitive advantage will be given the answer
transformed into the number "1", otherwise the number "0".
Table 3 Operation of hypotheses related to the characteristics of internationalized product
Word hypotheses

Characteristics of
internationalized
product having
influence on
international success of
Czech SMEs

3. There is a positive relationship
between the high quality of
internationalized product and
international success of Czech
SMEs
4. There is a positive relationship
between the low price of
internationalized product and
international success of Czech
SMEs

Operation

Identification of competitive
advantage

Identification of competitive
advantage

Source: Processed by authors

Operation of word hypotheses related to managerial decisions
Hypothesis 5 implies a positive relationship between the existences of the strategic planning
process focused on the activities of SMEs on foreign markets. However, verifying the
existence of the strategic planning process (SPP) in analyzed company is far from simple.
SPP is part of strategic management and consists of the following three activities:
•

Strategic planning

•

Implementation of strategy

•

Verification of selected plan
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From the information found in literature and already has carried out empirical researches
dealing with the internationalization of SMEs, it is anticipated that if the company introduced
a strategic planning, process of implementing the strategy and its control are also introduced.
For this reason, the research will deal only with strategic planning and process of strategy
implementation; monitoring phase will be omitted.
A key part of strategic planning is process of creating a business strategy. Business strategy
consists of sub-trading strategies which relate to specific products and specific target markets.
When creating marketing strategies it is necessary to define its market position against
competitors and select the appropriate market segment. This is a key part of creating the
business strategy.
Strategic planning as part of strategic management is a highly complex process. Therefore, it
is difficult to obtain adequate empirical data that would be easily verifiable and analyzable.
Despite the complexity of the phenomenon and difficulties in measurement and analysis, the
following three indicators may be prerequisite for the correct prediction of strategic planning.
The first two indicators are used to control the selection of business strategy and define the
target market segment. The third indicator verifies the adequacy of the defined objectives
aimed at international business activities.
Choosing a fundamental business strategy (SAR) is one of the indicators used to operation of
hypothesis relating the existence of strategic planning in the company. Regarding the applied
empirical researches, it can be argued that it is not easy to operate the hypothesis. These
studies demonstrate the importance of strategic planning but also point to significant
weaknesses in its implementation. For this reason, it is needed to check chosen SAR by
verification test. The certification test is based on a comparison of sources of competitive
advantage associated with the product and choosing internationalized SAR. SAR selected
must correspond with the identified competitive advantage associated with internationalized
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product. If the match is confirmed, then the company may consider a selected fundamental
business strategy as an internationally focused.
If selected SAR is pricing strategy and also it is identified as a comparative cost advantage
associated with the product, then the SAR may be considered as a conscious. The same
applies if the selected SAR differentiation strategies and whilst as a competitive advantage
identified by brand, image and product quality. In case that chosen SAR is confirmed, you
need to transform got answers in number "1", otherwise in number "0".
Another indicator of strategic planning is the selection of the target market segment. This
variable shows other dimensions of strategic planning. Even for this indicator it is designed
verification test instead of interviewing representatives of management. This test analyzes the
answers on the information obtained before the entry to target market and the presence of firm
in the target country. The selection of the target segment is verified. Choosing the target
segment can be considered as an internationally focused if the company before the entry the
target market analyzes at least one of the following indicators: customers, competitors and
target market. If selected target segment is confirmed, obtained answer is transformed into the
number "1", otherwise in number "0".
The last indicator related to strategic planning is "setting goals" in relation to the target
market. Respondents are asked to determine the objectives of the company relating to the
international activities of its business. Like the previous two variables, the variable "setting
goals" is the dichotomy and the it will be necessary for the analysis to modify the result in
numbers Number „1“ corresponds to a situation where the business has defined targets and
„0“ corresponds to a situation where the defined objectives in the company are missing.
Hypothesis 6 implies a positive relationship between the amount of resources and the
international success of SMEs. The term number of resources includes following two
components: the number of markets where the company currently operates and number of
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internationalization forms through which the company enter the foreign markets. Both
variables will be needed to customize for the analysis.
Hypothesis 7 implies a positive relationship between the intensity of collecting information
about the target market before entering into this market and the international performance of
SMEs. Operation of collecting information intensity before the entry the target market will be
made by using indicators related to target market (size and market growth, customer
segments, market share, competitors, the size of competitive offerings and other indicators
that company states into the possibility of "other information"). For purposes of analysis it is
not needed to edit obtain data. The more indicators will be analyzed, the more the company
appears to be internationally active.
Hypothesis 8 implies a positive relationship between active management involvements in
international activities. The word hypothesis will be operand on basis of found average
number of contacts with the trading partner associated with a particular export product to the
target country or management business trips abroad related to internationalized product. Many
researchers argue that, although the number of trade missions to target countries can not
provide all operations relating to the internationalization activities set out by management, it
is a suitable indicator for measuring. Average over the last three years will be used because of
the absorption of fluctuations that might occur in individual years. Collected data will not
need to modify the data for analysis.
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Table 4 Operation of hypotheses related to management decision making
Word hypotheses
5. There is a positive
relationship between the
strategic planning focused on
activities of SMEs on foreign
markets and international
success of these companies

Management decision making
related to activities on foreign
markets

6. There is a positive
relationship between the
sources concentration and
international success of
SMEs

Operation
Verification of conformity of
the main business strategy and
identified competitive
advantages associated with the
product
Comparison of the information
about the target market with a
choice of the target market
segment
Indications of defined
objectives with regard to
internationalization, checking
the accuracy of those
objectives
Number of target markets
abroad
Number of
internationalization forms

7. There is a positive
relationship between the
intensity of before entry
researches and international
success of SMEs

Number of information about
the target market, which were
obtained before
internationalization activities

8. There is a positive
relationship between the active
management performance in
international activities and
international success of
SMEs

Average number of managers
business meetings with
trading partners due to
activities in the target country

Source: Processed by authors

Operation of word hypotheses regarding the international experience
Operation of hypotheses regarding the international experience provides a positive
relationship between the experience companies, which have been obtained from previous
activities on foreign markets and international performance of SMEs (see Table 5).
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Table 5 Operation of word hypotheses regarding the international experience
Word hypotheses
9. There is a positive relationship between the
company experiences achieved from previous
internationalization activities and
international performance of Czech SMEs

Operation
Time (in years of individual
internationalization activities on certain
markets

Source: Processed by authors

Indicator of internationalization activities experience is operated by using the time over which
internationalization activities are pursued on foreign markets. Companies will be interviewed
at the beginning of their international activities on foreign markets. Subsequently, the number
of years during which companies conducted international activities serves as an indicator
reflecting past experience. Collected data is not needed to further adjustment for analysis.
Specification of questionnaire
To collect empirical data a questionnaire was selected as an appropriate tool for the planned
research. It was compiled on the basis of the literature and articles published in professional
journals on issues of internationalization. Style of questionnaire was designed with an
emphasis on clarity and simplicity. The questionnaire was designed according to the
following four steps.
• Defining the issues to be considered (general character)
• Determine the structure of the questionnaire
• Formulation of questions
• Final questionnaire preparation
The resulting questionnaire is divided into eight sections. The first and last part of the
questionnaire deals with general issues relating to the companies and their international
1092

activities. The remaining part deals with various forms of entry into foreign markets (export,
direct investment, licensing, joint venture, direct investment). The questionnaire has the
following structure:

I. Introduction
II. Questions regarding the export of the enterprise
III. Questions regarding the questioned company
Introduction provides the instructions needed to proper completion the questionnaire and
other important information that may assist the respondent in completing the questionnaire.
Section II contains the filter questions that are used to identify the internationally active SMEs
and SMEs operating only on the domestic market. After answering the question "Whether the
company has been internationally active in the past", the respondents companies operating
only on domestic market were instructed to jump through sections III to VII and answered
questions in section VIII. Respondents companies that are active in foreign markets continue
in completion questionnaires, according to their entry forms on the market.
Sections from III to VII deal with issues relating to individual forms of internationalization.
Each company was required to complete only the part of the questionnaire, which corresponds
to the selected form of internationalization. Firstly, respondents answered questions
concerning the market in the country that is the most important for company. After answering
questions concerning the identification of the most important market a question aimed at
identifying key product is following.
Respondents were then asked to provide information concerning the intended target market
and the selected product. The questions are grouped into four sections:
•

Section A deals with the characteristics of internationalized product.
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•

Section B deals with issues related to management decisions, international business
experience and target market.

•

Section C deals with international performance indicators. The relevant form of
internationalization is evaluated using a defined set of performance indicators.

•

Section D focuses on gathering information on the company and person completing
the questionnaire. All respondents were asked to respond to the final part of the
questionnaire, which will provide important information about their company, such as
the time elapsed since the establishment of the company, staffing, legal status and
more.

Data analysis
The data obtained in the research were analyzed in order to obtain answers to questions
defined in the work and validate the set of word hypotheses. Validation of these hypotheses
will be conducted using statistical testing in standard way. In accordance with the verbal
formulation of hypotheses the appropriate statistical test applied to real data was used.
Depending on zero, and the alternative hypothesis of statistical test, in the end to evaluate
word hypothesis were used found results.
For analysis and description of the current situation of Czech SMEs on foreign markets and to
compare the characteristics of SMEs operating only on domestic market with the
characteristics of SMEs that pursue business activities on foreign markets simple descriptive
statistics was used that provides the answers.
To answer the main part of the research, which focuses on the analysis of dependencies
between defined Gross of characteristics and the success of Czech SMEs on foreign markets,
it is needed to use more sophisticated statistical methods that can describe relationships and
coherency.
Case Study
1094

The aim of case study was to verify the proposed methodology and to draw attention to the
possible constraints that could adversely affect the planned research focused on the research
of SMEs in general. To collect the data a questionnaire designed was used and it was
modified before research itself in order to meet the aim of this study. The only one form of
internationalization was selected - export activities. Other forms of internationalization in
research have been incorporated. Research was carried out in the dairy industry in which a
total of 62 business subjects operate.

Results of the questionnaire
For the purposes of this study 38 companies operating in the dairy sector that meet the
conditions defined for SMEs were selected. These companies were contacted first by phone,
and in order to find a contact person who was subsequently sent a plea to complete a
questionnaire placed on the internet. From the surveyed companies 13 respondents completed
the questionnaire which means a return of 34%.
Has been your company active internationally in the years 2005, 2006 and 2007?
The first question of questionnaire belongs to the group of general issues. Its purpose was to
categorize the companies which in the past three years exported goods or services to foreign
markets from companies operating only on the Czech market. The results show that 9 out of
13 plants were at least one of the last three years active in international markets.
Figure 1 Distribution of companies according to target market
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Source: Processed by authors

How many countries does your company export its products and / or services to?
Following part of the questionnaire was filled only by companies that have been in recent
years internationally active. The first question was directed to the number of countries to
which they exported their products.

Figure 2 Number of countries where companies export their product

Source: Processed by authors
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Name three the most important target countries where your company exports its
production
The most common answer to this question was Slovakia. This is not surprising because of fact
that the Slovak market is very similar to Czech one. The second most frequently stated market
was Hungary and Germany. Other responses are visible from the chart. Interesting is the role
of states of the European Union. That is 81%. The main reason is undoubtedly the availability
of these markets, which in this sector very important, because many dairy products have a
lower life time. Among the most exotic destinations of exports are undoubtedly Syria,
Colombia and Bangladesh. These responses were indicated by the company exporting whey.
Figure 3 Countries to export

Source: Processed by authors

How many different products does your company export?
The highest number of products exported from one company is five. Mostly small and
medium-sized enterprises in the dairy industry export three products; 56 % of respondents
who are active in export activity answered like this.

Which product, respectively service is the most important for your company?

1097

The responses have shown that the largest export commodity of Czech SMEs was cheese. For
two thirds of respondents is just one type of cheese the most important export. The next most
important export article includes whey, sour milk and coffee cream.
Figure 4 The most important export products

Source: Processed by authors

Who is usually delivered your company products?
This question has been open-mid. Almost a quarter of dairy products producers supply their
products to agents, (importers) and intermediaries. After that, 56% of enterprises supply their
products to the end customers.

Figure 5 The most frequent clients
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Source: Processed by authors

Production standardization of named product is ...
There were following options to choose:
•

Very high

•

Relatively high

•

Relatively low

•

Very low

All nine companies chose the possibility of very high standardization of production. Main export
products of firms are therefore always manufactured in series production.

How strong are benefits of your product based on technological know-how over the
competition?
The choice was again out of four possible answers. From the very weak to very strong
advantage due to technical know-how. Most companies think that this advantage is relatively
weak. The remaining 44% is divided equally between very weak and relatively strong
advantage. None of the surveyed companies think that the advantage was very strong.
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Figure 6 How strongly are the product advantages based on technological
know- how in opposite of competition

Source: Processed by authors

Figure 7 Product advantages in opposite of competition

Source: Processed by authors

What advantage does have the named product over the competition products?
Your company monitors at named product ...
From the choice of price strategy, differentiation strategies and the possibility of "other" the
price strategy was chosen in all cases.

What information about target market did your company have before product export?
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Perfect knowledge of market can very positively affect the success of company export
strategy and thus save considerable amount of money. As we can see all the questioned
companies had information about the market volume and customer segments, seven of them
also about the growth of the market, and five about the width of bid competition. Only two of
the companies knew what the market share of competitors is.
Figure 8 Information about target market before the entry this market

Source: Processed by authors

In the destination country by using appointed product is your company aimed at …
Neither one of the addressed companies do not focus on the entire market. The vast majority
(89%) concentrate their exports to a certain market segment, then the company remaining on
the segment of special requirements, so called "niche".
What is the percentage share of export on total turnover in your company?
It may be noted that two of asked firms are highly dependent on exports. The share of exports
in the past three years amounted to more than 75% of the total turnover of the company. The
other two companies reached the total share of export on turnover nearly 50%.
Figure 9 Export share of total business turnover
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Source: Processed by authors

What are the estimated costs (expressed as a percentage from total turnover) due to
export activities of appointed product?
Only free companies answered this question. One company stated that costs increased in 5 %.
Another two companies estimated the amount of these costs on 20%. Remaining companies
did not answer this question that can either mean that businesses are not able to find this kind
of information or fact that formulation of question was not to exact and thus remained
unanswered.
How many missions to targeted countries did the management of your company make
because of the export of appointed product?
In the first year of export activities, the number of missions was not as high as one could
expect. For one company there was not even one business way in the first year. The highest
number of missions to the export market was during the past three years, twelve.
Figure 10 Number of business trips to the target country
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Source: Processed by authors

What is your business objectives defined for export activities of appointed product?
Entire third of exporting companies before entering the foreign market has not set any targets.
The remaining two thirds of firms have set a target sales volume and also the volume of
profits. A setting amount of market share does not provide any undertaking.

Table 6 Defined company goals appointed to export activities
What goals were defined by your company for export activities of appointed
product?
Company
number
1

No goals

Sales volume
-

Profit
volume
-

Market
share
-

Other
goals
-

yes

2

-

yes

yes

-

-

3

-

yes

yes

-

-

4

-

yes

yes

-

-

5

yes

-

-

-

-

6

-

yes

yes

-

-

7

-

yes

yes

-

-

8

-

yes

yes

-

-

9

yes

-

-

-

-

Source: Processed by authors

With regard to the export activity of appointed product, your company ...
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There was a selection from four possible answers. Achieving all the goals; the achievement of
most goals; the achievement of objectives at a lower rate than expected; goals did not be
achieved.
Most companies reported that they were able to achieve the objectives at a lower level than
expected. The second most frequent answer was that companies have achieved most of their
goals.
Figure 11 Stated goals

Source: Processed by authors

Commercial management of your company is of the view that the export of appointed
product ...
•

Is successful;

•

Is not successful yet, but success is excepted;

•

Is not successful;

The failure of export was admitted by only one of the asked companies. From the remaining
eight firms three responded that the export was not successful, but success was expected, five
considered their export activities to be successful.
Figure 12 The success of international product
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Source: Processed by authors

Is export of the appointed product profitable; it means is there after deducting all costs
associated left any profit?
Three of the nine companies indicated that exports were not profitable. These were companies that in
the previous issue acknowledged failure exports.

Figure 13 Profitability of internationalized product
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Source: Processed by authors

Which activities of your company are more profitable - activities in the domestic market
or export of appointed product?
For the six companies were more profitable activities on Czech market. One company
provided the same profit and only for two of the firms was export more profitable.
Figure 14 Comparison of profitability on domestic and foreign market

Source: Processed by authors

Verification of word hypotheses
Within this chapter are verified defined the word hypothesis based on analysis of data from
questionnaire among the surveyed companies in dairy industry. Validation of these
hypotheses will be conducted using statistical testing in standard way. In accordance with the
verbal formulation of hypotheses appropriate statistical test would be applied on real data. In
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the end, for evaluation of stated word hypothesis, the value of the test statistics and criteria for
assessing the validity will be used; depending on zero and the alternative hypothesis. It can be
added that the set of real data obtained by questionnaire survey among SMEs in the dairy
sector was small. All results of statistical tests are interpreted with regard to this fact.

Kendall tau b and contingency coefficient R
Table 7 Kendall tau b coefficient
Kendall tau b coefficient
Sales/
Age
Quality
emplo
yees
0,4125
USP 0,6860 0,1493
(0,011 (0,592)
(0,184)
)
Source: Processed by authors

Strategic
planning

Price

Number of
markets

Informa
tion

Trips

Experi
ence

0,5659
(0,068)

0,0000
(1)

0,4478
(0,108)

0,2301
(0,444)

0,3769
(0,468)

0,6866
(0,014)

Table 8 Spearman coefficient R
Quality

Price

Strat. pl.

0,4697
0,0000
(0,202)
(1)
Source: Processed by authors

0,6444
(0,06101)

USP

One-dimensional regression
Dependent variable:

success

Independent variable:

sales / number of employees, age ...

Linear model:

Y=a+b*X

Table 9 One-dimensional regression
Paramete
r
estimatio
n

SE

t
statis
tics

pvalue

model
constant

-0,3000

1,6757

-0,17

0,862

sales/empl.

1,4843

0,3443

4,311

0,003

model
constant

0,5256

11,495

0,045

0,964
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F-test

pvalue

DW

cor. coef.

18,5900

0,0035

1,6978

0,8523
(0,0035)

0,2500

0,6331

1,4443

0,1853
(0,6331)

0,3974

age

0,7965

0,499

0,633

model
constant

2,6861

2,4407

1,100

0,307

number of
markets
model

0,6240

0,3781

1,650

0,142

constant

1,0769

7,4306

0,144

0,888

information

1,6154

1,4491

1,114

0,504

model
constant

3,13

2,7195

1,151

0,287

Number of trips

0,42

0,2168

1,956

0,242

model
constant

-0,72

2,1053

-0,34

0,739

experiences

1,02

0,2862

3,583

0,008

2,7200

0,1428

2,8473

0,5293
(0,1428)

0,5000

0,5043

2,1717

0,2571
(0,5043)

1,6300

0,2422

2,3319

0,4347
(0,2422)

12,8400

0,0089

1,9825

0,8045
(0,0089)

Source: Processed by authors

Multivariate regression
Dependent variable:

success

Independent variables:

sales / employee, age

Table 10 Multivariate regression
parameter
estimation

SE

t
statistics

pvalue

constant

-2,7086

6,5815

-0,4116

0,6950

sales/empl.

1,4668

0,3703

3,9610

0,0074

age

0,1734

0,4560

0,3802

0,7169

model

0,0191

F-test

DW

8,2300

1,5649

Source: Processed by authors

Coefficient of Determination =

0.732875

Adjusted coefficient of determination =

0.643833

Standard error =

2.3071

Square absolute error =

1.70618

Lag 1 residual autocorrelation =

0.0241717

usp = -2.70863 + 1.46682 * + 0.173377 * sales_empl_age
Dependent variable:

success
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Independent variables:

number of markets,
amount of information,
number of trips.

Table 11 Multivariate regression
Parameter
estimation

SE

t
statistics

pvalue

Constant

9,0016

20,1552

0,44661

0,6738

Number of
markets
Information

1,2347

2,1387

0,5773

0,5887

-2,2527

7,0377

-0,3201

0,7618

Trip

-0,4295

1,6135

-0,2662

0,8007

model
Source: Processed by authors

0,5925

F-test

DW

0,7000

2,9294

Coefficient of Determination =

0,294991

Standard error =

4.10579

Square absolute error =

2.76844

Lag 1 residual autocorrelation =

-0.53859

usp = 9.0016 + 1.23474 * Number of markets - 2.25271 * inf_ - 0.429483 * trip

There a positive relationship between the size of Czech SMEs and their international success.
In relation to the word hypotheses it can be said that there is a strong positive relation
between the company size and its success on foreign markets.
There a positive relationship between the age of Czech SMEs and their international success.
In relation to the word hypotheses it can be said that there is a positive relationship
between age and the company success on foreign markets.
Higher quality of product has a positive influence on SMEs international success.
In relation to the word hypotheses it can be said that there is not positive relationship
between higher quality products and the success of business on foreign markets.
Lower price of product has a positive influence on SMEs international success.
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In relation to the word hypotheses it can be said that there is not a positive relationship
between lower-priced products and the success of business on foreign markets.
There is a positive relationship between the existence of strategic planning concerning the
internationalization of Czech SMEs and international success of such enterprises.
In relation to the word hypotheses it can be said that there is a strong positive relationship
between the existence of strategic planning and international success of companies.
Between the concentration of resources and international success of SMEs there is a positive
relationship.
In relation to the word hypotheses it can be said that there is not a positive relationship
between concentration of resources and the success of business on foreign markets.
Between the intensity of target market research and international success of Czech SMEs
there is a positive relationship.
In relation to the word hypotheses can be said that there is not a positive relationship
between the intensity of the target market research and the success of business in foreign
markets.
Positive relationship also exists between management interest in international activities and
international success of Czech SMEs.
In relation to the word hypotheses it can be said that there is no positive relationship
between the company management interests and its success on foreign markets.
There is a positive relationship between obtained international experience and the success of
Czech SMEs on foreign markets.
In relation to the word hypotheses it can be said that there is a strong positive relationship
between international experience and success on foreign markets.
Conclusion:
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When collecting secondary data we were mostly depended on foreign language resources
because there were almost no materials on the issue available in the Czech language. We were
dependent on information from foreign literature, professional journals and research focused
on the internationalization. Abroad, the topic is very current and it is also mapped in a very
detail. Till this time the similar research has not taken place in Czech Republic.
Characteristics defined in the proposed research were selected on the basis of study of
literature and also of already made surveys and studies. Number of selected features is not
final and the individual group of characteristics may be further extended for another, for
Czech SMEs important characteristics, which will be tested for their effect on the success of
small and medium-sized enterprises in the Czech Republic. Restrictive criterion for the
selection of firms was the number of employees, the turnover and independence. The
proposed research has a requirement for the availability of Internet connection because the
chosen method of data collection was an electronic questionnaire. Nowadays, the stated
requirement already appears to be redundant. Method of data collection using a questionnaire
placed on the Internet was chosen because of the rapid collection and convenient processing
of data as soon as after the end of the research. Disadvantage can become an anti-spam
protection on the computers in the surveyed firms and thus the inability to answer the
questionnaire. Another limitation may become ambiguity of defined issues. This risk was
reduced by implementation of case studies.
The main aim of contribution was the proposal of a methodological procedure for the
identification of characteristics influencing the success of Czech small and medium-sized
enterprises on foreign markets. Necessary prerequisite for the fulfillment of the goal was
definition of characteristics that affect the activities of Czech SMEs operating on foreign
markets and the subsequent definition of quantitative research, under which it was possible to
identify only those characteristics that affect the success of Czech SMEs on foreign markets.
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Within the contribution a system of evaluating the success of Czech SMEs on foreign markets
was designated. Proposed methodology for evaluation of success is necessary to define the
dependent variable.
The proposed methodology of empirical research was validated by using a case study that was
conducted in the dairy industry.
That small medium enterprises increase their competitiveness and face a harsh competitive
struggle, it is necessary for them to use aid, especially financial, that positively affect business
development and contribute to strengthening stability, compensate the lack of equity capital,
difficult access of bank credit and limited possibility to liable by their own property. The
future is to use the opportunity offered to the Czech SMEs through funds from the EU
structural funds. If these funds are effectively used to further strengthen the infrastructure
supporting business activities and are invested in a system of direct support for entrepreneurs,
they can positively influence the development of small and medium-sized enterprises in both
the Czech economy and also beyond its borders. The process of internationalization of SMEs
is a very broad topic and research conducted on the basis of the proposed methodological
procedure for the identification of characteristics affecting the success of SMEs on foreign
markets can give knowledge and help to further study of internationalization phenomenon.
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Abstract: The paper present the level of the corporate and public interest for SRC and SRI in
transition countries with the especial look into Croatia’s experience. Transition countries of
South Eastern Europe, unlike of developed countries in Western Europe, are still engaged in
resolving fundamental questions of civilized society, such as the economic stability,
functioning of the judiciary, fight corruption and the functioning of the state as an institution
that serves the citizens, so that sustainable corporate responsibility (SCR) and socially
responsible investment (SRI) is still present only in some attempts as opposed to developed
countries. Paper gives brief definition and development of the sustainable corporate
responsibility (SCR) and socially responsible investment (SRI) in the international society.
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1. Introduction

The crisis of 2008 has shown that in many areas of human activity operated without
accountability, with the purpose of quick profit, or property without thinking about the future.
Are there any circumstances in such places for the care of the sustainable development of the
world that we leave for future generations?
The developed world has gone much further when it comes to sustainable development, but
critics warn that environmental pollution is bigger in the most developed countries than in the
'less conscious' transition countries. Fields of sustainable intrest such as economy (human
resources, education, sociology, politic, cultural diversity and human rights etc.) are not so
present in transition coutries. We find explanation for this lack of interes in the fundamental
unsolved problems such as economic stability, functioning of the judiciary, fight corruption
and the functioning of the state as an institution. In transition countries such as South Eastern
countries sustainable development is present only in some segments of the society and mostly
in foreign companies and multinational concerns which they used to transfer their sustainable
standards in the ne branch offices. The segment we mentioned is basicly donations and
sponsorships. Also sustainable is popular word in corporative reports and strategic public
relations of the bigger companies, but that word often remains only on this lately very popular
word and on attractive design of annual reports.
Despite all this observations, we strongly belive that there is a need to talk about and to work
on sustainable development because without theoretical frames, we cannot build different
instruments of sustainable development in the future. And it is important for both developed
countries and for developing countries as well.
Last crizes from 2008 give us aditional impulse toward sustainable issues. For example, the
question arose about the justification of big bank bonuses expecially after losses in their
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business and after state aids for the failed bank in US and Europe. We can call this behavior
as 'unsustainable behavior' which doesn’t care about taxpayer's money and of the future at all.
American president Obama and some of the leaders of European Union indicate this problem
lately and advocation for more regulated economy especially when it comes to derivates and
hedge fonds and agenacies. Last world crises show liberal economy in the new light and with
lots of imperfections and failures especially in irresponsible and unsustainable behaviour of
the business society (of those who manage).
Transition countries such as Croatia, has got some other basic problems which inhibit
sustainable development. After the war for independence Croatia is still in the war with
corruption and basic existence issues such as bad privatization process, unemployment,
improving the economy, developing of the export and domestic industry, big state debt and
establishment of the judiciary and other instruments of democratic development. However,
integration of Southeast Europe in the framework of the European Union, initiated a certain
progress towards sustainable development.
In second chapter we give theoretical overview of sustainable development from 70's, through
important Agenda 21 until today, and contemporary sustainable issues such as cultural and
visual sustainability and human rights same as important of private and government initiatives
in the sustainable development of some country. In third chapter we briefy present different
and widely accepted measurement of the ‘sustainable development’. In chapter four we
present sustainable corporate responsibility and social responsible investment. Chapter five
give a view on corporate social responsibility (CSR) and social responsible investment (SRI)
in SEE transition countries. In our research visible in this chapter, there is Romania and
Croatia as well as countries in Southeast Europe is due to some form of measurement of
global sustainable development. Other SEE countries such as Bosnia and Hercegovina,
Bulgaria, Montenegro, Serbia, Slovenia and Republic of Macedonia are not included in
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available published articles. They are presented only as countries which has got some
companies with the adopted environmental standard – ISO14001. Chapter six reports about
SRC and SRI in Croatia which has got some kind of sustainable signs such as presense in
global system of sustainable measurement and such as national strategy of sustainable
development released in 2009 in accordance with the recommendations of the UN Declaration
on Sustainable Development.

2. Sustainable development – theory overview

Sustainable development is development that meets the needs of today, and without
endangering the needs of future generations. Sustainable development achieves a balance
between the requirements for the promotion of quality of life (economic component), for the
implementation of social welfare and peace for all (social component) and the requirements
for the preservation of the environment as a natural component of the good upon which they
depend, and current and future generations. Respect for the principles of democracy, gender
equality, social justice solidarity, legality, respect for human rights and the preservation of
natural resources, cultural heritage and the human environment contribute to preserving the
Earth for sustaining life in all its diversity. In this way, sustainable development achieved
through a dynamic economy with full employment, economic, social and territorial cohesion,
a high level of education of citizens, high level of health and environmental protection.
Sustainable development therefore encompasses all forms of protection of human and nature,
responsibility towards the environment, establishing and implementing standards for business
and management with an emphasis on anti-corruption measures, human rights included in a
global way of doing business.
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Sustainable development in the last 40 years continuously develop and involved in more and
more important components for its operation. Sustainable development term is mentioned in
earlies 70s to describe an economy in harmony with basic ecological support system.
Concious about sustainable development became to raise and include more and different
components and sofar become multidisciplinary term.
Popular environmental awareness in the US originated with the publication of the book 'Silent
Spring' by Rachel Carson in 1962 that argued about continued spraying of the synthetic
pesticide DDT in the environment was causing a dramatic decline in bird populations,
poisoning the food chain and thus humans.
The most known definition of sustainable development come from Brundtland Report –
United Nations document released in 1987: „Sustainable development is development that
meets the needs of the present without compromising the ability of future generations to meet
their own needs." (World Commision on Environment and Development, 1987, p 43) 1
Next important document on sustainable issue was released in 2005 also by United Nations on
2005 World Summit. There is three (triple bottom line) + aditional part of sustainable
development regulary mentioned:
1) Enviromental sustainability;
2) Economic sustainability (Agenda 21)2;
3) Sociopolitical sustainability;
+ Cultural sustainability.
Environmental sustainability is the most overlap term with the sustainable development and
include3:
-

improving the quality of life in the urban environment, particularly through urban
renewal and sustainable urban transport projects
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-

addressing environmental and health issues (e.g. reduction of industrial pollution,
provision of water and wastewater treatment)

-

tackling climate change, including energy efficiency and renewable energy

-

protecting nature and wildlife

-

preserving natural resources and managing waste (including minimisation, recycling,
re-use and disposal of domestic, commercial and industrial waste)

Economic stability by Agenda 21, the Rio Declaration on Environment and Development, and
the Statement of Principles for the Sustainable Management of Forests were adopted by more
than 178 Governments at the United Nations Conference on Environment and Development
(UNCED)4 held in Rio de Janerio, Brazil, from 3 to 14 June 1992. It is a comprehensive plan
of action to be taken globally, nationally and locally by organizations of the United Nations
System, Governments, and Major Groups in every area in which human impacts on the
environment. The full implementation of Agenda 21, the Programme for Further
Implementation of Agenda 21 and the Commitments to the Rio Principles, were strongly
reaffirmed at the World Summit on Sustainable Development (WSSD)5 held in Johannesburg,
South Africa from 26 August to 4 September 2002.

Sociopolitical sustainability concerns itself with factors that affect the well being of people
and their governments and includes areas such as food production, food security, and poverty.
These concerns include the disproportionate impact that poverty has on women and children
and how to empower groups of people living in poverty to improve their welfare. It also is
concerned heavily with education and working with groups and individuals to provide
information that encourages sustainable development.
Cultural sustainabilitiy (The Universal Declaration on Cultural Diversity6 (UNESCO, 2001)
Also, the Network of Excellence "Sustainable Development in a Diverse World"7 sponsored
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by the European Union, integrates multidisciplinary capacities and interprets cultural diversity
as a key element of a new strategy for sustainable development.
The Commission on Sustainable Development (CSD)8 was created in December 1992 to
ensure effective follow-up of UNCED, to monitor and report on implementation of the
agreements at the local, national, regional and international levels. It was agreed that a five
year review of Earth Summit progress would be made in 1997 by the United Nations General
Assembly meeting in special session.
The United Nations Division for Sustainable Development9 provides leadership and is an
authoritative source of expertise within the United Nations system on sustainable
development. It promotes sustainable development as the substantive secretariat to the UN
Commission on Sustainable Development (CSD) and through technical cooperation and
capacity building at international, regional and national levels. The context for the Division's
work is the implementation of Agenda 21, the Johannesburg Plan of Implementation and the
Barbados Programme of Action for Sustainable Development of Small Island Developing
States. There is also Mauritius Strategy of Implementation.10

Article 8. in Agenda 21 is very importan because invite countries to release national strategies
for sustainable development which would sinchronized different sectoral economic politics,
social politics and environmental politics with existing national strategies.

Sustainabiliy is sometimes divided on weak sustainability, strong sustainability and deep
ecology. (Pearce et. al 1989)11 .Weak sustainability means we can replace or duplicate natural
materials and services with manufactured goods and services. The weak sustainibility rule
requires the summed value of produced and natural capital to remain constant or increase over
time. Strong sustainability means that natural materials and services cannot be duplicated.
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Strong sustainability prohibis any level of depletion of ntural capital such as trees, water or
fish. Deep ecology is a somewhat recent branch of ecological philosophy (ecosophy) that
considers humankind as an integral part of its environment.

Some of reseraches give us aditional categories for sustainable analysis such as visual
sustainability: „In a new approach to sustainability analysis a sustainability framework is
formulated to bring not only the three pillars of sustainability together, but also a holistic
consideration of the urban system, the urban dynamics and the resulting sustainability.“ which
should be visually presented (visual sustainability). (Doust, 2008, p.2.)12
Before released of the Brutland report, (Barbier 1987) 13 represented sustainable development
with a Venn diagram of three circles for biological, economic and social systems and unique
set of human goals are assigned for each system. The overlapping area of the three circles
corresponds to the overall objective of maximizing the goals across these systems through an
adaptive process of trade-offs. Venn diagram14 have been changed over time and by different
teoretics.

(Arrow et al. 2004)15 and others (Asheim16 1999; and Pezzey17, 1997) have

advocated a broadened form of the weak criterion for sustainable development-the
requirement that the wealth of a society, including human-capital, knowledge-capital and
natural-capital does not decline over time. Others, including Barbier18 (2007), continue to
contend that strong sustainability – non-depletion of essential stocks of renewable resourcesmay be appropriate, especially for forms of natural capital that re essential in the sense that
produces capital or other resources are poor substitutes. Dasgupta19 (1995) criticize strong
sustainibility on the grounds that is a „category mistake, the mistake being to confuse the
determinants of well-being with the constitutients of well being.“ Te sustainability criterion
and the implied weak sustainability rule have become firmly ensconced in the environmental
economics literature. Genuine investments are commonly applied to empirically determine
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whether specific countries satisfy the sustainability criterion or not (Arrow20 et al. 2004,
Dasgupta21 2007, Hamilton and Clemens22, 1999). Genuine investments are the increase in the
stock capital assets – manufactured, human and natural. The sustainability criterion is met if
genuine investment is non-negative. Arrow23 et al. (2004) showed that most low-per-capitaincome countries, especially in sub-Saharan Africa, are unsustainable even though net
investment and increases in human capital are positive. On the other hand, China's
investments are high with the heavy pollution and natural capital depletion because of
exremely high domestic net investment and human capital accumulation.
Ravago24 et al. (2009) conclude that an economy should incorporate the principles of
sustainable growth and development through cultivating an economic environment tht is
conductive to specialization and innovation plus productive and human capital formation and
the efficient conservation of natural resources. Government policies should be framed by the
principles of positive sustainability – dynamic efficiency and capital formation that allow for
standards-of-living to perpetually increase, eventually approaching a golden-rule state
wherein per capita welfare increases at the rate of technical change.

Many other belive in strenght of private sector int he light of sustainable investment.

„The promise of the private sector lies in (a) improved management and higher efficiency and
(b) increased access to private capital for maintenance and expansion. The two are related
since greater efficiency results in cost savings and greater availability of funds for investment;
improved management results in easier access to private capital; and investment of private
capital constitutes an added incentive for operational efficiency“(Panayotou, 2010, p.
51).24They found out public sector as too big and too slow for adequate implementing of
sustainable principles.
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3. Measuring of sustainable development

The most used generic indicators for measuring and monitoring sustainaibility all over the
world are: Dow Jones Sustainibility Index (DJSI1); Global Reporting Initiative (GRI2) and
ISO 140013.

DJSI regulary analyses each of thee 2.500 companies listed in the Dow Jones World Index
based on sector-based methodology to identify the most sustainable companies on a range of
environmental, social and management/strategic criteria. GRI ask reporting organizations to
register when the use GRI indicators in their reporting and it is useful measure of companies
and their corporate responsibility. The goal of corporate social reporting is to ensure that
corporations are working to contribute to sustainable development by delivering economic,
social and environmental benefits. „The economic growth is necessary to meet both the
„needs of the present“ and the needs of future generations. To be sustainable, however,
economic growth must be guided by principles of environmental integrity and social equity.
(Kates et. al., 2005, p. 11) 4.

ISO 14001 is the global standard for environmental management systems which encreased
over time which is also consequence of globalization because many companies wish to have
globally recognised and accepted companies and many of them are export oriented (certified
sysstems enhance their abbility of access).
Hess5 (2008) believes that these common methods of measurement are not sufficient, and he
proposes what is necessary for corporate social reporting to achieve goals of improving the
social performance of corporations and encouraging corporations to work toward sustainable
economic development. He called the as a ‘New Governence’ regulatory mehanism which
include; disclosure of material information, dialogue with stakeholders and the moral
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development of the corporation. He find out that these three pillars will allows us to conduct a
more comprehensive and systematic analysis of social reporting and its potential for having a
significant impact on the private sector's progress toward sustainable development.

„In

response to the shortcoming of both markets (public and privat) and traditional regulations, a
new approach is needed to complement, and in some cases, replace tradicional regulations.
That general category of approaches may be termed ‘New Governance’ regulations.”
(Bradley, 2004)6. The disclousure pillar requires that corporations provide their stakeholders
with all relevant and material information related to the corporation's social and
environmental policies and actual performance. As we live in the age of transparency –
demands for greater information of corporation's acitivities come from all sectors of society.
The Dialogue pillar is based on dialogue with a variety of stakeholders. Under New
Governance regulations, corporations play an active role in setting the rules, but interested
stakeholders besides just the government, play an active role in that process as well. The
Moral Development pillar Hess see through a corporation's own self-critical reflection on iths
behavior and refers to the incorporation of sustainability issues into the operating ehtos of the
corporation. Ideally, the three pillars should work together to form a highly effective form of
New Governance regulation. „Corporations engaging in diaalogues with their stakeholders
should lead to some forme of agreement on certain golas that the corporation should work
toward. Development ensures that the corporations meaningfully atempts to meet those goals
by adopting its strategies, operations and corporate culture. Disclosure allows stakeholders to
monitor the corporation's progress toward those agreed-upon goals and supports the next
round of dialogue that revisits those goals in light of new information and experience.“ (
Hess7, 2008)
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4. Kates, R. W.,(2005), “What is Sustainable Development?”, World Council for
Economic Development, Environment, supra note 11, p 40.
5. Hess, D., (2008),”The Three Pillars of Corporate Social Reporting as New
Governance Regulation: Disclosure, Dialogue and Development”, Ross School of
Business Working Paper No. 1112.
6. Karkkainen, B.C.,(2004) “„New Governence“ in Legal Thought and in the World:
Some Splitting ans Antitode to Overzealous Lumping”, MINN.L. REV. 471.
7. Hess, D., (2008),”The Three Pillars of Corporate Social Reporting as New
Governance Regulation: Disclosure, Dialogue and Development”, Ross School of
Business Working Paper No. 1112.

4. Corporate social responsibility and social responsible investment

Corporate social responsibility (CSR), is the concept created from researchers and
businessmen in the earles 50's and covers company's action related to social responsible
management of business and investments. Social responsible behaviour of companies is the
other word of the sustainable behavior that provides complying with the values of
organizational culture and business principles, the needs of the organization, managing
(ecologic, economic and social) risks, under the conditions of protecting human capital and
natural and financial resources.
„Corporate social responsibility is operating business in a manner which meets or excels the
ethical, legal, commercial and public expectations that a society has from the business.“1
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Regarding European Commission2 (2002) it is the concept by which companies integrate
social and environmental issues voluntarily in their business activities and in their interactions
with various stakeholders groups. Kenneth Andrews belive that corporate executives of the
caliber, intelligence and humanity required running substantial companies cannot be expected
to confine themselves to the narrow economic activity and to ignore its social consequences.
Proponents of social reporting claim that its use will lead to increased corporate
accountability, greater stakeholder demokracy, and ultimately corporate practise that are more
consistent with sustainable development. (Hess, 2008)3. Andrew Hoffman (1997) provides a
framework of corporate environmentalism and institutional change for understanding the term
of sustainable development. He divides sustainable history into the following periods:
Industrial Environmentalism (1960-1970), Regulatory Environmentalism (1970-1982),
Environmentalism as Social Responsibility (1982-1988) and Strategic Environmentalism
(1988-1993). Richard R. Johnson and Andrea Larson, from University of Virginia and
Darden School Foundation added as a fifth era Environmentalism by Design (1994 – 1999+).
The fifth period is the era of the collaborative 'Strategic Environmentalism' with industry
increasingly involved with consultants and in partnerships with academia pursuing innovative
design and strategies that eliminate the need for regulation through sustainable design and
environmental issues become a core business strategy and are integrated directly into the
operations of the firms. (Hoffman, 1997)4.
As much as were dissatisfied with the current global situation that brings a very slow and little
progress towards the better and more aware of behavior when it comes to sustainable
development, but there are significant shifts of corporate behavior, if we look not-so-distant
history of business organizations. In the past decade, the term triple P (People, Planet, Profit)
has been coined to likewise point to the need for managers to focus concurrently on the social,
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environmental and economic dimension of corporate activity, in order to help shape the
(sustainable) future o societies worldwide. (Henriques and Richardson, 2004) 5.
It is important that Global Reporting Initiative (GRI) exist, the leading guidelines for
measuring of corporative social responsible behaviour through the social reports by the
companies. Every year more and more corporations are on this list with their social reports.
This is very important phenomena which encouraging other companies to be the part of the
„sustainable concious global society“.
Critics of social reporting companies fear that companies can garble social statements to avoid
responsibility and draw attention from the real threats of sustainable development (for
example the strong presence of the tobacco industry on the list of socially sensitive company).
But it is better to have a list of socially sensitive companies, among which there are some with
a questionable real intentions then to have no standards at all when it comes to corporate
social sensitivity. Corporative sustainabiliy has got not only ecology sustainibility segment of
acting but also very important socio-sustainibility which includes care about the empoyees in
the company and about society as a whole (safety at work, protection against mobbing, job
creation, donations and help the needy etc.) Here we see a role of the protective business
intelligence that could be considered as a part of corporative sustainibility because it serves to
protect the company and people from hostile takeovers, the protection of confidential data and
protecting employees and their human rights against unauthorized surveillance and
monitoring.
Shahin and Zairi6 (2007) emphasize the concept of corporate governance as an essential
prerequisite for the promotion of responsible business. They define corporate governance as a
system of rules, laws and factors that control processes within the company. They argue that
the model of corporate governance from the middle of the nineteenth century to today,
developed from a profit-oriented model of social responsibility, while the latter in recent years

1130

assumed the form of the model of corporate community. This model describes the corporate
business community as a socio-economic system in which the creation of good cooperation
achieved stakeholders.
They point out that this approach is not a consequence of the desire for social responsibility
but to achieve competitive advantage. The key to achieving this model, which consists of the
integration of sustainable models in the system of corporate governance lies in the following
elements: transformed leadership that seeks to create value, commitment to learning,
innovation and global networks and partnerships; continuous measurement of financial and
nonfinancial effects carried out by monitoring, reporting and other mechanisms.
The Un Global Compact7 released on July 26, 2000 joined together thousands participants
from more then 100 countries and their governments, companies, labour and civil society
organizations under umbrella of UN on the issue of Corporate Social Responsibility. The
program is based on ten principles: Human rights (derrived from the Universal Declaration of
Human Rights, 1948) 8:

1. Principle 1: Businesses should support and respect the protection of internationally
proclaimed human rights;
2. Principle 2: make sure that they are not complicit in human rights abuses.

Labour Standards (derived from the International Labour Organization's Declaration on
Fundamental Principles and Rights at Work, 1998)9:

3. Principle 3: Businesses should uphold the freedom of association and the effective
recognition of the right to collective bargaining;
4. Principle 4: the elimination of all forms of forced and compulsory labour;
5. Principle 5: the effective abolition of child labour; and
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6. Principle 6: the elimination of discrimination in respect of employment and
occupation.

Environment (derived from the Rio Declaration on Environment and Development, 1992)
10

:

7. Principle: Businesses should support a precautionary approach to environmental
challenges;
8. Principle 8: undertake initiatives to promote greater environmental responsibility;
9. Principle 9: encourage the development and diffusion of environmentally friend
technologies.

Anti-corruption (derived from the United Nation's Convention against Corruption,
2003)11:

10. Principle 10: Businesses should work against corruption in all its forms, including
extortion and bribery.

The Compact is the world’s largest and most widely embraced corporate citizenship initiative,
the future initiatives should focus on extending the reach of the initiative, but at the same time
also strive for quality control. In order to influence how business is conducted around the
world, it is equally vital that not-so-good-corporations also join initiative because the Globac
Compact may not add much value if „corporations with the least need to change are the ones
who join it“. (Saha, 2008)12 Neither industry based initiatives, such as individual corporate
codes, nor multilateral inititatives, such as the Global Compact, involve the kind of concrete
obligations that human rights, environmental, labour and other advocates believe are
necessary to restrain effectively corporate misbehaviour.“ (Kinley et. al., 2007)13 The United
Nations Norms on the Responsibilities of Transnational Corporations and Other Business
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Enterprises Norms14 released in 2003 which are a set of human rights obligations directed at
companies but which could be imposed upon them by domestic laws of individual states. The
Norms and surrounding debate have brought renewed attention to the issue of corporate
influence on human rights and gave forced states, corporations and international corporate
groups such as the International Chamber of Commerce to think seriously about this issue.
(Kinley et. al., 2007)15

There are especially great interests of the attitudes of multinational enterprises (MNEs)
because of their global influence. MNEs are in the loop of non-governmental organizations
(NGOs) because of they negative impact in general regarding sustainable development. In this
moment, if some apects of business activities are regulated, this usually does not apply
everywhere, and rules are likely to differ across countries/regions, as will monitoring and
compliance. For MNE’s, the ‘modern era of globalization thus entails a balancing act between
the components that are part of their ‘regular’ internationalization strategies and broader
corporate social responsibility considerations (Kolk and Tulder, 2009)16 The landscape of
international business has changed, and CSR seems to be more than ‘beyond compliance’ and
advancing a social cause (Rodrigues, Siegel, Hillma & Eden, 2006)17; nor does it involve
‘systematic overcompliance’ or only ‘sacrificing profits in the social interest’. Corporate
social responsibility rather involves managing a firm in such a way that it can be
‘economically profitable, law abiding, ethical and socially supportive’ (Carroll, 1999)18
something which is complicated when operating in a large number of different contexts with
often diverging views of the role of business society .(Devinney, 2009)19
(Menz, 2009) 20 point out that increased interest in sustainability issues is the assumption of
many investors that a high level of corporate social responsibility (CSR) should be reflected
in a superior long-term development of the company value. As socially responsible companies
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are generally considered as less risky (Soppe 2004)20, the lenders have an incentive, however,
to incorporate CSR in their assessment.
"[The] word sustainable has been used in too many situations today, and ecological
sustainability is one of those terms that confuse a lot of people. You hear about sustainable
development, sustainable growth, sustainable economies, sustainable societies, and
sustainable agriculture. Everything is sustainable”(Temple, 1992)22.

An International Environment Forum of the United Nations (UN) stated that there are one
thousand definitions of sustainable development. Sustainable development is said to set limits
on the developing world. While current first world countries polluted significantly during
their development, the same countries encourage third world countries to reduce pollution,
which sometimes impedes growth. Some consider that the implementation of sustainable
development would mean a reversion to pre-modern lifestyles. Various writers have
commented on the population control agenda that seems to underlie the concept of sustainable
development. Aguirre23 (2008) writes: "Sustainable development is a policy approach that has
gained quite a lot of popularity in recent years, especially in international circles. By attaching
a specific interpretation to sustainability, population control policies have become the
overriding approach to development, thus becoming the primary tool used to “promote”
economic development in developing countries and to protect the environment." And even
though many MNEs subscribe to the triple P and sustainable development, itis open for debate
to what extent this is mere windows dressing and Public Relations or a realized strategy.(
Kolk and Tulder, 2008)24
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19. Devinney, T. M. (2009), “Is the socially responsible corporation a myth? The good, the bad,and
the ugly of corporate social responsibility”, Academy of Management Perspectives, 23(2), pp. 44
56.
20. Menz, J., (2009) "Uncertainty, Social Norms and Consumption Theory: Post and New Keynesian
Approaches," Macroeconomics and Finance Series 200901, Hamburg University, Department Wirt
schaft und Politik.
21. Soppe, A. (2009), “Sustainable Finance as a Connection Between Corporate Social
Responsibility and Social Responsible Investing”, Erasmus University Rotterdam (EUR), Erasmus
School of Law, February 1.
22. Temple, S.R., Lewellen R.T. and Mauk P.A. (1992),“Diseases, in Sugarbeet Pest Management
Guidelines“. UCPMG Publication 24: pp.25-6.
23. Aguirre, M.,(2008), “Family, Economics, and Sustainable Development”, The Family, Paradigm of
Social Change, Proceedings of Conference Family and Society, Barcelona: International University
of Cataluny Press.
24. Kolk, A. and Tulder, R., (2008), “Business and Partnerships for Development” , European
Management Journal, Vol. 26, No. 4, pp. 262-273.

5. Corporate Responsibility (CR) and Social Responsible Investment (SRI) in SouthEast European countries

Baskin1 (2005) researhce corporate responsibility in emerging markets across Asia, Africa,
Latin America and Central and Eastern Europe based on number of generic indicators such as
Dow Jones Sustainability Index (DJSI), the Global Reporting Initiative (GRI) and ISO 14001
(see Chapter 3.) and conclude that reported CR in emerging markets is more developed them
commonly thought, often exceeding standard sin some high-income countries/regions.
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Egri and Ralston2 (2008) poin out that 'it is particulary troubling that there has been relatively
little on-the-ground CR research in countries where the need for corporate responsibility is
most pressing due to greater poverty, environmental degradation, and institutional governance
issues'.
The European Commission has built into the foundations of CSR Europe's competitive
strategy and has issued a Green Paper3 (2001) as the basis of their CSR policy.The Green
Paper gives the definition of CSR and describes the steps that businesses, governments and
civil society can take to make concrete and detailed form to its activity in CSR. This
document, followed by a statement of social responsibility of business: contributes to
sustainable economic development (unofficially called the White Paper) which outlines a
European framework of action in the field of CSR. Communication stresses the need for
improving knowledge about CSR and its impact, the need to exchange experiences and good
practices of monitoring and managing the development of social skills, responsibility. It also
contains a statement of commitment to integrate CSR into all EU policies. As a result of the
growing interest of world and European companies, the European Multi-Stakeholder Forum
was created on CSR and launched the European business campaign about CSR in 2005.In
emerging economies, including Romania’s, CSR, sustainable development and public-private
partnership in solving social problems are at an incipient stage, the dominant opinion is that
CSR initiatives represent only an indicator of excellence in management and that only highly
profitable companies have the available resources to become socially involved.
Transition countries of South-East Europe are dealing with basic problems such as fighting
corruption, developing economy and the functioning of the judiciary and other government
instruments, and to a greater extent dealt sustainable development as a superstructure upon the
current stable democracy. However, the integration of these states of the European Union and
the UN Declaration and the recommendations of sustainable development, have led some of
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these countries in the world list of measuring sustainable development (namely: Romania and
Croatia). Also in the last few years ISO14001 certification is present in: Bosnia and
Hercegovina, Croatia, Bulgaria, Montenegro, Romania, Serbia, Slovenia and Republic of
Macedonia.
There is also some regional iniciatives such as Mediterrian Action Plan (MAP)4 about
protection of maritime environment which was established within the United Nations
Environment Program (UNEP) in 1975th year. MAP is the first in a series of regional
programs which was established to ensure quality of life residents of the countries
surrounding the Mediterranean Sea and the establishment and empovement of mutual
cooperation and harmonization of management strategies shared natural resources.
The Mediterranean Action Plan and the Convention on the Protection of the Marine
Environment and Coastal areas of the Mediterranean (Barcelona Convention5) from 2005
was released on 14th Meeting of the Contracting Parties Barcelona Convention in Portorož
and there was adopted a Mediterranean strategy for sustainable development.
Treaty of Amsterdam promotes sustainable development and becomes one of the fundamental
objectives of the European Union after a thorough review of Goeteburg strategies for
sustainable development from 2001. The European Union in 2006 adopted a revised strategy
for sustainable development for the wider Europe. Strategy is focused on the need for gradual
change present unsustainable ways of production and consumption, and integrated approach
in the development of guidelines and policies. At the same time, highlights the need for
solidarity and strengthening partnerships.(Tanković and Matešić, 2009)6

Table 1.1. about here
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In the table 1.1. Baskin7 (2006) presented the summary of existing CR trend in emerging
markets and pointed out the key drivers for CR: foreign ownership, accession to EU,
competitive advantage and influence of corporate.
As we said earlier, among the countries of Southeast Europe in particular stand out Romania
and Croatia. In the GRI report for 2009 there are only two SEE countries: Romania with five
companies from financial, healthcare, telecommunication, water utility sectors. Croatia was
the only country in the GRI report for 2009 with the Končar Company (energy sector).
Podravka (food industry) in 2006 was in GRI report as the only food industry company with
the headquartered in the region of Southeast, Central and Eastern Europe. A peculiar
challenge related to CSR is how to distinguish public relations (or stated preferences) from
actual strategies and performance. (Kolk and Tulder, 2010)8
In the last few years ISO14001 (global standard for environmental management systems)
certification is present in: Bosnia and Hercegovina, Croatia, Bulgaria, Montenegro, Romania,
Serbia, Slovenia and Republic of Macedonia.
Romania shows the biggest conscious regarding ISO 14001 with 2.269 certificates in 2007,
Slovenia (438), Croatia (258) and Bulgaria (214). Republic of Macedonia is present with only
13 certificates and Montenegro with 12 certificates.
In emerging economies, including Romania’s, corporate sustainable responsibility,
sustainable development and public-private partnership in solving social problems are at and
incipient stage, the dominant opinion is that CSR initiatives represent only an indicator of
excellence in management and that only highly profitable companies have the available
resources to become socially involved. (Vuta at al. 2008)9.
In Romania multinational companies transfer their strategies and adapt to local specifics, so it
is the same when it comes to the CSR politic and instruments.
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First CSR conference in East Europe was organized in 2006 and made popular initiative of the
International Organization for Standardization of implementing on the basis of volunteering
the international standard for social responsibility, ISO 26000/2008. The firms’ total
investment in corporate social responsibility activities in 2006 were over 10 milion Euros
(donations, programs of social assistance, contributions, support provided to relif agencies,
corporate events, research projects, educational programs, support provided to disfavoured
persons, programs for protecting the environment). In the last few years there is significant
growth of CSR expenditures in the pharmaceutical and IT sectors.

Note:

1. Baskin, J. (2006), “Corporate Responsibility in Emerging Markets”, The Journal of Corporate
Citizenship; Winter; 24.
2. Egri, C. P., Ralston, D. A.,Naoumova, I. Y.(2004), “Managerial perspectives on corporate
environmental and social responsibilities in 22 countries”, Academy of Manage-ment Proceeding,
C1-C6, p 6.
3. European Business Campaign 2005 on CSR: www.businesscampaign.org.
4. http://www.unepmap.org/, January 2010
5. http://www.unep.ch/regionalseas/regions/med/t_barcel.htm, December 2010
6. Tanković, M. and Matešić, M. (2009), „Achievement of Competitive Through Implementation of
Sustainable Development“, Acta Turistica Nova Vol.3 No.1.

7. Baskin, J. (2006), “Corporate Responsibility in Emerging Markets”, The Journal of Corporate
Citizenship; Winter; 24.
8. Kolk, A. and van Tulder, R. (2006) Poverty Alleviation as Business Strategy? Evaluating
commitments of Frontrunner Multinational Corporations. World Development, 34(5), p.789-801.
9. Vuta, M., Verboncu, I., Duca, I., Stefanescu, A., Gherghina, R.,Dudian, M., Doinita Ciocîrlan, D.
Dobrin, C., Hrisanta Dobre, M. (2008), “The Corporate Social Responsibility Practices in Romania in
the Context of Sustainable Development Principles”, Electronic copy available at:
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http://ssrn.com/abstract=1347358, December 2009

6. SRC and SRI in Croatia

At the time of socialism in the former Yugoslavia, there was a strong omponent of social and
labor rights. Donations of companies and sports teams were a common thing but it was not a
developed system of civil society and Non Government Agencies (NGO's) work. Therefore
we can say that is sustainable responsible behavior exist in a certain extent, but was not
present systematicly nor comprehensive.
Proces of transition in CEE and SSSR led us from socializm to capitalizm, liberal market and
globalizam. In Croatia and some other countries we are faced with war, destruction and heavy
losses in the desire for independence and self-realization.
In the middle of 90's Croatia started to slowly build democratic system and transition
economy with lots of problems such as bad privatization and corruption. However, foreign
capital and foreign companies are slowly coming into this area and bringing their SRC
systems. The crisis of 2008 years has further slowed the Croatian economy, which is
particularly reflected in reduced donations and sponsorships of all kinds. For understanding
SRC in Croatia it is needed to understand ownership structure. Private companies keen to
inovative and effective leadership system with fast decision making. Combination of foreign
and domestic ownership proved to be effective for development of social responsible
investment. In the companies where the employees are included in ownership of the company
there is a greater awareness about social issues, human resources and society as a whole.
SRC in Croatia is undrstandably present in bigger companies which has got resources and
funds for superstructure of their systems.
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Croatia is in this moment near the entrance of EU (2012) and one of the open sections in this
moment is also environment issue. Croatia is one of the CEE country which has got the
strategy of sustainable development (2007) listed in the GRI report (same as Romania) and
wich companies are presented in the group of ISO 14001 certificates. We can conclude that
Croatia is present in all three measurement systems of sustainable development. One of the
first document issued by the Croatian Parliament, in which mentioned the importance of
sustainable development, is the Declaration on Environmental Protection of Croatian adopted
1992nd at the international level. Croatia is supported by Agenda 21 and Action Plan adopted
1992nd at a Conference in Rio, and assumed the obligations arising from the Millennium
Declaration and Millennium Development Goals adopted by the General Assembly of the
United Nations in 2000. In this regard, Croatia has prepared the National Report on the
implementation of the objectives of the Millennium Declaration adopted by the Government
at its session in August 2004. And which is submitted to the United Nations in September the
same year. In drafting Reports about sustainable development contribute all relevant
stakeholders - the relevant ministries, government departments and bodies, scientific
institutions and NGOs. In 2006 Croatia and the United Nations submitted a Report on
progress and achieving the Millennium Development Goals in the country. The Law on
Environmental Protection, which entered into force in November 2007, Strategy for
sustainable development of Croatian (hereinafter: Strategy) occupies a crucial position as a
document that long-term direct economic and social development and environmental
protection for sustainable development of Croatia. The strategy combines various
development policies trying to find suitable solutions for all three components of sustainable
development: economic, social and environmental. Projections of the European Commission
and the International Monetary Fund (IMF) predict a slowdown in economic growth in the
European Union which is the main trading partner of Croatia. There are certain problems that
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are slowing overall economic development, for example: dependence on imported energy,
corruption, slow and ineffective judiciary, the decline in the total population and average
population aging, economic unevenness region, pressure on the irrational national space
management, etc. When it comes to natural resources, the beauty of the landscape and the
geographical and climatic diversity, Croatia has large verified reserves of drinking water,
sufficient of unpolleted area of agricultural land for which measures should be implemented,
has its own energy reserves sufficient to cover at least quarter of its needs. Significant area of
Croatian is still covered by forest quality, and quality must allow various forms of
aquaculture.
Croatian Republic of guidance towards sustainable development will bring the following
general principles:
(a) the protection of human health, (b) to promote and protect fundamental human rights, (c)
solidarity between generations and within generations, (d) the implementation of open and
democratic society, (e) involvement of citizens, (f) the inclusion of employers and social
partners (g) social liability of employers, (h) the integration of economic, social and
environmental components in the development of policies (guidelines) (i) Education for
Sustainable Development, (j) complianced policies of all levels of government and local
government; (k) use the best possible technology available, (l) restoration (eg, reuse or
recycling) of natural resources; (m) promotion of sustainable production and consumption, (n)
precaution and prevention, (o) "polluter pays" for which cause environmental pollution.1
In Croatia, the organization engaged in sustainable development are Croatian Business
Council for Sustainable Development, Croatian Chamber of Economy, Croatian Employers'
Association, the Ministry of Environment and Physical Planning, Ministry of Economy,
Ministry of Small and Medium Enterprises, Government Office for NGOs, the Croatian
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Center for Cleaner production, Croatian Society for Quality, Croatian Competitiveness
Initiative, the National Competitiveness Council.
In view of Corporate Social Responsibility in Croatia (2004), Academy for Educational
Development, Prince of Wales International Business Leaders Forum and MAP Savjetovanja
d.o.o.)2 did research with the aims to: - Assess the prevalence and determine the characteristics of
responsible business practices in the country; - Explore the cultural, historical and institutional
context in which companies develop their approaches to SRC and their activities; -to collect
information about best practise and partnership initiatives.
They found out: Croatia has got tradition of SRC regardless on term of SRC is relatively new. ;
For understanding SRC in Croatia, ownership structure, leader's qalifications and sector and
proportion of company are important; Reputation of the company is important motivator for SRC
(performance, employment of the new experts, motivation of the human resources, competition
and position on the market); Croatian business society has got SRC in some level but there is
neither sistematic strategy nor reporting (the most SRC activities are reduced on corporative
donations).
The most developed area of SRC in Croatia are: basic business activities – investment in human
resourses development and education, improvment of quality standards, consumer care,
environmental issues and corporative giving and incoproration in the society through money and
material donations in the different fields such as sport, health, children care, young care etc.
Croatian Chamber of Economy (HGK)3 and the Croatian Business Council for Sustainable
Development (HRPSOR)4 were the first time in 2008 give awards to the best companies in the
area of corporate social responsibility.
Index of CSR is a methodology that allows assessment of Croatian company’s socially
responsible practices and their comparison with respect to other companies.
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The methodology defines a number of criteria for assessment in six main areas: economic
sustainability, inclusion of corporate social responsibility in business strategy, working
environment, environmental protection, market relations and relations with the community.
Croatian Index of CSR is made by the model of a similar methodology as the Dow Jones
Sustainability and Business in the Community CR Index.
Especial prize was awarded to companies that are collected more than 75% of points and
showed remarkable degree of integration of CSR into their business.
But all these are more cosmetic changes that do not resolve the underlying problems of the
Croatian economy and expensive state, which shows unsustainability in these important
segments:
-

increasing external debt ;

ansustainable attitude of employees and dependent on

employees; a large number of counties; a large number of government officials;
insufficient export; lack of own production and industries etc.
The Government of Croatia in 2009 (after suntainability of previous economic situation)
introduced the so-called tax crisis that takes 3-6% tax on salaries, in order to fill the
government cash register. Such a situation becomes untenable for the residents but also for the
country, since such a move the state only increases the gray economy.

Note:
1.

Narodne novine br. 30, od 09. ožujka 2009, http://www.nn.hr/Default.aspx?art=1176&sec=458,
December 2009

2.

http://www.uzuvrh.hr/userfiles/file/CSR_Report_2006_HR.pdf, January, 2010

3.

http://www.hgk.hr/wps/portal/!ut/p/.cmd/cl/.l/hr, January, 2010

4.

http://www.hrpsor.hr/, January, 2010
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7. Conclusion

Global crises, global weather and environmental pollution, globalization, and general
insecurity suggest the need for sustainable development in all its segments (ecological,
economic, sociopolitical, cultural, human rights etc).
Individual responsibility and altruism are the new reborn values placed against the selfish
lifestyle. Consumption of any kind is necessary to put in the reasonable frame with an
awareness of the possible number of people in the same country, who do not have essentials.
Transition countries of Southeastern Europe on the path to European integration, such as
Croatia, should develope an awareness of sustainable development in order to protect its own
resources from itself and from the world’s powers that do not choose the means or the area of
the world in search of taking advantage of unused resources.
In the framework of sustainable development are increasingly untenable distinction between
the very poor and those very powerful and rich. In transition countries observed the extinction
of the bourgeois middle class that should have developed an awareness of sustainable
development because the poor layer of the society concerned only about the existence and the
richest is in the interest of nothing but power, power and profit. Transition countries such
those from ex-Yugoslavia exspecially, suffered from the war and war profiteering, and has got
weight of corruption of new power elite rich which use the disordery situation in region.
However, in Croatia in the past year, observed the process of dealing with corruption,
prompted the European political centers as a prerequisite for entry into the European Union.
Will the future bring a fairer distribution of resources based on work and skills and based on
the awareness of sustainable development remains an open issue.

1146

References:

Aguirre, M.,(2008), “Family, Economics, and Sustainable Development”, The Family, Paradigm of
Social Change, Proceedings of Conference Family and Society, Barcelona: International University
of Cataluny Press.

Asheim, G. (1999), Economic analysis of sustainability. In: W.M. Lafferty and O. Langhalle, Editors,
Towards Sustainable Development , New York, St.Martins Press, p 159.

Barbier, E.B. (1987),”The Concept of Sustainable Economic Development” Environmental Conservation,
14, 2, pp.101-110

Baskin, J. (2006), “Corporate Responsibility in Emerging Markets”, The Journal of Corporate
Citizenship; Winter; 24.

Carroll, A. B. (1999),”Corporate social responsibility. Evolution of a definitional
construct.”,Business and Society, 38(3), pp. 268-295.

Corporate Governance Reporting (2004) , Nestle S.A., Concept: Nestec Ltd., Marketing Communications,
Corporate Identity and Design, Vevey (Switzerland)

Dasgupta, P. (2007), “The idea of sustainable development”,Sustainability
Science, 2(1), pp 5-11.

Devinney, T. M. (2009), “Is the socially responsible corporation a myth? The good, the bad,and
the ugly of corporate social responsibility”, Academy of Management Perspectives, 23(2), pp. 44
56.

Dobrin, C., Hrisanta Dobre, M. (2008), “The Corporate Social Responsibility Practices in Romania
in the Context of Sustainable Development Principles”,

1147

Electronic copy available at:http://ssrn.com/abstract=1347358, December 2009

Doust, K., Black, J. (2008), “Visual Sustainability Metrics : A Community Discussion And Decision
Making Tool”, University of Sidney

Egri, C. P., Ralston, D. A.,Naoumova, I. Y.(2004), “Managerial perspectives on corporate
environmental and social responsibilities in 22 countries”, Academy of Manage-ment Proceeding,
C1-C6, p 6.

European Commission, (2002),”Communication on Corporate Social Responsibility: A Business
Contribution to Sustainable Development” ,Brussels,
http://eurlex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2002:0347:FIN:en:PDF, January 2010

Hamilton, K., and Clemens M.,(1999), “Genuine savings rates in developing countries”, World Bank Econ
Review, 13(2), pp 333–56.

Henriques, A., Richardson, J. (2004), The Triple Bottom Line: Does it all Add Up?, London,
Earthscan.

Hess, D., (2008),”The Three Pillars of Corporate Social Reporting as New Governance
Regulation: Disclosure, Dialogue and Development”, Ross School of Business Working Paper No. 1112.

Hoffman, J.A., (1997), From Heresy to Dogma, San Francisco: The New Lexington Press, p.81
Karkkainen, B.C.,(2004) “„New Governence“ in Legal Thought and in the World: Some Splitting ans
Antitode to Overzealous Lumping”, MINN.L. REV. 471.

Kates, R. W.,(2005), “What is Sustainable Development?”, World Council for Economic
Development, Environment, supra note 11, p 40.

1148

Kenneth, A., Dasgupta P. and Mäler K., (2003), "Evaluating Projects and Assessing Sustainable
Development in Imperfect Economies,", Environmental & Resource Economics, European Association of
Environmental and Resource Economists, vol. 26(4), pp 647-685.
Kinley, D., Nolan, Jl., Zerial, N., (2007), “The politics of corporate social responsibility: Reflections
on the United Nation Human Rights Norms for Corporation”, Legal Studies Research Paper, No.
07/10, The University of Sidney, Sydney Law School.

Kolk, A. and van Tulder, R. (2006) Poverty Alleviation as Business Strategy? Evaluating
commitments of Frontrunner Multinational Corporations. World Development, 34(5), p.789-801.

Kolk, A. and Tulder, R., (2008), “Business and Partnerships for Development” , European Management
Journal, Vol. 26, No. 4, pp. 262-273.

Kolk, A. and Tulder, R., (2009), “International Business, corporate social responsibility and
sustainable development“, International Business Review, 19(1).

Menz, J., (2009) "Uncertainty, Social Norms and Consumption Theory: Post and New Keynesian
Approaches," Macroeconomics and Finance Series 200901, Hamburg University, Department Wirt
schaft und Politik.

Narodne novine,( 2009), no 30, http://www.nn.hr/Default.aspx?art=1176&sec=458, December
2009

Panayotou, T. (1998), “The Role of the Private Sector in Sustainable Infrastructure Development”
Environment Discussion Paper, International Environment Program, Harvard Institute for International
Development, No. 39

Pearce, D., Markandya, A., and Barbier, E.B. (1991), Blueprint for a green
economy , London, Earthscan.

1149

Pezzey, J. (1997). “Sustainability constraints versus ‘optimality’ versus intertemporal concern, and axioms
versus data”, Land Economics 73 (4), pp 448–466.

Ravago, M.L.,Roumasset, J., and Balisacanb, A. (2009) “Economic Policy for Sustainable Development vs.
Greedy Growth and Preservationism”, UH Working Paper University of Hawaii at Manoa, No. 09-09.

Rodriguez, P., Siegel, D.S., Hillman, A. and Eden, L.,( 2006), "Three Lenses on the Multinational
Enterprise: Politics, Corruption and Corporate Social Responsibility," Rensselaer Working Papers
in Economics 0608, Rensselaer Polytechnic Institute, Department of Economics.

Saha, A. and Nath, A. (2008), National Law University, Jodhpur.

Shahin, A. and Zairi, M. (2007), “Corporate governance as a critical element for driving excellence
in corporate social responsibility”. International Journal of Quality and Reliability Management 24
(7) pp. 753-770.

Soppe, A. (2009), “Sustainable Finance as a Connection Between Corporate Social
Responsibility and Social Responsible Investing”, Erasmus University Rotterdam (EUR), Erasmus
School of Law, February 1.

Tanković, M. and Matešić, M. (2009), „Achievement of Competitive Through Implementation of
Sustainable Development“, Acta Turistica Nova Vol.3 No.1.

Temple, S.R., Lewellen R.T. and Mauk P.A. (1992),“Diseases, in Sugarbeet Pest Management
Guidelines“. UCPMG Publication 24: pp.25-6.
Venn, J. (1880), „On the Diagrammatic and Mechanical Representation of Propositions and
Reasonings“, Philosophical Magazine and Journal of Science, Series 5, vol. 10, No. 59, July
Vuta, M., Verboncu, I., Duca, I., Stefanescu, A., Gherghina, R.,Dudian, M., Doinita Ciocîrlan, D.

1150

Contact adress:
m.sc. Anita Radman Peša
Department of Economy
University of Zadar
Address: Mihovila Pavlinovića 9
23 000 Zadar
Phone: 00385/23/331 581
e-mail: anita.pesa@unizd.hr

m.sc. Ana Belak
Ph.D. Student
University of Maribor

Ph.D. Stipe Belak
Department of Economy
University of Zadar
Address: Mihovila Pavlinovića 9
23 000 Zadar
Phone: 00385/23/300 941
e-mail: stipe.belak@unizd.hr

1151

1152

Tables:

Table 1.1.

Region

Central and Eastern Europe

Current state of CR

Key Drivers

Companies from Poland, Slovenia,

•

Foreign ownership

Hungary and Czech Republic show

•

Accession (or the goal of

most evidence of incorporating CR

accession) to EU

approaches

membership

Pockets of interests in many other

•

Competitive advantage

states

•

Influence of corporate

Disclosure in increasing overall

governence codes

Russia, Bulgaria and Estonia show
least interest

Summary of existing CR trend in emerging markets. Baskin J., „Corporate Responsibility in Emerging Markets,
The Journal of Corporate Citizenship, Winter 2006; 24; p. 29
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ASPECTS OF THE BAD COMMUNICATION MANAGEMENT
IN THE CONTEXT OF DOMINO EFFECT AND PERMANENT
CRISIS IN LATVIAN COMPANIES

J. Derkevica-Pilskunga1

1

School of Business Administration Turiba, Latvia

Abstract: Communication is an element that could cause Domino Effect and permanent
crisis. Domino effect is the consequence of one event setting off a chain of similar events (like
a falling domino causing a whole row of upended dominos to fall). A hazardous event or
negative news about one actor in the society causes a pressure on the reputation of other
similar actors in society. A crisis is the perception of an unpredictable event that threatens
important expectancies of stakeholders and can seriously impact an organization’s
performance and generate negative outcomes. [27; 2]. These outcomes could be scandals.
Communication is liaison with different resources. Author chose to explore communication
which could cause Domino Effect and permanent crisis in many companies at the same time.
Cause of this author will define bordering of communication which causes scandals and in the
aspect of Domino permanent crisis in Latvian companies.
Key words . Risk, Crises, Domino effect, communication

Introduction
A crisis is unpredictable but not unexpected. Wise organizations know that crisis will befall
them, they just do not know when. Crisis strike suddenly, giving them an element of surprise
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or unpredictability [9; 46]. Crisis situations can appear in environment of company in a
Domino effect speed. Bad communication can influence this speed and so the reputation in
company, too. Do company leaders know this? Pilot research in this article will show that the
reputation of the company can become worse of bad message is known only to the employees.

Material and methods
Author used different materials and methods to write this article, for instance:
1. Different laws in Latvia and EU
2. Literature

in

Latvian,

for

instance,

Grifins

Endrjū

„Reputācijas

vadības

stratēģijas”(2008) (The strategies of reputation management), Lietišķās informācijas
dienests etc.
3. Literature in Foreign language, for instance, Arnold V., Hampton D., Khazanchi
D.and Suttom S.G. (2004), Enterprose Risks Management: Identifying Risks in B2B
E-Commerce Relationships, Institute of Internal Auditors Research Foundation,
Altamonte Springs, FL etc.
4. To clear up opinion of the standpoint of the companies, the author has performed pilot
research using poll method. 70 small companies where the number of employees is
under 10 have been involved in the research.
5. Author used such methods as literature analyze, statistical analyze and observing
methods.
Types of crisis, mistakes and consequences in management of crisis situations
In praxis there are several types of crisis that have indirect legal regulation. Indirectly,
in author’s understanding, there is a type that is mentioned in the law. Crisis can be divided
into several types:
1) crisis caused by natural forces;
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2) crisis caused by technological reasons;
3) crisis caused by confrontation;
4) crisis caused by malicious offence;
5) crisis caused by incorrect values of management;
6) crisis caused by deceitful offence;
7) crisis caused by bad management;
8) crisis of business and economics [10; 530].
Having analyzed the above listed types of crisis one can conclude that crisis situations
can be global and can influence a large part of society and can take place also in microenvironment of an organization and influence only a few employees or clients. A qualitative
risk and crisis communication and its managing are necessary in any of the listed types of
crisis. It is important that the crisis situation would be solved already initially. Also in the
definition of crisis, the time factor is assumed as a critical variable:
1) Immediate crisis – the most dangerous type of crisis, because it enters suddenly and
there is no time anymore for planning and investigation. For example, a thus, death of
managing official, fire, accident (death of a person) in public entertainment place, lowquality food in catering company, employees have publicly announced that they are
unsatisfied with the low salary etc. Professionalism of prevention of immediate crisis
can be only then, if an action plan for such cases has been developed already
beforehand.
2) In case of imminent crisis there is more time for investigation of the situation and for
planning of actions but such crisis after lasting period of imminence can develop with
lightning speed. For example, dissatisfaction of employees, abusing one’s official
status, overload in government workplace. The most difficult in this situation is to
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convince high-level leaders about the necessity to perform corrective actions before
the crisis has reached a critical stage. [10; 531].
3) Permanent crisis that lasts for months and even years although leadership has done all
possible to eliminate it. [10; 531]. In this period of crisis rumors are in the air among
mass media and people that are impossible to control. If a company has come to this
stage of crisis, then one can conclude that risk and crisis communication management
does not function at all or it is not enough qualitatively planned.
It is possible that the managers of the companies in Latvia do not take risk and crisis
communication management and the role of social relations expert seriously because we do
not have here such serious crisis situations as hurricanes and earthquakes. And still in Latvia
there are such crises caused by natural forces as floods, fires, storms, there are also crisis
caused by technological reasons, crisis caused by malicious offence, crisis caused by incorrect
values of management, crisis caused by deceitful offence, and crisis of business and
economics. I think that after this listing it is not necessary to prove that a qualitative risk and
crisis communication management system is necessary also in the state administration of
Latvia and companies. The quality of risk and crisis communication management could be
measured by amount of mistakes. These mistakes in managing could be called as indicators
for measurement of quality. Usually the following mistakes are made in management of crisis
situations – hesitation, suppression, revenge, lie or subterfuge, goody attitude towards the
happened, confrontation, litigation [12; 532]. Goetz Nagel indicates strain, stress and
intolerable work mood that influence the quality of work in total as the most essential
consequences after unsuccessful communication in risk and crisis processes. G. Nagel
indicates also that aims, borders and problems of communication belong to basics of
communication [28].
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To analyze written author thinks that malignity and losses is the result of not enough
communication.
Necessity of communication and the most important risk and crisis categories in
companies
In G. Nagel’s opinion, communication is necessary in a company because it opens
opportunities of win situations (Win-Win-Situations):
•

Healthy and satisfied employees,

•

Stabilization of the company,

•

Improvement of processes,

•

Improvement of image,

•

Improvement of behavior of employees and management [28].

In the author’s opinion, these opportunities are the most direct factors that influence
the business.
As the author has mentioned that legal aspect of risk and crisis communication
influences the business and communication is necessary in a company, it would be essential to
find out what the most important risk categories in companies are. Namely, risk management
standard of Australia and New-Zealand states that the most important categories are financial,
equipment, managerial, protection, legal conformity, reputation, exploitation, delivery,
commercial, project, safety, shareholder management, strategic, technology [25;15].
These risk categories mean that each company needs a person that has good
knowledge in legal sphere although the legal regulation in this field is incomplete. An expert
of public relations in the ideal connection was one person with legal and communication
knowledge base. In the first version there could be problems because legal advisors and public
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relations’ advisors usually evaluate the situation from different aspects [10;123]. One has to
try to find the golden mean.

The esence of the Domino effect

The domino effect theory was a foreign policy theory during the 1950s to 1980s, promoted at
times by the government of the United States, that speculated that if one land in a region came
under the influence of communism, then the surrounding countries would follow in a domino
effect. The domino effect suggests that some change, small in itself, will cause a similar
change nearby, which then will cause another similar change, and so on in linear sequence, by
analogy to a falling row of dominoes standing on end. The domino theory was used by
successive United States administrations during the Cold War to clarify the need for
American intervention around the world. Referring to communism in Indochina, U.S.
President Dwight D.Eisenhover put the theory into words during an April 7, 1954 news
conference:

„Finally, you have broader considerations that might follow what you would call the "falling
domino" principle. You have a row of dominoes set up, you knock over the first one, and
what will happen to the last one is the certainty that it will go over very quickly. So you could
have a beginning of a disintegration that would have the most profound influences” [29].

In the world philosophers have an argument, that there might be the chain of cause and
consequence, which is indefinite without any initial point? Regarding domino effect the
domino dice is a small four-cornered block. If you set the line of many domino dices and give
a push to one of them, all dices will fall alone after another. The first dice will knock over the
second one, the second dice will knock over the third one, third dice will knock over the
fourth, etc. If the line of dices there would no dice which somehow would fall independently
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without the help Pd other dices, the domino effect would not have been observed. The whole
line would be in perpendicular state. The main point is that there must be the King of Cause,
otherwise nothing can happen.

If this aspect is compared with the communication in companies, it can be concluded
that the communication of bad management with the help of domino effect can cause
permanent crisis. In this situation domino dices could be as in internal, as in external
environment of the company. For example, in the drug manufacturing company unhealthy
substances in some vitamins are found before drugs are turned over. In the case of bad and
unplanned communication this information will pervade in the internal environment of the
organization, thus causing stress and rumor. Rumor appears when information is not spread in
sufficiently precise and transparent way. These “domino dices” inside the organization will be
the formative staples of the internal environment – aims, staff, structure, corporate culture and
technology. [11]. Regarding domino effect the bad communication can influence each of
these staples. This information spreads further in the external directly and indirectly
influenced environment of the company. This means that directly influencing factors are
reached – suppliers, consumers, competitors, influencing mass media and some changes in
normative acts. The practice in the world shows that normative acts are changed basing on the
facts which cause malevolence which influence society.
For example, in Latvia in 2009 in autumn in the district of Mazsalaca as though fallen
meteorite was organized faking by Ltd “Tele2” as marketing and commercial director of the
organization Jānis Spoģis has testified. In the investigation of the meteorite many rescue
services were involved which caused costs. The government has responded to this event and
has launched changes of legislation. In this case the companies gambling on its reputation
deliberately mislead the society and didn’t have any sanction for it, because normative acts
don’t foresee it. The company has achieved desirable effect and the number of customers has
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increased. It was planned promotion campaign. In this aspect there was a communication with
the society, in haste of the domino effect the information has spread and reputation is exposed
to risk. The legal regulation is roundabout, but it will be changed. Also the management of the
reputation risk is divided into components, which includes crisis and situation management,
as well as social responsibility. [9]. This is the example of the situation management. Usually
the biggest threat to the reputation of the company is considered crisis. Many companies get
ready to the crisis management. Often companies are ready for the crisis, bet they are not
ready for the elements of the hazard to reputation. The expert of corporate reputation Andrew
Griffin asserts that “crisis situations which had been faced by companies are easier
manageable then those which are created by the very company”. In this case, probably, Ltd
“Tele2” doesn’t realize yet that meteorite promotion campaign can cause permanent crisis in
the company bringing under risk the reputation in haste of domino effect.
Another Latvian case is when in 2008 being in crisis Parex Bank of which Latvian
government is taking charge now, has experienced Domino effect, namely, mass cash
withdrawal. Initially the talk was about the investment of 200 000 000 LVL by the
government, in couple of days sprang up the information about the necessity to invest more.
Now some people speaking about “the anchor” of stabilization, assert, that it is only
beginning by mentioning billion or even two.. In this case the government is responsible for
the analysis of provisions about the takeover of the bank. Just now banks whish are based in
Scandinavia have announced about guaranties of its governments, natural process has started
– avalanche-like cash withdrawal, which lead up to sad situation. Any bank would have gone
into crisis if its depositors would together draw out the money. In this case it could be
concluded, that rumor or communication in its pattern had an effect on indirectly influencing
external environment of the company, namely, international relations, economic situation in
the state, sociocultual relationships, policy of the state, science, technologies.
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To clear up opinion of the standpoint of the companies, the author has performed pilot
research using poll method. 70 small companies where the number of employees is under 10
have been involved in the research. 50 answers have been received from them.
3 questions were put:
1) Does communication influence reputation of the company?
a) Yes
b) No
c) I don’t know
2) Is the “Domino effect” noticed in the case of permanent crisis in the company?
a) Yes
b) No
c) I don’t know
3) Can the reputation become worse if the bad message is known only to the staff?
a) Yes, it can, because employees can deliver information to mass media, consumers,
suppliers and competitors;
b) No, it can’t, because employees don’t deliver information further;
c) Yes, it can, because employees’ relatives can deliver information to mass media,
consumers, suppliers and competitors.

Results
As it can be seen in the first figure, out of 50 respondents 32 has admitted that communication
do influence the reputation of the company. 13 deny, but 5 don’t know the answer. So in this
pilot Research it is proved that still it influences.
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Figure 1 Does communication influence reputation of the company?

Data of the Figure 2 notify that 35 entrepreneurs don’t know whether Domino effect” is
noticed in the case of permanent crisis in the company. 10 entrepreneurs think that it isn’t
noticed and 5 think that it is noticed.

Figure 2 „Is the „Monino effect” notices in the case of permament crisis in the company”?

In the figure 3 shows that 29 entrepreneurs think that a reputation can become worse because
employees’ relatives can deliver information to mass media, consumers, suppliers and
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competitors. 13 think that it can, because employees can deliver information to mass media,
consumers, suppliers and competitors. 8 think that it can’t because employees don’t deliver
information further. So the majority – 42 think that reputation can become worse and it can be
further delivered by employees.

Figure 3.

Can the reputation become worse if the bad message is known only to the

staff?

With the help of this pilot research the author wanted to show what is the standpoint and
knowledge of the companies about communication which can influence the company. The
research will be launched and more respondents will be involved in the doctor’s dissertation.
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Conclusion

1. Crisis situations can appear as in external, as in internal environment of the
organisation.
2.

Bad communication management influences business in ill-disposed way.

3.

Regarding communication aspect during Domino effect there always will be the King
of Cause.

4. Bad communication in the aspect of communication can influence each of the staples
in the organization.
5. Communication affects the reputation of the company.
6. In case of permanent crisis “Domino effect” is noticed in the company.
7. The reputation of the company can become worse of bad message is known only to the
employees.
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Abstract: This paper describes decision-making on the trade policy of the European Union. It
analyzes the role of the Council and the Commission in the trade policy preparation. The
power of individual Member States in the Council is measured by power indices. This paper
evaluates the changes of voting power of individual Member States caused by the adoption of
the Lisbon Treaty. The spatial model of political economy of trade policy is formulated. The
model is used to measure the influence of the Commission in the trade policy formulation.
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Voting power, Banzhaf index, Shapley-Shubik index, Co-decision procedure, Treaty of
Lisbon

Introduction:
The institutional structure and decision-making process of the European Communities and
later the European Union have changed several times by the application of the Merger Treaty,
the Single European Act, the Treaty of Maastricht, the Treaty of Amsterdam, the Treaty of
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Nice and finally by the Treaty of Lisbon. The enlargement from six founding Member States
to 27 members has also had a great impact on the voting system of EC or EU.
It has not only changed the role of the institutions and the division of the votes in
different institutions of European Communities and European Union, but also the position of
different institutions in the decision-making process and the power of Member States to
influence the voting in institutions have developed.

Material and Methods:
This article is based on the study of articles and papers about the Banzhaf and Shapley-Shubik
power indices, the founding treaties of European Union and other treaties and protocols
especially the Treaty of Lisbon. We used the data from databases of EU – Eurostat and online
software program for calculating the power indices.

The Banzhaf power index also called Banzhaf-Penrose power index (Banzhaf 1965, Penrose
1946) and Shapley–Shubik power index (Shapley-Shubik 1954) measure the potential of the
state in a custom union, an organization, an institution or in a community of states to change
the result of the decision of its institutions. To calculate the indices, we need to define the
quota, which has to be equal to qualified majority and not more than the sum of all votes.
The weight of votes of the Member States has developed according to the
implementation of the treaties, protocols and acts that have changed the founding treaties. Not
only has the number of Member States’ votes changed, but also the power of the members.
The Banzhaf power index measures the power of the country according to the ability
of the player to change the result of decision, if it leaves the coalition. Unlike the other, the
Shapley-Shubik power index takes into account the order in which the players entered into
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coalition. As the players of the game we can consider the Member States in decision-making
process in the Council of EU or political parties in the European Parliament.
The Banzhaf-Penrose index should be used in the case of independent decisions of
the states. If the Member States are taking into account the decision of the others, it is more
convenient to use the Shapley-Shubik power index (Straffin 1977, Lauruelle - Valenciano
2005, Kirsch 2007).
Bowen (2001) says that voting system of qualified majority is a system in which the
preferences of one part of voters are more important and have more weight than the others’.
He defined that if the player P1 has w1 votes, the player P2 has w2 votes, the player P3 has w3
votes,…, and the player PN has wN votes and the minimal number of votes to accept the
proposal (quota) is q, then the function of weight of votes of Member States is { q
: w1 , w2 , w3 ,…, wN }. The power of the players can be calculated by the Banzhaf power index
or the Shapley-Shubik power index.
Banzhaf power index (BPI) is based on the rule that the critical player is the player,
who can change the result of voting and so change the winning coalition into a loser one. The
power of the player is proportional to the number of cases when the player is a critical player.
The coalition is a combination of the players. The coalition wins if the cumulative sum of the
votes of its players is equal or higher than the quote for accepting the proposal. The order in
which the players enter the coalition is not taken into account as well as the previous voting of
members. It means that every coalition is possible.
Banzhaf power index for player Pi can be calculated in several steps:
1. Identify all winning coalitions,
2. Identify all critical players of these coalitions,
3. Determine the number of cases when the players are critical players,
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4. Determine the number of cases when the player Pi is a critical player,
5. Banzhaf power index of player Pi is:

The Banzhaf index expresses the relative power of each player. The sum of power of players
of one game is 1. The Banzhaf power for player Pi can be calculated as:

S is a winning coalition in the game, if v(S) = 1 and loosing if v(S) = 0. The zero player is
player that cannot change the result of voting by leaving the coalition v(S) = v(S\i). The value
of the Banzhaf power index for player Pi is between 0 and 1, 0 ≤ BPIi ≤ 1, and cumulative
sum of BPI of all players is 1.

According to Bowen (2001), the basic characteristics of Shapley-Shubik power index (SSPI)
are:
• Sequence coalition is a coalition made by players, set by the order they have entered
the coalition,
• The pivotal player is a player who changes the winning coalition to loosing one by
leaving it,
• Existence of N! sequence coalitions made up by N players,
• The players cannot leave the coalition, if they are already part of it (except the pivotal
player, who enters the coalition as the last one),
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• The power of the player is determined by the number of cases when he was the pivotal
player.
The Shapley-Shubik power index for player Pi can by calculated by several steps:
1. Prepare the list of N! sequence coalitions,
2. Determine the pivotal player of each coalition,
3. Determine the number of cases when the players are pivotal,
4. Determine how many times the player Pi is the pivotal player.
5. The Shapley-Shubik power index for player Pi:

The sequence coalition made of N players (P1, P2, ..., PN) is the permutation Pi1, Pi2,...PiK of
this set. The member PiK is the pivotal player of the sequence coalition Pi1, Pi2,...Pin, if the
coalition Pi1, Pi2,...PiK-1 is not winning, while the coalition Pi1, Pi2,...PiK is a winning
coalition. (Bogomolny)
Let’s define N as the set of all players n in the Council of EU and S as a coalition
made of s members. S is a subset of set of members N. If the coalition has no members (zero
coalition or empty coalition) then v(Ø) = 0. In case of “big coalition” (coalition made of all
members of set N) v(N) = 1. The “big coalition” is always winning because the quote must be
lower or equal to the total number of votes. The zero coalition is always loosing.
Kauppi and Widgrén (2007) define the voting game as a function v(S) which is equal
to 1, if the coalition is qualified majority, or it is equal to 0 in other case. S is the winning
coalition in game, if v(S) = 1 and loosing coalition if v(S) = 0. The value 1 is divided among
the members of winning coalition.
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The Shapley-Shubik power index for player Pi:

The first term is the probability that the state i is a pivotal player, and second term determines
the position when the player i can change the winning coalition to loosing, if it leaves the
coalition.
Winkler (1993) a Widgren (1994) have analyzed the division of power in the
Council of EU by Shapley-Shubik and Banzhaf power index. They have proved that the
small states do not have high share on votes, but they have relatively high power according to
the number of votes. The authors focused on the voting in the Council of EU because its role
is to represent the national preferences of the Member States.
Bindseil and Hantke (1996) focused on the institutional triangle – European
Parliament, European Commission and Council of EU. They analyze the power of Member
States after the enlargement in 1995 and they have discovered that the highest influence has
the Council of EU. On the other hand the Commission has some influence, but European
Parliament has low or no influence at all. That is why we focused on analyzing the division
of power in voting in the Council before and after entering into force of the Treaty of Lisbon.

Results:
The enlargement in 2004 has considerably changed the division of votes of the Council of EU,
the European Parliament and the European Commission. The last enlargement only adds votes
of Bulgaria and Romania to total number (Annex 1). The total amount of votes in the Council
of EU rose on 321 and the qualified majority was settled on 232 votes. In addition more than
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50% of Member States who represented at minimum 62% of population of EU have to be in
favor to the legal act to let it passed. The states that represent more than 38% of population of
EU can form the blocking minority.
The calculation of Banzhaf power index for decision-making process in the Council
according to the Treaty of Nice is based on partial calculation of BPI under three conditions
to pass the legal act (Annex 2):
V1 = {27:1, 1, 1, 1, 1, 1, 1, 1, 1, 1, 1, 1, 1, 1, 1, 1, 1, 1, 1, 1, 1, 1, 1, 1, 1, 1, 1}
V2 = {255: 29, 29, 29, 29, 27, 27, 14, 13, 12, 12, 12, 12, 12, 10, 10, 10, 7, 7, 7, 7, 7, 4, 4, 4, 4,
4, 3}
V3 = {62: 16,62; 12,85; 12,27; 11,94; 8,98; 7,70; 4,35; 3,30; 2,26; 2,14; 2,14; 2,08; 2,03;
1,84; 1,67; 1,55; 1,10; 1,09; 1,07; 0,87; 0,68; 0,46; 0,41; 0,27; 0,16; 0,10; 0,08}1
According to publication The Treaty of Lisbon: Implementing the institutional
innovations, the dominant condition which determines the division of power among Member
States is the condition of representation of 62% of population of EU. On the other hand,
Bilbao et al. (2001) say the opposite. They use the combinatorial method based on
generating functions to calculate the Banzhaf and Shapley-Shubik power index in the games
of the double or triple majority. The results of the calculation is the BPI and the SSPI for
decision made by triple majority are similar to power indices for decision made by double
majority (number of Member States and number of votes) or simple qualified majority of
votes in the case of the proposal of the Commission. That’s why we focused on indices made
by qualified majority of votes. The countries with most power according to this condition are
France, Germany, Italy and United Kingdom (BPI=7,78%), but it is below the share of votes.
The smaller states have relatively higher power than the share of votes. (Annex 2)

1

Share of population of EU in 2007
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The Banzhaf power index for condition of 62% population and blocking minority
38% of population is the same, because we assume only two options: to vote for or against
the legal act. If the critical member (Member State) is voting against the legal act it is part of
blocking minority. If it is for the act, it is part of winning coalition. According to this
condition the members with the highest power are Germany (BPI=17,10%) and France
(BPI=12,95%). Their power to influence the result of decision process is even higher than
their share of population. Also Italy (BPI=11,97%) and United Kingdom (BPI=12,32%) have
high power, but it is on the same level as the share of citizens. The less populated countries
have even lower power in the Council. (Annex 2)
If the decision is made only by condition of 50% acceptance of the Member States,
all members will have the same power 3,70% to change the result of voting.

The Treaty of Lisbon entered into force on 1 December 2009, but nothing will change on
division of votes until the 31 October 2014. Till then the distribution of power in the Council
of EU will stay unchanged.
The reformed treaty will bring the change from 1 November 2014. Since that date the
decision on proposal of the Commission or the Higher representative for foreign relations and
security policy will be made under two conditions: 55% of Member States who represent at
least 65% of the EU population have to be in favor of the proposal of the legal act.
Because of assumption of Bilbao et al. (2001) that population condition does not have
effect on result of decision; we consider the condition of 55% Member States as the dominant
one. It does not matter if we calculate the partial Banzhaf power index for the blocking
minority or for the qualified majority, because the BPI is always 3,70% in case of 27 Member
States in total. The difference is that, all states have the same power to reject a proposal, but
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they do not have the same power to push ahead a proposal. The reason is that 4 members are
enough to block a proposal, but not all coalitions made of 55% of member represent 65% of
population. So the power is on the side of states with high amount of population. (Annex 3)

The differences of SSPI between the year 2007 and 2009 are made by evolution of the
population of Member States of EU, because the conditions for decision-making process have
not changed.
We have calculated the SSPI in 2007 and 2009 separately for three conditions (Annex
4, 5). If the voting would be based only on the condition of majority of Member States, all of
them would have the same power to influence the result of decision 3,70%. The same result we
obtained the same result by the BPI (Annex 6). According to partial SSPI the states with higher
amount of votes have slightly higher power than the share of votes (France, Germany, Italy,
United Kingdom SSPI = 8,67%, SSPI for Spain and Poland = 8%). On the other hand, the
smaller states have lower power than share of votes. The most populated countries have higher
SSPI calculated according to the share of citizens, so its relative power is higher. If the
condition of number of votes is dominant, than the states of higher amount of votes have
relatively higher power to influence the result of the voting. (Annex 4, 5)
From 1 November 2014, the condition of the number of accepting Member States
arise to 65%, but it will not change the power of Member States to change the result of the
voting. The blocking minority will be 4 Member States. The power of Member State to block
the proposal is again 3,70%, because we suppose that if the Member State is not in favor of
the act it is against it. The Member State has only two options. The power to push ahead the
proposal is little bit different; it is in between of 3,70% and SSPI calculated according to the
population. (Annex 5)
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Decision making process on common trade policy
According to article 207 of the Treaty on the Functioning of EU, “the European Parliament
and the Council, acting by means of regulations in accordance with the ordinary legislative
procedure, shall adopt the measures defining the framework for implementing the common
commercial policy.”
The negotiations and the arrangement of the pacts and treaties with third countries and
international organization are managed by the Article 218. The Commission proposes
recommendations to the Council which charges the Commission with opening of negotiations.
Both institutions are responsible for ensuring that the agreements negotiated are compatible
with internal Union policies and rules. The special committee settled by the Council has the
role of advisor. The Commission has to inform the Parliament and the special committee
about the process of negotiations.
The Council votes in general on settlement of treaties and negotiations by qualified majority.
It shall act unanimously for negotiations and conclusions of agreements in the field of (Article
218 of the Treaty on the Functioning of EU):
a) Trade in services, the commercial aspects of intellectual property and the foreign
direct investments,
b) Trade in cultural and audiovisual services, where these agreements risk prejudicing the
Union´s cultural and linguistic diversity,
c) Trade in social, education and health services, where these agreements risk seriously
disturbing the national organization of such services and prejudicing the responsibility
of Member States to deliver them.
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Ordinary legislative procedure
Thanks to the Lisbon treaty the co-decision procedure became the ordinary legislative
procedure. The European Parliament has equal position to the Council of EU. The process is
shown on figure in Annex 7.
The process starts with the proposal of Commission which is sent to the European
Parliament and the Council of EU. In first reading, the European Parliament sets its position
and presents it to the Council. If the Council accepts the position of Parliament, the act is
accepted. If not, the Council will set its own position and present the position to the
Parliament explaining the reasons why it has set its own position. The process continues in
second reading. The Parliament has three months to:
a) accept the position of the Council of EU or make no decision, so the act is accepted
according the position of the Council or,
b) to reject by qualified majority the position of the Council, the act would be rejected or,
c) to propose by qualified majority the changes and amendments to the position of the
Council and send them to the Council and the Commission.
The Commission delivers its opinion to changes and amendments of Parliament to
first position of the Council. If the opinion of the Commission is against the changes and the
amendments, the Council has to decide on acceptance of the act by unanimity.
If the opinion of the Commission is positive, the Council will decide by majority
voting on the changes and amendment of the act. The Council can decide whether the act will
be accepted or reject. If it is rejected, the Conciliation Committee is convinced. Its role is to
prepare the joint text which would be acceptable by the Parliament and the Council. If the
Committee fails, the act cannot be adopted. After the Conciliation Committee agrees on a
joint text, the European Parliament and the Council vote on the adoption (or rejection) of the
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act in third reading. The act has to pass by majority voting in the Parliament and by qualified
majority in the Council until the 6-week period expires.

The proposal of the legal act can be done not only by the Commission, but also by the
initiative of the group of Member States, by the recommendation of the European Central
Bank or by the appeal of the Court of Justice of EU (only in special cases established by the
treaties). The Commission in this case does not present its proposal, it does not inform about
its position. The Commission can deliver its opinion on demand or by its own initiative.

Conclusion:
The position of the Commission in decision-making process on common trade policy of EU
depends on who makes a proposal. The Commission has an important role when making a
proposal. After a proposal of legal act passes the second reading in the European Parliament
and the Parliament proposes by qualified majority the changes and amendments to the
position of the Council, the Commission can considerably influence the voting on a proposal
in the Council. If its opinion on the changes and the amendments is positive, the Council will
decide by majority of voting. But if the Commission is against the changes and amendments,
the Council has to vote by unanimity which is more difficult to obtain. In case of unanimity,
all Member States have same power to influence the result of voting in the Council
(BPI=SSPI=3,70%). On the other hand, the states with a higher amount of votes (before the
Treaty of Lisbon) or population (after the Treaty of Lisbon) have more power to influence the
result of voting in case of qualified majority.
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Annex 1 – Distribution of votes among Member States in the institutions of EU

European parlament

Commission

Council of EU
2007

2007 2009 2014 2007 2009 2014

noof
noof
votes members

1.12.2009 - 30.1.2014

od 1.11.2014

share of
share of
share of
noof
noof
no of
citizens
citizens
citizens
votes members
members
(%)
(%)
(%)

Cyprus

18
24
18
6

17
22
17
6

19
22
18
6

1
1
1
1

1
1
1
1

1
1
1
1

7
12
10
4

1
1
1
1

1,07
2,14
1,55
0,27

7
12
10
4

1
1
1
1

1,07
2,15
1,52
0,27

1
1
1
1

1,07
2,15
1,52
0,27

Czech
Republic

24

22

22

1

1

1

4

1

0,16

4

1

0,16

1

0,16

Denmark

14

13

13

1

1

1

7

1

1,10

7

1

1,10

1

1,10

Estonia

6

6

6

1

1

1

12

1

2,08

12

1

2,09

1

2,09

Finland

14

13

13

1

1

1

10

1

1,67

10

1

1,67

1

1,67

France

78

72

74

1

1

1

13

1

3,30

13

1

3,30

1

3,30

Germany

99

99

96

1

1

1

29

1

12,85

29

1

12,88

1

12,88

Greece

24

22

22

1

1

1

12

1

2,26

12

1

2,25

1

2,25

Hungary

24

22

22

1

1

1

12

1

2,03

12

1

2,01

1

2,01

Ireland

13

12

12

1

1

1

7

1

0,87

7

1

0,89

1

0,89

Italy

78

72

72

1

1

1

4

1

0,10

4

1

0,10

1

0,10

9

8

9

1

1

1

4

1

0,46

4

1

0,45

1

0,45

13

12

12

1

1

1

7

1

0,68

7

1

0,67

1

0,67

Luxembourg

6

6

6

1

1

1

29

1

16,62

29

1

16,41

1

16,41

Malta

Austria
Belgium
Bulgaria

Latvia
Lithuania

5

5

6

1

1

1

3

1

0,08

3

1

0,08

1

0,08

Netherlands

27

25

26

1

1

1

29

1

11,94

29

1

12,02

1

12,02

Poland

54

50

51

1

1

1

27

1

7,70

27

1

7,63

1

7,63

Portugal

24

22

22

1

1

1

12

1

2,14

12

1

2,13

1

2,13

Romania

35

33

33

1

1

1

14

1

4,35

14

1

4,30

1

4,30

Slovakia

14

13

13

1

1

1

7

1

1,09

7

1

1,08

1

1,08

Slovenia

7

7

8

1

1

1

4

1

0,41

4

1

0,41

1

0,41

Spain

54

50

54

1

1

1

27

1

8,98

27

1

9,17

1

9,17

Sweden

19

18

20

1

1

1

10

1

1,84

10

1

1,85

1

1,85

United
Kingdom

78

72

73

1

1

1

29

1

12,27

29

1

12,33

1

12,33

767 719 731

26

26

26 338

26

98,93 338

26

98,93

26

98,93

Total

Source: Maastricht Treaty, Treaty of Nice, Treaty of Lisbon

1185

Annex 2 – Banzhaf power index in term 2007-2009
2007
BPI
share
of
votes
(%)
Austria

2,90

1,67

3,09

1,66

according
to minimal
blocking
minority
38,01%
3,70
1,66

Belgium

3,48

2,14

3,68

2,12

3,70

2,12

Bulgaria

2,90

1,55

3,09

1,54

3,70

1,54

Cyprus

1,16

0,16

1,25

0,16

3,70

0,16

Czech Republic

3,48

2,08

3,68

2,06

3,70

2,06

Denmark

2,03

1,10

2,18

1,09

3,70

1,09

Estonia

1,16

0,27

1,25

0,27

3,70

0,27

Finland

2,03

1,07

2,18

1,06

3,70

1,06

France

8,41

12,85

7,78

12,95

3,70

12,95

Germany

8,41

16,62

7,78

17,10

3,70

17,10

Greece

3,48

2,26

3,68

2,24

3,70

2,24

Hungary

3,48

2,03

3,68

2,02

3,70

2,02

Ireland

2,03

0,87

2,18

0,86

3,70

0,86

Italy

8,41

11,94

7,78

11,97

3,70

11,97

Latvia

1,16

0,46

1,25

0,46

3,70

0,46

Lithuania

2,03

0,68

2,18

0,67

3,70

0,67

Luxembourg

1,16

0,10

1,25

0,10

3,70

0,10

Malta

0,87

0,08

0,94

0,08

3,70

0,08

Netherlands

3,77

3,30

3,97

3,29

3,70

3,29

Poland

7,83

7,70

7,42

7,39

3,70

7,39

Portugal

3,48

2,14

3,68

2,12

3,70

2,12

Romania

4,06

4,35

4,26

4,36

3,70

4,36

Slovakia

2,03

1,09

2,18

1,08

3,70

1,08

Slovenia

1,16

0,41

1,25

0,41

3,70

0,41

Spain

7,83

8,98

7,42

8,78

3,70

8,78

Sweden

2,90

1,84

3,09

1,83

3,70

1,83

United Kingdom

8,41

12,27

7,78

12,32

3,70

12,32

100,05

100,00

100,00

99,99

100,00

99,99

Total

share of
citizens
(%)

according
to share
of votes

according according
to share to number
of
of
citizens members

Zdroj: math-it.org/Mathematik/MathPol/BanzhafJApplet.html,
cow.math.temple.edu/~cow/cgi-bin/manager, own calculations
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Annex 3 – Banzhaf power index from the 2009
2009

2014
BPI

BPI
according
to minimal
blocking
minority
38,01%

share of
citizens
(%)

according
to share of
citizens

according
to minimal
blocking
minority
38,01%

3,70

1,66

1,67

1,66

3,70

2,14

3,70

2,14

2,15

2,14

3,70

3,09

1,51

3,70

1,51

1,52

1,51

3,70

0,16

1,25

0,16

3,70

0,16

0,16

0,16

3,70

3,48

2,09

3,68

2,08

3,70

2,08

2,09

2,08

3,70

2,03

1,10

2,18

1,09

3,70

1,09

1,10

1,09

3,70

Estonia
Finland

1,16

0,27

1,25

0,27

3,70

0,27

0,27

0,27

3,70

2,03

1,07

2,18

1,06

3,70

1,06

1,07

1,06

3,70

France

8,41

12,88

7,78

12,98

3,70

12,98

12,88

12,98

3,70

Germany

8,41

16,41

7,78

16,88

3,70

16,88

16,41

16,88

3,70

Greece

3,48

2,25

3,68

2,24

3,70

2,24

2,25

2,24

3,70

Hungary

3,48

2,01

3,68

2,00

3,70

2,00

2,01

2,00

3,70

Ireland

2,03

0,89

2,18

0,88

3,70

0,88

0,89

0,88

3,70

Italy

8,41

12,02

7,78

12,05

3,70

12,05

12,02

12,05

3,70

Latvia

1,16

0,45

1,25

0,45

3,70

0,45

0,45

0,45

3,70

Lithuania

2,03

0,67

2,18

0,67

3,70

0,67

0,67

0,67

3,70

Luxembourg

1,16

0,10

1,25

0,10

3,70

0,10

0,10

0,10

3,70

Malta

0,87

0,08

0,94

0,08

3,70

0,08

0,08

0,08

3,70

Netherlands

3,77

3,30

3,97

3,30

3,70

3,30

3,30

3,30

3,70

Poland

7,83

7,63

7,42

7,28

3,70

7,28

7,63

7,28

3,70

Portugal

3,48

2,13

3,68

2,12

3,70

2,12

2,13

2,12

3,70

Romania

4,06

4,30

4,26

4,33

3,70

4,33

4,30

4,33

3,70

Slovakia

2,03

1,08

2,18

1,07

3,70

1,07

1,08

1,07

3,70

Slovenia

1,16

0,41

1,25

0,41

3,70

0,41

0,41

0,41

3,70

Spain

7,83

9,17

7,42

8,97

3,70

8,97

9,17

8,97

3,70

Sweden

2,90

1,85

3,09

1,84

3,70

1,84

1,85

1,84

3,70

United
Kingdom

8,41

12,33

7,78

12,38

3,70

12,38

12,33

12,38

3,70

100,00

100,00

100,00

100,00

100,00

100,00

100,00

100,00

100,00

share of
votes
(%)

share of
citizens
(%)

according to
share of votes

according
to share of
citizens

Austria

2,90

1,67

3,09

1,66

Belgium

3,48

2,15

3,68

Bulgaria

2,90

1,52

Cyprus

1,16

Czech
Republic
Denmark

Total

according to
number of
members

Zdroj: math-it.org/Mathematik/MathPol/BanzhafJApplet.html, cow.math.temple.edu/~cow/cgi-bin/manager, own calculations
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Annex 4 – Shapley-Shubik power index in term 2007-2009
2007
SSPI
according
according to minimal
to number
blocking
of members minority
38,01%

share of
votes (%)

share of
citizens (%)

Austria

2,90

1,67

2,82

1,54

3,70

1,54

Belgium

3,48

2,14

3,41

1,98

3,70

1,98

Bulgaria

2,90

1,55

2,82

1,42

3,70

1,42

Cyprus

1,16

0,16

1,10

0,14

3,70

0,15

Czech Republic

3,48

2,08

3,41

1,92

3,70

1,92

Denmark

2,03

1,10

1,96

1,01

3,70

1,01

Estonia

1,16

0,27

1,10

0,24

3,70

0,24

Finland

2,03

1,07

1,96

0,98

3,70

0,98

France

8,41

12,85

8,67

13,25

3,70

13,25

Germany

8,41

16,62

8,67

18,01

3,70

18,01

Greece

3,48

2,26

3,41

2,09

3,70

2,09

Hungary

3,48

2,03

3,41

1,87

3,70

1,87

Ireland

2,03

0,87

1,96

0,80

3,70

0,80

Italy

8,41

11,94

8,67

12,17

3,70

12,17

Latvia

1,16

0,46

1,10

0,42

3,70

0,42

Lithuania

2,03

0,68

1,96

0,62

3,70

0,62

Luxembourg

1,16

0,10

1,10

0,09

3,70

0,09

Malta

0,87

0,08

0,82

0,07

3,70

0,07

Netherlands

3,77

3,30

3,68

3,09

3,70

3,09

Poland

7,83

7,70

8,00

7,64

3,70

7,64

Portugal

3,48

2,14

3,41

1,98

3,70

1,98

Romania

4,06

4,35

3,99

4,13

3,70

4,13

Slovakia

2,03

1,09

1,96

1,00

3,70

1,00

Slovenia

1,16

0,41

1,10

0,37

3,70

0,37

Spain

7,83

8,98

8,00

8,92

3,70

8,92

Sweden

2,90

1,84

2,82

1,70

3,70

1,70

United Kingdom

8,41

12,27

8,67

12,56

3,70

12,56

100,05

100,00

100,00

100,00

99,90

100,00

Total

according
to share of
votes

according
to share of
citizens

Zdroj: www.cut-theknot.org/Curriculum/SocialScience/ShapleyShubikIndex.shtml, own calculations
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Annex 5 – Shapley-Shubik power index from 2009
2009

2014
SSPI

SSPI

according to
number of
members /
bloking
minority 4
members

according
to share
of
citizens

1,67

3,70

1,56

1,99

2,15

3,70

2,03

3,70

1,40

1,52

3,70

1,43

0,15

3,70

0,15

0,16

3,70

0,15

1,93

3,70

1,93

2,09

3,70

1,97

1,96

1,01

3,70

1,01

1,10

3,70

1,02

0,27

1,10

0,25

3,70

0,25

0,27

3,70

0,25

2,03

1,07

1,96

0,98

3,70

0,98

1,07

3,70

1,00

France

8,41

12,88

8,67

13,29

3,70

13,29

12,88

3,70

13,23

Germany

8,41

16,41

8,67

17,73

3,70

17,73

16,41

3,70

17,70

Greece

3,48

2,25

3,41

2,08

3,70

2,08

2,25

3,70

2,13

Hungary

3,48

2,01

3,41

1,86

3,70

1,86

2,01

3,70

1,89

according
to number
of members

according to
minimal
blocking
minority
38,01%

share of
citizens
(%)

1,54

3,70

1,54

3,41

1,99

3,70

1,52

2,82

1,40

1,16

0,16

1,10

3,48

2,09

3,41

Denmark

2,03

1,10

Estonia

1,16

Finland

share of
votes
(%)

share of
citizens
(%)

Austria

2,90

1,67

2,82

Belgium

3,48

2,15

Bulgaria

2,90

Cyprus
Czech Republic

according
to share of
votes

according
to share of
citizens

Ireland

2,03

0,89

1,96

0,81

3,70

0,81

0,89

3,70

0,83

Italy

8,41

12,02

8,67

12,27

3,70

12,27

12,02

3,70

12,19

Latvia

1,16

0,45

1,10

0,41

3,70

0,41

0,45

3,70

0,42

Lithuania

2,03

0,67

1,96

0,61

3,70

0,61

0,67

3,70

0,62

Luxembourg

1,16

0,10

1,10

0,09

3,70

0,09

0,10

3,70

0,09

Malta

0,87

0,08

0,82

0,07

3,70

0,07

0,08

3,70

0,07

Netherlands

3,77

3,30

3,68

3,09

3,70

3,09

3,30

3,70

3,16

Poland

7,83

7,63

8,00

7,59

3,70

7,59

7,63

3,70

7,41

Portugal

3,48

2,13

3,41

1,97

3,70

1,97

2,13

3,70

2,01

Romania

4,06

4,30

3,99

4,08

3,70

4,08

4,30

3,70

4,19

Slovakia

2,03

1,08

1,96

0,99

3,70

0,99

1,08

3,70

1,00

Slovenia

1,16

0,41

1,10

0,37

3,70

0,37

0,41

3,70

0,38

Spain

7,83

9,17

8,00

9,13

3,70

9,13

9,17

3,70

8,97

Sweden

2,90

1,85

2,82

1,71

3,70

1,71

1,85

3,70

1,74

United Kingdom

8,41

12,33

8,67

12,63

3,70

12,63

12,33

3,70

12,58

100,00

100,00

100,00

100,00

99,90

100,00

100,00

100,00

100,00

Total

Zdroj: www.cut-the-knot.org/Curriculum/SocialScience/ShapleyShubikIndex.shtml, own calculations
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Annex 6 – Comparison of BPI a SSPI before and after the Treaty of Lisbon
2007

share of
votes
(%)

2009
shar
share
share of
e of
BPI
of
SSP
citizens
SSPI* vote
BPI*
*
citizen
I*
(%)
s
s (%)
(%)
1,67 3,09
2,82 2,90
1,67
3,09 2,82

Austria

2,90

Belgium

3,48

2,14 3,68

3,41 3,48

2,15

Bulgaria

2,90

1,55 3,09

2,82 2,90

Cyprus
Czech
Republic
Denmark

1,16

0,16 1,25

3,48

2014
share of
citizens
(%)

BPI**

SSP
I**

1,67

3,70 3,70

3,68 3,41

2,15

3,70 3,70

1,52

3,09 2,82

1,52

3,70 3,70

1,10 1,16

0,16

1,25 1,10

0,16

3,70 3,70

2,08 3,68

3,41 3,48

2,09

3,68 3,41

2,09

3,70 3,70

2,03

1,10 2,18

1,96 2,03

1,10

2,18 1,96

1,10

3,70 3,70

Estonia

1,16

0,27 1,25

1,10 1,16

0,27

1,25 1,10

0,27

3,70 3,70

Finland

2,03

1,07 2,18

1,96 2,03

1,07

2,18 1,96

1,07

3,70 3,70

France

8,41

12,85 7,78

8,67 8,41

12,88

7,78 8,67

12,88

3,70 3,70

Germany

8,41

16,62 7,78

8,67 8,41

16,41

7,78 8,67

16,41

3,70 3,70

Greece

3,48

2,26 3,68

3,41 3,48

2,25

3,68 3,41

2,25

3,70 3,70

Hungary

3,48

2,03 3,68

3,41 3,48

2,01

3,68 3,41

2,01

3,70 3,70

Ireland

2,03

0,87 2,18

1,96 2,03

0,89

2,18 1,96

0,89

3,70 3,70

Italy

8,41

11,94 7,78

8,67 8,41

12,02

7,78 8,67

12,02

3,70 3,70

Latvia

1,16

0,46 1,25

1,10 1,16

0,45

1,25 1,10

0,45

3,70 3,70

Lithuania
Luxembour
g
Malta
Netherland
s
Poland

2,03

0,68 2,18

1,96 2,03

0,67

2,18 1,96

0,67

3,70 3,70

1,16

0,10 1,25

1,10 1,16

0,10

1,25 1,10

0,10

3,70 3,70

0,87

0,08 0,94

0,82 0,87

0,08

0,94 0,82

0,08

3,70 3,70

3,77

3,30 3,97

3,68 3,77

3,30

3,97 3,68

3,30

3,70 3,70

7,83

7,70 7,42

8,00 7,83

7,63

7,42 8,00

7,63

3,70 3,70

Portugal

3,48

2,14 3,68

3,41 3,48

2,13

3,68 3,41

2,13

3,70 3,70

Romania

4,06

4,35 4,26

3,99 4,06

4,30

4,26 3,99

4,30

3,70 3,70

Slovakia

2,03

1,09 2,18

1,96 2,03

1,08

2,18 1,96

1,08

3,70 3,70

Slovenia

1,16

0,41 1,25

1,10 1,16

0,41

1,25 1,10

0,41

3,70 3,70

Spain

7,83

8,98 7,42

8,00 7,83

9,17

7,42 8,00

9,17

3,70 3,70

Sweden
United
Kingdom

2,90

1,84 3,09

2,82 2,90

1,85

3,09 2,82

1,85

3,70 3,70

8,41

12,27 7,78

8,67 8,41

12,33

7,78 8,67

12,33

3,70 3,70

100,
00

100,00

100,
100,
100,00
100,00
00
00
* according to blocking minority of 38,01% citizens
Total

100,05

100,00

100,00

** according to blocking minority 4 members/share of citizens

Source: math-it.org/Mathematik/MathPol/BanzhafJApplet.html,
cow.math.temple.edu/~cow/cgi-bin/manager, own calculations
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99,90

99,9
0

Annex 7 – Decision-making process in EU after the Treaty of Lisbon

Source: http://ec.europa.eu/codecision/stepbystep/diagram_en.htm
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International Business: Challenges and Opportunities Effect of New
Economic Policy on Indian Economy
A. Rai1
1

Govt.Post Graduate College, Narsinghpur, (M.P.), India

Abstract: After adopting economic reforms it had become a necessity to connect indian economy
with the world economy. In the Process of Liberalization the cantrols on investment, Production
and marketing are let loose and apprehesively the indian economy faces a threat of going into the
hands of MNCs. Indian industirs are not capable of competing with MNCs and they have there
fore surrendered before them. MNCs have captured Indian consumer market without investing
much capital on Labour. Unemployment has loomed large. MNCs need. Countries like India with
heavy population and Consumer markets for the consumtion of their excessive products. MNCs
have captured consumer markets and units producing consumer durables. Indian part has left just
80% in his field. MNCs have taken the management and control of these units into their own
hands. MINCs will take away wealth, Royalty, technical fees and dividends to their homelands
from our economy. resultantly the part of our national income will start flowing out. MNCs
growing influence is harmful to our PSUs also as our PSUs

are incapable of facing the

competition posed by these giant MNCs, Only three industries are now left in the reserved list for
PSUs. Foreign investment, debts and intrests on these is increasing. This is possing a threat of
inequality in Indian economy.
Foreign investors are taking keen intrest in Privatisation of indian economy.This in fact is
helpful in economic development. This has encouraged competition. capital formation and more
production. The labour organisations have started opposings privatisation. This will result in the
1193

sacrifice of national intrests and priorities, Economic reforms have been proved profitable as
well. Foreign exchange reserve and foreign. investernal have increased which has encouerged
the indian exparts. India has become selfreliant in the field of capital and consumer goods.
Economic reforms have been beneficial to Indian economy but the same has not been as
expected.

Key Words: international business, economic reforms, Indian economy

Introduction: International Trade means those activities which are operated by a business
1

internationally. Developing Ournies have progressed by adopting market oriented the economy.
This is internationalization of business activities in which the whole world is seen as a unit. In
1985, India has stepped forward in the direction of Privitization by changing MRTP & FERA
laws on 24

th

July 1991. India declared its near Economic Policy. This ended the era of

administrative control and paved the way for. Liberalization. The aim of his new policy was to
speed up the age old stagnant economy by emerging it through. Ways and means of
liberalization.

2

This included three main characteristics Privatization, Liberalization and

Globalization.

Globalization: Removing of international trade barrens and joining trade activities,
internationally is called globalization. The whole world becomes a market in this process.
Important and exports take place without hind notices in different countries. This free trade is the
3

golden opportunity for an affluent and peaceful world.
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Factors of Globalization: The countries which have, adopted globalization have progressed
rapid by.
The Indian economy had reached a stage in and often 1980 from where it was
almost impossible re-cope with the closed economy any further. The increase in India's foreign
debt even expanding balance of payment problem with the international trade of the word
expanding rapidly breaking the barrens of trade ties with only a few countries; at his critical
4

juncture it had become a necessity for India to join hands with world economy . It was again a
necessity to boost our exports to bring our economy back to track. India started its globalization
process in 1990 when Indian Govt. decided to develop the rupee by 20% full convertibility of
rupee was permitted and customs duly de aroused continuously. Economy was opened for F.D.I..
The foreign limit was equally raised up to 51% for high priority sector. The entry of MNC's was
made easier and profitable in India.

Problems of Globalization: Unfavorable conditions USA is forcing India to accept
intellectual property rights; on accepting his condition the threat of India's economy going into
MNO's hands is grave security of financial resources - Indian companies are facing cut throat
competition with MNG's

Slow Progress: India did not receive expected results of globalization.
Entry into service section: MNC's are willing to enter into service sector.
Political and Administrative problems: The responsibility to develop infrastructure like
agriculture, electricity and basic social services is with state govt. and these are instable.
Suggestions regarding globalization: Improvement in Tax Structure - A long terms and well
framed Tax structure is needed to attract foreign capital.
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To solve problems relating to inputs - we all the facilities of international standard.
Efficient labor power natural resources, wide market and unbilled possibilities of experts.
Determination of optimum size of Industry - We have steel, Cement and mobile industries of
small size.
To improve. Financial sector - Govt. should make effective laws for industrial
peace though remaining eoumols on interests rate and use of credit. Globalization has been
adopted but- India's external and internal conditions are notifavourable.

Liberalization: Liberalization is a process by which govt. restrictions are liberalized and
expansion of privatization is done and economy is made market oriented. Govt. removes barriers
of different sectors of economy like - Investment production and market. Free operation of
5

market forces is taken care of . The changes in the word economic scenario. brought Indian
economy, under compulsion to adopt liberalization.

Objectives of Liberalization: Growth in production capacity. Speeding up the economic
development, generation of employment opportunities, enhancing foreign investment,
agricultural development. The process of liberalization started in 1991. Govt. decided to devalue
Indian rupee by 20% and permitted full convertibility from the budget provisions of 1994-95 the
new Industrial policy was declare on 24

th

July 1994 the public sector 17 industry were reduced

to from FERA. Companies were permitted to establish joint ventures in foreign countries. The
limit of foreign investment was raised from 40% to 51%. The industry of heavy investment
priority sector get permission far self agreement relating to technology. The EXIM policy was
made more liberal in 1993. Improvement in tax structure, customs duty and excise duty were also
relaxed.

1196

Problems in liberalization policy higher cast of production Indian goods are
costlier as compare to foreign goads complex.
Tax Structure - This reduces the saving of producers pressure on financial problem interest in
producing consumer durables more income can be generated with less capital and resources.
Pressure on foreign.
Exchange Resave - Foreign exchange will dream out as interest and there will be
pressure on foreign exchange resave.

Advantage of liberalization: Foreign exchange reserve is increasing continouasly foreign
investment is increasing export tread is effected negetably Indian industries are facing fierce
comption from "MNC" Agriculture Production is increasing India has become self reliant in
capital and consumer goods.

Disadvantage of liberalization: The effect of MNC's is increasing which is harmful for our
public sector. Foreign investment and debts are increasing and there is a threat of economic in
equality MNC's are interested in exporting the luxurious goods only. As a result the small and
cottage industry have been victims of liberalization. The threat of unemployment has also
increased. The face of economic reforms is slow, The aims and economics affluence can be
achieved.

Privatization: The Govt. gives public sector into the hands of privet sector and sales govt.
assacts it is called The govt. ends the various on industry and provides opportunities for the
development of business and tread.

6

The Process of privatization was started in 1991. when govt of India decided to
disinvest 20% in of public sector. To adopt privatization was the inefficiency of public sector. As
1197

a result of privatization only three industry are left. In the resaved list far public sectors. The
policy of liberalization was adopted. The permission for tax free bonds was granted industrial
license policy is discontinue and sconce sects. The MNC's more permitted to invest up to 51%
capital.
Factor influencing privatization-

Interest of foreign investers, third world

countries will get market competition will be reduced.
Economic Reform Program - To loose MRTP provision, reduction in customs and
excise duties development of competitive power public sector industries can not compete with
foreign companies which bases for production increase material labour and technology have
developed increase burden of loans. The loans taken to establish industries and its interest is
increasing industrial policy 1980, Licensing policy 1991, Liberalization policy of govt.
Establishment of foreign companies.
Privatization has many advantages - Helpful in economic development reduction in
governments responsibilities communication of production of power, best utilization of resourses
encouragement

to maximization of production and sufficient elasticity. Disadvantages of

Privatization :- Privatization has disadvantages as well- objective of maximization of profit.
Opposition from labour unions. Influence of MNC's. Less opportunities of employment. Govt.
rules & regulations political conditions. foreign competition. Sick industrial units. Monopoly and
economic concentration, problems of privatization has not yielded desired results.
There are many problems in the expansion of private sector, most of the proposed
units are sick. Influence of MNC's is ever increasing. Labor unions are opposing the privatization
- The role at a stock due to privatization- The role of PSU can not be divided in a country like
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India. Economic concentration shall get power. still there are practical problems in the path of
7

privatization.

Effect of new economic policy on Indian economy :- Favorable and unfavorable both
impacts have been seen in privitization. Favorable impacts - increase in exports, export due to
globalization in 2000-01 Rs.2,03,571 Crore. Which increased to 629471 crore in 2007-08.
Foreign exchange reserve was 1,24,730 crore in 2004 increased to 3,59,492 crore in 2008.
Increase in foreign capital investment in 2005 was 35,926 million dollar which was reached to
63496 million dollar in 2008.
Increase in industrial rate :- Production labour division was increased due to globalization.
Increase in GDP in 1991 India GDP was 10,83,572 crore which was increased to 28,45,157 crore
in 2006-07. Increase in savings and investment. In the year 1990 the rate of average saving in
India was 23.41. Which rose to 53.49 in 2008-09, Economic growth rate; which was 6% in the
decode of 1980-1990 raised to 9.4% per year from 2006-07.
Adverse effect - inflation increased. in 1990 the rate of inflation was 5.3% which reach to 8.7%
in 2008. surrender before. MNC's Indian industries are not capable of competing with MNC's.
Therefore they surrendered before MNC's. Indian markets are captured. MNC's have captured
Indian consumer market without investing much capital labor. closure of small scale. Industries 5
lace industrial units have closed due to globalization. 25 lace persons have gone unemployed.
Reduction in consumer sector MNC's have increased prices of consumer goads by taking over the
consumer industrial units. Indian contribution in this sector has remained only 30% hour. MNC's
have taken the management and control of Indian industries in their hands. Indian economy has
surely gained. advantage of economic reform process Globalization, Liberalization, Privatization
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but the desired result of economic reform have not been experienced. We will have to write a
little for the desired results to come.
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Enterprise Resource Planning
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Abstract: Every leader makes decisions. And every decision depends on information. That holds
as true for someone leading a company. As it does for someone leading a country.

Over the past few years, the quantity and quality of information available to leaders has
undergone a revolution, even as the information age set in and the basis of competition shifted to
knowledge, expertise and intellectual capital, indeed, the true value of information technology
has never been about chips, computers or software. Rather, it is the ability to help leaders
understand what has happened, is happening and may yet happen.
But this level of understanding is becoming even harder to develop. As the sheer volume
of data explodes on a planet where information is being authored by billions of people and
flowing from a trillion intelligent devices, sensors and instrumented object. About 80% of this
new data growth is unstructured content, such as e-mail documents, audio and video. And
because transactions are occurring so rapidly, systems may have to take in, correlate and analyze
event information in real time , more than 60,000 times a second.

940

But does that mean we must simply resign ourselves to coping with blind spots that keep growing
larger?
Happily, no. the technology exits to help capture and process all this data and turn it into
actual intelligence. We can spot patterns with unprecedented detail, assimilate and analyze
changes in markets, faster than even before.
New approaches such as ‘stream computing’ use advanced software algorithms to track, correlate
and analyze information and then plug it directly into operational systems, closing the gap
between thinking and doing.
This has the potential to change how the world literally works. Insurance companies are seeing
the patterns in billions of claims, and can better identify the few that are fraudulent. Police
departments are correlating information from multiple sources to identify crime patterns-helping
prevent crime, in addition to fighting it.
Retail, manufacturing, agriculture, government, medicine-the list is long and the change is just
starting. Imagine how it will transform all the things we seek in business and society-economic
growth, societal progress, environmental sustainability and cures for diseases.
This paper will be benefited to the academicians, industries and the entrepreneur. I have
discussed in my paper about the ERP System, by taking a product SAP in detail.

Introduction:

Organizations have a business justification for implementing ERP system. The business benefit
of ERP include improved accessibility of information, real time access to data across the
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organization, improved cycle time for orders, decreased financial close time, reduced operating
costs, and lowered inventory levels. In addition, ERP system provide the opportunity to re-align
business processes with best practices and to integrate enterprise-wide information supporting
financial, human resources, manufacturing, and sales and marketing functions. Enterprise
resource planning software, or ERP, doesn’t live up to its acronym. Forget about planning—it
doesn’t do much of that—and forget about resource, a throwaway term. But remember the
enterprise part. This is ERP’s true ambition. The software attempts to integrate all departments
and functions across a company onto a single computer system that can serve all those
departments’ particular needs.ERP is not new term it starts with MRP-I, MRP-II, JIT, and now
ERP. It has been estimated that over 2040 the ERP will cover 82% of overall market in world.

ERP provide an opportunity to re-design business processes. With re-engineering, business
processes are simplified and business rules are improved. In addition, re-desiging processes
provides the foundation for new opportunities, such as eBusiness. To make process management
work, all employees must “buy into” the new processes and understand their role in contributing
to the success of the new system. Re-engineering with ERP enables organizations to be more
responsive to changing markets and to shifts in competitors strategies.That integrated approach
can have a tremendous payback if companies install the software correctly.

ERP vanquishes the old standalone computer systems in finance, HR, manufacturing and the
warehouse, and replaces them with a single unified software program divided into software
modules that roughly approximate the old standalone systems. Finance, manufacturing and the
warehouse all still get their own software, except now the software is linked together so that
someone in finance can look into the warehouse software to see if an order has been shipped.
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Back in the ‘90s ERP was developed as a tightly integrated monolith, but most vendors’ software
has since become flexible enough that you can install some modules without buying the whole
package. Many companies, for example, will install only an ERP finance or HR module and
leave the rest of the functions for another day.

Materials and Methods:

Research based on secondary data from various magzines, websites, books, articles and
white papers and some companies having ERP Packages.

Results:

History and benefits:

The evolution of ERP:

In the 1960s, most software packages included inventory control capability, Material
Requirements Planning (MRP) systems, which were introduced in the 1970s, used a master
production schedule and a bill of materials file with the list of materials needed tp produce each
item. later on, MRP systems were enhanced by adding tools for sales planning, customer order
processing, and rough-cut capacity planning-which provided input into production scheduling,
known as closed-loop MRP. In the 1980s ,MRP-II systems incorporated the financial accounting
system align with manufacturing and materials management systems.

Tab. 1
TYPE OF SYSTEM
Reorder point system

TIME
1960
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Material requirement planning system
Manufacturing resource planning system
MRP-II
ERP

1970
1980
1990
LATE 1990and onwards

Benefits of ERP Packages:

One of the major requirements in justifying the acquisition of an ERP system involves an
assessment of the tangible and intangible benefits. According to a survey of 62 Fortune 500
companies by Benchmarking Partners, Inc., for Deloitte Consulting, the benefits are given below:

Tab. 2
Tangible Benefits

% of companies

Inventory reduction

32

Personnel reduction

27

Productivity improvement

26

Order management improvement

20

Financial close cycle reduction

19

IT cost reduction

14

Procurement cost reduction

12

Cash management improvement

11

Revenue/profit increase

11

Transportation/logistics cost reduction

9

Maintenance reduction

7

On-line delivery improvement

6
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In terms of intangible benefits, information availability is a big factor. Information can enable
managers to make better decisions about how to allocate resources effectively.Theses bebefits are
as follows:

Tab. 3
Intangible benefits

% of companies

Information//visibility

55

New improved processes

24

Customer responsiveness

22

Integration

13

Standardization

12

Flexibility

9

Globalization

9

Y2K

8

Business performance

7

Supply/demand chain

5

ERP’s best hope for demonstrating value is as a sort of battering ram for improving the
way your company takes a customer order and processes that into an invoice and revenue—
otherwise known as the order fulfillment process. That is why ERP is often referred to as backoffice software. It doesn’t handle the up-front selling process (although most ERP vendors have
recently developed CRM software to do this); rather, ERP takes a customer order and provides a
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software road map for automating the different steps along the path to fulfilling the order. When a
customer service representative enters a customer order into an ERP system, he has all the
information necessary to complete the order

People in different departments can see the same information and update. When one
department finishes with the order it is automatically routed via the ERP system to the next
department. To find out where the order is at any point, you need only log in to the ERP system
to track it down. With luck, the order process moves like a bolt of lightning through the
organization, and customers get their orders faster and with fewer errors than before. ERP can
apply that same magic to the other major business processes, such as employee benefits or
financial reporting.

People don’t like to change, and ERP asks them to change how they do their jobs. That is
why the value of ERP is so hard to pin down. The software is less important than the changes
companies make in the ways they do business. If you use ERP to improve the ways your people
take orders and manufacture, ship and bill for goods, you will see value from the software. If you
simply install the software without trying to improve the ways people do their jobs, you may not
see any value at all—indeed, the new software could slow you down by simply replacing the old
software that everyone knew with new software that no one does.

Risks and reasons for implementation

Risks in implementing an ERP system:

1. Technology risk
946

2. Organizational risk
3. People factors
4. Project size

There are five reasons why companies Implement ERP Packages : (Such as SAP, ORACLE,
PEOPLESOFT, BAAN)

1. Integrate financial information—; It is a integrated system , As the CEO tries to
understand the company’s overall performance, he may find many different versions of
the truth. Finance has its own set of revenue numbers, sales has another version, and the
different business units may each have their own version of how much they contributed to
revenue. ERP creates a single version of the truth that cannot be questioned because
everyone is using the same system.

Implementation approach:

Tab. 4
Implementation Approch

Swedish%

U.S.%

Single ERP Package

55.6

39.8

Single ERP Package with 30.1

50

other systems
Multiple ERP packages with 6.5

4.0

other system
Best-of-breed from several 3.9

3.9
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ERP packages
Totally in-house developed
In-house

2.0

0.5

specialized 2.0

1.0

package

2. Integrate customer order information—; Enterprise Resource Planning systems can
become the unique place where the customer order lives from the time a customer service
representative receives it until the loading dock ships the merchandise and finance sends
an invoice. By having this information in one software system, rather than scattered
among many different systems that can’t communicate with one another, companies can
keep track of orders more easily, and coordinate manufacturing, inventory and shipping
among many different locations simultaneously.
3. Standardize and speed up manufacturing processes—;Manufacturing companies—
especially those with an appetite for mergers and acquisitions—often find that multiple
business units across the company make the same widget using different methods and
computer systems. ERP package come with standard methods for automating some of the
steps of a manufacturing process. Standardizing those processes and using a single,
integrated computer system can save time, increase productivity and reduce headcount.
4. Reduce inventory—; ERP helps the manufacturing process flow more smoothly, and it
improves visibility of the order fulfillment process inside the company. That can lead to
reduced inventories of the materials used to make products (work-in-progress inventory),
and it can help users better plan deliveries to customers, reducing the finished good
948

inventory at the warehouses and shipping docks. To really improve the flow of your
supply chain, you need supply chain software, but ERP helps too.
5. Standardize HR information—;Especially in companies with multiple business units,
HR may not have a unified, simple method for tracking employees’ time and
communicating with them about benefits and services. ERP can fix that.

Cost of ERP

The decision to implement and ERP system is a business investment decision, similar to the
decision to build a new warehouse, hire a new executive, or invest in a training program. As such,
the ERP investment decision must create measurable business benefits that justify the acquisition
costs and the costs of system implementation.

Tab. 5
ERP Cost Component

Swedish

U.S.

%(usd)

%(usd)

Software

24.2

30.2

Hardware

18.5

17.8

Consulting

30.1

24.1

Training

13.8

10.9

Implementation

12.0

13.6

949

There aren’t any good numbers to predict ERP costs because the software installation has so
many variables, such as: the number of divisions it will serve, the number of modules installed,
the amount of integration that will be required with existing systems, the readiness of the
company to change and the ambition of the project—if the project is truly meant to be a battering
ram for reengineering how the company does its most important work, the project will cost much
more and take much longer than one in which ERP is simply replacing an old transaction system.
There is a sketchy rule of thumb that experts have used for years to predict ERP installation costs,
which is that the installation will cost about six times as much as the software license. But this
has become increasingly less relevant as the market for ERP has slowed over time and vendors
have offered deep discounts on the software up front.

SAP-AG

SAP (System application and product in data processing) is the leading global provider of
client/server business application solutions. It founded in 1972 in walldorf, germany. It has
installations in 112 countries.

Fig. 1
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SAP is the leading ERP vendor with 30 percent of the market. Oracle and PeopleSoft follow with
14 and 7 percent, respectively (Gilbert 2000). SAP is the largest client/server and mainframe ERP
software vendor. Approximately 350 companies in Australia use SAP. SAP has formed
partnerships with universities around the world and part of that arrangement is the free provision
of their software to universities for inclusion into their curriculum. SAP R/3 incorporates its own
unique programming
language called ABAP. ABAP is an event-driven fourth-generation language. It is a language that
is constantly evolving with recent releases incorporating object-oriented capabilities (ABAP
objects). The robustness of the language is evident in the wide range of functionality and high
performance capabilities within the R/3 system, allowing applications to process
huge amounts of customer data (Kretschmer and Weiss, 1996). SAP R/3 provides an
environment rich in tools for developing business applications using the ABAP programming
language. While ABAP is not one of the universally used programming languages like C or Java,
it is an excellent language to extend students comprehension of programming concepts in a
powerful business environment.

ERP Implementation Lifecycle

There are many phases of the ERP implementation :

Pre-evaluation screening
Package evaluation
Project planning phase
Gap analysis
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Reengineering
Configuration
Implementation team training
Testing
Going live
End-user training
Post-implementation

Modules in SAP

SAP has different modules:

MM,PP,HR,SD,FI-CO, and so on and each module integrate with each other, there are
integration points in each module which co relate each other. Every Module have its own
specification such as SD Module has to take care of sales orders of its customer, it record all the
information about the sales order ( inquiry-quotation-order). One need to be specialist in a
particular module to work.

Causes of failure of ERP projects

Wrongly implemented SAP can give adverse affect. At its simplest level, ERP is a set of best
practices for performing the various duties in the departments of your company, including in
finance, manufacturing and the warehouse. To get the most from the software, you have to get
people inside your company to adopt the work methods outlined in the software. If the people in
the different departments that will use ERP don’t agree that the work methods embedded in the
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software are better than the ones they currently use, they will resist using the software or will
want IT to change the software to match the ways they currently do things. This is where ERP
projects break down.

Political fights erupt over how—or even whether—the software will be installed. IT gets bogged
down in long, expensive customization efforts to modify the ERP software to fit with powerful
business barons’ wishes. Customizations make the software more unstable and harder to maintain
when it finally does come to life. The horror stories you hear in the press about ERP can usually
be traced to the changes the company made in the core ERP software to fit its own work
methods. Because ERP covers so much of what a business does, a failure in the software can
bring a company to a halt, literally.

But IT can fix the bugs pretty quickly in most cases, and besides, few big companies can avoid
customizing ERP in some fashion—every business is different and is bound to have unique work
methods that a vendor cannot account for when developing its software. The mistake companies
make is assuming that changing people’s habits will be easier than customizing the software. It’s
not. Getting people inside your company to use the software to improve the ways they do their
jobs is by far the harder challenge. If your company is resistant to change, then your ERP project
is more likely to fail.

Installing ERP (SAP)

Based on our observations, there are three commonly used ways of installing ERP.
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The Big Bang—In this, the most ambitious and difficult of approaches to ERP implementation,
companies cast off all their legacy systems at once and they install a single ERP system across
the entire company. Though this method dominated early ERP implementations because of the
need to revamp old systems for Y2K, few companies dare to attempt it anymore because it calls
for the entire company to mobilize and change at once. Most of the ERP implementation horror
stories from the late ‘90s warn us about companies that used this strategy. Getting everyone to
cooperate and accept a new software system at the same time is a tremendous effort, largely
because the new system will not have any advocates. No one within the company has any
experience using it, so no one is sure whether it will work. Also, ERP inevitably involves
compromises. Many departments have computer systems that have been honed to match the ways
they work. In most cases, ERP offers neither the range of functionality nor the comfort of
familiarity that a custom legacy system can offer. In many cases, the speed of the new system
may suffer because it is serving the entire company rather than a single department. ERP
implementation requires a direct mandate from the CEO.

Franchising strategy—This approach suits large or diverse companies that do not share many
common processes across business units. Independent ERP systems are installed in each unit,
while linking common processes, such as financial bookkeeping, across the enterprise. This has
emerged as the most common way of implementing ERP. In most cases, the business units each
have their own "instances" of ERP—that is, a separate system and database. The systems link
together only to share the information necessary for the corporation to get a performance big
picture across all the business units (business unit revenue, for example), or for processes that
don’t vary much from business unit to business unit (perhaps HR benefits). Usually, these
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implementations begin with a demonstration or pilot installation in a particularly open-minded
and patient business unit where the core business of the corporation will not be disrupted if
something goes wrong. Once the project team gets the system up and running and works out all
the bugs, the team begins selling other units on ERP, using the first implementation as a kind of
in-house customer reference. Plan for this strategy to take a long time. Interestingly, many
companies that initially installed ERP using a franchising strategy are now trying to consolidate
as many of those different instances of ERP as possible down into a handful or even one for the
entire company.

Slam dunk—ERP dictates the process design in this method, where the focus is on just a few key
processes, such as those contained in an ERP system’s financial module. The slam dunk is
generally for smaller companies expecting to grow into ERP. The goal here is to get ERP up and
running quickly and to ditch the fancy reengineering in favor of the ERP system’s "canned"
processes. Few companies that have approached ERP this way can claim much payback from the
new system. Most use it as an infrastructure to support more diligent installation efforts down the
road. Yet many discover that a slammed-in ERP system is little better than a legacy system
because it doesn’t force employees to change any of their old habits. In fact, doing the hard work
of process reengineering after the system is in can be more challenging than if there had been no
system at all because at that point few people in the company will have felt much benefit from
the new software

The Following Difficulties arise while upgrade ERP software:
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1) It’s extremely difficult, unless you are one of the rare companies that did not tinker with
the system while installing it. In the early days of ERP, vendors pursued a vision that has
since been disproven: Business processes built into the software should be adopted by
every customer. Change your business to fit the system. Modifying the core code of ERP
was like turning your Pinto into a low rider. You just voided the warranty, dude. Tough
luck. ERP vendors would not support customized versions of their software.
2) When a new version of the highly integrated suite arrived with cool new features,
customers sometimes could not afford to install them because they had made so many
changes to the previous version. The new suite might have one new piece and nine others
that had changed little since the last version. But it was all so integrated together that
every custom link had to be redone, even to the pieces that didn’t change.
3) Many early ERP suites had their development “frozen.” Customers could continue to get
support, but newer features cost extra and worked much better—or sometimes only—with
the newer version of the vendor’s software.
4) In theory, early users of ERP paid for those new versions of the software through yearly
maintenance fees to the vendor that every ERP vendor charges. The largest percentage of
those fees went to R&D rather than to support and maintenance of existing software.

Future directions for ERP: Future directions for ERP include increased integration
through the supply chain, use of shared services and application service providers, and
application software integration.

Conclusion:
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ERP projects tend to be large and complex, and require expertise that is not typical
found internally within the organization implementation the ERP system. As such, these
high-risk projects require multiple strategies to minimize risks. A steering committee,
responsible for system selection, monitoring, and managing external consultants, must be
involved throughout the project. External consultants with knowledge about specific
modules are critical, but their knowledge should be transferred to internal employees.
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Abstract:
The paper investigates comparative advantages and competitiveness of Slovak and the EU 27
agri-food trade in markets of two countries: Russia and Ukraine. Our aim is to see the
dynamics of the agri-food trade for the analyzed countries especially in the post-accession
period. Applying a trade dataset from the EUROSTAT and based on the approach applied by
Bojnec and Fertő (2006), we describe the pattern of agri-food trade in Slovakia and the EU
using the Balassa index. The extent of trade specialization exhibits a declining trend in the
country. It has lost comparative advantage for a number of product groups over time. The
indices of specialization have tended to converge. For the particular product groups, the
indices display a greater variation. They are stable for the product groups with comparative
disadvantage, but the product groups with strong comparative advantage show a significant
variation. There are also shown different tendencies for different markets i.e. the trade
patterns between the Slovak Republic and the EU 27 with Russia and Ukraine especially for
specific agriculture commodities like milk and dairy products.
Keywords: comparative advantage, EU 27, Slovak Republic, Russia, Ukraine.
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Introduction:

Slovakia passed through a long-term process of transformation since it split from the
Czechoslovak federation state. The country is characteristic for the small size of their
economies, focused mainly on their internal markets. Trade flaws regarding the agro- food
commodities were until before accession into the EU limited because of existing different
tariff and non-tariff barriers. Accession meant for both countries increasing opportunities for
agro- trade in the framework of common market, but also increasing competition for domestic
producers. This can be reflected in different aspects like prices, quality, marketing, etc. This
might have caused weakening demand for domestic agro- food products in line with domestic
consumer preferences. Many authors consider the ability of successful adaptation in the
foreign markets as a sign of competitiveness (Pokrivcak, J., Ciaian, P. (2004); Ciaian, P.,
Swinnen, J.F.M. (2006); ). For all the above mentioned reasons and facts, the analysis of the
trends in export competitiveness is useful because it might help to find potential problems for
different branches of agro- food sector and propose suitable solutions for the future (Ciaian,
P., Pokrivcak, J. (2007); Bojnec,S. and Ferto, I. (2006); EU-Commission (1999). ).

Material and Methods:

Competitiveness can be analyzed at three different levels: (i) competitiveness of nations
(macroeconomic level); (ii) competitiveness of industries (mesoeconomic level); and (iii)
competitiveness of firms (microeconomic level). Another aspect of competitiveness exists
with regards to the spatial dimension of the investigation. Competitiveness of enterprises can
be compared within a region of a particular country, or between countries. (Bojnec, Fertö –
2006)
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There are different approaches that help to evaluate the competitiveness at the national level.
One way is the analysis of comparative advantages that assumes that international trade
exchanges happen due to differences in relative – opportunity costs between trade partners.
However there is a difference between the conception of comparative advantage and
competitiveness. First difference arises from trade distortions that are included into the
concept of competitiveness but that are not part of comparative advantage. Other differences
have been identified by other authors (Lafay, G., 1992). Competitiveness usually compares
countries for the same selected groups of commodities while comparative advantage is
estimated to compare different groups of commodities. Also, competitiveness is vulnerable to
changes in macroeconomic variables while comparative advantages have a natural structural
character.

The export comparative advantages of Slovakia and EU 27 are analyzed in relation to these markets
Russia and Ukraine

The nature of comparative advantage in trade data are the main methodological approaches
that are applied in this paper. The concept of ‘revealed’ comparative advantage, introduced by
Liesner, H.H (1958) but refined and popularized by Balassa, B. (1965) and therefore known
as the ‘Balassa index’, is widely used empirically to identify a country’s weak and strong
export sectors. Porter, M. (1990) uses it to identify strong sectoral clusters, Amiti, M. (1998)
analyses specialization patterns in Europe, Proudman, J. and Redding, S. (2000).
The Revealed Comparative Advantage (RCA) index is defined by Balassa (1965) as follows:
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xij
(1)

B=

x rj
xis
x rs

where x represents exports, i is a commodity, j is a country, r is a set of commodities and s is
a set of countries. B is based on observed trade export patterns; it measures a country’s
exports of a commodity relative to its total exports and to the corresponding export
performance of a set of countries. If B>1, then a comparative advantage is revealed, i.e. a
sector in which the country is relatively more specialized in terms of exports. In our case xij
describes Slovak or EU 27 exports for a particular product group to Russia and Ukraine, while
xis is total agro- food of Slovak Republic and EU 27. Xrj denotes the Slovak and EU exports
for a given product to the world and xrs total agro- food exports by Slovakia and EU 27 to the
world.

Our paper is focused on the stability of the B trade indices over time. One can distinguish at
least two types of stability Hinloopen, J. and van Marrewijk, C. (2001): (i) stability of the
distribution of the indices from one period to the next; and (ii) stability of the value of the
indices for particular product groups from one period to the next.

In our paper we analyze the first type of stability in the following way: following Dalum, B.,
Laursen, K. and Villumsen, G. (1998) we use B in regression analysis:

(2)

Bijt 2 = α i + β i Bijt1 + ε ij

where superscripts t1 and t2 describe the start year and the end year, respectively. The
dependent variable, the value of B at time t2 for sector i in country j, is tested against the
independent variable which is the value of B in year t1; and α are β standard linear regression
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parameters and ε is a residual term. If β=1, then this suggests an unchanged pattern of B
between periods t1 and t2. If β >1, the existing specialization of the country is strengthened. If
0< β <1, then commodity groups with low (negative) initial B indices grow over time, while
product groups with high (positive) initial B indices decline. The special case is where β <0
indicates a change in the sign of the index. However, Dalum, B., Laursen, K. and Villumsen,
G. (1998) point out that β >1 is not a necessary condition for growth in the overall
specialization pattern. Thus, following Cantwell, J. (1989), they argue that:

(3)

σ it 2 β i
=
σ it1 Ri

where R is the correlation coefficient from the regression and s2 is the variance of the
dependent variable. It follows that the pattern of a given distribution is unchanged when β =R.
If β >R the degree of specialization has grown, while if β <R the degree of specialization has
fallen.

Results:

For the purposes of empirical analysis on trade types of bilateral Slovak and EU27 agro- food
trade, with Russia and Ukraine, we use trade data from EUROSTAT by the years 1999 –
2006. The sample consists of 201 items at four- digit level.

General overview of Slovak agro-trade with Russia and Ukraine

The agro-food export of Slovak Republic with Ukraine in the last three years has been falling.
In 2004, i.e. upon Slovakia accession into EU, the lowest level of import has been achieved at
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the value of 41997,64 millions SKK. The highest import level has been achieved in 2006 (
477306 millions SKK). Exports reached the lowest level in 2008 (at 387317 millions SKK)
while the highest level has been reached in 2004 (at 537151,7 millions SKK). Export has been
showing falling tendencies in the last three years. Only in 2006 the Slovak agro-trade balance
with Ukraine was negative, otherwise exports exceeded imports.

Figure 1: Agro-food trade of Slovak republic and Unkraine in mil. EUR
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Source: www.radela.sk/rezort, own creation

The Slovak agro-food trade balance with Russian Federation has been always positive.
Exports reached the highest level in 2003 (921103,5 million SKK) while the lowest level has
been reached in 2008 (at 241632 millions SKK). Since 2005, Slovak agro-food exports to
Russian Federation has been falling. Regarding imports, they reached the lowest level in 2008
(at 25404 millions SKK) and the highest level in 2005 (at 45734 millions SKK). Since 2006
imports too, have falling tendency.
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Figure 2: Agro-food trade of Slovak republic and Russian Federation in mil. EUR
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The Analysis of export comparative advantages of Slovak and EU 27 agro-trade with
Russian Federation

The analysis of export comparative advantages is based on data from Balassa index.
The table below shows the Balassa index on Slovakia-Russia agro-food trade:

Table 1: Development of the Balassa index for selected commodity groups:
Slovak republic – Russian Federation
Commodity group

B 2006

d06/02

D06/04

101

69,3557

58,96746

57,62144

404

17,91695

17,91695

-10,3985

602

228,7713

228,7713

180,004

902

3,734082

-11,4505

0,411299

1209

109,3521

109,3521

108,8196

2008

8,613942

-148,228

8,613942

2007

39,53785

-34,4867

5,402005

Source: own calculation, data from EUROSTAT and International Trade Center
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Between these two countries, positive changes has been identified for the period 20022006 for more than 25 commoditz groups, for the others negative changes have been
identified. For the commodity group 404 – like sugar, malt and other milk products, the values
have been changing so that exporta have been falling in 2006 comparing to 2004. The
opposite changes were identified for the commodity group 902 – Tea, as well as 2008 - Fruits,
nuts, other processed fruit.
In general, the best values of B indexes were reached in 2006. Slovakia accession into
EU brought to fall B indexes for commodity groups like: 101 , 1107 (malt ), 1805 (cocoa
powder without sugar), 1904 (cereal products), 2104 (ingredients for soups, bujons, etc.). On
the other hand, positive changes have been registered for commodity groups like 402 ( milk,
yoghurts), 403 , 405 (butter and other butters, milk fat, 808 - apples, pears and other fresh
fruits, 2103 (ingredients for souces, etc.).
In fact for more than 100 commodity groups positive changes of B indexes were
registered for the analysed period.
In the table below, data on agro-food trade between EU 27 and Russian federation are
presented:

Table 2: Development of the Balassa index for selected commodity groups:
EU 27 – Russian Federation
Commodity group

B 20006

D06/02

d06/04

103

1,940632793

4,33204

0,120058

201

4,551141836

-4,72859

0,579604

203

2,359241481

1,015881

1,244492

207

1,753001994

-0,59705

0,255735

306

2,228489062

0,154164

-0,47484

410

0,080885468

-1,43533

0,047385

1208

702

3,636090784

1,788739

0,444509

710

2,478267948

1,495826

0,445783

809

4,397367127

1,191062

-0,0549

903

4,033140693

1,048901

-1,42986

1002

0,011107348

1,143247

-1,21206

1207

3,000217553

2,069766

0,64701

1402

3,659761345

-1,11829

-204,891

1511

5,531741366

3,092743

1,089318

1522

1,084834572

1,084835

1,084835

2305

6,660577945

5,778365

6,660578

Source: own calculation, data from EUROSTAT and International Trade Center

In the post enlargement period, positive changes hav been identified for commodity
groups like 102 (live cattle), 103 (live swine), 105 (live chicken), 1207 (other oilseeds). On
the other hand, negative changes have been identified for commodity groups like 204 (live
sheep), 209 (Pork bacon, fat, frash and frozen, 403 (yoghurts).
Further, we analyze the median values for B indexes, as well as the share of B indexes
larger than one (i.e. cases where comparative advantages have been identified).
Based on the data, the conclusion about Slovakia and EU 27 is that no comparative
advantages hav been identified in relation to Russian Federation, regarding the agro-food
trade. The median value of B indexes in both cases is lower than one. Regarding the share of
commodity groups with B larger than one, the largest number of groups have been registered
in 2006, for Slovakia, as well as for EU 27. For Slovakia. from the total number of analyzed
items (204), only 22 had B indexes larger than one. In case of EU 27, out of 277 items only 98
had B indexes larger than one in 2005. These were years where the largest number of
commodity groups with B > 1 have been identified.
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Figure 3: Median and share of the commodity groups with the value B > 1:
Slovak republic and EU 27 to Russian Federation
0,6
0,5
0,4
Values 0,3
0,2
0,1
0

SR share B>1
EU 27 share B >1
SR median
EU 27 median
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Source: own calculation, data from EUROSTAT and International Trade Center
As presented in the figure above, the median value of B indexes for EU 27 has been
increasing since enlargement (2004) but the share of B indexes larger than one has been
decreasing revealing the falling number of commodity groups with comparative advantage.
The numbers for Slovakia reveal no straightforward tendencies: the median values of B
indexes for Slovakia in the pre-accession period were low, in 2004 suddenly it increases
remarkable just to be followed by periodical increases and decreases. The share of groups
with B indexes larger than one shows slightly increasing tendencies or better to say it show
signs of stagnation in the number of groups with comparative advantages in the case of
Slovakia.
The results of regression analysis of agro-trade between Slovakia and EU27 on one
hand and Russian Federation on the other, are presented in the table below:
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Table 3: Stability of the B index between the years 2003 and 2006:
SR, EU 27 with Russian Federation
Russian Federation

Beta

R2

B/R

N

Slovak republic

0,025748

0,003182

0,456456

204

EU 27

0,450525

0,371094

0,739566

277

Source: own calculation, data from EUROSTAT and International Trade Center

The value of β is between 0 and one for Slovakia and EU 27, meaning that in both
cases agro-food commodity groups with comparative advantages have been declining,
revealing declining comparative advantages in agro-trade with Russia. Since the analysis of
the regressor is not sufficient to conclude, as β may be significant while the coefficient of
determination (R2) may be low. So we look at the ratio between β and R, and as it shows
values lower than 1 in both cases, the conclusion is that Slovakia and EU 27, in the post
accession period are loosing comparative advantages in agro-food trade with Russian
Federation.

The Analysis of export comparative advantages of Slovak and EU 27 agro-trade
with Ukraine

In the table below, the most remarkable changes of Balassa indexes are presented:

Table 4: Development of the Balassa index for selected commodity groups:
Slovak republic – Ukraine

1211

Commodity group

B 2006

d06/02

d06/04

105

1746,666129

1607,44477

1424,334593

106

0,15359313

-6,121220211

0,15359313

207

203,2730625

203,167505

202,0106394

303

5,42895218

5,367416461

5,409480017

709

1,73550368

0,046338922

1,348012295

801

614,1754074

-962,9545304

408,1608964

808

42,97303725

-247,9978885

39,81991891

809

219,0847636

210,3018305

194,5751097

810

30,41046033

28,71639434

22,78326076

904

2,618412606

-0,731714112

1,773391539

1601

35,00764005

34,09771882

33,18476512

1804

59232,63751

59232,63751

59232,63751

2106

16,318006

-3,752819907

15,49510981

2204

6,341356998

6,340701947

2,563608414

2205

14,90407264

14,90407264

14,90407264

2208

5,341003098

4,800235803

3,727330223

2401

42,947721

0,575392628

-6,215157953

Source: own calculation, data from EUROSTAT and International Trade Center

In the framework of agro-trade between Slovakia and Ukraine, positive changes have
been identified in the period 2006/2004 comparing to the period 2006/2002 for commodity
groups like 106 (other live animals), 801 (coconuts, other nuts), 808 (apples, pears, etc.), 2106
(other food ingredients). On the other hand, negative changes have been identified for the
commodity groups 2401 (ingredients for soups, bujon, prepared soup homogeneous mix.
Based on the analysis of B indexes for agro-trade between Slovakia and Ukraine
positive changes have been identified for commodity groups like 105 (live poultry), 303
(frozen fish excluding fish fillets and meat, 0304, 1601(sausages, salami, etc.), 2103 (
ingredients for sauces, etc.), 2208 (Ethyl - alcohol <80% of low density alcohol, distilled
brandy. Negative changes have been identified for commodity groups like 203 (pork meat
fresh, frozen), 704 (cabbage, cauliflower, etc.), 705 (lettuce, and other fresh or frozen
1212

vegetables), 712 (dry vegetables, cut or powder), 1805 (cocoa powder without sugar), 1901
(malt liquid), 2309 (animal feed ingredients).
In both analyzed periods negative changes have been identified for the commodity group
1805 (cocoa powder without sugar).

Table 5: Development of the Balassa index for selected commodity groups:
EU 27 – Ukraine
Commodity group

B 2006

d06/02

d06/04

510

2,124454

2,805624

-9,47742

711

1,285424

-1,98274

2,380976

712

2,053784

2,265368

1,602916

804

2,480832

3,520415

2,590699

903

3,181183

3,625669

2,800197

1005

5,666629

10,76362

7,071662

1007

7,506115

8,091394

-3,85276

1514

0,03156

-2,40624

0,021531

1803

7,392275

15,66768

4,249264

1804

3,455533

3,46801

2,742109

2009

1,287367

1,89435

1,114225

2304

7,592467

1,531741

2,020339

2403

0,577668

1,631061

-0,23421

Source: own calculation, data from EUROSTAT and International Trade Center
While comparing Balassa indexes between EU 27 and Ukraine, positive changes have
been identified in the period 2006/2004 compared to period 2006/2002 for commodity groups
711 (temporary conserved vegetables not suitable for consumption), 1514 (rape oil, etc.). On
the other hand negative changes have been identified for commodity groups 510, 1007 (malt),
2403 (other tobacco products and substitutes).
EU enlargement had positive effects on EU 27 exports to Ukraine for commodity
groups 105 (live poultry), 804 (dates, figs, avocado, mango, fresh or dry), 1105 (flour,
1213

cornflakes, potato granules, 1205 (rape seeds), 1517 (butter, animal fats and vegetable oils).
On the other hand enlargement affected negatively the commodity groups 407 (poultry eggs),
510, 1204, 1516 (fats, vegetable oils, etc.)., 2302 (other mills products).
Similarly like in the case with Russian Federation, there have been analyzed data on
calculated medians and the share of B indexes larger than 1 for Ukraine. Even in the case
decreasing comparative advantages on behalf of Slovakia and EU 27 have been identified
toward Ukraine. The value of median for B indexes have been lower than one for every year.
Out of the 204 items of agro-trade between Slovakia and Ukraine, the B>1 have been
identified for 40 commodity groups in 2002, and this was the maximal figure. Out of 276
analyzed items for agro-trade between EU 27 and Ukraine the highest share of B>1 have been
noticed in 2006, the number of groups with comparative advantages was 93.

Figure 4: Median and share of the commodity groups with the value B > 1:
Slovak republic and EU 27 to Ukraine
0,4
0,35
0,3
Values0,25
0,2
0,15
0,1
0,05
0

SR share B>1
EU 27 share B >1
SR median
EU 27 median

2002

2003

2004
Years

2005

2006

Source: own calculation, data from EUROSTAT and International Trade Center

The figure above demonstrates that the median value of B, for Slovakia shows falling
tendencies while the same indicator for EU slightly increases during the analyzed period. In
the same fashion, the share of B>1 falls in the case of Slovakia and slightly increases for EU
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27.

In the table below the results of the regression analysis in the case of Ukraine are
presented:

Table 6: Stability of the B index between the years 2003 and 2006:
SR, EU 27 with Ukraine
Ukraine

Beta

R2

B/R

N

SR

1,499337

0,001939

34,04518

204

EU 27

0,066084

0,013946

0,559584

277

Source: own calculation, data from EUROSTAT and International Trade Center

In the case of Slovak agro-export to Ukraine the value of β is larger than one, meaning
that the number of commodity groups with B > 1 at the beginning of analyzed period are
supposed to increase over time. The ratio β/R is larger than one, meaning that Slovakia agrotrade specialization toward Ukraine has been increasing, and so does its competitiveness on
the field.
In the case of EU 27 the value of β is lower than one, meaning that the number of
commodity groups with comparative advantages at the beginning of analyzed period, has been
decreasing. The ratio of β/R is lower than one, i.e. β < R, meaning that the EU 27 agri-food
trade specialization toward Ukraine has been decreasing, so that its competitiveness in the
Ukrainian market is falling.

As shown also in the table below (where a summary of regression analysis is presented) we
can characterized the agri-trade between Slovakia and EU27 with Russia as well as the agritrade of EU 27 with Ukraine do RF as trade of decreasing specialization. The situation is
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different only in the case of agri-trade between Slovakia and Ukraine.

Table 7: Structural stbility of trade specialisation
Country

SR

EU 27

Indicator

Russia

Ukraine

R2

0,003182

0,001939

Beta

0,025748

1,499337

B/R

0,456456

34,04518

R

0,056409

0,04404

R2

0,371094

0,013946

Beta

0,450525

0,066084

B/R

0,739566

0,559584

R

0,609175

0,118094

Source: own calculation, data from EUROSTAT and International Trade Center

Conclusion:

Among the most important agrigultural products in Ukraine could be ranked cereals, sunflwer,
sugar beet,vegetables, beef meat and milk.
The agricultural exports are mainly concentrated on 3 main commodities representing 60% of
total agricultural exports. These commodities are cereals, animal fat and vegetable oil. The
most important imported commodities are tobacco, food ingredients, cocoa and its products.
The most important trade partners are CIS, EU 27 and Asian countries.
EU27 is the main supplier of agri-food products for Ukraine, followed by CIS. EU exports to
Ukraine mainly, food products, tobacco, meat and meat products, while CIS exports meat, fish
1216

and milk products, alcohol and non-alcoholic beverages, sweet and candies. Asian countries
export to Ukraine mainly animal fats and vegetable oils, as well as fruits and vegetables.

Slovak agri-food exports to Ukraine in the post EU enlargement period have been falling,
imports too. It is interesting to notice that the highest exports value have been registered in
2006 but has been falling since then. In general, Slovak agri-food trade balance with Ukraine
is positive.

The main agri-food exporter to Russian Federation is EU. Russia is the third most important
trade partner for EU. Russia exports to EU countries mainly raw material and agricultural
products.

Slovak agri-food exports to Russian Federation has been falling since 2004 while imports
have been increasing since accession.

Based on the results of the analysis of Balassa indexes, the largest number of commodity
groups with comparative advantages regarding Slovakian trade with Russia has been
identified in 2006. For 22 out of 204 agri-food commodity groups, comparative advantages
have been revealed, while in the case of EU 27, for 98 groups out of 277 comparative
advantages were found.

The median value of Balassa indexes for the agri-trade between EU 27 and Russia has been
increasing since the enlargement wave in 2004. Slovakian median was at a low level in the
pre-accession period, it increased in 2004 to fall again in the post-accession period.
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Based on the regression analysis of Balassa indexes one can conclude that the degree of
specialization in the agri-trade between Slovakia and European Union in one hand, and Russia
in the other has been decreasing. The number of commodity groups with a comparative
advantage has been reducing since enlargement. It is interesting to notice that the
competitiveness of Slovakian and EU 27 agri-food commodities in the Russian market has
been falling since accession.

Similarly in the article we analyze the situation of agri-trade with Ukraine. Based on the
results of the analysis of Balassa indexes, the largest number of commodity groups with
comparative advantages regarding Slovakian trade with Ukraine has been identified in 2002.
For 40 out of 204 agri-food commodity groups, comparative advantages have been revealed,
while in the case of EU 27, for 93 groups out of 276 comparative advantages were found in
2006.

The median value of Balassa indexes for the agri-trade between EU 27 and Ukraine has been
slightly increasing since the enlargement wave in 2004, while the Slovakian median has been
decreasing.

Based on the regression analysis of Balassa indexes one can conclude that the degree of
specialization in the agri-trade between Slovakia and European Union in one hand, and
Ukraine in the other had different developments. In case of Slovakia, the number of
commodity groups with a comparative advantage has been increasing while for EU 27 they
have been decreasing. The preliminary conclusion is that the competitiveness of Slovakian
agri-food commodities in the Ukrainian market has been slightly increasing since accession,
while to the contrary, EU 27 shows opposite tendencies.
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THE ROLE OF INDUSTRIAL RELATIONS IN
GLOBALIZATION
J. K. Sharma1
1

Seth Moti Lal Post Graduate College, India

As in a civilized society relations among human beings determine the quality of society,
industrial relations in an industrial organization vitally spell out the success or unsuccess of that
organization. In fact, Industrial Relations generally imply the relationship between the
management and the organized labor in an industrial organization or within an industry. In this
fast developing world industrial progress is a synonym for material well being of a country. For
this industrial relations are of utmost importance. It has been pointed out by few management
experts like that Bethel, Atwater, Smith& Stackman state that industrial relation is that part of
management which is concerned with the manpower of the enterprises(1). “Industrial Relations is
an art, the art of living together for the purposes of productions”(2). The relationship can either
be cordial or otherwise, depending upon the attitudes and approaches of the people concerned.
Attitudes and approaches of the management and those of workers, possibly represented by trade
unions, can be complex and diverse. Dunlop attests that the industrial societies necessarily create
industrial relations defined as the complex of inter-relations among workers, managers and the
government.(3)Thus , Industrial Relation is the composite result of the attitudes and approaches
of the employers and employees towards each other with regard to planning, supervision,
direction and coordination of the activities of an organization with a minimum of human efforts
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and frictions with an animating spirit of cooperation and with proper regard for the genuine well
being of all members of the organization.(4)
Hence, Industrial Relation is the relation in the industry created by the diverse and complex
attitudes and approaches of both the management and the workers or employers and employees in
the connection with the management of the industry. The attitudes of both workers and
management influence each other and determine natural relationship. However, it should be
noted that industrial relation is not a simple mutual relationship. It is a set of functional inter
dependence which is influenced by various factors, say, economic, social, psychological,
technological, political occupational etc.

Importance of Cordial Industrial Relations in the Globalization

The healthy industrial relations are key to the progress and success. Their significance may
be discussed in an era of Globalization as under –
Uninterrupted production – The most important benefit of industrial relations is that this
ensures continuity of production. This means, continuous employment for all from manager
to workers. The resources are fully utilized, resulting in the maximum possible production.
There is uninterrupted flow of income for all. Smooth running of an industry is of vital
importance for several other industries; to other industries if the products are intermediaries
or inputs; to exporters if these are export goods; to consumers and workers, if these are
goods of mass consumption.
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Reduction in Industrial Disputes – Good industrial relations reduce the industrial
disputes. Disputes are reflections of the failure of basic human urges or motivations to secure
adequate satisfaction or expression which are fully cured by good industrial relations. Strikes,
lockouts, go-slow tactics, gherao and grievances are some of the reflections of industrial
unrest which do not spring up in an atmosphere of industrial peace. It helps promoting cooperation and increasing production.
High morale – Good industrial relations improve the morale of the employees. Employees
work with great zeal with the feeling in mind that the interest of employer and employees is
one and the same, i.e. to increase production. Every worker feels that he is a co-owner of the
gains of industry. The employer in his turn must realize that the gains of industry are not for
him along but they should be shared equally and generously with his workers. In other words,
complete unity of thought and action is the main achievement of industrial peace. It increases
the place of workers in the society and their ego is satisfied. It naturally affects production
because mighty co-operative efforts alone can produce great results.
Mental Revolution – The main object of industrial relation is a complete mental
revolution of workers and employees. The industrial peace lies ultimately in a transformed
outlook on the part of both. It is the business of leadership in the ranks of workers, employees
and Government to work out a new relationship in consonance with a spirit of true
democracy. Both should think themselves as partners of the industry and the role of workers
in such a partnership should be recognized. On the other hand, workers must recognize
employer’s authority. It will naturally have impact on production because they recognize the
interest of each other.
Reduced Wastage – Good industrial relations are maintained on the basis of cooperation
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and recognition of each other. It will help increase production. Wastages of man, material and
machines are reduced to the minimum and thus national interest is protected.

Thus, it is evident that good industrial relations is the basis of higher production with
minimum cost and higher profits. It also results in increased efficiency of workers. New and
new projects may be introduced for the welfare of the workers and to promote the morale of
the people at work. An economy organized for planned production and distribution, aiming at
the realization of social justice and welfare of the massage can function effectively only in an
atmosphere of industrial peace. If the twin objectives of rapid national development and
increased social justice are to be achieved in the Globalization era , there must be harmonious
relationship between management and labor.

Labour Reforms’ Pre- conditions

There is a strong clarion call from India’s strongest and influential quarters– the CII on the
need to update the labour laws in vogue. One of the chief reasons given for the need for
labour reforms is that many of the labour laws are quite irrelevant and do not reflect the
requirements of the day. It must be admitted that there is much substance in this argument.
The Industrial Disputes Act, the Trade Unions Act, among many others was authored in a
time period when concepts like liberalization, globalization or privatization were not even
fully understood, let alone practiced. A casual glance at the years in which these legislations
came into existence, makes one wonder why there has been a complete neglect in updating
these important legislations. True, there have been some attempts to bolster up the weaker
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sections of these legislations by various amendments from time to time. But, that cannot be
construed as good enough. Before going on to the issue of Labour reforms, one has to take
stock of
the recent developments in the industrial world. The developments are truly stupendous and
mind boggling. Technology, business models, the size of business, the complexities of a
global market, governmental requirements, the society as a stake holder are all challenges the
modern industry has to contend with. Therefore, there is much justification on the part of the
industry leaders asking for “legitimate space” to operate. All systems that need to be
developed and put in place have got be done without any further delay. Definitely, labour
reforms is one issue that needs urgent attention. As we discuss this issue, comes in the news
that in 2050 India will overtake Developed Nations. 2050 is not really that far off and the
question is - are we prepared for this quantum leap? It is now sufficiently established that
there is a legitimate need for all round reforms – especially in the area of labour reforms. But,
one has to proceed with caution in understanding what impact these labour reforms are
expected to have. There is an unfortunate tendency to copy anything western, especially
American
when it comes to labour management. In business schools, young managers are briefed about
the ‘bold’ move of AT&T in terminating the services of employees by the thousands, on one
single day. What is conveniently forgotten is that ‘May Day’ and the accompanying
legitimacy for worker rights came from these countries. It is also unfortunately forgotten that
these countries have more stringent labour laws than many socialist countries – case in point,
the minimum wages that are in vogue, the social security systems in place, etc. The more
glaring mistake is in not understanding the differences in socio economic conditions that
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prevail in India and the other ‘model countries’. If today, the developed countries have given
their industry leaders so much space, it is after having ensured that the social fabric is strong
enough to support the vagaries, uncertainties and imponderables of development. By no
stretch of imagination can we term India ready for these sweeping changes. Every step
forward will have to factor in the unique conditions that prevail in this vastly diverse and
complex country. There is no need to go into the micro details of the labour reforms. What,
however, is required is a detailed discussion on the impact of the intended labour reforms and
then decide on what reforms are appropriate for our economy. Agreed, we need reforms. But
every reform should make the playing field more even for all the players. Lame and
unsustainable arguments of profits, economics or sustainability cannot justify fleecing the
labour force. There are enough case studies to prove the death of organizations is more due to
poor management rather than labour unrest. The only litmus test needed to accept the merit of
the intended reforms is - does it compromise on the welfare of employees? The resultant
answer would determine the need for such reforms. There is already a great share of
controversies that need to be resolved before deciding on adding a few more to the inglorious
list. Take for example; the ILO recognizes the right of employees to organize themselves and
to even strike work.
The way forward could be by judiciously adopting the following steps:
1. Change in perception: that is the immediate requirement of the day. Of course, the first
initiative has to come from the industry. Talking to HR managers across the country, one is
amazed at the rigid picture that they have etched in their minds about the role of trade unions
and unionists. True, there is a lot of sense and truth in their argument. But that is the
challenge! Doing away with trade unions is not the answer, because that would go against
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natural justice. Even if one can imagine, a situation where there are no trade unions and no
protective legislations, can we let the fate of an entire labour force hang on the fickle thread
of hope that the industry would treat its employees fairly? What is the guarantee that this
system of implicit and explicit faith would not be mismanaged by the industry? Enron, Union
Carbide, etc are names and images that cannot be conjured away easily. What is sauce for the
goose is necessarily sauce for the gander. The change in mindset has to come in terms of
extending the trust radius to include employees in the main stream activities of the
organization and simultaneously, engaging in serious confidence building measures like
promoting transparency, equity and a sense of fair play.
2. Educate the workforce: Having acknowledged the workforce as equal partners, it is
imperative that they be educated on the emerging requirements of coexistence. A quick look
at the emerging software and IT industry reveals the low level of unionization present there.
The education did not take place inside a class room; rather it is seen in the tangible benefits
enjoyed by the knowledge worker. However, different methods needs to be adopted for
different industries and workforces.
3. Float the idea: The idea of reforms can mean different things to different people. The
industry, simply for the reason it initiated this debate, will have to clarify what it expects
from these reforms. It has to necessarily spell out the positive and negative outcomes that the
workforce can expect from
these intended reforms.
4. Invest in the future: the journey is going to be long and hard. Labour Reforms is not an
easy task. The first ‘go ahead’ has to come from the labour force itself. Convincing them of
the need for reforms is the first step. Gaining their confidence and acceptance comes
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gradually and in small increments (considering the less than conducive relationship
prevailing). Initial failures should not derail the process. Much needs to be invested in terms
of goodwill gestures, tangible benefits, safety networks,
etc before any significant improvements can be expected. Until then, patience and
perseverance should be the guiding principles.
To conclude, every reform envisioned should aim at inclusive growth. That is the need of the
hour for a resurgent and resilient Indian economy. We have enough examples to learn from
around the world on how such inclusive growth can be ensured Let us take up the right
models.

The Determinant of Industrial Relations

It is true that industrial relations can perform a number of functions and their scope and effects
can be wide spreads and far reaching. Good industrial relations, not only maintain cordial
atmosphere in the industry, but also facilitate production and industrial growth. They also
safeguard the rights of the workers and the prestige and interest of the management. The three
parties who are primarily concerned with industrial relations and whose interaction will
determine the shape of industrial relations are the employers of the management, the workmen
and their trade unions and the Government. Good labor- management relations depend on
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employers and trade unions being able to deal with their mutual problems freely, independently
and responsibly. The trade unions and employers and their organizations are desirous of resolving
their problems through collective bargaining though in resolving such problems the assistance of
appropriate government agencies might be necessary in public interest. Collective bargaining,
therefore, is the corner stone of good relations and hence, the legislative framework of industrial
relation should aid the maximum use of the process of mutual accommodation. The workers’ and
employers’ organizations should be desirous of associating with the government agencies in
consideration of general, social and economic measures affecting employers’ and workers’
relation. It cannot be ignored that the governments make certain possible efforts to establish an
effective and universal labor management relations in India. An analysis of the roles played by
the management, the trade unions and the government may reveal how their interactions
influence industrial relations and what are the factors which cause impediments in the
maintenance of cordial industrial relations.(5)

The Role of Management

For peaceful industrial relations, it is primarily essential that a management should have
progressive outlook and democratic approach. Autocratic approaches, rigid and prestigious
attitude on the part of the management and fragmentation have been the fundamental causes of
most of the industrial strife .In many cases the role management has led to serious industrial
unrest. Many employers are still reluctant to recognize the role of employees as partners in a
common endeavour, rather they have developed a superiority complex and consider it below their
dignity to sit around the conference table and discuss to settle the disputes with the people whose
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hands and clothes are soiled, bearing the mark of their hard labor. Even genuine disputes are not
settled in a spirit of accommodation but dilatory tactics are employed to keep settlement in
abeyance through the delays in the process of conciliation, adjudication and writes to courts
leading to the resentment amongst the workers.
Even when collective bargaining is resorted to for settlement of disputes, the representatives of
the management are not vested with adequate authority to decide the demands at the bargaining
table, making the whole process a farce and causing a credibility gap in the minds of the workers.
Many management have not instituted a regular procedure for redressal of grievances arising out
day to day matters with the results that minor irritants continue to pile up the entire work
environment. Many management are totally oblivious to the basic human needs to the workers
and their aspirations, their need for security, provision of basic amenities, prospects for career
growth recognition of good work etc, leading to an estrangement between the workers and the
employers. Thus, progressive outlook and democratic approach towards workers are needed for
cordial relations and this can play vital role in maintaining industrial peace.

The Role of Trade Unions

It has been noted that despite some of its similarities with other organizations, a trade union is
different in its own way, in terms of internal organizational dynamics. The uniqueness of trade
unions seems to rest on the fact that although they are formed by workers, they themselves pose a
threat to their very survival. No other organization seems to suffer from this paradox.(6)The fact
that democracy is a key input for union organization and that it finds a ready place in relatively
small unions because of active membership participation, need not, however, encourage one to
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advocate that small unions be operated in industry. Having too many small unions has its obvious
limitations. Fragmented trade union movement in the country is an important factor which gives
rise to many industrial strifes in the country. The multiplicity of trade unions with different
political ideologies and inter and intra union rivalries have vitiated the work environment with
each union vying with the other for the predominant place in the industrial establishment. The
problems of multiplicity of unions at both the plant and the industry levels have posed a serious
threat to the maintenance of industrial peace and harmony in India.
In India, the prevalence of outside leadership, the apathetic and non-committed rank and file, the
existing loopholes in labor legislation and the national trade unions altogether different political
ideology and orientation, are acting together as major forces to boost up the numerical growth of
Indian trade unions. The mushroom growth and multiplicity of trade unions are attributable to the
provision of the Trade Union Act, 1926, whereby any seven persons in an organization can form
a trade union and raise industrial disputes. The above factor is further compounded by the
affiliation of the various trade unions of different political parties with each politician trying to
carve out an important place for occupying a position of influence for him. Quite often the
management becomes the worst victim of these fending trade unions and their vested interest. In
recent years a new development has appeared on the horizon of trade unions and that is the
growth of many parochial unions along linguistic, regional and individualistic lines, vitiating the
entire socio-economic and industrial atmosphere. Lack of education and leadership among the
workmen leads to vesting leadership of trade unions in the hands of persons who are aliens to the
industry and the role of such leadership has generally been detrimental to harmonious industrial
relations despite the fact that the Government is spending immense amount of money on workers
education. It can undoubtedly be realized that trade unionism has a constructive role to play in the
1233

industrial relations scene of the world. We cannot ignore the role of trade unions in industrial
harmony.

The Role of Government

The pattern of labor- management relations in India has increasingly been structured by the
government. “In India the Government has been playing, particularly after Independence, a
comprehensive and dominant role in shaping the pattern of industrial relations”(7)
The difficulties in developing a committed industrial labor force, the rivalries and weaknesses of
the Indian trade union movement, the failure of many Indian and foreign employers to deal fairly
with workers or constructively with trade unions, and the resultant labor discontent and strife
have encouraged government intervention in order to contain, channel and redirect incipient and
actual labor protest. Increasingly, planning objectives for rapid economic development have been
given priority and the pattern of labor management relations has been expected to conform these
objectives. Government was not always so active in guiding labor management relations in India.
Before Independence, or at last before the war, the role of the government was passive, as it will
be seen in a brief examination of labor legislation prior to 1947. But, faced with the problems of a
new nation and post-war labor unrest, government became an active intervener with passage of
number of new laws, beginning with the Industrial Dispute Act of 1947.
In the mixed economy we have in this country, the state has now emerged as a big employer. One
significant aspect of its role is to evolve norms or standards through tripartite forums to act as
guidelines for shaping industrial relations. The Government also accepts the responsibility of
ensuring conformity to these norms through the administrative and judicial machinery. This is a
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direct form of intervention, for the state enacts legislation and also assumes the responsibility of
implementing substantive and procedural laws.
The Government’s industrial relations policy is part of its broader labor policy, which has been
stated by the National Commission on Labor in terms of its main postulates. The main tenets of
the policy are:
Primacy to the maintenance of industrial peace ;
Encouragement of mutual settlement, collective bargaining and voluntary arbitration;
Recognition of the worker’s right to peaceful direct action, i.e. strike; and
Tripartite consultation.

The State intervention primarily aims at preserving industrial peace and has, therefore, focused
attention on (1) the avoidance of industrial disputes and (2) an expeditious settlement of
industrial disputes when they do arise. The State has done little in India about the positive aspects
of labor relations, such as encouraging the growth of strong and effective trade union movement
by providing for trade union recognition, by promoting a stable relationship between the parties
by fostering the growth of collective bargaining. Though its policy pronouncements, considerable
importance is assigned by the Government to building up of a stable bipartite relationship
between the management and the labor, the machinery for settling industrial disputes by the
Government intervention is often pressed into action in preference to the method of bipartite
negotiations and collective bargaining. Only about 25 percent to 28 percent of the disputes are
resolved through mutual settlement.
The adjudication and the other regulative aspects of the role of Government continue to form the
core of industrial relations in India. Although compulsory adjudication and extensive public
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regulation of labor management relations constitute the corner- stone of the Indian industrial
relations system, it is clear that the government authorities place great deal of importance on the
development of stable bipartite relationships between the labor and the management. Inevitably
the progress is slow, and this justifies the additional steps to train and to improve the quality of
unions and managements. (8)
Thus, The Government can enact legislation to curb the menace of industrial disputes in India or
elsewhere.

Industrial Relations in Public Sector

After Independence, India adopted mixed economy, which consists of Private and Public Sector.
The industrial policy has laid emphasis on optimum utilization of installed capacity and
expansion of industries as part of a wider strategy for the revival of the industrial economy. The
development of Public Sector has been one of the main objectives of priority in our industrial
policy.
In India, even today an era of privatization, Public Sector has been playing a very significant role
in the development of basic industries. Before 1991 in India, the Railways, Post and Telegraph,
Air Transport, Banking, Insurance and many basic industries were in Public Sector and in its
monopoly. Thus, before 1991, the Public Sector was the largest employer in India and Private
Sector employed only a little percent of labor force in India.

CENTRAL PUBLIC SECTOR ENTERPRISES in India
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There were 242 Central Public Sector Enterprises (CPSEs) under the administrative control of
various Ministries/ Departments as on 31.3.2008. The cumulative investment (paid-up capital
plus long terms loans) in all the CPSEs stood at Rs. 4,55,409 crore as on 31.3.2008. The largest
share in this investment belonged to the service sector (40.40 per cent) followed by electricity
(27.95 per cent), manufacturing (22.23 per cent), mining sector (8.83 per cent) and agriculture
(0.04 per cent). The remaining 0.55 per cent belonged to CPSEs under construction. While
‘investment’ in all the CPSEs grew by 8.31per cent in 2007-08 over 2006-07, capital employed”
in all the CPSEs went up by 15.63 per cent during the same period (Table 8.19). A great deal of
investment in CPSEs is being made through internal resources rather than through investment
from outside.
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Diagrame:1 Pie Diagram of cumulative investment (paid-up capital plus long terms loans) in the Public Sector as
on 31.3.2008 done By the Government of India
(Source: Economic Survey-2008-09)

To provide level playing field with the private corporate sector, the Government has delegated
enhanced financial and operational powers to the Navratna, Miniratna and other profit making
CPSEs. National Aluminium Company Limited (NALCO), National Mineral Development
Corporation Limited (NMDC), Power Grid Corporation of India Limited (PGCIL), Rural
Electrification Corporation (REC), Coal India Limited (CIL) and the Shipping Corporation of
India Limited (SCI) have been granted Navratna status in 2007-08 raising the total number of
Navratna companies to 18. Eight more CPSEs, namely, the Airports Authority of India,
Broadcast Engineering Consultants of India Limited, Cochin Shipyard Limited, Hindustan
Copper Limited, Indian Railway Catering and Tourism Corporation Limited, Mishra Dhatu
Nigam Limited, National Hydroelectric Power Corporation Limited and Satluj Jal Vidyut Nigam
Limited have been granted Miniratna status, raising the total number of Miniratna CPSEs to 56.
(9) The Public Sector had employed 54.65 percent of the total labor force in India in the year
1961 which had marked growth to about 70 percent in 1985. It is however a well known fact that
private sector employed only a little percent of labor force in India before 1991. The major share
of the public sector employment is in the “services”, 81.49 in 1985 following transport and
communication, 29..07 and the third comes, manufacturing 17.60. While Service forms the major
share of employment in the Public Sector, manufacturing is the most potential area of
employment in the private sector in India. This is, perhaps, the major deviation of employment in
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the public sector compared to the private sector. Materially the industrial relations pattern may
reveal a little deviation in the public sector.

Disputes in India Before 1990

The Table 1.1 indicates the number of disputes, man days lost and value of production lost in
public sector and private sector. The table analyses the number of disputes to be found more in
private sector than that in public sector. But there was increasing trend of disputes in public
sector after 1976 than the private sector. The value of production lost and man days lost also
indicate the same trend i.e. increasing trend. Thus, comparatively the public sector has greater
cordial industrial relations than that of private sector.

Table 1.1 The Number of Disputes, Man days Lost And Value of Production
Lost

No. of Disputes

Man Days Lost

Year

Wage Lost

Value of Production

(Rs. in Crores)

(Rs. in Crores)

Public

Private

Public

Private

Public

Private

Public

Private

Sector

Sector

Sector

Sector

Sector

Sector

Sector

Sector
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1976

153

1306

872

11874

0.70

11.63

4.00

88.31

1977

663

2454

4471

20849

4.56

17.24

35.42

249.06

1978

947

2240

4348

23992

5.69

19.21

48.02

237.30

1979

1071

1977

7655

36198

10.15

35.99

58.54

384.48

1980

968

1888

4134

17791

6.52

21.04

33.04

264.10

1981

707

1882

10006

26517

25.86

20.97

337.52

291.24

1982

799

1684

10360

64254

7.60

25.65

74.48

349.69

1983

884

1604

4453

42406

7.22

42.83

31.95

398.12

1984

592

1502

7871

48154

18.02

49.18

56.40

471.66

1985

401

1354

3202

26037

4.84

31.56

29.06

345.46

1986

389

1503

2572

30176

6.11

39.20

40.06

783.52

1987

422

1357

5237

30121

10.26

43.62

108.25

531.43

1988

564

1181

6633

27314

15.46

46.49

71.62

622.62

1989

361

659

2937

12244

14.15

10.56

65.04

218.43

Source: Indian Labour Year Books and Economic Survey 1991-92

On the basis of above table we can conclude that private sector has more industrial disputes than
public sector before 1990. Even though Man days Lost in public sector were not very
conspicuous as compared with the same in private sector, productivity has been lesser in many of
the public sector units as compared to private sector. In fact, many of the public sector enterprises
have been running in loss. Besides Man Days lost there are certain other variables that affect the
production potentialities in the public sector. In fine, industrial disputes take a peculiar shape in
the public sector. Rather than resorting to direct strike,trade unions in public sector adopt certain
other strategies like, “go slow”, “tool down”, “pen down”, “work to rule” and so on. Which do
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not affect the formal attendance but actual productivity suffers. In the private sector trade unions
resort to direct action like strike than go slow, tool down etc.
Thus, Industrial Relations in Public Sector Units are peaceful. National Commission on Labour
observed, “It is equally necessary to caution that the public sector can not reach the position
required of it by the effort of management alone. There has to be responsible cooperation from
labor as well. If a model employer is the obvious side of a coin, the “model worker” is its reverse.
One cannot exist without the other”.(10) Thus, the labor force are equally responsible for mutual
cordial industrial relations and, they should continue to cooperate with the management for the
betterment of industrial health and the affluence of our national economy. It will be finally
accepted that a harmonious relationship between the management and the workers will go a long
way in bringing about a better climate for the functioning of industries in India. This will also
save a lot of waste in this field caused through disharmony between the management and the
labor.

Disputes in India After Globalization Policy

The number of industrial disputes in country has shown slow but steady fall over the past ten
years. In 1998, the total number of disputes was 1097 which fell by more than half to 440 in
2006.It is being estimated that this trend will continue in 2007 as well. To support this, only 45
cases of disputes have been recorded during the first four months of 2007. This significant
decline is attributed to the serious attempts made by industries to improve industrial relations
with their workers. However, a deeper look at the data reveals that the number of mandays (i.e.,
the industrial unit of production equal to the work one person can produce in a day) lost due to
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disputes has not come down as significantly. The country, on an average, lost 25.4 million
mandays of work annually between 1998 and 2006, which might have affected its industrial
output.
More than 2.14 lakh man days were lost due to work stoppages in 23 industrial disputes during
January to March 2007. Though there has been a decline in the number of strikes, the country still
witnessed some major strikes between 2004 and 2006, like those in Honda, Escorts, Apollo, and
Skumars factories and in SBI bank.

Source: industrialrelations.naukrihub.com

Table 1.2 Comparative Study of Industrial Disputes in Public and Private Sector
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Source: industrialrelations.naukrihub.com

On analyzing the data sector wise, it is clear that the private sector has witnessed greater number of
disputes as compared to the public sector. In 2005, only 57 disputes were recorded in public sector which
resulted in a wage loss of 79 Crores. In contrast to this, 399 disputes were recorded in the private sector. In
the recent past, maximum number of disputes has been recorded in the manufacturing, agriculture and
mining and quarrying industries.

Conclusion

What is more important, however, is not the absolute number of disputes as such but magnitude
thereof as measured by the number of mandays lost. There have been serious causes of industrial
disputes in the past in the public sector , involving a large number of workers and a loss of lakhs
of mandays. Railways, Air India, Post and Telegraph, Steel units and many others have
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experienced long strikes in the recent past. The major industries which account for considerable
loss of man-days in the public sector in India are generally transport and communication,
electricity, gas, water, and sanitary services; mining and quarrying; and manufacturing, whereas
in the private sector, manufacturing industry alone accounts for about three-fourths of the total
mandays lost during a particular year.
An analysis of the industrial disputes reveals that the number of formal disputes in public sector
is fewer than private sector. It goes to support that wages and personnel reasons have been the
most important causes. Other reasons are also equally important such as intra-union
rivalries.Thus; Industrial Relations in Public Sector Units are peaceful. For this the management
and the workers are equally to be credited. As Prof. J.S.Mathur has rightly pointed out that
“Society cannot allow workers and management to follow the law of jungle”.(11)

It goes without saying that harmony and cohesion determine the success of an organization. It is
true for all times that no organization can function effectively if there are constant strifes and
turmoils between the management and the labor. It is impossible to introduce any innovation or
effect any productivity improvement exclusively through the various industrial engineering
techniques. Looking at Industrial Relations, therefore, from a broader national and economic
view point, it is an important pre-requisite for national and economic growth of a country. One of
the major problems of a developing country is to increase the per capita income of the population
through the rapid industrialization as well as through the improvement in agricultural field.
Industrialization will solve unemployment problems in developing countries and will help in
achieving a better standard of living.
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This survey is aimed at studying the industrial relations in the public sector in India. Several
difficulties were noticed in the course of the study regarding the behavior of employers, workers,
union leaders and government officials. It never remained lower than 30 per cent, it has shown
an increase to 37 per cent in the last decade. 'Personnel' and 'retrenchment' is another cause of
industrial disputes, through it has declined from 29 per cent to 25 per cent. The 'bonus' is another
cause, under which the disputes, the inter-union rivalry is important though the proportion has
come down from 30 to 20. However, it may be noted that the most important cause has been the
economic condition.

However, Industrial relations in public sector are cordial comparatively private sector but not
very cordial. The reason being:

(i) Much importance is not assigned to implementation of the various tripartite and other
agreements promptly by the management, as it is not a party to these.
(ii) Though most of the public sector enterprise’s bosses are often good administrators but as they
have failed as successful business managers with requisite ability and skill in general and
personnel manger techniques.
(iii) Bureaucracy, red-tapism, corruption and evasion of responsibility are also responsible for
good labour-management relations.
(iv) By virtue of political affiliations trade union problems are usually discussed with the
respective managements. In such a process, the managements of the units become ineffective and
demoralized which affect the personnel and industrial practices of the enterprises.
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(v) The Government interference in these enterprises also fuel to the fire, and the workers
become indisciplined.

Suggestions have, therefore, been made here to improve the industrial relations between the
management and the labor and to avoid strikes in the public sector as well as in private sector.
The following remedies may be useful in globalization era:
The Government should not take the recognition back at the time of strike and should come
forward for the discussion of the demand.
An effective two way channel of communication should be developed in the undertakings to
ensure that workers grievances are communicated to the authorities and that the workers
understand properly the causes and purpose of the orders issued by the officers. Though, there is
proper down-ward communication in the Public Sector, there is greater need to improve upward
communication. This may be effectively done by the introduction of a new suggestion scheme to
develop the innovation ideas of the employees in this globalization era.
By delegating authorities to workers and by workers’ participation in the management, the
problem of low standard of workers and maintenance of discipline can be solved. This will
increase efficiency of workers and will create common interest in the work.
Proper social security schemes should be implemented.
To solve the problem of multiplicity of trade unions which exist in many public sector, the
management should recognize a majority union as a bargaining agent in the public sector. It must
be decided by a proper procedure and with the assistance of labour commissioner.
Mostly disputes arise in the public sector due to wages. This economic cause of dispute can be
removed, to a large extent, by enforcing minimum wages and thus ensuring a reasonably decent
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standard of living for the workers by enacting rules and regulations and enforcing social security
measures.
Lastly, it may be suggested that an organization must be innovative and should follow the policy
of self renewal and personnel audit in this globalization era. It is earnestly hoped that the
management would look into the possibility of introducing the suggested reforms for the
betterment of the corporate image of public sector. A single remedy cannot solve the entire
problem so, all remedies should be taken into consideration as required by the situation. Further,
it should not be forgotten that a labor-management relations would be successful only if it
succeeds to ensure the devotion of both the components: the employers and the employees. A
harmonious equation between the management and the workers is the backbone of success of an
industrial organization. If the employers are imaginative and humane, the employees are bound to
respond favorably.
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The use of EAGGF interventions for Increasing the
Competitiveness of Agricultural Sector in SR

P. Schwarcz1, L. Schwarczová1
1
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Abstract: The paper evaluates the impact of EU structural policy on competitiveness of
agricultural farms in Slovakia. Based on the official data the amount of EU financial support
for agricultural sector in Slovakia for the period 2004-2006 created supplementary financial
sources for the farmers in Slovakia in amount of more than 10 bill. of Sk. The highest
amounts of financial sources were spent in agricultural farms in regions of Banska Bystrica
and Nitra. Due to these facts the financial sources represent the supplementary support in
agricultural sector so we can state that they contribute to the increase of competitiveness of
agricultural farms in Slovakia.

Key words: Agriculture, structural policy, EU funds, agricultural farms

Introduction:
During shortened program period 2004-2006, in Slovak Republic the financial support for
agriculture and rural development was realized by European Agricultural Guarantee and
Guidance Fund (EAGGF) through Operational Programme Agriculture and Rural
Development (OP ARD). EAGGF was one of four structural funds for the 2000-2006
programming period in EU.
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Material and methods:
The research on the use of the EAGGF interventions related to the increase of the
competitiveness of agricultural sector in Slovakia was based on the analysis of databases of
the Ministry of Agriculture of the SR and the Agricultural Paying Agency of the SR (APA
SR). Comparative and analytical methods were used for the assessment of the databases in
order to explore the impact of 2004-2006 agricultural and rural development projects for all of
the Slovak regions (NUTS III level) by the use of the statistical data processing.

Results and discussion:
OP ARD together with National Development Plan of SR (NDP) was geographically oriented
on Convergence Target areas (all Slovak counties except Bratislava county).
The target of OP ARD and NDP was to improve multifunctional agriculture and sustainable
development of rural areas and specific (strategic) targets were:
•

increase of agricultural production effectiveness while taking focus on environmental
protection and animal welfare, improving the processing structure of agricultural and
fish products, ensuring the alimentary quality;

•

improving the quality of rural life through increase of living standard, creation of
better social environment and development of rural activities;

•

enhancement of present situation in land fragmentation;

•

increase of capacity through vocational education.

two priorities In frame of OP ARD were defined. First one supports “productive
agriculture” and the other one was merged with “rural sustainable development”. To achieve
the defined goals there were set seven measures and 6 sub measures:
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Table 1: OP ARD Priorities and measures
Priority 1 – Productive Agriculture Support
Measure 1.1

Investments into agricultural firms

Measure 1.2

Improvement of processing and marketability of agricultural products

Priority 2 – Support of sustainable rural development
Measure 2.1
Sub Measure 2.1.1

Sustainable forestry and forestry development
Investments to improve and rationalization of forest cultivation and
protection, wood harvesting, primary processing and raw wood sale and

Sub Measure 2.1.2

Public beneficial investments (nonprofit investments)

Measure 2.2

Fishery (financed from FIFG)

Sub Measure

Fish processing and fish products publicity

Sub Measure 2.2.2

Aquaculture

Measure 2.3

Supporting the adaptability and development of rural areas

Sub Measure 2.3.1

Land modifications

Sub Measure 2.3.2

Diversity of agricultural activities

Measure 2.4

Education

Measure 2.5

Technical Assistance

Source: Ministry of Agriculture of the SR

In OP ARD (2004-2006) were contracted sources in amount of 10 billion Sk which are the
contribution from structural funds and Slovak state budget. These sources are only subsidies
to final benefiviaries who have to use their own sources to cover all the eligible costs. Data
about proposed and accepted projects are shown in the Table 2.
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Table 2: Implementation status of structural funds in particular Slovak counties up
to 28.2.2010
Contracted application for nonrepayable financial subsidies
Co financing from SF
Number of
County

Priority

and Slovak budget
projects

BB

(without own sources)
13.1 Productive Agriculture Support

174

1 097 306 298,46 Sk

13.2Support of sustainable rural development

128

517 674 586,10 Sk

Total

302

1 614 980 884,56 Sk

70

291 487 063,00 Sk

13.2 Support of sustainable rural development

105

385 785 212,35 Sk

Total

175

677 272 275,35 Sk

13.1 Productive Agriculture Support

172

945 385 480,39 Sk

92

380 286 445,04 Sk

Total

264

1 325 671 925,43 Sk

13.1 Productive Agriculture Support

112

961 883 546,06 Sk

83

324 658 672,70 Sk

Total

195

1 286 542 218,76 Sk

13.1 Productive Agriculture Support

334

2 267 185 595,61 Sk

76

310 819 453,58 Sk

410

2 578 005 049,19 Sk

13.1 Productive Agriculture Support

86

584 412 297,45 Sk

13.2 Support of sustainable rural development

57

303 908 780,85 Sk

Total

143

888 321 078,30 Sk

13.1 Productive Agriculture Support

198

1 292 870 323,48 Sk

50

293 809 508,77 Sk

248

1 586 679 832,25 Sk

1 737,00

9 957 473 263,84

NR

PO

KE

ZA

13.1 Productive Agriculture Support

13.2 Support of sustainable rural development

13.2 Support of sustainable rural development

13.2 Support of sustainable rural development

TT

TN

Total

13.2 Support of sustainable rural development
Total

Total
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Source: APA SR, 2010

As shown in Table 2 from total amount of proposed projects (3,037) successfully evaluated
and financially supported were 1,737 projects what represents successfulness of 57,2%. The
following graph is showing the successfulness in various counties which varies from 53 to 62
%. The highest one is in Košice county and the lowest in Trenčín county although the
differences are not significant.

Graph 1: Percentage of project proposing successfulness in various Slovak counties up
to 28.2.2010

54,99%

TT

Regions of SR (NUTS III)

TN

52,96%

55,78%

NR

56,36%

PO

KE

62,41%

ZA

55,91%

BB
48,00%

60,52%
50,00%

52,00%

54,00%

56,00%

58,00%

60,00%

62,00%

64,00%

Successfulness v %

Source: APA SR, own calculations, 2010

The table 3 shows us that from total financial amount of contracted projects 91,68% of
financial sources were spent up to 28.2.2010. The highest expenditures were noted in regions
of Banská Bystrica and Nitra.
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Table 3: Structural funds expenditures in various Slovak regions up to 28.2.2010
Contracted applications

Expenditures from

(co financing from

structural funds and SR

Amount of used

structural funds and SR

budget (without own

financial

budget)

sources)

sources

County
BB

1 614 980 884,56 Sk

1 521 703 067,12 Sk

94,22%

ZA

677 272 275,35 Sk

620 974 865,32 Sk

91,69%

KE

1 325 671 925,43 Sk

1 158 790 203,72 Sk

87,41%

PO

1 286 542 218,76 Sk

1 190 789 503,74 Sk

92,56%

NR

2 578 005 049,19 Sk

2 410 984 159,93 Sk

93,52%

TN

888 321 078,30 Sk

768 926 768,58 Sk

86,56%

TT

1 586 679 832,25 Sk

1 456 878 682,24 Sk

91,82%

9 957 473 263,84

9 129 047 250,65

91,68%

Total

Source: APA SR, own calculations, 2010
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Introduction

Environment without development would be life without opportunities & development without
adequate environmental protection would destroy delicate natural balance. There should be
planned and systematic explorations of natural resources, so that the tranquility of eco- system is
not disturbed. In the new knowledge based & technology driven global economy, this can be
achieved only by concept of sustainable development & by integrating our economic,
environmental & social goals & policies with various levels of government within our country
and across the globe.

THE MINERAL RESOURCES:
The mineral resources of the earth are the backbone of all economic development activities. It
comprises both fuel (energy resources) and non- fuel mineral resources. Extraction of mineral
resources from earth crust often results into deforestation and biodiversity erosion land
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subsidence, soil erosion, disruption of underground water circulation

water pollution, acid

drainage and tailings generation (when ores are washed and concentrated); air pollution and solid
waste generation .The Planet’s mineral wealth has been tapped since pre-history. Most metals are
obtained from non-fuels minerals of earth. About 24 billion tones of non –fuel minerals are
mined worldwide every year for processing in industries to get materials of mass consumption
such as iron, aluminum, copper, lead, nickel, tin etc. Our developmental programs depend heavily
on some 80 minerals of which iron and aluminum is in abundance in earth crust and they are
materials of mass consumption.

Some Important Non fuel Mineral Resources Used in Development Activities
Minerals

Resources Base

Expected Years of Supply

Aluminum Ore (Bauxite)

232,000

2,388

Iron Ore

216,408

236

Manganese

50000

186

Tin

42800

21

Chromium

3350

374

Cadmium

970

46

Titanium

660

138

Copper

560

66

Zinc

295

42

Mercury

241

42
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Lead

125

37

Nickel

121

144

Antimony

4.5

70

Cobalt

3.1

116

Uranium

2.4

Large

Platinum Group

0.037

176

Source: the GAIA Atlas of Planet Management (1994)

Mineral Resources – Indian Perspective
Today India produces as many as 90 minerals, which includes 4 fuel 10 metallic, 50 non- metallic
3 atomic 23 minor minerals (building and other materials.) The national thrust on mineral
resource development indeed paid a rich dividend in post-Independent India, which is clearly
demonstrated by the phenomenal growth in mineral production, raising the value of indigenous
mineral products from Rs. 58 crores in 1947 to about Rs. 30675 crores (excluding Rs. 26132
crores foroile and natural gas) during 2000-01 .Total value of mineral products has been
increased in 2004-04 to Rs 75,018 crores, accounting for about 2.8% of GDP.
A critical study reveals that the exploration success in India is not far behind those of many
developed countries but the growth profile in this sector would have improved significantly if the
global standards for economic exploitation could be attained. Here comes the role of judicious
planning and management of the identified resources for sustainable development based on
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modern concepts, keeping in view not only the present needs but also securing the perceivable
interests of future generations. It is of paramount importance to realize that the mineral resources
of all kinds are non- renewable assets and improper management of the same may inflict
irreparable loss to the country and its citizens. The different categories of minerals are presented
in the table below :

Sl.

Mineral

No

Grouping

1.

Fuel

Abundant

Coal

Adequate

Lignite

Deficit

Scarce

Coal(Coking)

Petroleum

(Non-coking)
2.

Crude

Metallic
Minerals

i.

Ferrous

Lron ore

Chromite

Chromite(Refract

Nickel

(Metallurgical

ory grade)

Tungsten

Grade)

Cobalt

Managanese Ore

Molybdenu
m,
Vanadium

ii.

Non
ferrous

– Bauxite

(Metallurgical zinc

grade)

Bauxite
(Chemical.

Antimony
& Gold

Refractory grade) Platinum
copper, Lead

Group
metals,
silver, Tin
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3.

Industrial

Barites,

Ballclay,

Minerals

bentonite,
Dolomite (excluding low
silica grade) felsper, fire
clay, fuller’s earth/Garnet,
Gypsum,

lelmenite

&

Rutile, Kaolin, Limestone,
Magnesite,

Mica

pyrophyllite, pyrite, Ochre,
Quartz

&

Quartzite,

Silica

sand,

Beach.

sand,

sillimanite, zircon, steatite

4.

Precious

Diamond

Stone

Emerald

Life indices of some important minerals
(In million tones unless otherwise stated)
SL.
No

Minerals

Total

Domestic

Balance

Recoverable

Production

Reserve

Reserve as on from

on

probable 1.4.2003 (3 probable
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index

after

as 1.4.2003 based on

1.4.03 total/

1.4.2000 (proved 1.4.2000 to (proved
+

Life

proved

+ probable
(Yearly

+

reserve
depletion

reserve

1.

Bauxite

in yrs), actual reserve

parenthesis

& probable

parenthesis

2462

24

2348

300/166 yrs

(1330)

(8 m.t.)

91.10

45/25 yrs

(50.60)

(2 m.t.)

526.52

150/92 yrs

(321.52)

3.5 m.t.)

166

60/40 yrs

(110)

(2.7 m.t.)

9812

122/90 yrs

(7235)

80 m.t.)

162.20

35/20 yrs

(84.20)

(1.6 m.t.)

75,298

580/218 yrs

(28,386)

(130 m.t.)

4377

1459/430 yrs

(1292)

(3 m.t.)

141.25

112/80 yrs

(101.65)

(3 m.t.)

1039.60

1298/430 yrs

(1354)
2.

Chromite

97

5.90

(56.60)
3.

Copper ore

537

10.48

(332)
4.

Lead-zinc

176

8.00

(118)
5.

6.

7.

Iron

ore 10,052

(Hematite)

(7,475)

Manganese

167

ore

(86)

Limestone

75,678

240

4.80

380

(28,766)
8.

Dolomite

4386

9.00

(1301)
9.

10.

in rate in parenthesis)

Rock

145

phosphate

(105.40)

China clay

1042

3.75

2.40

1261

(347)
11.

Gold ore

17.8

1.50

(14.17)
12.

Diamond

981515

(Carats)

(851156)

17200

(344.60)

(0.8 m.t.)

16.30

32/24 yrs

(12.67)

(80.50 m.t.)

8,09,515

14/12yrs

(6,76,156)

(57.000 carats )

The above table more comprehensively reflect the strength & weakness of the resource base
though faster rate of depletion without the adequate replenishment might off set the projection.
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Growth of mineral production in the country (1948-2005)

(In

million

tones

unless

otherwise

spectied)

Minera Decade-wise growth (1948- Growth during (1991/92-2005)
l/Ore

1988/89)
1948

1958

1968

1978

88-89

91-92

95-96

99-

2000-

2000-

2003-

2004-

2000

01

02

04

05

Coal

30.33

46.03

70.61

101.34

194.37

229.35

273.41

304.10

309.62

327.64

361.15

382.13

Lignite

0.07

0.02

0.13

3.61

12.59

15.18

22.14

22.12

23.55

24.80

27.92

30.34

Natural

-

-

0.60

1.72

9.25

14.44

20.93

26.88

27.86

27.86

30.90

30.82

Petroleum

0.25

0.44

5.85

11.27

32.04

30.34

34.52

31.95

32.43

32.04

33.37

34.01

Bauxite

0.023

0.17

2.13

1.66

4.39

5.01

5.56

7.05

7.89

8.58

10.92

11.70

Chromite

0.023

0.064

0.213

0.77

0.93

1.08

1.70

1.74

1.95

1.81

2.92

3.64

Copper

0.327

0.111

0.484

2.13

5.13

5.21

4.74

3.08

3.48

3.49

2.90

2.93

Dolomite

0.083

0.177

1.28

2.00

2.26

2.95

3.72

2.87

2.96

3.09

4.05

4.30

Gold (kg)

5612

3291

3588

2774

2011

2041

2036

2586

7554

2810

3049

NA

Iron Ore

2.329

9.055

27.05

39.29

49.91

58.53

67.42

74.94

79.21

86.22

122.83

142.71

Lead

1346

3341

3365

16834

40485

53255

61583

62899

54487

52386

59132

NA

Gas
(mil.
C.u.m)

Ore

conc.(t)
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Limestone

4.05

10.53

21.03

31.06

65.31

77.18

96.83

128.79

126.07

129.77

153.39

161.46

Manganes

0.54

1.38

1.61

1.62

1.39

1.64

1.84

1.58

1.56

1.55

1.77

2.37

Silver (kg)

398

3416

2026

12138

38928

35556

35531

53641

64684

57672

NA

NA

Zine

-

7391

12839

66026

12199

252540

289072

360138

365164

399105

485,97

590,00

6

0

10630

NA

e Ore

conc.(t)
Tin Cone.

3
-

-

-

570

25137

115085

54991

-

-

39103

10749

33808

7755

6451

22812

12979

13887

(Kg)
Tungsten
Conc. (kg)

The above table indicates the growth profile of the country during post inde pendent era. It
testifies the phenomenal growth in the initial decades, a much lower rate of growth in the later
period (except a few) & recent upturn for some minerals during the last few years.
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Politics of Climate change

It is a paradox that America which is not a signatory to the Kyoto Protocol announced on 31st
May 2007, that it would exercise pressure on India & china for a long term global goal & for
minimizing the emission of green house gases. But it is a fact, that India is consuming least
energy in comparison to America which is consuming maximum. Presently Indian is emitting 1.5
tons/ capital year in contrast to USA 18 ton/ capital year. Taking into consideration the above
fact, America should not pressurize India to reduce carbon dioxide which would be at the cost of
industrial growth.
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USA (8)

25

UK (7)

20

RUSSIA (6)
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JAPAN (4)
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Energy Consumption Unit Per Capita in Different Countries
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However, it is a matter of pleasure that USA for the first time at Bali Conference on 15th Dec.
2007 admitted that Pollution causes global warming will have to be cut drastically by 50% by
2050. At the Bali conference, the important concept emerged that the developed nations accepted
‘’deep cuts would be needed in their pollution while developing countries agreed to undertake,
measurable defined & verifiable mitigation of these. They also agreed for the transfer of
technology.

U.S.A
canada
U.K
Japan
south Korea
south Africa
Mexico
China
India
0

5

10

15

Tons of CO2 per year
Per Capita Co2 Emission in 1995
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20

Mineral Resources:- Competitiveness

Minerals are important raw materials for many industries and a major input in industrial
development. The management of mineral resources has to be integrated with the overall strategy
of development keeping in view the present and future demand of its competitiveness in global
market. National Mineral Policy should be framed taking into consideration reforms in
exploration and exploitation, conservation, foreign investment and participation and recent
technology. Besides, care should be given on fiscal regime, trade tax etc, because mineral
industry is highly risk prone with regard to time price and capital. With the onset of globalization
and liberalization, the mineral industry has now to gear up, not only to domestic competition but
also to global competition in terms of productivity, quality and prices. The trade liberalization has
slashed down the price of products and made them available to large number of consumers. The
prices of minerals have been declining in recent years.

The world mining industry has promptly responded to the decline in prices and taken the
following measures:
1. Identifying and developing quality mineral deposits.
2. Increasing mining operation.
3. Replacing labour with capital.
4. Improved labour laws and industrial policy.
5. Increased environment management.
6. Caring for all (consumers, workers, people, etc.) by efficient governance.
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Out of a total global world product of 30 trillion dollars, the share of mineral industry is 6%. By
the end of 2004, 35 billion tones of mineral were produced globally and they provided 5 tonnes
per capita. About 90% of world’s primary energy production is based on mineral fuels. Due to
rapid economic development of some of the Asian countries like China, Malaysia, Philippines,
Indonesia and Thailand etc. consumption of minerals has increased in recent years. The demand
is likely to increase in coming years because of expected higher quality of life.

The Indian economy is the fourth largest in the world and second largest among developing
countries. The country has vast mineral deposits with over 2000 known mineral deposits
comprising mineral fuels, metallic and industrial minerals.

India’s competitiveness depends on its share in world market. The export of minerals is less than
1% of the total trade of minerals in the world. Important minerals exported are: Iron ore,
Granites, Mica, Alumina, cut and polished diamonds etc. India is not self sufficient in resources
in petroleum, coking coal, copper, lead, Zinc, Nickel, Tungsten etc.

It is clear from the above figure that India has lagged far behind in the International trade.
Although development over regulation has been emphasised in new “Mines and Mineral Act”,
we have lagged behind in the following sector:
1. Progress of privatization.
2. Infrastructure development.
3. Sufficient investment in exploration.
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4. Beneficiation of low grade ore.
5. Organizational reforms etc.
6. Use of integrated recent technologies viz, Remote sensing, GIS and GPS and ICT
technology.
7

Data Base Management.

Therefore special attention should be given on the following factors for global competitiveness.
1. Domestic economic strength.
2. Internationalisation of trade.
3. Quality of human resource.
4. Quality of management cadre.
5. Development of Infrastructure.
6. Reforms in National Policies.

Status of Export / Import of Minerals
The value of export went up gradually from Rs. 11,700 crores in 1992’93 to Rs.35,136 crores in
2001-2002. Diamond (cut) accounted for 80% of the total value followed by iron ore 6% and
ranites 5%. The value of import also went up from 20,289 crores (1992-93) to Rs. 92,797 crores
(2001-2002)
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Sustainable Development

In 1987 the world commission on Environment and Development to the United Nations
(UNCED) was established. This commission published famous Burndtland Report which defined
sustainable development as ‘development that meets the needs of the present without
compromising the ability of future generations to meet their own needs’. This has been
interpreted as meaning that each generation must rely on the use of renewable resources, and to
reuse and recycle waste materials before considering taking ‘virgin’ resources from the earth
which cannot be replaced. In this way we must adopt a way of life which passes on the earth’s
resources undiminished to the next generation. This encompasses the concepts of ‘stewardship’
of the earth, and living within its’ carrying capacity’.

The key objectives of sustainability include:
1. Reviving economic growth so that it has a reduced impact on the environment by using
less materials and energy;
2. Meeting essential needs for jobs, food, energy, water and sanitation;
3. Ensuring a sustainable level of population;
4. Conserving and enhancing our natural resource base;
5. Reorienting technology and managing risk;
6. Merging ecological and economic considerations in decision- making.
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The key to growing sustainably is not to produce less but to produce differently in a way which is
environmentally friendly and compatible i.e.
Production; not to consume less

by embracing the philosophy of ‘Cleaner

but to consume judiciously and efficiently within the

regenerative capacity of Earth ecosystem and with minimum waste generation.
The Agenda 21 (agenda for the 21st Century) was adopted at UNCED. It was the blueprint for
global sustainable development. In the opening lines of Agenda 21, the nations of the world
pronounced that – ‘Humanity stands at defining moment in history. We are confronted with a
perpetuation of disparities between and within nations, a worsening of poverty, ill health and our
well-being. However integration of environment and development concerns and greater attention
to them will lead to the fulfillment of basic needs, improved living standards for all, better
protected and managed ecosystems and a safer more prosperous future. No nation can achieve
this on its own, but together we can-in a global partnership for sustainable development’.
The new paradigm of development is not the game of economics alone. All issues-economic,
ecological, social (health) cultural (educational), legal (legislative), political and technology have
to be merged into a collective decision making for sustainable development. They are mutually
reinforcing. Technology plays greater role as they drive development.
Earlier economy was at the center of decision- making. This assumed that all environmental
problems could be solved if economy was sound. This has become an obsolete theory, Now
ecology has to be at the center. We have to Integrate ecological thinking into social and economic
planning. The developmental activities have to be ‘economically viable’, ‘ecologically
compatible’, ‘socially equitable’, ‘culturally acceptable’ and politically justifiable’. Then only it
can be environmentally sustainable. This will require giving up the culture of consumerism’,
‘producing less consumers’ that the earth can sustain and also achieving ‘equity in resource use
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and consumption’ across the world. Over- consumerism and too much of prosperity in one part of
the world, or overpopulation and poverty in other part, would thwart the spirit of sustainable
development.

Negligence in protection of environment in mining and mineral processing industries had severe
adverse effects on forest cover, land use potential, water and air quality and so on leading to
vastly degraded conditions in the areas of activity. With the growth of general awareness and
enunciation of adequate legislation and statutes, the maintenance of environmental balance is
largely ensured today while striding for any economic development and the mining and mineral
industries are no exception. The other positive factors are the voluntary organistions working for
environmental protection and the vigilant media as well as proactive judiciary. The corporate
sector is also voluntarily obtaining ISO 14001 certification after meeting all the stipulations of
environmental management. Besides environmental aspects, the sustainable development in this
sector also means preventing the squandering of the deposits by winning the cream portion only
and leaving the leaner parts in unexploitable state for the future generations. Non – extraction of
associated minor elements from the ore (wherever economically feasible) by avoiding adoption
of upgraded technology is also against the principle of sustainable development.

Biomining: New Approach towards Sustainable Mining
Microbes are now being used in the mineral processing industries to leach ‘sulfide ores’to
recover copper, nickel, zinc, molybdenum and cobalt, and to pre – treat ores prior to extraction of
gold, Bacterial processing has been part of copper mining industry for over 40 Years.
In recent years it has been recognized as an economically viable and environmentally sustainable
technology for the mining and processing of precious metal ores and concentrates containing high
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levels of ‘sulfide minerals’. Rod shaped bacteria called. Thiobacillus and Leptospirillum, eat
forms of sulfur and iron instead of the normal organic carbon- based diet. Biomining by biooxidation of mineral ores can reduce capital costs by 12 to 20%, operating costs by 10% and
construction time by 25%. Recovery rates are higher, and in the case of gold can lead to increase
in production ranging from 2 to 13%. Under controlled conditions, such as in agitated and aerated
tanks and in specially constructed heap leach pads gold’s bio-oxidation is rapied and highly
effective. In 4 to 5 days, a sulphidic gold concentrate is bio-oxidised to achieve greater than 90 %
gold recovery. New class of ‘hyperthermophile microbes’ has been discovered in the Bismark
Sea, north of papua New Guinea.They are endowed with the natural ability to extract and process
minerals from their ores at high temperatures .They grow fastest between 80 and 100oC. About
60 spices of hyperthermophiles have been discovered .These deep sea microbes can survive at
surface and also be grown under laboratory conditions .They are all anaerobic , and gain their
energy by using sulfur or nitrate to oxidize the reductive gases such as hydrogen ,Biominig have
significantly less impact on the environment
These microbes are also finding uses in treatment of toxic tailing resulting from mining activities.
When bacterial leaching is used with a solvent extraction electrowinnng (SX-EW) plant, base
metal operations are capable of producing metallic products without smelting and refining
Some of the remedial measures for the control of the quality of the environment proposed by
various authorities has been present below:

1)

Improve the existing mining condition and operations.2) Removal or minimization of

pollution in the environment.3) Installation of some air pollution control instruments in working
environment.4) Industries should follow environmental pollution control laws and their effluent
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standards. 5) Waste management, protection of biodiversity, land scape, air water, climate and
ecosystems.6) Regular monitoring work for assessment of quality of environment. 7) Industrial
effluents should be treated in effluent treatment plant (ETP) before their discharge into any water
bodies.8) Development of green belt in mining and mineral industry complexes.9) Development
of environmental awareness among people for protection of the environment.10)Solid and
hazardous wastes should be disposed at proper land fill sites.11) There should be land
reclamation plan12) Plantation in and around the mining and industrial complexes.13) Polluters
must pay for it.14)Mineral industries should follow minerals industry code.15)Environmentally
sound mining practices should be followed.16) Quality of life (QOL) based development
planning for mitigation of societal impacts.17)Training of environmental personnel.
Environmental education and pollution control through engineering interventions.

Management of mineral resources has to be an integrated national effort for development and
there fore the mineral resource build-up and exploitation are to be guided by long-term national
goal and perspective. This is not going to converge entirely with the short-term profit motivated
activities guided by the market economy. As such joint participation and assumption of
respective responsibilities by both the private and government agencies are of paramount
importance. Minerals and mineral products are essential for our sustenance and development.
There is no alternative to locating more and more of mineral resources in country and their
judicious utilization. Therefore, mining and mineral industry is to be protected and proliferated,
keeping a balanced view of the need for environment and other protection measures in vogue.
Lackadaisical attitude towards the environmental protection issues by the miners insensitivity
towards societal responsibility, lack of infrastructure and upgraded technology compounded the
deterrent effects on the growth of the mineral sector.
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In the mineral industry the issues involved are:
o

Non renewability of mineral resources,

o

Resource conservation and management,

o

Preservation of biological diversity,

o

Degradation of land,

o

Solid waste disposal,

o

Mining in ecologically fragile areas,

o

Finding new materials to substitute minerals

o

Transferring funding of environmental research to commercial practice.

o

Minimizing or absorbing cost of environment management.

The approaches to environ management can be as follow:

Environment Management Approaches
a)

preventiue Approach
-

Study of situation.

-

Pre-plan for environment protection as integral part of the project.

-

EIP, EM.P. Keep in mind carrying capacity.

-

Chose production process eco- friendly.

-

Prepare mind set of people.

-

Monitor at each stage.
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b)

problem soling Approach- (Curative)
-

c)

command and Control Approach-

d)

Repair damages to environment.

Policeman’s approach. Catch law breakers and punish, close industry etc.

productivity approach- Waste converted to resource e.g. garbage used for energy, emissions of cokeplant

products.
- Fly ash used for making bricks e.t.c
e)

Enlightened self interest, with value based ethical (Dharmic) approach.

f)

Eschew- fundamentalist approach, ‘’sage on stage’’- approach –mining needed for
i) Sustenance of human race
ii) Pollution control.

There has been legislative provisions through forest conservation Act, the Environment
protection Act, the Forest Conversation Rules, the Water Prevention and control of Pollution
Rules, the Air Prevention and control of Pollution Rules, Hazardous waste management Rules,
the manufacture storage and import of Hazardous chemicals Rules notifications for coastal
Regulation Zone and submission of Environment Audit statement etc.
Methodologies for Environment impact assessment and preparing Environment management
plans, procedure for clearances are now practiced. Environment protection and maintenance of
ecological balance are thus ensured for new projects.
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At the same time guide- lines have been laid for closure of pits, dealing with exhausted mining
areas and development of the neighbour Iood. There are some international guidelines on mining
and mine environment. These are:

1)

UND. P’s Environment Management Guidelines,

2)

Berlin’s Guide lines on mining and Environment 1991

3)

UNDP- UNRFNRE Guide lines.

4)

UN EP Technical guide lines on Environmental aspects of Mining–

5)

UNDCD Draft Environmental Principles and Guide lines on mining in Development
Countries

Suggestions:
Some salient suggestions for minimizing the impact of mining on environment are:
-Substituting minerals, metals by new man – made materials,
-In – situ mining through chemical or biological process,
-use of integrated G.P.S and GIS systems for surface mining
-Development of intelligent mine and tele- robotic mining for remote places like ocean bed or
mountain top.
-Use of new tools of information Technology and micro electronics
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Conclusion:
The Indian concepts of environment protection are unparalleled. Nature is raised to the level of
God and invoked to remain in peace and harmony with the animate and inanimate ‘’Dharma’’
(moral duties and obligations) includes worship of ‘’Panch Mahabhoot’’ viz, earth, water air,
ether and fire. It teaches us that the whole creation belongs to God. One should enjoy the fruits of
creation but never be tempted to take any one else’s share. In effect it means keeping the
development within the “carrying capacity” of the environment which equals assimilative
capacity plus supportive capacity. Mankind will perish if the protection of the environment does
not become an integral part of all technology development, planning and management.

Contact Address:
Cambridge Institute of Technology (CIT)
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INTERNATIONAL BUSINESS ENVIRONMENT: THE
OPPORTUNITY FOR DEVELOPMENT OF SMALL AND
MEDIUM SIZED ENTERPRISES IN SLOVAKIA

I. Ubrežiová1, J. Horváthová1
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Slovak University of Agriculture in Nitra, Slovakia

Abstract: Small and medium-sized enterprises (SMEs) have a strong impact on the economy
of each country but their development depends on the general state of the national economy
and also on the economic conjuncture in other European countries. The main attention is
devoted to the identification of the opportunity for development of small and medium-sized
enterprises in Slovakia as well as in the EU from the viewpoint of European business
internationalisation. Today the most important issue is to create a stable environment for
SMEs in Slovakia. At present there are about 23 million of SMEs in all Member States of the
European Union, which represents 99.8% of all firms operating in the EU. They employ about
53% of the total labour force. Since 1989 the governments of the transition countries have
undergone the process of economic transformation. Its essence consisted in the creation of the
private sector by privatization of the existing state owned companies and by the development
of entrepreneurship and creation of SMEs. Small and medium-sized enterprises are the key
source of the job opportunities and “fertile soil” of entrepreneurial ideas. These forms and this
branch of entrepreneurship are the base of social and economic development in Slovakia as
well as the European market.
Key words: international business, small and medium-sized enterprises, European Union,
Slovakia
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Introduction

In the world there exists the tendency of mutual interconnection of the national economies
and the internationalisation of the economic processes. Our country has accepted this global
challenge and it has started the trend of the economic integration. Slovakia has gradually gone
through its individual stages. The most important turning point was the accession of the
Slovak Republic into the European Union in May 2004. Our full membership in this
integrative coalition was confirmed on 1 January 2009 by the accession into the common
European monetary union and accepting euro. The membership of Slovakia in the European
Union has brougth many advantages and market opportunities for Slovak enterprises, on the
other hand, the competition has accelarated.
The process and conditions of enterpreneurship in Slovakia as well as in the European Union
are being gradually changed and improved. The entrepreneurs acquire the recquired
knowledge and skills. The degree of business professionalism and ethics is
also being increased. The accession into the integrated European market has offered the
opportunity to extend the existing business activity for the Slovak enterprises. A new area has
been opened for the close cooperation with the foreign partners outside our territory. The
world globalisation and internationalisation tendencies represent the fact that the
entrepreneurial subjects entrench in the international enterpreneurship and they have to face
the strong pressure of the competition. ¹
This process has effects on the environment, on culture, on political systems, on economic
development and prosperity, and on human physical well-being in societies around the world.
Firms become international in scope for a variety of reasons – some proactive and some
reactive. Internationalisation is the process by which firms increase their awareness of the
influence of internationalisation activities on their future, and establish and conduct
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transactions with firms from other countries. Business decisions made in one country,
regarding such things as foreign investments and partnership arrangements, can have
signicant impact on a firm in different country - and vice versa. In terms of the new entrant to
international business, how do managers make decision to get involved internationally using
any mode? Individual managers and firms often possess distinct attitudes toward international
business1.
Internationalisation affects the SME firms in important ways from an inward perspective,
which incorporates an awareness of the impact of global competitors on the ability of
domestically oriented firms to compete. According to Melin (1992) the internationalisation
can be perceived as a part of the ongoing strategy process of most business firms. The main
differences between internationalisation and other types of strategy processes are as follows:
first, when products, services or resources are to be transferred across national boundaries, the
firm has to select the country where or with whom transactions should be performed.
Secondly, the firm has to select the international Exchange transaction modality, i. e. a foreign
market entry strategy (Andersen and Buvik, 2002).
Many small and medium-sized enterprises in Slovakia are in their first and second stage of
development from the viewpoint of their basic characteristics and also from the viewpoint of
the economic and social processes within the framework in which they operate. The gradual
entrench of the Euroregions and incorporation of small and medium sized enterprises into
their development has transferred these enterprises into the following stage of development –
towards the regiocentric stage according to Lesáková (2004)².
Small and medium-sized enterprises have strong impact on the economy of each country, but
their development is dependent on the general state of the national economy as well as on the
economic conjuncture in other European countries. According to Bielik and Rajčániová

1

Beamish, W. P. et al. (2000): International Management – Text and Cases, The McGraw Hill Companies, Inc.
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(2007), the European market represents a very hard competitive environment. The innovation
plays an extremly important role in our ability to respond effectively to the challenges and
opportunities on European and international market (Daňková et al., 2007). The economic
integration in Europe has been a challenge for the existing private companies, and other
companies of SME sector.
The process of internationalisation of small and medium-sized entrepreneurs in the Slovak
Republic is not mostly a part of the intentional marketing strategy but it is only the utilization
of opportunities brougth by the outer and inner environment. The main incentive of the
internationalisation of small and medium-sized entrepreneurs comes from the increasing
competition on the domestic markets and also form the opportunities to attract new customers
on the foreign markets (Lesáková, Műhlback and Trnková, 2007).

Material and Methodology

The paper aims at proposing the opportunity for development of small and medium
sized enterprises in Slovakia. It presents the selected set of theoretical as well as partial
practical outcomes of the grant research project VEGA No. 1/0230/09 „Competitiveness of
the Slovak agri-food enterprises on the European food market“ with the beginning of research
period in 2009 and the grant research project VEGA No. 289/2006 „Factors of successful
internationalization of the agri – food companies in the Slovak Republic” in the research
period 2006 – 2008. To reach the goal of the paper we had to study the academic literature in
search for the theoretical background and we have conducted the analyses of state statistical
data. The information are from the Statistical Office of the SR, National Agency for
Development of Small and Medium Enterprises. This Agency supports the development and
growth of small and medium – sized enterprises (SMEs) in Slovakia while respecting stae,
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structural, industrial, technological, regional and social politics.We used logical methods, e. g.
analysis, synthesis, comparison, induction and deduction. Our research method is based on the
processing of primary data, which were obtained from a questionnaire survey in the selected
set of companies. The secondary information stems from the Customs Statistics of the SR, the
Green Report of the Ministry of

Agriculture of the SR and the Research Institute for

Agriculture and Food Economics of the SR during 1993 – 2008.
Least squares method is the approach to develop the estimated regression equation which
minimizes the sum of squared residuals and at the same time requires the sum of residuals to
be zero.
m

∑ ( yi − yˆ i )2 → min
i =1
m

∑ ( yi − yˆ i ) = 0
i =1

where,
yi is the observed (empirical) value of the dependent variable
ŷi is the predicted value of the dependent variable (calculated according to the estimated
regression equation)
ei is the difference between the observed and the predicted value of the dependent variable
(i.e. residuals).

Results and Discussion

Small and medium-sized enterprises play a significant and essential role in all countries with a
market economy. They also have extraordinary significance in the development of the Slovak
economy, for creating new jobs and in regional development. However, small and medium1285

sized enterprises are to an increased extent sensitive to the quality of the business
environment. The Government’s task is to continue improving the business environment and
thereby generating the conditions for increasing their competitiveness in the domestic and
international markets. The trends of development of small and medium sized enterprises we
can see on Figure 1.
The categorization of enterprises by size used in this chapter is in accordance with European
Commission Recommendation No. 2003/361 EC, in force since 1 January 2005. The SME
category is composed of businesses employing less than 250 employees, while enterprises
with 250 employees or more are considered large. Among
SMEs, a differentiation is made between micro-enterprises (0-9 employees), small enterprises
(10-49 employees) and medium-sized enterprises (50-249 employees). In cases where microenterprises are not separately broken out, all enterprises with 0-49 employees are classified as
small enterprises. In addition to the number of employees, there are also other criteria related
to the level of turnover, value of assets and ownership structure that are valid when
categorizing an enterprise according to the above directive. The number of employees is
considered as only one criterion for categorizing a business as a SME. This categorization
allows the state of SMEs in the Slovak Republic.
In Slovakia private entrepreneurship can be conducted in various legal forms of businesses,
divided into two types, which are natural (physical) persons and juridical entities (legal
persons). The private entrepreneurship units of natural persons are divided into three
subgroups:
•

Tradesmen - that is individuals conducting business according to The Trade Licensing Act
last amended in 2007. The physical persons can carry out business in handicraft industry
and regulated trade.
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•

Professional freelancers can carry out irregulated trade without trade license. Some areas
of entrepreneurship are excluded from typical tradesmen, there are activities, which are
performed among others by doctors, dentists, translators or lawyers.

•

Self-employed farmers - who perform the primary agricultural production (crop
production and livestock production).

Entrepreneurial activities can be also conducted in the form of juridical persons. These
enterprises are made up of business capital companies including joint stock companies and
limited liability companies. In order to improve the business environment, it is necessary to
analyse its state, monitor its development and consequently, based on the gained information,
to propose changes in the existing administrative measures and legislation frame on condition
the steps taken by state bodies are sensible and predictable. At the same time, it is necessary
to take these findings into account when preparing support programmes to be as effective as
possible. Support programmes should be aimed only at areas in which market fails (e.g.
innovations, adequate development of research for SMEs, capital accessibility, especially
when speaking about venture capital, etc.).

Enhancing

the

communication

between

individual

government

departments

and

representatives of entrepreneurs, especially via our most important partners, Entrepreneurs
Association of Slovakia and Slovak Union of Crafts, will certainly remain the most important
issue to be addressed by NADSME. At the same time, we will continue in our big and small
activities for SMEs that were started up in the past or during the year 2006. Worth mentioning
are especially the launch of the venture capital system including a series of educational
seminars “Investment forum”, reconstruction of a web page for SMEs as well as e-business
portal, start of the production of a monthly “entrepreneurship” in the electronic form and
many others. From the beginning 2007, we continue in our activities as an intersection agency
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since small and medium entrepreneurship is a cross-sectional industry of the whole national
economy. We are awaiting several challenges such as new operational programmes under the
Structural Funds, a completion of the venture capital system and education of entrepreneurs in
this area, but above all, the delivery of high quality services for the SMEs sector.

The development of the SME sector in line with the goals of the Lisbon Strategy requires
significant acceleration of innovation activities and their support. One of the most significant
barriers is the access to funds for their implementation and use. The offer of loans from the
commercial banks is now sufficient, however the structure of financial tools is not suitable for
the innovation project funding, due to the fact that they are considered as risky investments by
banks. On the other hand, each innovation requires different funding in terms of its size, risk
or time scope. The goal of the project “Design of venture capital system for SMEs” financed
by the British Government from the Global Opportunities Fund is to create a draft of a risk
capital system for starting innovative SMEs in Slovakia. In 2007 a new programme for the
support of entrepreneurs – incubated companies via business and technological incubators
was approved for the period of 2007 –2013. It concerns the financial support of incubators in
such a way so that they could provide starting entrepreneurs with suitable starting conditions
for the operation of their companies for the minimum period of 3 years, the aim being the
increased survival rate and improvement of SMEs competitiveness. Finally, 9 incubators drew
financial funds, 2 did not draw since their business operation was profitable which does not
correspond with the programme conditions (Ubrežiová – Fridrichová – Ubrežiová, 2010).

Since the beginning of the year 2000, the development of small and medium-sized enterprises
has been affected by the entrance of foreign investors especially into two sectors, foodprocessing

industry

and

car

industry.
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From

the

viewpoint

of

food–processing (mainly milk processing industry), the biggest share of purchased raw milk
has enterprises with Italian (17.5%) and German (15.3%) capital. Moreover, only two French
companies work up 6.8% of raw milk. In connection with the development of car industry, the
cluster policy for the development of small and medium-sized enterprises has been applied in
PSA Peugeot Citroen in Trnava, Volkswagen in Bratislava , Samsung in Galanta as well as
Kia Motors in Žilina. These enterprises are prepared for innovation and education activities
apart from their own research and development (Ubrežiová – Wach – Horváthová, 2008). The
total number of employed and unemployed in the Slovak economy is submitted on Figure 2,
3 and 4. Total unemployment rate, which is calculated according to the labour force sample
survey carried out by the Statistical Office of Slovak Republic and the registered rate of
unemployment, which is calculated according to the disposable number of unemployed
people at the Labour Offices have been since 2002 on steady decline. This trend is thanks to
the well developing economy and attractiveness of Slovakia for foreign investors. The trend
of steady decline might be ceased by the global economic crisis. However, that just means
that more of skilled labour force will be to the investor’s disposal.

Conclusion and recommendations

The penetration of Slovak SMEs into new markets can be achieved only by means of target
activities aimed at the development of international co-operation such as presentation of
entrepreneurs at exhibitions and contractual fairs, search for new contacts with the use of all
modern electronic systems and media, as well as the spread of knowledge on the legislation
system of changing commercial scope. Support activities carried out in this sphere enable
faster adaptation of SMEs on new conditions in the competitive EU environment as well as
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out of it. On the other hand, more small and medium sized enterprises are looking for
opportunities on domestic as well European market.
The Slovak small and medium sized enterprises have according to Mižičková, 2008 many
predispositions for improving development of the industries previously mentioned. Slovak
main advantages are beautiful nature, number of mineral waters, caves, historical monuments
that are part of UNESCO heritage. The only aspects missing are appropriate accommodation
and restaurant possibilities. Slovakia has many options to provide attractive holiday
possibilities for families with children, allergic people whose problems will be eased in the
healthy environment. The Education of traditional Slovak handicrafts can be also part of
supportive programs.
The development of business activities aims to achieve the basic motivation of all enterprises
with effort how to entry on foreign market. A key element of the internationalization process
concerns where and how a company chooses to do business outside its country.
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Figure 1. Total number of enterprises and SMEs in Slovakia in 1993-2008
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Figure 2. Share of SMEs in total employment in Slovakia in the years 1993-2008
from the viewpoint of heteroskedasticity
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Figure 3. Total number of employed and unemployed in the Slovak economy in 2002 –
2008 with prediction for 2009 (in thous.)
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Figure 4. Share of SMEs in total employment in Slovakia in the years 1993-2008 from
the viewpoint of autocorrelation
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Differentiation on Food Expenditures – Engel’s Expenditures The
Influence of Slovak Household Income Functions Estimation

I. Zentková1, E. Hošková. 1
1

Slovak University of Agriculture, Nitra, Slovak Republic

Abstract: The economy of the Slovak Republic, as a part of the European economic area , is
significantly determined by the world globalization process. One of the aspects, which
globalization brings, is the social differentiation deepening between countries as well as
across particular countries. This phenomenon occurs in the Slovak Republic also as
a consequence of the increasing households income differentiation. It is logical to assume that
household’s members who live in the different living conditions behave differently on the
commodity and service market due to different preferences. The purpose of this article is to
quantify the influence of the household income differentiation on their behavior in the
foodstuffs market. This market is divided into five separated foodstuffs market groups
according to Healthy Eating Pyramid. The share of the particular foodstuffs groups
expenditures on household foodstuffs total expenditures is used as a representative of
household

foodstuffs purchase preferences. The results of analysis did not confirm the

assumption about the significant influence of household income differentiation on purchases
of the particular foodstuffs groups. The estimation of Engel’s expenditure functions and
foodstuffs expenditures elasticities with respect to the income changes are used for
quantification of the impact of household income differentiation on particular foodstuffs
groups expenditures. The foodstuffs expenditures elasticities referred to the income changes
verified differences between household behavior in the foodstuffs market. The foodstuffs
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expenditures of households with higher income are less elastic, if the income is being
changed, than foodstuffs expenditures of the households with lower income.
KEY

WORDS:

foodstuffs expenditures, foodstuffs groups, Engel’s expenditure function,

household income groups

INTRODUCTION
The world globalization generally brings many positive aspects for the economic
development, on the one hand, but the economic development is - as a consequence of
globalization - significantly regionally differentiated, on the other hand, HERMANN, P.
(2003). In other words, the increasing economic growth rate of the developed countries
deepens the differences in the living standard of their inhabitants.1
Slovak households also show the features polarization due to the household income
differentiation that influences the food consumption, KRÍŽOVÁ, S. (2007).2
Based on the above mentioned results the quantification of households income
differentiation plays an important role in their behavior on the food market. ZENTKOVÁ, I. –
HOŠKOVÁ, E. (2009)3 used Marshallian demand functions for quantification of Slovak
household income differentiation impact on the food consumption. They proved that food
consumption of households with higher income is less price and income elastic in comparison
with the households of lower income. SYROVÁTKA, P. (2003)4 examined the impact of
Czech household income differentiation on the food expenditures using Engel’s expenditure
functions. His research results confirmed the negative correlation between the level of

1

HERMANN: <http://pc2.iam.fmph.uniba.sk/studium/efm/diplomovky/2003/hermann/diplomovka.pdf>. 2003
KRÍŽOVÁ, S: Tvorba databázy príjmov obyvateľstva, výdavkov na spotrebu, spotreby a cien vybraných
potravinárskych komodít a faktory ovplyvňujúce spotrebu potravín. 2007
3
ZENTKOVÁ, I. – HOŠKOVÁ, E. The Estimation of the Marshallian Demand Functions for the Selected
Foodstuff Groups According to the Households Income Quartils. 2009
4
SYROVÁTKA, P. Výdaje za potraviny českých domácností a Engeluv zákon. 2003
2
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household incomes and level of expenditures spent on such kind of food groups as fish and
fish products, fruit and fruit products, fats and oils. The positive correlation between the level
of household incomes and level of expenditures occured in food groups such as potatoes and
vegetable, milk, cheese and eggs, meat and meat products, sugar, cocoa, coffee, tea and other
foodstuffs.
The study of MELICHAROVÁ, A. (2006)5 deals with the difficulties concerning the
quantification of household income differentiation impact on household’s behavior in food
market in the real time. The households are not able to replay to all price and income changes
by postponing or accelerating food consumption in time, because of foodstuffs are generally
qualified as limited storage time goods for satisfying of basic physiological needs.

MATERIAL AND METHODS
The goal

of the article is to quantify the influence of households income

differentiation on their behavior in the foodstuffs market. For the analysis the data of the
household foodstuffs expenditures were used during the years 2000-2008. Foodstuffs market
is divided into five separated foodstuffs groups markets according to Healthy Eating Pyramid6
(Picture 1) and households are divided into four income groups according to the level of the
average net income per household member a year.
All monetary data input used in the analysis are measured in the Slovak currency
which was valid till the end of year 2008. The output of the analysis, measured in monetary
units, is conversed to euro by using the conversion rate (1 € = 30.1260 Sk) set by ECOFIN 8th
July.

5

MELICHAROVÁ, A.: Decision-making process of households on food consumption.2006
<www.lifeclinic.com>,
<www.nal.usda.gov>

6
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For the reason of inflationary influence elimination the nominal values of all monetary
variables are transformed into the real values by using the following formula:
rvi =
and:

nvi
* 100
CPI

(1)

rvm – real value of m-th variable
nvm – nominal value of m-th variable
CPI – consumer price index (year 2000 = 100%)

The first part of our article deals with the analysis of particular foodstuffs expenditures
share on household foodstuffs total expenditures. There are examined the development trends
of foodstuffs expenditures distribution into particular foodstuffs groups by using the trend
regression models.
The general trend function for the share of expenditures on k-th foodstuffs group on
total expenditures of j-th households income group is:
se kj = f (t)
and:

sekj-

k = 1,2,...,5

j = 1,4

(2)

share of expenditures on k-th foodstuffs group on h total expenditures of j-th ouseholds income
group in percentage

t-

order of year in time series, t = 1,2,...,9

 Empirical linear trend regression equation for share of expenditures on k-th foodstuffs
group on total expenditures of j-th households income group is:
se kj = a + b * t
and:

(3)

sekj , t- ditto (2)
a–

estimation of intercept

b–

regression coefficient

 Empirical power trend regression equation for share of expenditures on k-th foodstuffs
group on total expenditures of j-th households income group is:
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sekj= a* tb
and:

(4)

sekj , t- ditto (2)
a, b-

ditto (3)

 Empirical exponential trend regression equation for share of expenditures on k-th
foodstuffs group on total expenditures of j-th households income group is:
sekj= a* bt
and:

(5)

sekj , t- ditto (2)
a, b-

ditto (3)

 Empirical second degree polynom trend regression equation for share of expenditures
on k-th foodstuffs group on total expenditures of j-th households income group is:
sekj= a + b1*t + b2*t2
and:

(6)

sekj , t- ditto (2)
a-

ditto (3)

b1, b2-

regression coefficients

The second part of the article deals with the quantification of impact of average real
households income on particular foodstuffs group expenditures by using regression analysis
for estimation of Engel’s expenditure functions and computing of income elasticities of
foodstuffs expenditures.
The general Engel’s expenditure function for the share of expenditures on k-th
foodstuffs group on total expenditures of j-th households income group is formed as follows:
rekj= ekj (rij) k = 1,2,...,5
and:

j = 1,4

(7)

rekj – average real expenditures on k-th foodstuffs group on total expenditures of j-th households income
group in Sk per year
ekj (rij) – Engel’s expenditure function for k-th foodstuffs group in j-th households income group
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rij – average real income in j-th houeholds income group in Sk per 1 household member a year

 Empirical linear regression equation of Engel’s expenditure function for k-th
foodstuffs group in j-th households income group is:
rekj= a + b* rij
and:

(8)

rekj , rij- ditto (7)
a–

estimation of intercept

b–

regression coefficient

The elasticity of expenditures on k-th foodstuffs group in j-th households income
group if households income changes derivated from linear Engel’s expenditure function is
calculated as formula as follows:

[

]

lim
E IEkj = ∆rij →
0 ekj (ri j + ∆ri j ) − ekj (ri j ) / ∆ri j *

and:

EIEkj -

ri j
rekj

=

drekj
dri j

*

ri j
rekj

= b*

ri j
rekj

(9)

elasticity of expenditures on k-th foodstuffs group in j-th households income group if
households income changes

b–

ditto (7)

n

ri j =

and:

n

∑ ri ij
i =1

;

n

re kj =

∑ re
i =1

ikj

n= 8

,

(10)

n

riij –

ditto (7) rekj

reikj –

average real expenditures on k-th foodstuffs group in j-th households income group in i-th year
in Sk

 Empirical power regression equation of Engel’s expenditure function for k-th
foodstuffs group in j-th households income group is:
rekj= a * rij b

(11)
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Linear logarithmic transformation of power function is:
ln rekj = ln a + b * ln ri j
and:

(12)

rekj, rij – ditto (7)
a,b –

ditto (8)

Elasticity of expenditures on k-th foodstuffs group in j-th households income group if
households income changes derivated from the power Engel’s expenditure function is
calculated as formula as follows:

E IEkj =

E IEkj =

resp.
and:

EIEkj -

ditto (9)

b–

ditto (8)

drekj
dri j

*

d ln rekj
d ln ri j

ri j
rekj

=

b * a * ri bj
ri j

*

ri j
a * ri bj

=b

=b

(13)

(14)

 Empirical exponential regression equation of Engel’s expenditure function for k-th
foodstuffs group in j-th households income group is:
rekj = a * b ij
r

(15)

Linear logarithmic transformation of exponential function is:
ln rekj = ln a + ln b * ri j
and:

(16)

rekj, rij – ditto (7)
a, b –

ditto (8)

Elasticity of expenditures on k-th foodstuffs group in j-th households income group if
households income changes derivated from exponential Engel’s expenditure function is
calculated as formula as follows:
E IEkj =

drekj
dri j

*

ri j
rekj

= (a * b

ri j

* ln b) *

ri j
a *b
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ri j

= ln b * ri j

(17)

E IEkj =

resp.
and:

d ln rekj
dri j

* ri j = ln b * ri j

(18)

EIEkj, rij- ditto (9)
b–

ditto (8)

RESULTS

Characteristics of Slovak household income groups
Table 1 presents the average level of net nominal and real income per household
member, nominal and real foodstuffs expenditures and share of foodstuffs expenditures on
total household expenditures in particular household income groups. Households with the
lowest average net income per household member belong to the 1th income group,
households with the highest average net income per household member belong to the 4th
income group.
Table 1 Specification of household income groups

Income group

1st

2nd

3rd

4th

€

08/00

€

08/00

€

08/00

€

08/00

net nominal income*

2640.98

2.23

3728.07

2.33

4632.69

2.31

7249.72

2.47

net real income*

2147.14

1.81

3030.95

1.89

3766.41

1.88

5894.08

2.00

667.16

1.69

853.34

1.78

929.05

1.60

1073.84

1.58

542.41

1.38

693.77

1.45

755.32

1.30

873.04

1.28

Indicator

nominal foodstuffs
expenditures*

real foodstuffs expenditures *
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share of foodstuffs
expenditures **

27.27

24.52

0.94

21.94

0.85

16.99

0.85

Source: Statistical Office of the SR, authors‘calculations
* € per capita and year, ** on total households` expenditeres in %

The households with the highest income (4th income group) earn almost 3-times more
in comparison with the household group of the lowest income (1st income group) and growth
rate of their net nominal income 2.47 (2008/2000) is the highest from all income groups. On
the other hand, the growth rate of net nominal income in the 1st household income group is
lowest one - 2.23.
The growth rate of net average real income per one household member that shows real
purchase power of population performs simillary. The growth rate of average net real income
per one household member, which reflects the real change in the purchase power of
population, is placed in the highest 4th income group. In 2008 compared with 2000 net real
income per one household member was increased in this income group by 200%. On the
contrary, in the lower income households (1st income group) the growth rate of net real
income was the lowest of all income groups (index 1.81) in 2008 in comparison with 2000.
These facts cause the deepening of the social differences between the particular income
groups of households which can lead to the different behaviour of the households from the
marginal income groups (1st and 4th income group) on the commodity and service markets.
The level of nominal foodstuffs expenditures confirms it. The households from the 1st
income group spent 667.16 € on foodstuffs in 2008, which represents 27.27 % of their total
household expenditures. The expenditures of the 4th income group were higher by 61% in
2008 than the ones of the 1st income group. The share of expenditures of these households on
foodstuffs in 4th income group is lower then in the 1st group by 10.28%. The share of
1303

foodstuffs expenditures on household total expenditures decreases with the increased income7.
These facts demonstrate Engel´s expenditure function which claims that with the growth of
prosperity (measured by the real income) the share of foodstuffs expenditures on
household’s total expenditures drops. This tendency is spread all over the world8. The similar
situation also exists in the Czech Republic, where according to MELICHOVÁ, A. in the case
of shortage of finance, the expenditures on foodstuffs are reduced most frequently in the
households with the lower income groups9.

Foodstuffs groups
In order to define the household behaviour on the foodstuffs market this market is
divided into 5 partial markets, taking into account the division of foodstuffs according to
Healthy Eating Pyramid (fig. 1).
Picture 1: Healthy Eating Pyramid (recommended food basket structure in percentage )

Source: authors‘calculations based on food portions recommendations using data of www.lifeclinic.com,
www.nal.usda.gov

7

ZENTKOVÁ, I. – HOŠKOVÁ, E. The Estimation of the Marshallian Demand Functions for the selected
Foodstuff groups According to the Households Income Quartils. 2009
8
ZENTKOVÁ, I. – HOŠKOVÁ, E. Modelling the demand for foodstuffs. 2008
9
MELICHAROVÁ, A.: Decision-making process of households on food consumption.2006
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The Influence of Income Differentiation of Slovak Households on Share of Foodstuffs
Expenditures out of the foodstuffs total expenditures
The household behaviour on the foodstuffs market is being analysed by the share of
household expenditures on the particular foodstuffs groups out of the total expenditures on
food. The expenditure share of the individual income groups on some kinds of food in 2008 is
demonstrated in graphs 1 - 4.
Graph 1-4: Share of foodstuffs groups expenditures on the foodstuffs total expenditures (SLOVAKIA 2008)

Source: Statistical Office of the SR, authors’calculations

The biggest share of the total expenditures on foodstuffs in households of all income
groups is represented by the expenditures on meat, meat products, eggs and fish ( graphs 14). This is caused by the relatively high prices of the group of meat, meat products, eggs and
fish in comparison with the other groups of foodstuffs. In all income groups, except for the 1st
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- the lowest income group of households – the expenditures on meat, meat products, eggs and
fish achieved 33% of the total household expenditures on food in 2008. The share of
household expenditures in the 1st income group for the purchase of the given group was only
1% lower. The influence of the income differentiation of the Slovak households on the share
of expenditures on meat, meat products, eggs and fish is not substantial. In the period 2000 –
2008 the share of expenditures on this food group had the growing tendency in the 2nd, 3rd
and 4th income groups (table 2). Taking into consideration that in the observed period the
considerable changes in the development did not occur, the most suitable function was the
slightly increasing concave function for the equalization of the tendency of development.
Based on the these results we do not assume any considerable differences in the shares of the
household expenditures on meat, meat products, eggs and fish out of the total household
expenditures on foodstuffs in the future. In the 1st income group of households the share of
expenditures on this food group had the increasing tendency in the period 2000 – 2008.
The considerable share in the total foodstuffs expenditures of the households of all
income groups have the starchy foodstuffs (graphs 1- 4). As the prices of this kind of food
group are quite low, 20-24% share of the total foodstuffs expenditures is created
unambiguously by the high consumtion of the strachy foodstuffs. With the growing income
the expenditure share on this group declines among the total household expenditures on food.
The difference between the share of expenditures on the strachy foodstuffs out of the total
household expenditures represents 4% between the extreme households (those with the
highest and lowest incomes). In this way the strachy foodstuffs are becoming the group of
foodstuffs where there is the most distinguishable influence of the income differentiation of
the Slovak households in the household preferences. The tendency of the expenditure shares
on the strachy foodstuffs out of the total household expenditures on foodstuffs in all income
groups in the period 2000 – 2008 is the most suitably describes by the slightly increasing
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convex function which does not assume any considerable changes in the development in the
share expenditures on them (table 2).
The expenditures on milk and dairy products have 17-18% share on the total
households expenditures on foodstuffs. The income differentiation of households (graphs 1 –
4) does not influence considerably the change in preferences of households to buy this
foodstuffs group. The reason is that the share of expenditures in the 2nd, 3rd and 4th income
household groups on this food group represents 17% and in the households of the 1st group
it is only 1 % higher. The share on milk and dairy products out of the total households
expenditures had the fluctuating trend in the studied period. In 2001-2002 the share soared
and in 2003 – 2004 it declined. Since then the tendency has been balanced and we expect the
same trend also in the future. The tendency of the development of the expenditures on milk
and dairy products out of the total expenditures on foodstuffs in all household income groups
is the best described the falling function (table 2).
It is clear from the graphs 1- 4 that the group of the fats, oils and sugar have
a relatively high share in the expenditures of all Slovak household income groups. The
foodstuffs group of the fats, oils and sugar also does not belong to the groups on which the
income differentiation could have a striking influence. The share of households expenditures
of the 2nd, 3rd and 4th income groups on the fats, oils and sugar out of the total households
expenditures on the foodstuffs was 15% in 2008. The households of the 1st income group
spent on the fats, oils and sugar 1% less than the other income groups in 2008. Based on the
estimation of the falling concave functions, which reflect the trend of development 2000 –
2008 (table 2), we assume the gradual decrease of the expenditure shares on the fats, oils and
sugar out of the total foodstuffs expenditures in all income groups of households.
The share of expenditures on the group of fruit and vegetables out of the total
foodstuffs expenditures has the rising tendency corresponding the households incomes
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(graphs 1- 4). The difference between the highest and lowest income groups is 3%, which
demonstrates the interconnection between the share of the expenditures on fruit and
vegetables and the income households differentiation. The trend of the share development of
expenditures on fruit and vegetables out of the total households expenditures in the 1st – 4th
income groups on the foodstuffs in 2000 – 2008 is best expressed by the rising convex
function, where the decline is bigger than in other foodstuffs groups (table 2). We can predict
a more considerable increase of expenditures share in this foodstuffs group.

Table 2: Trend of particular foodstuffs groups expenditures share on total foodstuffs expenditures
Income group

1st

Foodstuffs group

2nd
R2

trend

trend

R2

cereals

yt = 0.06t2 – 0.72t + 25.81

0.23

0.03t2 – 0.35t + 22.43

0.17

fruit and vegetables

0.10t2 – 0.67t + 10.24

0.54

0.14t2 – 1.19t + 12.07

0.76

milk and milk products

0.03t2 – 0.54t + 19.68

0.38

18.87-0.21t

0.55

meat,fish, eggs

30.08t0,045

0.48

-0.08t2 + 0.84t + 32.64

0.36

oils, seeds, sugar

-0.06t2 + 0.29t + 16.24

0.73

-0.10t2 + 0.93t + 13.94

0.56

Income group

3rd

Foodstuffs group

4th
R2

trend

trend

R2

cereals

19.94 + 0.13t

0.29

0.02t2 – 0.06t + 19.12

0.46

fruit and vegetables

0.17t2 – 1.48t + 13.59

0.72

0.13t2 – 0.99t + 13.82

0.79

milk and milk products

18.079e-0,0073t

0.29

-0.03t2 + 0.16t + 17.34

0.46
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meat,fish, eggs

-0.06t2 + 0.46t + 34.35

0.54

-0.06t2 + 0.34t + 35.33

0.70

oils, seeds, sugar

-0.12t2 + 1.17t + 13.77

0.65

0.13t2 – 0.99t + 13.82

0.79

Source: authors‘calculations

The analysis of the particular income households groups in the Slovak Republic on the
foodstuffs groups shows that, despite the considerable household income differentiation, the
preferences of households in the foodstuffs purchases are very similar. In the value relation
the household expenditures on the particular foodstuffs groups differ considerably between
the income groups. The share on the particular foodstuffs out of the total house expenditures
is mostly identical in all income groups. The similar situation exists in the developed
countries. We can use the example of the comparison of the share expenditures on the
particular fodstuffs groups out of the total household foodstuffs expenditures in the USA
(table 3).
Similarly, neither the share of expenditures on the particular foodstuffs groups of the
Slovak households nor the share of expenditures on the particular foodstuffs in American
households shows the considerable fluctuations related to the household income
differentiation. The most substantial difference in the expenditure share influenced by the
different income level of households is showed in table 3 for the group of meat, meat
products, eggs and fish, and milk and dairy products. While in the Slovak Republic there the
continual development exists in the expenditure share on these two groups among the
individual income groups (graphs 1 - 4), in the American households the fluctuating
tendencies are obvious. The surprising fact is that there is not the different reaction in the 1st
income group, but in the 2nd one.
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Table 3: Particular foodstuffs groups expenditures share on household total foodstuffs expenditures in
percentage (USA 2008)

Income group

1st

2nd

3rd

4th

Cereals and bakery products

19

18

19

19

Fruit and vegetables

24

25

25

25

Dairy products

16

15

16

17

Meat, poultry, fish, and eggs

32

33

31

30

Fats and oils, sugar

9

9

9

9

Source: Bureau Labour Statistic, USA, authors’calculations

Quantification of the household income influence on the foodstuffs expenditures
For the quantification of the Slovak household income influence on the particular
foodstuffs expenditures Engel´s expenditure functions are estimated by the regression analysis
in the division according to the foodstuffs groups and income household groups.

Foodstuffs group: Cereals and bakery products
In table 4 Engel´s expenditure functions give the estimations for the group of starchy
foodstuffs with the appropriatness tests.

Table 4

Estimation of the Engel’s expenditures equations for cereals and bakery products
Engel’s expenditures function

(Eie)

1st income group

re11 =1721.59 * 1.00001ri1

(0.53)

2nd income group

re12 =1831.15 * 1.000008ri2

(0.61)

3rd income group

re13 =2128.83 * 1.000006ri3

(0.53)
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4th income group

re14 =2449.34 * 1.000003ri4

(0.46)

Source: Statistical Office of the SR, authors‘calculations

Table 5 Tests of Engel’s expenditures equations estimation – cereals and bakery products
Income group

1st

2nd

3rd

4th

adjusted R-squared

0.7032

0.7999

0.7252

0.7563

F statistics

0.0029

0.0007

0.0022

0.0014

0.0029

0.0007

0.0022

0.0014

exponential

exponential

exponential

exponential

b (ri)

P value

The most fitted regression model

Source: authors‘calculations based on the Statistical Office of the SR data

The influence of income on the starchy foodstuffs is considerable according to Engel´s
expenditure functions. The biggest influence on the household

income on the

starchy

foodstuffs is in the 2nd income group. The change of the real income on one househlod
member explains almost 80% of changes in the real expenditues on the starchy foodstuffs in
this income group (table 5).
Along with the change of the real income per one household member the expenditures
of all households on this foodstuffs group are being changed with 99% reliability.
It is obvious from the calculated elasticity of expenditures (Eie, table 4) that the
household expenditures on the starchy food of the 2nd income group are changed the most
considerably in comparison with the changes of household expenditures in other income
groups. If the real income per one household member in the 2nd income group increases by
10%, then the household expenditures on the starchy food rise by 6.1%. The lowest growth of
expenditures on the starchy food with the rise of the real income per one hosehold member is
according to the expenditure elasticity in the table 3 in the households of the 4th income
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group(Eie = 0.46). Very low difference in the value of the coefficient of the income
expenditure elasticity between the individual income groups proves the very low influence of
the household income differentiation on the reaction of the household expenditures on the
starchy foodstuffs to the income change.

Graph 5: Engel’ s expenditures functions for cereals and bakery products

Cereals and bakery products
20000
1.

15000

re1j

2.
10000

3.
4

5000

45

0
0

50000

100000

150000

200000

rij

Source: authors‘calculations

Foodstuffs group: Fruit and vegetables
The estimation of Engel´s expenditure functions of the group of fruit and vegetables
are presented in the table 6, the appropriatness tests of models in the table 7.

Table 6

Estimation of the Engel’s expenditures equations for fruit and vegetables
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Engel’s expenditures function

(Eie)

1st income group

re21 =473.41*1.00002ri1

(0.94)

2nd income group

re22 =706.59*1.00001ri2

(0.85)

3rd income group

re23 =747.94+0.01*ri3

(0.63)

4th income group

re24 =1194.98*1.000003ri4

(0.51)

Source: Statistical Office of the SR, authors‘calculations

Table 7 Tests of Engel’s expenditures equations estimation –fruit and vegetables
Income group

1st

2nd

3rd

4th

adjusted R-squared

0.5054

0.6729

0.4870

0.4862

F statistics

0.0191

0.0041

0.0220

0.0221

0.0191

0.0041

0.0220

0.0221

exponential

exponential

linear

exponential

b (ri)

P value

The most fitted regression model

Source: authors‘calculations based on the Statistical Office of the SR data

The change of the real income per one household member explaines the most
significant change in expenditures on fruit and vegetables in the 2nd income household group.
According to the adjusted determination index in the table 7 the change of the real income per
one household member explains 67.29% of changes on fruit and vegetables in the 2nd income
group. Along with the change of the real income per one household member the expenditures
on fruit and vegetables are being changed with 99% reliability.
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The income elasticity coefficient of expenditures in househlds of the 4th
income group

significantly differs comparing to the income elasticity coefficient of

expenditures in the 1st income group. While the households of the 1st income group react to
10% growth of the real income by 9.4% growth, the households of the 4th income group only
by 5.1% growth on fruit and vegetables. This fact shows the considerable influence on the
income differentiation of the Slovak households on the reaction to the expenditures on fruit
and vegetables on the income change. The high value of the income elasticity coefficient of
expenditures in the 1st income group on the fruit and vegetables means the tendency to
perceive the group of fruit and vegetables as more luxury in comparison with the other
foodstuffs groups. If the real income per one household member in the 1st income group
decreases, then the expenditures on fruit and vegetables will be reduced first.

Graph 6: Engel’ s expenditures functions for fruit and vegetables
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Source: authors‘calculations

Foodstuffs group: Milk and dairy products
The estimation of Engel´s expenditure functions of milk and dairy products are shown
in the table 8, the appropriatness tests of models in the table 9.
1314

Table 8 Estimation of the Engel’s expenditures equations for milk and dairy products
(Eie)

Engel’s expenditures function

1st income group

re31 =1161.72+0.02*ri1

(0.47)

2nd income group

re32 =12.56*ri20,48

(0.48)

3rd income group

re33 =28.90*ri30,41

(0.41)

4th income group

re34 =2436.09*1.000002ri4

(0.35)

Source: Statistical Office of the SR, authors‘calculations

Table 9 Tests of Engel’s expenditures equations estimation – milk and dairy products
Income group

1st

2nd

3rd

4th

adjusted R-squared

0,8322

0,8860

0,8950

0,7786

F statistics

0,00037

0,00009

0,00007

0,00101

0,00037

0,00009

0,00007

0,00101

linear

power

power

exponential

b (ri)

P value

The most fitted regression model

Source: authors‘calculations based on the Statistical Office of the SR data

With the change of the real income per one household member the expenditures on
milk and dairy products are changed with 99% reliability. The adjusted determination index
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is the highest in the Engel´s expenditure function of the group of milk and dairy products in
the 3rd income household group. The change of the real income per one household member
explains 89.5% of the changes in expenditures of the 3rd income group.
The income elasticity coefficients of expenditures achieve higher values in the
households from lower income groups (1st and 2nd income groups). If a real income per one
member of the household from the 2nd income group increases by 10%, the expenditures on
milk and dairy products rise by 4.8%. The households of the 4th income group increase the
expenditures on this group of foodstuffs with 10% growth of the real income per one
household member by 3.5%.
The value of the income elasticity coefficients of expenditures on milk and dairy
products varies between the particular income household groups. The ranking of households
into the particular income groups influences the reaction of expenditures on milk and dairy
products to the change of income in a very low rate.
The income elasticity coefficients of expenditures on milk and dairy products of the
households in the 4th income group is the lowest in comparison with the elasticities,
calculated in other foodstuffs groups. If the real income per one member of the household in
this income group decreases, it reduces the expenditures on milk and dairy products the least.
The given facts put the group of milk and dairy products for the households of the 4th income
group into the position of the basic foodstuffs group with the relatively stable expenditures.
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Graph 7: Engel’ s expenditures functions for milk and dairy products
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Foodstuffs group: Meat, fish, eggs
The estimation of Engel´s expenditure functions for the group of meat, meat products, eggs
and fish is given in the table 10, the appropriatness tests of models in the table 11.

Table 10 Estimation of the Engel’s expenditures equations for meat, fish, eggs

(Eie)

Engel’s expenditures function

1st income group

re41 =1.95*ri10,70

(0.70)

2nd income group

re42 =6.27*ri20,60

(0.60)

3rd income group

re43 =3822.06*1.000005ri3

(0.47)

4th income group

re44 =4887.45*1.000002ri4

(0.36)

Source: Statistical Office of the SR, authors‘calculations

Table 11 Tests of Engel’s expenditures equations estimation – meat, fish, eggs
Income group

1.

2.

3.

4.

adjusted R-squared

0.7520

0.7683

0.7472

0.7222

F statistics

0.0015

0.0012

0.0016

0.0023

0.0015

0.0012

0.0016

0.0023

power

power

exponential

exponential

b (ri)

P value

The most fitted regression model

Source: authors‘calculations based on the Statistical Office of the SR data

The adjusted determination index is the highest in the households of the 2nd income
group. The change of the real income per one member of the household explains 76.83% of
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changes of expenditures in this income group on meat, meat products, eggs and fish. The
estimation on the refression coefficient is reliable 99% in all given models.
The income elasticity coefficient of expenditures on meat, meat products, eggs and
fish decreases considerably with the income increase (similarly as in the group of fruit and
vegetables).While the households of the 1st income group with the increase of the real income
per one household member by 10% they increase the expenditures on this foodstuffs group
by 7%, the households from the 4th income group with the same pace of the income growth
increase their expenditures on meat, meat products, eggs and fish by 3.6%. The difference
between the income elasticity coefficient of expenditures 0.36 proves the considerable
influence of the income differentiation of households in the reaction to this foodstuffs group
to the change of the real income.

Graph 8: Engel’ s expenditures functions for meat, fish, eggs
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Foodstuffs group: Fats, oils, sugar
The estimation of Engel´s expenditure functions for the group of oils, fats and sugar
given in the table 12, the appropriatness tests of models in the table 13.

Table 12 Estimation of the Engel’s expenditures equations for fats, oils, sugar
(Eie)

Engel’s expenditures function

1st income group

re51 =8.75*ri10,50

(0.50)

2nd income group

re52 =0.52*ri20,48

(0.48)

3rd income group

re53 =2.76*ri30,61

(0.61)

4th income group

re54 =1843.75*1.000004ri4

(0.59)

Source: Statistical Office of the SR, authors‘calculations

Table 13 Tests of Engel’s expenditures equations estimation – fats, oils, sugar
Income group

1st

2nd

3rd

4th

adjusted R-squared

0.6158

0.7308

0.6246

0.7616

F statistics

0.0075

0.0020

0.0069

0.0013

0.0075

0.0020

0.0069

0.0013

power

power

power

exponential

P value

The most fitted regression model

b (ri)

Source: authors‘calculations based on the Statistical Office of the SR data
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The changes in the expenditures on the group of oils, fats and sugar are explained by
the changes in the real income per one member of the household in the highest level in the 4th
income group. The adjusted determination index of the estimated Engel´s expenditure
function in this income group is 0.7616. The estimation of the regression coefficient is
reliable by 99%.
The higher income households react more considerably to the change of the
real income per one member of the household by 10%. The households of the 3rd income
group increase their expenditures on oils, fats and sugar by 6.1%. With the same pace of the
growth of the real income per one member of the household in the 4th income group the
expenditures increase by 5.9%. The difference between the extreme values of coefficients of
the income elasticity of expenditures among the individual income groups is 0.13, which
shows the very low influence of the income differentiation of households to the reaction of the
expenditures on oils, fats and sugar on the income change.

Graph 9: Engel’ s expenditures functions for fats, oils and sugar
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CONCLUSIONS

The purpose of this article was to give the quantification of the influence of the
households income on their behaviour on the foodstuff market. The households behaviour on
the foodstuffs market is being analysed through their expenditures on foodstuffs therefore the
first part of the article is devoted to the analysis of the Slovak households expenditures on the
foodstuffs. The household income differentiation is taken into consideration via the division
of the households into four income groups according to the level of the annual net income
per one member of the household. The foodstuffs market is divided into five partial markets
taking into account the Healthy Eating Pyramid. The tendency of the development of the
household expenditures in the particular foodstuffs groups out of the total household
expenditures on food is quantified by the regression analysis in the division according to the
household income groups.
In the first part of the article we analysed the households preferences through the
expenditure share on the particular foodstuffs groups out of the total expenditure on food. The
analysis results proved that the ranking the households into the particular income groups does
not influence considerably the changes of preferences towards the purchase of the particular
foodstuffs groups. The similar phenomenon is typical also in the developed countries.
In the second part of the article the influence of the income differentiation of the
Slovak households on the foodstuffs expenditure is quantified by the estimation of Engel´s
expenditure functions through the regression analysis. The analysis results showed that the
different level of the household income influences the sensitivity of the expenditure reaction
on the particular foodstuffs groups on the households income, measured via the income
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elasticities of the household expenditures. The most significant differences in elasticity among
the particular household income groups were recorded in the groups of fruit and vegetables,
meat and meat products, eggs and fish.
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Introduction:

Even in the German well-developed economy, because of the globalisation and chancing
structures, human resources are more important than physical assets.
The demographic trends make it necessary to well qualify the growing next generation,
because the relationship between working people and not employed people will be
dramatically change.
Even if Human Resources give possibilities, – most of all for the regions which want to catchup with better developed ones – Human resources and with that, education, will have to be
improved.

Education participation…..:

Education is of central importance for economic and social participation.
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Globalization and technical change require increasingly better qualifications. Education and
knowledge are Germany's most important resources. Education of the employees is an input
factor getting more importance in the process of innovation and technology genesis.
A trend towards the service and knowledge society has worldwide to be watched in all
advanced national economies.
o additional employment opportunities arise almost exclusively in the service sector and only
still in exceptions in industry.
o knowledge and research intensive sectors expand much more considerably (in service
sector)

It must be made sure that qualifications are available in a sufficient scale.
The foreseeable unfavourable population trend and the comparatively weak interest of young
people in appropriate training programmes increase the danger, that

education and

qualification of employed persons will be a problem for innovation, structural change, growth
and occupation in Germany.

….and employment
The demographic trends in Germany make it necessary, to qualify workers for the labour
market. It is an immutable framework for the composition of the population and therefore of
the different levels of education of a specific region.
The relationship between working people and not employed persons will

dramatically

change. In the year 2006 came to 100 employed persons 55 not working children, adolescents
(under 19 years) and Seniors (over 66 years).
Prognostic increases this ratio to 100 to 69. The total number of people between 19 and 66
years by (2006) 53,1 million will decline to (2030) 45,7 million.
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In the same period, the proportion of the over 66 years old seniors (2006) of 17 % (14 million)
will rise up to 25 % (19,5 million).

Educations scales are comparable in the rarest cases. The ISCED (international standard
Classification of Education) tries to bring the national education conclusions on an
international denominator.
In the demarcation used in Eurostat-data „low “means the graduations below secondary
school II , „highly “contain all tertiary graduations and „middle educated “ all remaining
education graduations.

- Students at ISCED-Levels 5-6 of all pupils and students as % of total students (high
educated):
1998 (12,4%) to 2007 (13,7%)

% of all students

High educated students
14.00%
13.70%

13.50%
13.00%
12.50%

12.40%

12.00%
11.50%
1998

2007
years

source: Eurostat databank, Table 1 : own

- Pupils in primary and lower secondary education ISCED-Levels 1-2 as % of total pupils
1998 (11,4%) to 2007 (10,2%)
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low educated pupils

% of all pupils

11.50%

11.40%

11.00%
10.50%
10.20%

10.00%
9.50%
1998

2007
years

source: Eurostat databank, Table 2 : own

If the education graduations-change permits a thematic connection to the development of
future socio-economic conditions and associated social regrouping, cannot be proven only on
the basis these shifts.
By the rapid development of the society learning, education and their institutions became
uncertain. A social and economic change began, which opens new possibilities for
perspectives and education in Germany must adept to that change.

Possibilities of human capital:

Definition of human capital:

In the human capital theory humanly resources is regarded under the criterion of education
investments.

Human capital summarize all abilities, knowledge, experiences, innovative potential and
talents as well as the knowledge of the employees and manager, the „brains “of an enterprise.
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By these factors, information, ideas, and innovations are combined in order to optimize the
achievement for the customer and the entrepreneurial success.
Human capital are also the company values, - culture and – philosophy.

Changing structures:

The international structural change is adjusted to knowledge-intensive growth.
Competitive ability, lastingness of the economic development as well as protection of jobs are
based to convert knowledge in innovations.
Research-intensive industries and knowledge-intensive services play are of outstanding
importance.
Because technical progress develops particularly fast in ational economies and regions with
efficient research-intensive industries are represented, i.e. such industries, which operate to a
considerable degree FuE.

According to Gehrke and Legler, education, science and research as well as technology are
the substantial forces for growth and employment of a region.
Therefore, it is essential that a region is equipped with innovation relevant competences to be
endued in comparison with competitive areas well.
The consequence is, that determinants of a regional innovative capability moves to the focus
of regional politics.
The authors assume, that technology- and growth competition will more and more end into a
competition of regions in the European room.
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According to Global- region- concept, not business lines but regions worldwide have to fight
in global competition.

Lehrke and Legler discussed in detail industrial research and development in their study of
different German regions.
They concluded that:
-

Federal states with less research - intensive producing hold few industries of high
research – intensive producing sectors, so Schleswig-Holstein confine on mechanical
engineering and Mecklenburg-Vorpommern to MSR technology and mechanical
engineering, and Thuringia on mechanical engineering,

-

the south of Germany is more research intensive (Baden-Wurttemberg: automobile-,
air-, space-travel- vehicle engineering, office machines, EDP -computer and electrical
engineering).

The authors notice, that there is a centre- periphery- descent in the regional innovation
sample. The most important drivers of innovations are found mainly in the agglomeration
areas.

International environments are changing rapidly.
Foreign competition and the need to trade more effectively overseas have forced most
corporations and government to become increasingly culturally sensitive and globally minded.
But this development can bring benefits in terms of increased employment opportunities,
earnings and economic development but this may be at the expense of comparatively low pay,
poor working conditions, and denial of employment rights. However, along with a trend
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towards reduction of trading barriers and encouragement of international trade, there is an
increasing call for worldwide regulation of labour issues.
To become cultural competent, it is necessary to have a solid understanding of the values and
how they shape cultural identity.
Cross-cultural management researchers and theorists (i.e., Edward Hall, Geert Hofstede and
Fons Trompenaars) have developed cultural value dimensions.

E. Hall (1960) mentioned as cultural value dimensions the concept of time, G. Hofstede
(1980) talked about e.g. of power distances, Individualism and long-term orientation and F.
Trompenaars about individualism versus collectivism, passage of time and specific versus
diffuse.
Human capital theory (Becker 1962; Becker 1993; Mincer 1958; Schultz 1961) assumes that
productivity is influenced by human capital existence by persons in the working process .
Knowledge is measured in enterprises or national economies on the basis certain input and in
particular output factors (e.g. by scientific publications or patents). The application of the
available knowledge and the generation of new knowledge depend however on the abilities
and talents of the persons employed.

Germany, with 16.763 patents of the countries the most inovations, is on the third place,
behind the USA (45,790 registrations) and Japan (29,827).
In Germany the number of the patent applications decreased/went back by 11,2 per cent, in
the USA by 11,4 per cent, while Japan increased by 3,6 per cent.
Mostly in traditionally strongly market segments like the computer technology,
pharmaceutical industry and medical technology, decline the numbers of the registrations.

1331

The German patent office counted (according to own data) in the year 2009 approximately
58,000 patent applications, thus a minus of approximately seven per cent compared with
2008.
Only under 10 per cent of the free inventors requested a patent application, likewise a
declining trend.
Nevertheless, the German patent office understands crisis also as chance and offers straight
for freelance inventors an extensive support program.

High-tech

applications

to

(Nürnberger Nachrichten, Wirtschaftsteil, 9.2.2010)

the

EPO

by

priority
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source: Eurostat database, Table 3 : own

Conclusion:

The production of a knowledge balance requires the data integrations beyond regions. The use
of evaluation methods for human, structural economic potential is just as important.
Characteristic numbers are to be determined, which originate from different ranges, like
educational facilities, demography, participation of young people and senior participation at
education and work.
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In addition different scenarios are to be regarded and prognoses to be provided, that anticipate
the changes and the risks.

The values for human capital rise from qualification, thus an integrated approach are pursued,
which evaluate education, knowledge, and possibilities of advancement comprehensibly.
Human capital is a multi-dimensional size, the development needs time and possibilities.
Beside education conditions, human capital is also meant as professional experience,
readiness for flexibility and occupation of trainees.
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“Women empowerment”
A case study on Grameen bank, Bangladesh
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Introduction
From Bangladesh to Paris and from Nairobi to New York, women everywhere are
becoming empowered. The profound structural changes taking place in the economics of the
developed world providing new opportunities for women. Women constitute a significant role in
the development of the world. They produce half of the world’s food supply, account for 60
percent of the working force, contribute up to 30 percent of the official labour force, receive 10
percent of the world economy, but surprisingly own less than one percent (1%) of the world’s
real state.
Although, women represent bulk of the labour force especially in the developing
economics of Asia, Latin America and Africa, however, are not yet brought under the fold of
main stream of the development and have been given appreciation of their considerable
contribution. Crowing cognizance has previewed among the civilized nations that, if the
operation of social and economic change has to be guaranteed, it is the women who has to be
mobilized and may all means can be very effective agents of change for a better home, society
and ultimately a better economy.
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Grameen Bank Experience:
In order to build up women entrepreneurship on a small scale in the rural areas of
Bangladesh, the role of Grameen bank is unique. It is true that Grameen bank is engaged in
bringing dramatic changes and improvements in the socio-economic condition of rural
Bangladesh. Accordingly, by providing credit through its non-traditional credit delivery system
Grameen bank has been successful in developing women entrepreneurship and thereby
empowering them economically. The Grameen bank project was born in the village of Jobra,
Bangladesh, in 1976. In 1983, it was transformed in to a formal bank. The bank is owned by the
poor borrowers of the bank who are mostly women. As on September 2009, the total number of
borrowers of the bank has reached 7.95 million, out of which 97 percent are women.
Some of the basic features of the Grameen Bank loans are as below:
i.

Low interest rate on loans, viz, 20% for income generating loan, 8% for housing
loans, 5% for students loans and 0% (interest free) loans for struggling members. All
interests are simple interest, calculated on the declining balance method.

ii.

Types of loans are-housing loan, Micro-enterprise loan, Education loan, basic loan
etc.

iii.

All loans are collateral free, and based on mutual trust.

iv.

All banking transactions are done by the borrowers at centre

v.

All the banking transactions are recorded at the branches by the staff.

vi.

In order to obtain loan, a borrower must join in a group of borrowers.

vii.

The group will recommend the bank for loan delivery to a new member.

viii.

A new loan can be received, only after repayment of previous loan.

ix.

All loans are to be paid back in installments (weekly, or bi-weekly)

x.

All the loans are covered under “Loan Insurance program”
1336

Grameen Bank-a bird eye view: Statistics as on September 2009 (Amount in TK Million)

1. Cumulative amount of loans disbursed: TK 476,490.69 million
2. Cumulative amount of loan repaid:

TK 424,970.74 million

3. Outstanding loans:

TK 51,519.95 million

4. Rate of recovery:

97.66%

5. Number of borrowers: Male: 2,42,229, Female: 77,07,415 Total: 79,49,644
6. Number of Groups:

12,42,052

7. Number of Centers:

1,43,392

8. Number of Villages:

84,691

9. Number of Branches:

2559

Status of women in Bangladesh: A profile:
Bangladesh is one of third world nations where women enjoy a very low socio-economic status.
The economy is poor and vast majority of the people still live below poverty line. The most
vulnerable of the poor class is the women, who are already in a dis-advantage position, so
economic empowerment of the women is the main way to uplift the pitiable condition of the poor
women. Women in Bangladesh generally spend their time and energy in performing household
activities and helping in agricultural works. Similarly, majority of the women of Bangladesh have
little education to understand the needs of the hour for development. Opportunity for
development is a few for the women and most of them are treated as the burden of the family.
Grameen Bank, since its establishment has been working for women empowerment by providing
collateral free loans at their doorsteps.
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Review of Literatures:

•

Poverty is not created by the poor. Nor it is sustained by them. The roots of poverty can
be found in our institutions, concepts and theoretical framework-Professor Mohammad
Yunus.

•

Credit is merely a lubricant for the economy. It plays a very important role in how a
society is constituted. Credit in the final analysis, is a powerful economic weapon. Credit
can equip a dispossessed person to fight the economic odds. It creates an opportunity for
self-employment, in which the poor person can control his economic destiny.-The New
York Times, April 2, 1990.

•

A positive change in the status of a women is characterized by-a better breakdown
position, a clear perception on the part of the women of her own individuality and her
interests and a clear perception on her part as well as on the part of her family
contribution to the joint welfare of the household-Prof. Amartya Sen.

•

Women have two eyes, ears, hands and feet like a man, but most of the Bangladeshi man
do not like to recognize that-thesis “social impact of Grameen Bank” by Elora
Shehabuddin, Harvard University, 1991.

•

Many little things done in many little places by many little people will change the face of
the world. Micro enterprise offers an alternative to the conventional strategy for bringing
development to poor nation-making large loans to governments for massive power or
infrastructure projects. More investment in smaller local industries could bring economic
and social benefits at far less cost-Hal Kane, world watch, March/April 1996.
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•

Micro-credit has proved to be an important liberating force in societies where women in
particular have to struggle against repressive social and economic conditions. Economic
growth and political democracy can not achieve their full potential unless the female half
of humanity participates on an equal footing with the male-Norwegian Nobel committee,
2006.

Objectives of the study:
The objectives of the study are highlighted below-

1. To understand the problems of the women in rural Bangladesh.
2. To access the success of Grameen Bank in women empowerment by providing loans.
3. To understand the working environment and the challenges being faced by the Grameen
bank branch.
4. To study the operational aspects of the Centre & Groups of the Grameen Bank.
5. To study the impact of Grameen Bank loans in poverty eradication of the poorest of the
poor women of Bangladesh.
6. To access the actual benefits that goes to the women from the Grameen bank loans.

Methodology of the Study:

The present study was based on the descriptive types of research. The information for the
study has been collected both from the formal and informal sources. Information from the formal
sources was collected from the branch records, centre records as well as by interviewing the
women at their houses. The investigator in many times has to rely on the memories of the
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women, because majority of the borrowers of the Grameen Bank do not keep any recorded
statements at their hands, but most of their activities are in their memories. Information from the
secondary sources was collected from the published records of the Grameen Bank, Grameen
Trust and other publications of the Bangladesh bank (the central bank of Bangladesh).

Location of the Study:

In order to collect different types of indigenous knowledge of the women and the functioning of
the Grameen bank, the “DAMKURA PABA” branch was selected.
Damkura Paba Branch of the Grameen bank is situated in the northern side of Rajshahi District of
Bangladesh. It is about 4 km away from the international border of the country, India.
The Damkura Paba branch was selected for the survey on the basis of following considerations:
1. The economic condition of the people living in the Damkura area is so poor.
2. The villages covered under the branch have good transportation facilities and well
connected to Rajshahi town.
3. The women living in the areas are being empowered by the Grameen Bank loan
facilities.

Sampling:
* 20 women were covered under “Adaria Para” centre were selected for survey on the
following criteria:
•

Land less poor women, those are involved in agriculture works.
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•

Giving priority to those women who are widows, Divorcee, and who are
in difficult position in their life.

•

Illiterate women who has no any formal education and has no any income
generating activities.

•

The Branch manager, a centre manager, the deputy manager and a 4th
Grade of the branch were also interviewed in order to access the
functioning of the branch.

Grameen Bank structure:

Head Office

Zonal Offices

Area Offices

Branch-1

Branch-2

Centres
6-8 Groups each

Group-1
Five borrowers each

Group-2

Group-3

Branch profile:
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Branch-3

 Name of the Branch: DAMKURA PABA BRANCH (CODE-491-1288)
 Year of establishment: 1988
 Number of staff members: 07
 Type of building: RCC
 Whether rented or owned? own
 Name of the branch manager: MD. ABDUL MANNAN

Statistics as on 31st October 2009

 Number of Members:3976
 Number of active Members: 3921
 Number of Struggling Members: 39
 Number of Village Phone Ladies: 877
 Number of Education Loanee: 11
 Outstanding Loan: (Basic): 2,52,11,566.00 TK
 Outstanding Loan (Small Enterprise): 41,32,000.00 TK
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 Outstanding Loan (Education): 22070.00 TK
 Outstanding Loan (GB): 4,42,000.00 TK
 Outstanding Centre Making Loan 79,364.00 TK
 Total Outstanding Loan: 2,98,87,000.00 TK
 Personal Savings (Members): 2,28,58,000.00 TK
 Personal Savings (Non-members): 2,78,76,000.00 TK
 Total Savings: 5,07,34,000.00 TK
 Rate of Recovery: 100 %

Any award to the branch
 In the year 2005, the branch was declared as the best branch and awarded “GOLD CUP”,
considering its success in the field of loan recovery, loan disbursement, savings
mobilization etc.
 In the year 2001, Prof. Mohammad Yunus had visited the branch to encourage the staff
and the borrowers.
Centre profile:
In Grameen Bank system, the bank goes to the poor. Its credit delivery
system and recovery mechanism is very client friendly and flexible. Every week, all the
borrowers under groups sit together in a centre and all the banking transactions are done with
actual understanding of the borrowers.
Name of the Center: Adaria para.
Center No: 69
Number of Members: 60
Name of Center Manager: Md. Abdul Hakim
1343

Name of Center Head: Rahella Begum

Case studies on the borrowers:
Borrower no-1:

 Name: Rojina Begum (28)
 Loan Amount: 10000 TK
 Loan taken on: 27th January 2009
 Purpose: Cow fattening
 Per week loan installment plus interest: 250 TK, Savings deposit: 30 TK
 Balance of Loan outstanding: 1640 TK
 Total Savings made: 990 TK
 Per week income: TK 750
 Number of family members: five (Husband, two sons and a daughter)
 Position in the family after getting loan money: Her husband monitoring the cow
fattening works and managing the money for payment of loan money at the end of the
week. But she believes that she is the source of the money generation to the family and
helping her husband to generate income.
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Borrower no-2

 Name: Rekha Begum (23)
 Loan Amount: 10000 TK
 Loan taken on: 23rd June 2009
 Purpose: Trading (Workshop of a Late Machine)
 Per week loan installment plus interest: 250 TK, Savings deposit: 30 TK
 Balance of Loan outstanding: 5820 TK
 Family history: Rekha has two sons and her husband has been running a workshop with
the money provided by the Grameen Bank.
 Per week income: Tk. 1000.
 Position after taking loan: Rekha and her family were under poverty and still facing the
poverty crisis. But with the installment of new machinery at her husband’s workshop, the
income of the family has been increasing day by day. To some extend, she is getting
respect from her family members.
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Borrower no-3:

 Name: Beauty Begum (26)
 Wife of: Md. Akhtar Hossain
 Number of Kids: Two sons (one at 14, another at 8 yrs)
 Land holding: 6 Kathas
 Qualification: Class V
 Husband occupation: Farmer
 Her Early Days life: Beauty was born in the year 1982 in Adaria Para village, under Paba
police station of Rajshahi district. She had a rough childhood and due to poverty at her
home she needed to left school at class V. after leaving school, she was forced to marry
on Md. Akhtar Hossain of the same village by her father. Ultimately, this lady needed to
give birth of her 1st son at the age of 13. Subsequently she became mother of another son
and needed to engage in the daily activities at home. Her husband has 6 kathas of
agriculture land and the family was under deep poverty for having no other incomes.
One day, in the year 2009, on her way back to home from the agriculture field, she
overhead a group of women talking about forming a group to borrow money from a bank.
She joined the group and became a member of the Grameen Bank. In the year 2009, 25th
August Beauty got her 1st loan for an amount of TK 8000 for cow fattening, and her life
started change thereafter.
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Loan no-1:
 Basic Loan: 8000 TK
 Purpose: Cow fattening.
 Loan sanctioned on: 25th August 2009
 Loan repaid: 1408 TK (till 10/11/09)
 Installment/Weekly: 230 TK (principal-176, Interest-24, savings-30)
Loan no-2:
 Micro Enterprise Loan: 25000 TK
 Purpose: Paddy cultivation.
 Loan sanctioned on: 20th January 2009
 Loan repaid: 10175 TK (till 10/11/09)
 Installment/Weekly: 300 TK (principal-264, Interest-36)

Savings scheme of Beauty Begum:
 Beauty has been saving 500 TK per month in “Grameen Pension Scheme” and after 10
years she would get 112135 TK from the Bank.
 Beauty has been maintaining relation with the bank since 1999 and she has availed eight
loans from the bank and cleared six till date.
 Her present monthly income is 6000 TK.

How Beauty empowering her family:
It was a tragedy for Beauty that she got married at the age of 12 and she had her first son
at the age of 13. Since marriage to till August 2009, Beauty and her family was under deep
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poverty. But with the loan money received from the Grameen Bank, she is helping her husband to
cultivate more in their 6 kathas of land. She is also having cow fattening business at her
residence. Presently, her family income is about 1000 TK per week. Beauty achieved many
milestones for her family after joining Grameen Bank. For the bank, Beauty is a good and
reliable customer for her regular banking habit and she hardly miss attending centre meeting
every week. Her two sons are now studying at Damkura Govt. High School. She has a dream to
buy some agriculture land in future. But first priority is to repay the loan money to the bank as
early as possible.

Struggling Members (SM) loan:

The struggling members program of the Grameen bank is a very special program for the baggers.
The objectives of the program are to provide financial support to the baggers to help them to find
out dignified livelihood, and to send their children to school and find a solution to their ongoing
crisis.
 Programme started since July, 2002.
 No of beggars covered: 112,000
 Total amount of loan disbursed: TK 138.88 million.
 Total amount of loan recovered: TK 104.70 million.
 Cumulative deposits of beggars: TK 17.37 million.

Features of loans to struggling Members (SM):

 All loans to the SM are interest free.
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 Beggar members are covered with life and loan insurance programs without paying any
cost.
 Loans to the beggar are always for long period, but it is not compulsory to repay the loan,
if the beggar fails to develop.
 Group and Center members are always encouraged to patronize beggar members.
 Existing rules of the GB do not apply to beggar members, but they make up their own
rules.

Struggling members at Damkura Paba branch:

The struggling member of GB:

Name: Salema Begum (45)
 Family history:
 Husband: Sohiruddin (47) Physically handicapped.
 Son: Jaherul (22) studying at a Madrassa in class IX.
 1st Daughter: Rupali (20) left school, but studied upto class-X.
 2nd Daughter: Dipali (18) studying at class IX.
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Family Income and source of livelihood.
 No source of income, but got three beggars loans from the GB in the last three years:
 1st Loan: 1000 TK
 2nd Loan: 2000 TK
 3rd Loan: 2000 TK
 Utilized the loan in building her house and in purchase of a goat.

Present condition of the family:
 Still having crisis in managing daily foods, since her husband is physically handicapped
and the family is still under deep poverty. But the family is in hope to find out some
solution to their ongoing poverty.

Education loan of the Grameen Bank: a case study
The Higher Education Loan program was introduced in 1997 for the children of Grameen
families so that they can pursue education at highest level. Since its inception, the program has
distributed TK 1358.47 million to 37,908 students.
Main features of the Education Loan: * The education loan is applicable only to for GB
borrower’s children, * the borrower must be regular in all respects, * the student will start to
repay loan after one year of completion of the course, * the rate of interest is basically 12 % but
from the date of completion of the course the borrower will pay 5% service charge, * at least two
children of a borrower can take this loan, * this loan is not applicable for the defaulter borrowers.

Education Loan of the GB as on September 2009:
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 Outstanding education loan in Damkura Paba branch: TK 2,20,070
 Number of education loanee in Damkura paba branch: 11

Case study:

Name of the Loanee:
Md. Aftabudddin (25)
S/O-Md. Abdul Zabbar & Feruja Begum
Village: Bindaram Pur
District: Rajshahi
*

Schooling

(SSC)

at:

Damkura

Hat

* College (HSC) Rajshahi Govt. City College, in

High

School,

2003,

in

2001,

Grade-B
Grade-B

* College (BSC) at Rajshahi University, 2007, II-class

Presently Md. Aftabuddin is doing his MSC in Sericulture & Seri-technology at Rajshahi
University, Deptt. of Zoology. He is a final year student and likely to complete his master degree
by the end of 2010
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Loan Description:
 Education loan amounted to 72000 TK was sanctioned to Md. Afatabuddin by the GB in
the year 2003, when he was admitted in BSC course at Rajshahi University.
 His present family income is 4000 TK per month.
 His mother is a borrower of the GB and mother motivated him to take the loan for study.
 Loan money has been utilized in payment of fees, purchase of books etc.
 He has a dream to repay the loan after completion of study.

Findings of the study:

1. Financial aspects: case studies and survey data shows that the women borrowers of the
branch have been successful to increase their family income from the utilization of their
loan money. So they are contributing to their family and can participate in the family
decision making process.
2. The gender barrier in the Damkura Paba branch areas has been reduced substantially from
the women participation in the economic activities.
3. The economic welfare of the branch areas is growing day by day from the bank money,
generated through the women borrowers.
4. The profile of women entrepreneurship in the branch areas was found to be low.
Moreover, very few women are coming forward for taking up entrepreneurship activities.
5. Self-actualization, achievement and power motivational forces played significant roles
among the borrowers and self-motivation was more common followed by motivation
from husband and other family members.
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6. Despite various constraints, most of the borrowers were satisfied with their
entrepreneurial abilities. Further, they have high morale for boosting their entrepreneurial
career.
7. Immediate impact of the Grameen Bank loan on the education of the dependent children
of the borrowers was found. The children of the borrowers are being motivated to go to
the schools by the Grameen bank staff.
8. The participation of women in agriculture activities has been growing among the
borrowers.
9. The activities like-poultry farming, goat farming, cow fattening for milk, cow fattening
for beef, sewing, rice puff making etc are the common areas of loan disbursement of the
branch.
10. Non-availability of fertilizers & seeds for improved cultivation is the vital problems
before all the borrowers.
11. Women’s worthful participation in the income generating activities from the Grameen
Bank has been changing their “valueless life” to a “meaningful life”. Many of them said
that they now could think about future prospects and meaningful life which was
previously beyond their imagination. By standing on their own feet, they broadened the
horizon of their thinking and tried to find out ways to come out from the shackles of
poverty.
12. Enhancement of knowledge, understanding and skills were found to be in positive way
and the women are developing their household atmosphere by their new look towards
poverty.
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13. Self motivation followed by motivation by family members specially husbands was
observed as main source motivation for the women for entry into the entrepreneurial
career.
14. Most of the women take their family decision in the centre meeting. Their social
discrimination, gender issues, and the best possible ways to minimize the problems are
shorted out in the centre meeting.
15. Poor linkage between Grameen Bank borrowers and Government development agencies
was found.
16. lack of basic knowledge on entrepreneurship, excessive burden from the household, lack
of proper guidance from the family etc are major constraints before the Grameen bank
borrowers.
17. Most of the staff members of the branch are over burdened in their duties and
responsibilities.
18. The working performance of the branch basically guides by the performance of the Centre
managers.
19. Regular visits of the Zonal manager, Area manager in the branch premises was observed
and such interaction of the senior officials with the branch employees resulting positive
results to the branch itself.
20. Loans to the struggling members are found successful in empowering the members
monetarily. No significant success was found among the baggers who have received
baggers loans from the branch.
21. The staff of the branch are seems to be happy for empowering poor struggling members,
though the recovery rate was found to be so less.
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22. Loans taken by the borrowers for agriculture found to be ineffective for growing prices of
fertilizers in the local markets. A lion share of the loan goes for fertilizer consumption,
and least left for other consumptions.
23. The irrigation facilities in the branch areas are found to be insufficient. The effort of the
Government for establishment of irrigation facilities was not found.
24. The money circulation among the poor borrowers has been increasing but the drainage of
loan money for healthcare, marriage, redemption of old debt still prevalent.
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ABSTRACT
The paper is to show the possible interactions between international business activities and
corporate social responsibility issues. Example of international trade with water and
beverages is analyzed for this purpose. We consider our approach as of great importance due
to many rich sources of mineral water in Europe which should be very successfully marketed
in many international markets and in the same time to serve as a platform for social
responsible activities targeted to the suffered regions according to the United Nations
Millennium Development Goal - to be reached by 2015- of reducing by half the percentage of
people without access to safe drinking water and basic sanitation. Ensuring access to safe
water worldwide is imperative. Water is an economic issue since it is essential for poverty
reduction, agriculture, food and energy production, as well as recreation. But most of all,
water is a fundamental global health issue. Understanding needs and values of human beings
around the world we considers as the fundamental supposition for such socially responsible
image of the company at the one side and ensure sustainable market position at the another
side, territorial expansion of international business including.
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Key words: International business, Water, Social responsibility, Local community, Trade
flow.

INTRODUCTION

Water resources are sources of water that are useful or potentially useful to humans. Uses of
water include agricultural, industrial, household, recreational and environmental activities.
Virtually all of these human uses require fresh water. Fresh water plays unsubstitutable role in
human population development. The quantity of water is limited (a brief overview of global
water distribution provides table no. 1). Water especially fresh water becomes scarce factors.
The majority of disposable water around the world is not suitable for human consumption.
Approximately 97% of water on the Earth is salt water and only 3% of total water capacity is
represented by fresh water of which slightly over two thirds is frozen in glaciers and polar ice
caps.1 Fresh water is a renewable resource, yet the world's supply of clean, fresh water is
steadily decreasing. Water demand already exceeds supply in many parts of the world and as
the world population continues to rise, so too does the water demand.

Table no. 1 - Global water distribution
Water volume, in
Water volume, in cubic
Percent of
Percent of
Water source
cubic miles
kilometers
fresh water
total water
Oceans, Seas, & Bays
321,000,000
1,338,000,000
-96.5
Ice caps, Glaciers, &
Permanent Snow
5,773,000
24,064,000
68.7
1.74
Groundwater
5,614,000
23,400,000
-1.7
Fresh
2,526,000
10,530,000
30.1
0.76
Saline
3,088,000
12,870,000
-0.94
Soil Moisture
3,959
16,500
0.05
0.001
Ground Ice & Permafrost
71,970
300,000
0.86
0.022
Lakes
42,320
176,400
-0.013
Total
332,500,000
1,386,000,000
100
Source: Gleick, P. H., 1996: Water resources. In Encyclopedia of Climate and Weather, ed. by S. H.
Schneider, Oxford University Press, New York, vol. 2, pp.817-823.

1

"Earth's water distribution". United States Geological Survey. http://ga.water.usgs.gov/edu/waterdistribution.html. 2009-05-13.
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Uses of fresh water
The following part of our material describes the structure of current world fresh water
consumption (a brief overview is provided by table no. 2).
•

Agricultural

It is estimated that 69% of worldwide water use is for irrigation, with 15-35% of irrigation
withdrawals being unsustainable.2 As global populations grow, and as demand for food
increases in a world with a fixed water supply, there are efforts underway to learn how to
produce more food with less water, through improvements in irrigation methods and
technologies, agricultural water management, crop types, and water monitoring. 3, 4
•

Industrial

It is estimated that 15% of worldwide water use is industrial. Water is used in many industrial
processes and machines, such as the steam turbine and heat exchanger, in addition to its use as
a chemical solvent. Major industrial users include power plants, which use water for cooling
or as a power source (i.e. hydroelectric plants), ore and oil refineries, which use water in
chemical processes, and manufacturing plants, which use water as a solvent. The portion of
industrial water usage that is consumptive varies widely, but as a whole is lower than
agricultural use.5
•

Household

It is estimated that 15% of worldwide water use is for household purposes. These include
drinking water, bathing, cooking, sanitation, and gardening. Basic household water

2
3
4
5

"WBCSD Water Facts & Trends". http://www.wbcsd.org/includes/getTarget.asp?type=d&id=MTYyNTA. Retrieved 2009-03-12.
"FAO Water Unit | Water News: water scarcity". Fao.org. http://www.fao.org/nr/water/news/masscote.html. Retrieved 2009-03-12.
"Water Development and Management Unit - Topics - Irrigation". FAO. http://www.fao.org, Retrieved 2009-03-12.
Gleick, P. H., 1996: Water resources. In Encyclopedia of Climate and Weather
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requirements have been estimated by Peter Gleick6 at around 50 liters per person per day,
excluding water for gardens.7

Table 2 - Freshwater Withdrawal, by selected Countries and Sectors
Total
Freshwater
Withdrawal

Region
AFRICA
NORTH AMERICA
SOUTH AMERICA
ASIA
EUROPE
European Union
Czech Republic
Hungary
Poland
Slovakia
OCEANIA

Per Capita
Withdrawal

Domestic
Use

Industrial
Use

Agricultural
Use

Domestic Use

Industrial
Use

Agricultura
l Use

(km^3/yr) (m^3/p/yr)
(%)
(%)
(%)
m3/p/yr
m3/p/yr m3/p/yr
11.1
235.7
10.0
4.3
85.7
23.5
10.1
201.8
347.6
1 371.30
13.8
42.4
43.7
189.5
582
599.8
31.5
417.4
18.3
12.6
69.1
75.1
51.7
283.6
394.4
588.3
7.3
10.9
81.9
42.7
64
481.6
33.1
538.8
16.0
52.0
32.0
85.5
277
170.6
23.2
540.6
15.6
50.9
33.6
83.5
273.1
180.1
1.9
186.9
40.8
57.1
2.1
76.2
106.7
4
21
2 082.20
9.2
58.7
32.1
192.5 1 221.50
668.2
11.7
304.4
13
78.7
8.3
39.5
239.5
25.4
1.04
192.6 N/A
N/A
N/A
N/A
N/A
N/A
15.7
838.6
20
10
70
147.1
84.9
606.3

2005
Population

(millions)
904.6
437.5
448.4
3900.8
728
488
10.5
9.9
38.1
5.5
31.4

Source: UN, Pacific Institute, own processing

Fresh water consumption has been steadily increasing. The following graph no. 1 illustrates
some basic development trends in individual world economy sectors’ fresh water
consumption. We can see that the huge differences exist between developed and developing
countries fresh water consumption. For example while the average volume of domestic
consumption in developed countries is about 500-800 litres per capita a day, in developing
countries it is about 60-150 litres. The huge problem of current fresh water consumption
development is the fact that while the volume of fresh water sources is diminishing (during
the last two decades, the volume of available fresh water in the world decreased by 30%),
demand for fresh water is constantly increasing. If we compare water consumption and
withdrawal in 1900 with water consumption and withdrawal in 2000, we can see huge
differences. During the last century water withdrawal increased its volume more than six
times. We can see that the main role in fresh water consumption is played by agricultural

6
7

Gleick, P. H., 1996: Water resources. In Encyclopedia of Climate and Weather
Gleick, P. H., 1996: Water resources. In Encyclopedia of Climate and Weather
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sector. The shares of domestic consumption and industrial consumption represent only one
quarter of agricultural sector consumption volume.

Graph no. 1

Source: UNEP

Future perspectives

In 2009, the world population was 6.8 billion. The UN estimates that by 2050 there will be an
additional 3.0 billion people with most of the growth in developing countries that already
suffer water stress.8 Thus, water demand will increase unless there are corresponding
increases in water conservation and recycling of this vital resource.9 Business activity ranging
from industrialization to services such as tourism and entertainment continues to expand
8

"World population to reach 9.1 billion in 2050, UN projects". Un.org. 2005-02-24.
http://www.un.org/apps/news/story.asp?NewsID=13451&Cr=population&Cr1. Retrieved 2009-03-12.
9
"Groundwater – the processes and global significance of aquifer degradation". Google.com. 2003-12-29. doi:10.1098/rstb.2003.1380.
http://www.google.com/url?sa=t&ct=res&cd=1&url=http%3A%2F%2Fwww.pubmedcentral.nih.gov%2Farticlerender.fcgi%3Fartid%3D169
3287&ei=q9vnRsOEJpmSwQHny8TfBQ&usg=AFQjCNHS5RKSHrKezWO_PBtqp06oMAZs8Q&sig2=becO6aqfyo1izUxdiBcILg.
Retrieved 2009-03-12.
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rapidly. This expansion requires increased water services including both supply and
sanitation, which can lead to more pressure on water resources and natural ecosystems. The
trend towards urbanization is accelerating. Small private wells and septic tanks that work well
in low-density communities are not feasible within high-density urban areas. Urbanization
requires significant investment in water infrastructure in order to deliver water to individuals
and to process the concentrations of wastewater – both from individuals and from business.10
Due to the expanding human population, competition for water is growing such that many of
the world major aquifers are becoming depleted. This is due both for direct human
consumption as well as agricultural irrigation by groundwater. Millions of pumps of all sizes
are currently extracting groundwater throughout the world. Irrigation in dry areas such as
northern China and India is supplied by groundwater, and is being extracted at an
unsustainable rate.11 Water pollution is one of the main concerns of the world today. The
governments of many countries have striven to find solutions to reduce this problem. The
result of last 20 years development is the reduction of available fresh water sources for human
consumption by about more than 30%. Water stress can also exacerbate conflicts and political
tensions which are not directly caused by water. Gradual reductions over time in the quality
and/or quantity of fresh water can add to the instability of a region by depleting the health of a
population, obstructing economic development, and exacerbating larger conflicts.12

10

"Europe’s Environment: The Dobris Assessment". Reports.eea.europa.eu. 1995-05-20. http://reports.eea.europa.eu/92-826-5409-5/en.
Retrieved 2009-03-12.
11
"Groundwater in Urban Development". Wds.worldbank.org. http://wwwwds.worldbank.org/external/default/main?pagePK=64193027&piPK=64187937&theSitePK=523679&menuPK=64187510&searchMenuPK
=64187283&siteName=WDS&entityID=000009265_3980429110739. Retrieved 2009-03-12.
12
Björn Lomborg (2001), The Skeptical Environmentalist (Cambridge University Press), ISBN 0521010683, p. 22
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Graph no. 2

Source: UNEP

Svatoš (2007) states that one of the most important presumptions of prosperity and progress
towards the sustainable development is the improvement of care of the world ecosystems
(including water sources). Human activity leads to degradation of many ecosystems, while the
requirements for “ecosystem services” (for example food, drinking water, environment and so
on) grow significantly. Dependency of the mankind on biosphere and services of its
ecosystems have existed since the beginning of it existence. It holds true for the presence and
the future despite the fact that the mankind puts culture and technology between itself and the
environment. That enables to “reform” and “control” the nature, nevertheless, in the definitive
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form the mankind is and will be absolutely dependent on the state of biosphere and the
corresponding supply of ecosystem service. The growing negative working of the degraded
ecosystems represents a fundamental limitation for economic growth and prosperity. Essential
interventions in political sphere and management can effectively prevent the degradation of
ecosystems and on the contrary to increase their share in the prosperity and quality of life of
the society.13
The above mentioned graph no. 2 conducted by UNEP (United Nations environment
programme) provides basic data about global fresh water consumption and withdrawal
development in individual world regions. It is quite evident that between individual regions
huge differences in fresh water consumption exist. Individual extremes are more visible, if we
recount total volume of fresh water consumption per one habitant of every analyzed region.
The situation connected with fresh water demand development is going to be more and more
complicated. World population has been steadily growing; its consumption patterns are
becoming more and more sophisticated. Demand for fresh water has been growing and price
of is also increasing. Water becomes not only one of the production factors; water becomes
also strategic factor for future human society development. Water is becoming more and more
scarce and the level of withdrawal of current available fresh water sources has been constantly
increasing. The result of mentioned development is the permanent growth of fresh water
scarcity and stress. And according to prediction which was conducted by UNEP, the number
of people facing to water stress and scarcity will be constantly growing. While in 1995 the
number of people facing to fresh water scarcity and stress was about 500 million, in 2025 the
estimated number of people is about 7 billion (in comparison with current state, in the near
future water will be probably one of the most valuable trade and strategic articles.

13

Svatoš, M. Specific aspects of globalization, Agric. Econ. – Czech, 53 (2007): 65-68, ISSN 0139-570X

1366

The result of above mentioned development is the fact, that fresh water becomes the
important part of world economy. Nowadays fresh water represents the target of huge
international investments. Fresh water becomes the object of international negotiations
processes (OECD, United Nations, etc.). Fresh water becomes an interesting tradable
commodity in the world market. Trade in fresh water represents value about 10 billion USD a
year and traded value and volume have been constantly increasing. Fresh water does not
represent only a business and investment activity; it also represents an object of international
humanitarian aid and developing projects and activities. During the last few decades many
international projects and activities connected with the improvement of fresh water
availability were introduced. The main aim of individual projects is to improve situation in
area of water supply in developing and especially in the least developed countries.
This paper is concentrated on two above mentioned problems. Paper provides the analysis of
global – world trade in fresh (drinkable) water and it also provides the brief analysis of
international developing programs concentrated on improvement of fresh water supply
especially in developing regions in the world. While the first part of our analysis is
concentrated on value and volume development of global and regional trade in fresh water
(special part of this analysis is also devoted to the role of selected central European countries
in world trade in fresh water), the second part of our paper is concentrated on the analysis of
national and international developing activities supporting fresh water supply in developing
countries. (The main object of our analysis is the role of private companies’ social responsible
behavior in the process of world fresh water crisis management. Our paper provides an
analysis of selected central European company’s approach supporting fresh water supply in
world developing regions).
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MATERIAL AND METHODS

The paper´s main ambitions are to analyze international trade in water development and to
explain the influence of corporate social responsibility (CSR) on fresh water supply and
demand. The first aim of the paper is to analyze the development of value and commodity
structure of international trade in fresh water. The second aim is to introduce CSR as the
concrete tool for solving the problem of deficient access to safe the drinking water in
developing countries based on the two real cases, when one of the them includes the global
approach and the second one represents the initiative of concrete company to improve the
situation in the examined area. The methodology of this paper covers the following topics:
introductory part of the paper is devoted to analysis of fresh water supply and demand in the
world, and the main part of the paper is devoted to analysis of trade volume and value
development (fresh drinking water), analysis of territorial structure development and
problems of CSR in area of fresh water availability development. For the purpose of the world
trade in water analysis the authors used the World Trade Organisation’s foreign trade database
and the United Nations’ foreign trade database (UN COMTRADE) as the main information
sources for this paper. For the purpose of all analyses, the authors decided to use the
Harmonized system rev. 1996 nomenclature, which divides all merchandise products into 100
basic groups of products.
The subject of analysis is commodity group HS22 (“Beverages, spirits and vinegar”) of
harmonized system. The analysis is focused on world trade in fresh water and non-alcoholic
drinks (with high content of water) development. The following three main commodity subgroups are analysed: HS 220110 (Mineral and aerated waters not sweetened or flavoured),
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HS 220190 (Ice, snow and potable water not sweetened or flavoured) and HS 220210
(Beverage waters, sweetened or flavoured – this sub-aggregation covers the following:
Waters, including mineral waters and aerated waters, containing added sugar or other
sweetening matter or flavour). These commodity sub-groups represent the main part of world
trade in fresh water and fresh-water products. All alcoholic drinks, and drinks made out of
fruit, vegetable, etc., are excluded from the analysis. The main idea is to analyse the world
trade in fresh water development and its derivates for human consumption (as a derivate – we
suppose water which was flavoured or mineral and aerated waters). The analyses covers not
only export and import value (in USD) development (1996 – 2008) in the world and selected
regions, but a subject of this analysis is also trade volume (in kg or tons). The development of
individual world trade in fresh water characteristics is analysed through base and chain
indices analysis. The analysis of trade value development at the regional level is calculated in
current prices. The analysis of trade value development at the global level is calculated in
both current and constant prices (base year – 1996). For the calculation of trade value
expressed in constant prices, the authors used the World Bank’s deflator. The analysis of
territorial structure of world fresh water trade focuses on the following regions: Asia, Africa,
Latin America (South and Central America), North America (Mexico, USA, Canada), Europe,
Oceania, European Union and the Visegrad group (V4 members: the Czech Republic,
Hungary, Slovakia and Poland).
A very important part of the paper is the analysis of the individual regions’ and countries’
competitiveness in traded commodity groups. The paper analyses the selected aggregations of
individual regions’ and countries’ commodity structure and identifies those commodity
groups which are competitive at regional and world level. Individual selected commodity
groups are analysed - especially through the revealed comparative advantage index (RCA
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index conducted by Ballasa in 1964). For the calculation of this index we used the WTO’s and
IMF’s databases. The mathematical description of these indices as follows:
The Revealed comparative advantage index RCA1 = (Xij/Xnj)/(Xit/Xnt)
where: X

represents exports

i

represents analysed country

j

represents the analysed economy sector

n

represents some set of countries or world

t

represents the sum of all economy sectors.

RCA1 measures a country’s exports of a commodity (or industry) relative to its total exports
and to the corresponding exports of a set of countries, e.g. the world. A comparative
advantage is “revealed”, if RCA >1. If RCA is less than “one”, the country is said to have a
comparative disadvantage in the commodity/industry. It is argued that the RCA index is
biased due to the omission of imports especially when country size is important.14
The problem of CSR by itself is illustrated by two cases worked on the global and regional
level, when the global level of using CSR as a tool for solving the problem of developing
countries is used the project TAP (UNICEF project) and as an example on the regional level
is used the project realized by Slovenské pramene a žriedla, a. s. (mineral water producing
company). The paper introduces CSR as the concrete tool for problem solving and points at
the possibilities of its use in the practice.Selected parts of this paper are carried out with
support from grants No. 6046070906 (funded by the Czech Ministry of Education, Youth and
Sports of the Czech Republic) and grant No. 1/0230/09 (supported by the Scientific Grant
Agency (VEGA) of the Ministry of Education of the Slovak Republic and the Slovak
Academy of Sciences).

14

Svatoš, M., Smutka, L., The analysis of external trade development among the Czech and Slovak Republics, Hungary, Poland and the
Ukraine, Agricultural market and trade, Warsaw, 2008, ISBN 83-89503-62-x
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RESULTS

World trade in selected fresh water commodity segments
Foreign trade is historically the oldest and still important part of the external economic
relationships. Their impact on the economic development of the individual countries has
deepened considerably namely during the whole period after the WW2, in the last decades the
international trade development belongs among the most dynamic elements of the world
economy development. At that, it represents not only the dynamic development on the
quantitative level, but also, from the viewpoint of the structural changes of the individual
countries, also the complex international trade flows. In harmony with the conclusions of the
classical, neo-classical as well as modern foreign trade theories, it can be stated that at present
foreign trade belongs to the decisive factors influencing economic growth of both the
individual countries as well as the world economy.15
Water represents one of the most important world economy factors. Water is a key factor for
economy growth of all countries around the world. Water does not have any substitute, and
for the future water is going to be a strategic commodity, like natural oil or natural gas today.
The world trade in fresh water and fresh water products is developing quickly. In the period
1996-2008 alone, the value of trade in liquid foodstuff products including water (the
commodity aggregation HS22 of harmonized system) increased from about 32 billion USD to
almost 90 billion USD (i.e. – inter annual growth rate of HS22 value was about 9%). The
majority of the traded value is represented by the trade in spirits, wine, beer and vinegar
(about 90%). The share of pure fresh water in the total HS 22 traded value is only about 10%,
but it must be mentioned it is just pure fresh water which has the decisive share in total HS22

15 Jeníček V.: The role of foreign trade and its effects, Agric. Econ. – Czech, 55 (2009): 211-220, ISSN 0139-570X
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traded volume (95%). Year by year almost 1 billion tons of fresh water products is traded
around the world. The main share (according to traded volume) in the fresh water trade is in
the following commodity groups: HS 220110 (Mineral and aerated waters not sweetened or
flavoured), HS 220190 (Ice, snow and potable water not sweetened or flavoured) and HS
220210 (Beverage waters, sweetened or flavoured). The trade in these commodities around
the world is quite stable. The traded volume has been varying about 800 million tones (the
average inter annual growth rate in monitored time period was about 1%). But if we analyse
the inter-annual growth rate of traded value, we can see that the value of traded water has
been constantly growing. While in 1996 approximately the same volume of trade represents
value about 2.6 billion USD, in 2008 it was more than 9.4 billion USD. It means that the
inter-annual growth rate of traded value has reached almost 11.3% (in current USD prices). In
constant prices the inter-annual growth rate is not so impressive, but still it is quite high, at
about 6%. The basic details about world trade development (1996-2008) in beverages, spirits,
vinegar and selected analysed commodity groups and subgroups are shown in tables, 3 and 4.
Table no. 3 – Selected characteristics of world trade in HS 22 and selected commodity
sub-groups
USD (in current prices)
Beverages, spirits and vinegar
Total: TOTAL TRADE
Share
Value of analysed commodity
groups (HS 220190, 220210, 220110)
Share of analysed commodity
groups in total HS 22 trade value
Total volume of traded commodity
groups in kg

1996

2001

2005

2007

2008

31 731 412 740
4 353 282 165 045
0.73%

36 617 969 367
5 867 297 169 628
0.62%

59 236 729 568
9 925 680 305 001
0.60%

80 028 950 801
13 170 084 592 924
0.61%

88 107 040 749
14 667 500 538 793
0.60%

2 604 444 587

3 135 491 516

7 216 433 291

9 363 075 348

9 414 040 093

8.21%

8.56%

12.18%

11.70%

10.68%

779 914 694 786

734 147 076 750

892 223 789 368

835 177 520 763

791 432 730 814

Source: Comtrade
Table no. 4 – Total volume development of analysed commodity sub-groups
In kg
Total volume traded with the
frame of HS22
Total volume traded within the
analysed commodity groups
The share of analysed groups
in total HS 22 volume

1996

2000

2004

819 068 253 199

754 926 837 637

854 721 723 634

872 566 540 905

969 309 395 711

779 914 694 786

735 180 545 695

828 111 904 118

835 177 520 763

791 432 730 814

95.22%

97.38%

96.89%

95.72%

81.65%

Source: Comtrade
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2007 2008 (est.)

World trade in fresh water can be divided into three main segments (other segments existing
within the definition of HS 22 include alcoholic drinks and some others products which are
not specified). Commodity group HS 220190 - Ice, snow and potable water not sweetened or
flavoured – represents the main cornerstone of world trade in fresh water products. In the
period 1996-2008, its share in total trade (speaking about traded volume) in the analyzed
groups of products was over 98%. The shares of HS 220110 – “Mineral and aerated waters
not sweetened or flavoured” and HS 220 210 – “Beverage waters, sweetened or flavoured”
were less than 1% (for details of world trade volume development of these groups of
products– please see table 5).
Table no. 5 – World trade volume of analysed commodity sub-groups
kg
1996
1998
2000
2002
2004
2006
2008

Total trade in HS
Mineral and aerated
Beverage waters,
220210, 220110,
waters not sweetened Ice, snow and potable water not
sweetened or
220190
or flavoured
sweetened or flavoured
flavoured
779 914 694 786
2 968 983 028
774 124 371 000
2 821 340 758
769 089 476 720
3 683 710 027
762 538 214 759
2 867 551 934
735 180 545 695
4 670 263 875
726 535 150 565
3 975 131 255
833 878 246 554
6 010 311 378
822 955 610 561
4 912 324 615
828 111 904 118
6 481 441 634
815 307 235 846
6 323 226 638
737 356 108 833
7 221 526 251
721 988 180 941
8 146 401 641
791 432 730 814
6 112 761 473
777 094 115 858
8 225 853 483

Source: Comtrade

Table 5 provides data of the individual analyzed groups of commodities development. While
the main pillar of the world fresh water trade – HS 220190 is stable and during the analysed
time period almost no significant changes were recorded, in the case of the other two analysed
commodity groups significant changes were recorded in the traded volume during the
analysed time period (1996-2008). With regards to trade in “Mineral and aerated waters not
sweetened or flavoured”, in the monitored time period, the traded volume increased by more
than 100% (average value of inter annual growth rate 6.2%). Commodity group – “Beverages
waters sweetened or flavoured” recorded, in the monitored time period, a growth of traded
volume of over 190% (the average value of inter annual growth rate reached almost 9.3%).
On the basis of the above data it can be said that the current world trade in water containing
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products is particularly driven by semi processed or processed products with a higher level of
added value.
A slightly different situation, in comparison with the world trade volume development, was
recorded in the case of value structure development. While the commodity group HS 220190
dominates the world trade volume, in the case of world trade value development in the period
1996-2008 the share of HS 220190 was less than 10%. The share of “Mineral and aerated
waters not sweetened or flavoured” in the total of the analyzed groups of commodities, the
world trade value was about 30%. The most significant share in total world trade was
recorded in the case of commodity group HS 220190 “Beverage waters, sweetened or
flavoured.” The share of the last commodity aggregation, in fresh water and its derivates
world trade, was valued at over 60%. More detailed information about basic development
trends connected with these commodity groups in trade development are contained in tables 6.
Table no. 6 – World trade value of analysed commodity subgroups, in current and
constant prices
in USD current
prices
1996
1998
2000
2002
2004
2006
2008
in USD
constant prices
1996
1998
2000
2002
2004
2006
2008

Total trade in HS 220210,
220110, 220190
2 604 444 587
2 818 721 883
2 999 877 833
3 922 713 693
6 527 841 327
8 262 089 730
9 414 040 093
Total trade in HS 220210,
220110, 220190
2 604 444 587
2 556 663 839
2 491 737 753
3 041 689 026
4 591 542 244
5 221 361 204
5 246 344 676

Mineral and aerated
waters not sweetened
901 091 965
976 011 912
1 027 582 177
1 230 945 743
1 654 100 561
2 105 545 825
2 336 065 688
Mineral and aerated
waters not sweetened
901 091 965
885 271 576
853 523 192
954 480 610
1 163 458 519
1 330 633 731
1 301 864 626

Ice, snow and potable
water not sweetened
229 703 394
379 843 352
187 146 852
557 820 770
575 479 118
536 096 778
572 548 763
Ice, snow and potable
water not sweetened
229 703 394
344 529 117
155 446 622
432 536 618
404 779 551
338 795 028
319 075 352

Beverage waters,
sweetened or flavoured
1 473 649 228
1 462 866 619
1 785 148 804
2 133 947 180
4 298 261 648
5 620 447 127
6 505 425 642
Beverage waters,
sweetened or flavoured
1 473 649 228
1 326 863 146
1 482 767 938
1 654 671 798
3 023 304 174
3 551 932 445
3 625 404 698

Source: Comtrade

Table 8 provides data about value development in current prices. Table 7 provides data in
constant prices (1996, constant prices). On the basis of both these tables we can see that the
growth of world trade value in the analyzed groups of products has been constantly
increasing. Huge differences can be seen between the results expressed in current and
constant prices. While in current prices the total value of the analyzed groups of products
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increased by more than 260%, in constant prices it is “only” 100%. Expressed in constant
prices the most significant growth of world trade value was recorded in the case of trade in
“Beverage waters, sweetened or flavoured” – 146% (in current prices - it was 340%). The
value of world trade in “Mineral and aerated waters not sweetened or flavoured” and “Ice,
snow and potable water not sweetened or flavoured” increased by about 44% (in current
prices it was 160%) and 39% (in current prices it was almost 150%) respectively. Table 7
provides data about unit value development of world trade in the analysed groups of
commodities. When examining trade in water unit value development in the period 19962008, huge significant variations can be seen of unit price over the individual years of the
monitored time period. In general it can be said that commodity prices (expressed in constant
prices of 1996) almost did not change in the case of “Mineral and aerated waters not
sweetened or flavoured” and “Beverage waters, sweetened or flavoured”. When considering
“Ice, snow and potable water not sweetened or flavoured” unit price development, significant
unit price variations can be seen. On the basis of this data and facts, it can be said that the
growth of value of world trade in fresh water and fresh water products is particularly driven
by the increasing trade volume, while the role of price changes is only a minor factor.

Table no. 7 – Unit value development
(in USD constant prices, 1996)
Mineral and aerated waters not
sweetened or flavoured (USD/kg)
Ice, snow and potable water not
sweetened or flavoured (USD/ton)
Beverage waters, sweetened or flavoured
(USD/kg)

1996 1998 2000 2002 2004 2006 2008
0.30

0.24

0.18

0.16

0.18

0.18

0.21

0.30

0.45

0.21

0.53

0.50

0.47

0.41

0.52

0.46

0.37

0.34

0.48

0.44

0.44

Source: Comtrade

World trade in fresh water and selected fresh water products – Territorial structure (the
analysis of trade in fresh water in selected regions and groups of countries)

World trade in “Mineral and aerated waters not sweetened or flavoured”
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The first analysed segment of trade in fresh water is represented “Mineral and aerated waters
not sweetened or flavoured”. If we analyze territorial and regional structure of trade in
“Mineral and aerated waters not sweetened or flavoured”, we find out that the most important
importers are the following regions or group of countries: Europe (over 55%), European
Union (51%), North America (21%) and Asia (16%). The shares of Africa (about 1%),
Oceania (1.2%) and Latin America (cc 0.4%) are only minor. It can be stated that the main
importers are the developed countries (only OECD members’ share in total traded value is
about 86%), while the developing and especially the least developed countries share is very
low – in the case of the least developed countries it is only 1.1%. “Mineral and aerated
waters” are commodities connected with quite a high level of demand in developed countries
and their kilogram value is about 0.4 USD/kg.
The analysis of international trade in “Mineral and aerated waters not sweetened or flavoured”
territorial and regional structure provides the following information about individual players’
share in world export. The most significant exporters are the following regions and groups of
countries. International trade is dominated by OECD members. Their share in total world
export is about 94%. The most important traders are EU members (84%) and North America
(8.6%). Shares of other regions are only minor: Asia (4%), Africa (0.2%), Latin America
(0.65%), Oceania (1.75%) and the least developed countries (only 0.05%).
In general it is apparent that world trade in “Mineral and aerated waters not sweetened or
flavoured” (export and import) is dominated by the developed countries, while the share of
the developing regions is very low. The reason for this development trend is the constantly
growing demand for these products in the developed countries, while in developing countries
very low demand was recorded. It must be also emphasized that among the individual regions
around the world – different unit prices were recorded. The analysis of terms of trade
development in individual regions and groups of countries, discovered different trends in
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individual analysed subjects’ export and import value development. While in the majority of
analysed subjects the value of export was growing faster in comparison to the value of import,
in the case of North American region development, the trend was the opposite.
World trade in “Ice, snow and potable water not sweetened or flavoured”
Commodity sub aggregation HS 220190 represents the cornerstone of world trade in fresh
water. This commodity group does not have a significant share in total fresh water business
(only 2%), but this commodity group has a significant share in total fresh water volume traded
around the world. In 2007, the share of this commodity group in total world freshwater trade
volume reached more than 90%. The volume traded within this commodity sub-group has
been stable at around 800 million tons a year. While, during the analysed time period (19962008), world traded volume was almost constant, the value of world trade changed
significantly. World trade value increased by more than 150% (in current prices). The growth
of world trade in constant prices (1996) was not so impressive (40%). The average inter
annual growth rate of trade value was very low; only 2.8% a year (in constant prices, 1996).
In the monitored time period, the unit price of world trade in analyzed commodity sub-group
was around 0.55 USD/ton. Trade in this commodity sub-group is influenced by significant
unit price variations. During the monitored time period, the price for one ton varied between
0.3 USD/ton and 0.74 USD/ton. Because of the very low unit price and only minor changes in
final price value, the main driver of value growth of trade in HS220190 is traded quantity
growth.
Individual analyzed subjects’ shares in total value of imported HS220190 had been constantly
changing. Nowadays (2008), the most significant importers of analyzed commodities are the
following regions or groups of countries: Asia (54%), OECD members (42%), European
Union (31%) and North America (10%). On the other hand, shares of other regions or groups
of countries are only minor: Africa (0.6%), Latin America (1.2%), Oceania (0.4%) and the
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least developed countries (1.2%). If we analyze individual analyzed subjects’ import value
development we can split up the analysed regions and groups of countries into three groups.
The first group is connected with very high inter-annual growth rate (in constant prices) of
actual import value (Latin America, European Union and the least developed countries). The
second group of analyzed subject is associated with mild (in constant prices) inter-annual
growth rate of import value (North America, Africa and Oceania).

The last group is

associated with negative import value (in constant prices) development (Asia).
Except for import data the above mentioned table provides also data about the world
territorial structure of HS220190 exports. The main exporters of “Ice, snow and potable water
not sweetened or flavoured” are the following subjects: Asia (50%), European Union (31%)
and North America 14%. The other regions shares are only minor: Africa (0.32%), Oceania
(0.3%) and Latin America (0.2%). If we analyze the world trade in this commodity sub-group
we can see a huge gap especially between developed and the least developed countries. While
developed countries exports and imports represented about 50% and 40% of world trade
respectively, the share of the least developed countries in total world export and import is
about 0.1% and 1.2% respectively.

World trade in “Beverage waters, sweetened or flavoured”
The last group of world trade in fresh water products is represented by trade in “Beverage
waters, sweetened or flavoured”. This commodity group represents the cornerstone of world
trade in fresh water and non-alcoholic drinks value development. The share of this sub-group
in total trade in fresh water and non-alcoholic drinks is about 70%, and it is the market
segment which is associated with the highest inter-annual growth rate of actual trade value.
While in 1996-2008, the value of trade in “Beverage waters, sweetened or flavoured”
increased trade value (in constant prices) by more than 140%, the other two analyzed
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commodity sub-groups increased their values by only 40% (in constant prices, 1996). On the
other hand, it must be emphasized that while the share of “Beverage waters, sweetened or
flavoured” is very high, its share in total trade volume is minor – only 1% (in 2008). The
characteristic which distinguishes this commodity group from the other analyzed commodity
groups is unit value development. During the monitored time period, the average unit value of
one kilogram of “Beverage waters, sweetened or flavoured” varied between 0.44 USD/kg and
0.8 USD/kg. In 2008, the average value of one kilogram of traded “Beverage waters,
sweetened or flavoured” (world market) was 0.8 USD/kg.
The main drivers of world import of “Beverage waters, sweetened or flavoured” are the
developed countries. In the analyzed time period, the share of OECD members in total world
imports was over 77% (European Union 57%, North America 16%). The shares of developing
countries and regions were only minor – less than 25% (Asia 10%, Latin America 2%, Africa
2.3% and Oceania 2%).
On the other hand the main drivers of world trade are the OECD members. Their share in
world exports is over 80% (European Union 62%, North America 11%). The share of other
regions and countries, especially the developing and least developed countries (0.1%), is very
low (Africa 0.75%, Asia 5.5%, Latin America 4% and Oceania 0.6%).
On the basis of this data we can see that world trade (export and import) in “Beverage waters,
sweetened or flavoured” is controlled by the developed countries. It must be stressed,
however, that the majority of trade operations take place among the developed countries. The
growth of trade value within this group of commodities is particularly driven by the growth of
traded commodities unit value.
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Position of the V4 countries in world trade in fresh water (Poland, Hungary, Slovakia
and Czech Republic)
Considering fresh water consumption (commodity aggregations HS 220190, HS 220110 and
HS 220210), it can be seen that the above mentioned countries’ share in total world fresh
water withdrawal is about 4.2% (in these countries, live fewer than 1% of the world’s
population). Individual above mentioned countries are the most significant fresh water
consumers per capita around the world. Because of their geographical position and unique
natural conditions, they have a huge potential in “fresh water” business.
The Czech Republic, Hungary, Poland and Slovakia are quite active in world trade in fresh
water and fresh water products. Their share in world exports is about 4% (i.e. 380 million
USD), on the other hand their share in total trade volume is only 0.75%. Based on data from
2008, among the Visegrad group members, the most significant traders are Poland (132
million USD) and the Czech Republic (114 million USD). Hungarian exports reached the
value of 78 million USD and Slovakian exports reached only 52 million USD. The following
tables provide data about the Visegrad members’ trade in fresh water and fresh water
derivates development. The tables provide data about the value of export operations as well as
data about the volume of export operations. Individual V4 countries’ foreign trade in analysed
group of commodities (HS 220190, HS 220110 and HS 220210) is influenced by significant
variations. If we analyze the trade value and volume, we can see that individual countries
trade particularly varies in the following examples: Hungarian trade in “Mineral and aerated
waters not sweetened or flavoured”, Hungarian and Slovakian trade in “Ice, snow and potable
water not sweetened or flavoured”.
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Table no. 8 – Selected commodity groups, value development, Export in USD (current prices)
1996
2008
1996
2008
1996
2008

Czech Rep.
Hungary
Poland
Slovakia
World
Mineral and aerated waters not sweetened or flavoured
17 002 741 66 719 000
17 690 000
N/A
901 091 965
95 534 576 75 962 000
125 210 558
25 001 039
2 336 065 688
Ice, snow and potable water not sweetened or flavoured
909 763
71 000
N/A
N/A
229 703 394
3 505 294
522 000
332 591
1 985
572 548 763
Beverage waters, sweetened or flavoured
997 620
1 042 000
4 554 000
N/A
1 473 649 228
15 265 155
1 437 000
6 718 067 27 598 905
6 505 425 642

Source: Comtrade

Table no. 9 – Selected commodity groups, value development, import in USD (current prices)
Czech Rep.
1996
2008
1996
2008
1996
2008

Hungary
Poland
Slovakia
World
Mineral and aerated waters not sweetened or flavoured
74 675 662
175 110 527
76 028 986
N/A
2 968 983 028
179 042 487
131 838 700
187 478 812
54 633 099
6 112 761 473
Ice, snow and potable water not sweetened or flavoured
172 308 936
182 112 N/A
N/A
774 124 371 000
5 004 104 233
679 000
1 590 249
5 950
777 094 115 858
Beverage waters, sweetened or flavoured
11 163 221
3 364 634
22 516 950
N/A
2 821 340 758
46 194 776
5 797 200
24 039 680 132 864 014
8 225 853 483

Source: Comtrade

On the basis of this data, we can analyse the individual V4 members’ foreign trade in
individual traded categories. The results of individual analyses (analyses are for the period
1996-2008) are the following findings. Approximately 86% of the V4 countries’ export value
of fresh water commodities is represented by exports of “Mineral and aerated waters not
sweetened or flavoured” (the Czech republic 86%, Hungary 97%, Poland 91%, Slovakia
70%). The shares of other two analyzed commodity groups “Ice, snow and potable water not
sweetened or flavoured” and “Beverage waters, sweetened or flavoured” are only minor 1.4%
and 12% respectively - but there are huge differences among individual countries considering the share of the individual analysed groups in their “fresh water exports” (“Ice,
snow and potable water not sweetened or flavoured” – the Czech Republic 3.15%, Hungary
0.5%, Poland 0.33% and Slovakia 0.2%, “Beverage waters, sweetened or flavoured” – the
Czech Republic 10.6%, Hungary 2.5%, Poland 8.3% and Slovakia 31%).
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When analyzing trade volumes, a completely different set of results appears, in comparison to
trade value distribution. The shares of individual analyzed commodity groups in the Visegrad
countries’ foreign trade volume are different in comparison to their shares in total trade value
(“Ice, snow and potable water not sweetened or flavoured”: the Czech Republic 94%,
Hungary 0.4%, Poland 0.8%, Slovakia 0.1%, “Beverage waters, sweetened or flavoured”: the
Czech Republic 1.2%, Hungary 4.8%, Poland 21.6%, Slovakia 50%, “Mineral and aerated
waters not sweetened or flavoured”: the Czech Republic 5.1%, Hungary 94.8%, Poland 77.6
%, Slovakia 49.8%).
The main trader (in the “fresh water business”) among the V4 members is the Czech
Republic. Its share in total trade conducted with the other V4 members is 35% in terms of
value, and more than 90% in terms of volume. Another important trader is Poland with share
in the total V4 members’ export of about 34% in terms of value and 4% in terms of volume.
The shares of Hungary and Slovakia are the following: shares in the V4 members’ export
value 16% and 14% respectively, and shares in the V4 members’ export volume 1.6% and 3%
respectively.
For individual analysed countries, trade in “fresh water” commodities plays a different role in
their foreign trade activities. There are significant differences in individual countries “fresh
water” trade development trends. The average (for the period 1996-2008) inter-annual growth
rates of individual countries’ export value (expressed in terms of constant price, 1996) are the
following: the Czech Republic 15.1%, Hungary 20.4%, Poland 23.3%, Slovakia 28.7% (it can
be seen that all countries development trend is much higher than the world development trend
– average inter-annual growth rate 7.5%). Regarding traded volume - the average (for the
period 1996-2008) inter-annual growth rates of individual countries’ export are the following:
the Czech Republic 22.8%, Hungary 20.1%, Poland 14%, Slovakia 27.5% (it can be seen that
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all countries development trend is much higher than the world development trend – average
inter-annual growth rate 0.3%).
On the basis of this data it can be said that in the cases of Czech Republic and Hungary the
increasing value of trade in the analysed commodities is caused by the growth of traded
volume. In the case of Poland and Slovakia the main reason for value growth is the increasing
unit value of traded products. Huge differences in unit price of actual export operations exist
among individual analysed countries (see table 10).
Table no. 10 - Unit value of analyzed commodity groups (constant prices, 1996)
USD/kg, 2008
Mineral and aerated waters not sweetened or
flavoured
Ice, snow and potable water not sweetened or
flavoured

Czech Republic

Hungary

Poland

Slovakia

0.53

0.58

0.67

0.46

0.0007

0.77

0.21

0.33

Beverage waters, sweetened or flavoured

0.33

0.25

0.28

0.21

Average value:

0.29

0.53

0.39

0.33

Source: Comtrade

The analysis of individual countries and regions competitiveness
World trade in fresh water commodities has been continuously growing. The current world
trade flows represents about 9.5 billion USD. Participation of individual regions or groups of
countries in world trade in “fresh water and closely related commodities” is different. There
are many factors which have influenced a region’s or country’s ability to participate in world
business with analyzed groups of commodities. Some of those factors are for example:
available water recourse, technology for water pumping and stocking, processing capacities,
sufficient infrastructure for transportation of fresh water etc. Very important presumptions of
successful participation in trade in these commodities are also purchasing power of potential
consumers, consumers’ habits, sizes of individual markets etc.
Considering the ability of individual regions to compete at a global level, it can be said that
world trade in processed fresh water is under the control of developed countries (mainly the
OECD members – especially EU members). These groups of countries or regions have a
competitive advantage mainly in the case of trade in “Mineral and aerated waters not
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sweetened or flavoured” (OECD, EU and developed countries in Oceania). Trade in
“Beverage waters, sweetened or flavoured” is also controlled by the developed countries; not
only the developed regions (OECD members, European Union and North America), but also
some developing regions (Africa and Latin America) have a competitive advantage in trade.
On the other hand, trade in non processed fresh water is controlled by OECD members (their
share is about 50%) and Asia (about 50%). The shares of other regions are only minor. Only
two analyzed subjects (Asia and North America) were able to reach a revealed competitive
advantage (for details about individual analyzed subjects’ revealed comparative advantage –
please see table 11).
Table no. 11 – Selected regions – RCA index (competitiveness at world level)
America
LAIA

Africa

ES27
2007

Asia

North
America

Oceania

OECD

RCA index - Mineral and aerated waters not sweetened or flavoured
2008

0.33

0.31

0.63

1.18

0.72

3.32

1.05

RCA index - Ice, snow and potable water not sweetened or flavoured
2008

0.51

0.08

6.1

0.45

2.16

0.22

0.59

1

0.24

1.02

RCA index - Beverage waters, sweetened or flavoured
2008

1.28

1.33

0.68

1.01

Source: Comtrade, own processing

Table 12 provides data about the competitiveness of the individual V4 members in analysed
groups of products trade. All these countries have a competitive advantage in world trade in
“Mineral and aerated waters not sweetened or flavoured”. But in the case of the other two
analysed commodity groups, they do not have a competitive advantage at all. We can only say
that from all the analysed V4 countries, only the Czech Republic is able to reach a limited
level of competitiveness in “Ice, snow and potable water” trade, and the Slovak Republic is
able to reach a limited level of competitiveness in the case of trade in “Beverage waters,
sweetened or flavoured”.
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Table no. 12 – V4 members – RCA index (competitiveness at world level)
Czech Rep.

Hungary

Poland

Slovakia

RCA index - Mineral and aerated waters not sweetened or flavoured
2008

3.37

3.93

3.82

1.92

RCA index - Ice, snow and potable water not sweetened or flavoured
2008

0.5

0.11

0.04

0

RCA index - Beverage waters, sweetened or flavoured
2008

0.19

0.03

0.07

0.76

Source: Comtrade, own processing

If we are analyzing the future possibilities for individual V4 countries trade in fresh water, we
can say that all countries have a huge potential to increase size of their trade in mineral and
aerated waters and especially in case of the Slovak Republic there is existing some potential
to gain competitive advantage also in trade with “beverage waters.”

Fresh water availability – the role of CRS

With increasing number of world inhabitants and industrialization of society,
noticeable is growing of demands for water resources. Nowadays the absence of the water and
lack of hygiene causes the death of 8 million people per year and over 1 mld. people do not
have convenient access to the drinking water for reasonable price. Because the multinational
agribusiness companies are the most important users of the world freshwater (70 % of the
worldwide water withdrawal) and water resources overuse led to declining and broadening of
water contamination and to the general soil degradation. Beacause of all mentioned facts, to
the fore comes the question of problems solving in the area of water management as well as
the global approach of governmental and non-governmental organizations and by the
initiative of the business sphere (local approach).
There are a number of governmental agencies and non governmental organizations
(NGO) both national and international which are working in different parts of the world and
helping communities obtain safe water. Some NGO's concentrate on specific countries or
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regions, others are worldwide. Over the past 15 years, for instance, UNICEF and partner
organizations have helped more than one billion people gain access to improved drinking
water and sanitation facilities. UNICEF’s goal is to reduce by half the number of people
without sustainable access to safe water and basic sanitation by 2015. Because clean water is
essential, yet nearly 900 million people worldwide lack access to it—and nearly half of those
people are children. UNICEF is working with its partners to reduce the number of people
without access to safe water and basic sanitation by 50% by 2015, which will also save
children at risk from waterborne illnesses, the second highest cause of preventable childhood
deaths. Every day, 24,000 children die of preventable causes, and UNICEF is committed to
doing whatever it takes to make that number zero. In December of 1992, the United Nations
General Assembly declared March 22nd of each year World Day for Water. Countries were
invited to devote the day to concrete activities such as the promotion of public awareness,
conferences, round tables, seminars and expositions related to the conservation and
development of water resources. In 2007, the UNICEF Tap Project was born in New York
City based on a simple, tangible and easy-to-implement concept: restaurants would ask their
patrons to donate $1 or more for the tap water they usually enjoy for free, and all funds raised
would support UNICEF’s efforts to bring clean and accessible water to millions of children
around the world. The money raised will be used to support UNICEF's clean water programs.
UNICEF works in more than 100 countries around the world to improve access to safe water
and sanitation facilities in schools and communities, and to promote safe hygiene practices.
Every dollar donated to the Tap Project will be used to support these programs. Funds
collected will be allocated to the countries and areas UNICEF has identified as most in need.16
In the year 2009 the mineral water Budiš decided to support the project of UNICEF, which
aim was to help providing the permanent access to clean drinking water in Guinea Bissau

16
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and contribute to decrease in infant mortality. In addition, this prominent brand of mineral
waters in Slovakia supported the development of early childhood and the start of the
children´s lives in the mentioned African country. Besides the drinking water, project Budiš
and UNICEF was following also some other aims - increasing of awareness and interest of
households in sanitary facilities, education in accurate hygienic habits, and improving of
people´s life quality in Guinea Bissau, education and enlightenment.
One of the factors which contributed the UNICEF decision for choosing the mineral
water Budiš as the partner was also the fact that in the long term, brand Budiš helps in spirit
of tradition of company and brand philanthropy. Budiš brand develops relatively strong
position in mineral waters market, which allows its foreign cooperation through the
cooperation with guarantee of “strong and trustworthy partner“ which is UNICEF as well (
Press Release, 2009). For Budiš brand is the project based on the help in improving the
freshwater conditions the most natural form of help. The support includes also the complete
coverage of all costs from material purchasing, thru logistics to monitoring and other costs.
The part of cooperation is building of eight capacious reservoirs, which retain the rainwater
and reconstruction of fifteen family manholes in the country area.
For UNICEF project, the sparkling mineral water and lightly carbonated mineral water Budiš
in 1,5 liter package have been chosen by Budiš.

The main motto of the campaign is the

slogan “1 bottle = water for 2 children in Africa“. From the reason of capaign reinforcing,
Budiš in cooperation with UNICEF created also the TVspot, which markedly underlines the
company and brand philanthropy by slogan “Budiš = we are willing to help“. Campaign of
Budiš and UNICEF – has been situated mainly in supermarket chain TESCO stores, seeing
that Tesco is one of the prominent partners of UNICEF fund in Slovakia as well. Thanks to
this cooperation, Budiš has been associated with the other commercial companies like IKEA,
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DHL, Microsoft and Orange, which support UNICEF.

17

Firms in generally, but especially

multinational firms have to reconcile pressures to be globally efficient with the need to be
locally responsive. The efficiency imperative dictates standardization, economies of scales
and uniformity of product and process. The localization motive mandates adaptation,
differentiation and close liaison with customers. The “glocal” strategy seeks the best
compromise for each element of the marketing strategies the balance of global and local
pressures dictates across different national markets. This glocalised strategy is well suited to
being combined with the “fine-slicing” of activities across the complex set of processes in the
whole network of the global factory.18 To operate successfully in this diverse environment,
the firm needs to develop an understanding of cultural forces that could impact its operations
globally. A successful international enterprise is a firm that could be viewed by the host
country as an “insider.” (Fatehi, 2006). From such point of view CSR is here as a tool to help
to achieve missions and objectives of the companies and in the same time to encourage the
community growth, sustainability in many ways and act at the consumer issues as well.
Simplify approach of CSR, it is the deliberate inclusion of public interest into corporate
decision – making, and the honoring of a triple bottom line: people, planet, profit.

CONCLUSION

From the paper results the increasing trend of drinking water demand. With growing number
of inhabitants and their wealth are connected also the claims on the actual water resources.
Available amount of the fresh water is decreased by influence of the various anthropogenic
factors. Growing are also the differences between individual regions of the world from the
point of view of securing their demand which is necessity for development of human society.

17
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Value of the water about as the rare commodity which has not any substitute, is still
decreasing and nowadays becomes the subject of governmental and economic interests. The
result of this development is growing value and content of the water, which is traded on the
worldmarket. Recent international water trade represents the value of more than 10 mld. USD
and this number increases by growing demand. It is necessity to emphasize that from the
territorial structure is the majority of trades realized by developed countries which dispose
with effective demand. Developing countries which suffer from the water shortage the most
of all, participate on the world trade just minimal.
Thereinafter is a necessity to accent that not all states of the world have the potential to
achieve themselves on drinking water world trade. Some states are fated to be the exporters of
drinking water and some of them are in the position of importers. Strong pro-export position
have the European countries from which as an example the states of V4 group dispose with
sizeable resources of underground and surface water. This fact offers to them a competitive
benefit within the world trade mainly with mineral waters.
In order to solve the problem of shortage of drinking water in developing countries, there
exist a few of international projects which are organized on the national and multinational
level with the aim of securing adequate supply of fresh water in developing countries.
Many of them represent the cooperation of private and public sector and are also one of the
tools for improving acceptable access to the water and sanitary system, based on the important
official documents, e.g. European Parliament resolution of 12 March 2009 and the 5th World
Water Forum in Istanbul (from 16 to 22 March 2009). Using CSR approach organizations
and businesses are being urged to protect the environment, save energy, recycle, and use
ethical trading methods. There is no doubt that running CSR programs should bring both
social and commercial benefits.
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Development Possibilities of Tourism
in the Eastern Side of Hungarian-Slovakian Border Region
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Abstract: The wide-scale development of the cross-border co-operations could be one of its
forms of implementation which are to be carried out by the euroregions. One of the cardinal
development points of the organisations established is the tourism. The present study has a
double aim: partly to introduce some details of a Small Project realised in the eastern part of
the Hungarian-Slovakian border and supported by the Phare CBC programme, and partly to
give a brief analysis of the implementation of the euroregional endeavours taking place in the
border region – primarily from the aspect of tourism.

Key Words: Cross-border co-operations, ecotourism, euroregion, Phare CBC programme,
development

Introduction:
The wide-scale development of the cross-border co-operations could be one of its forms of
implementation which are to be carried out by the euroregions (DÁVID, L.–BUJDOSÓ, Z.,
2009),. One of the cardinal development points of the organisations established is the tourism.
The present study has a double aim: partly to introduce some details of a Small Project
realised in the eastern part of the Hungarian-Slovakian border and supported by the Phare
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CBC programme, and partly to give a brief analysis of the implementation of the euroregional
endeavours taking place in the border region – primarily from the aspect of tourism.

1. The role of tourism in the development of border regions
Nowadays it is more and more accepted that although tourism should not be treated as
a “nostrum/miracle” but it may be a possible instrument in the socio-economic emergence of
a region. It may be observed that how much weight is given to the improvement of the
conditions of tourism in the programmes elaborated for the border regions so far (e.g. along
the Hungarian-Romanian border). This is especially important because the majority of our
border regions is backward, disadvantageous or accumulated disadvantageous. A breaking out
point for them could be a rational and scientifically founded development in the field of
tourism. The aim of our project is the elaboration of a concept and programme for this
purpose.

2. Ecotourism as a new tourism development strategy
According to the Hungarian experts of tourism the promotion of ecotourism is one of
the development objectives of the Hungarian tourism which involves great opportunities and
mostly unexploited. The weight of this sector increases at a rapid pace – at least according to
the estimations because no relevant surveys have been made yet. The opportunities lying in
the sector have not been analysed bay anyone so far, neither the number of “ecotourists”
coming to Hungary is known nor the incomes deriving from this branch of tourism. Relying
on the local experience we may establish that mainly the Austrian, German, Dutch,
Scandinavian and British nature-lovers come to Hungary (DÁVID, L.−TÓTH, G.−KINCSES,
Á.−KELEMEN, N.−KOVÁCS, B., 2009),.
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This special branch of tourism grows spectacularly all over the world, thus it may be
expected that this tendency shall strengthen in East Central Europe as well (DÁVID, L.,
2010). For the time being, the destination points of ecotourism in Hungary are located on the
areas of the national parks. Until quite recently, the parks did not urge tourism everywhere,
but from the last year there are full-time employed tourism experts at the directorate of all the
nine national parks and the survey of the most important sights has been started. The foreign
“ecotourists” visit Hungary primarily to see the rare birds, the national parks and the
geological formations. Hungary has such natural resources which could be profited by both
the formation of the image of the country and the promotion of tourism. Besides the national
parks, there is also an opportunity for this on the areas of the landscape protection areas and
the larger landscapes including these kinds of areas.
Ecotourism brings equilibrium between the target area of tourism, the relaxation, the
active recreation and the economic value formation. Since the development of tourism more
and more often bumps into ecological barriers, ecotourism is often mentioned as cure for the
damages caused by mass tourism.

Its contextual criteria are the following:
•

preservation of the untouched nature;

•

conservation of the original social and cultural conditions;

•

creation of the optimal nature-friendly recreation for the guests.

The environment-friendliness of the gentle tourism may be outlined in the following way:
•

there should be less intervention to the natural processes;

•

smaller areas should be put in to use;
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•

the image, atmosphere of the landscape should be changed to the smallest extent, for
example, establishments built should suit the landscape;

•

the maintenance of the nature-close farming should be attempted; concise landuse
plans should be prepared which include the necessary limitations as well.

For the widespread of the aims of the gentle tourism the following are indispensable:
•

gathering of information and orientation for others;

•

closer co-operation between the tourist organisations and the environmental
associations;

•

elaboration of joint concepts in some field for all economic sectors.

3. Geographical aspects of the border region
The length of the Hungarian-Slovakian border is 679 km which is the longest border
both for Hungary and Slovakia. In the case of Slovakia the distance of the studied border from
its own capital city is more than double than from Budapest.
The region has varying natural resources, 65% of its area is agriculturally cultivable
land. From among the values under the surface the mineral and thermal waters are the most
significant. The hilly regions provide excellent conditions for the fruit and grape production,
the forestry has a stressed role. Non-ferrous and noble metals, building materials and to a
small degree brown coal are mined in the mountains. The region is rich in water-courses
which reach their collecting river, the River Tisza on the area of Hungary in compliance with
the natural slope conditions. The joint management of the several water-courses crossing the
national border have been also enjoying special attention in the border relations here as well
for decades.
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The Slovakian border region is less densely populated than the national average, the
population is characterised by a complex ethnic identity with a high ratio of the Hungarian
minority. The ratio of the mixed marriages between the different ethnic groups is the highest
in this region within the country. The unfavourable natural increase tendencies (natural
decrease, high infant mortality) is somewhat compensated by the immigration.
The rapid depopulation of the small villages – especially in the mountains – was
further strengthened by the industry planting policy of the former regime, as a consequence of
which 90% of the industrial production and 85% of he public services (health care, higher
education) is concentrated on the two county seats (Miskolc and Kosice). The two county
seats – as development poles – were also the target areas of long-distance migration for many
decades.
For the elaboration of realistic programmes for the tourist development of a region one
must be acquainted with the social conditions since the inhabitants living on the area is the
most concerned by “its own fate”. Dr. Judit Molnár carried out social geographical surveys in
the Hungarian-Slovakian border region in Borsod-Abaúj-Zemplén county. Let us point ou
some of her establishment (MOLNÁR, J. 2000).

Demographic characteristics:
•

There are differences between the demographic indexes of the Slovakian and
Hungarian areas not only in the numbers but also with regard to the tendencies. While
the number of the population of the Hungarian territories is diminishing from 1970,
the Slovakian border region is characterised with an increasing population even
nowadays – although it is due to the increase in the number of the urban population.
The number and ratio of the Hungarians on the Slovakian side of the border is also
decreasing.
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•

The age structure and the distribution of the population by its educational level are
unfavourable in both border regions. The lack of the highly qualified people means a
serious problem for the society of the region, since the qualified labour force which
could be employed by the economy – and thus in tourism as well – outmigrates from
the region.

Infrastructural characteristics:
•

The infrastructural situation of the settlements – except for the cities – may be
regarded especially unfavourable in the Hungarian parts of the region. The conditions
are better on the Slovakian side both with regard to the estate stock, the supply with
the public facilities and institutions and the transportation facilities – though not
sufficient there either.

Economic characteristics:
•

The economic structure of the region is well characterised by the phenomenon that
while in Hungary the ration of the industrial employees in the studied region is half of
the national average that of the agricultural employees is the triple. In the Slovakian
part the ratio of the industrial employees reaches the national average in the environs
of the cities. The unemployment rate is high on both sides – high above the national
averages.

Cross-border co-operations:
•

The permeability of borders along the Borsod-Abaúj-Zemplén segment of the
Hungarian-Slovakian border still raises serious problems. The number of cross-border
co-operations is small and the intensity of the existing ones is very loose. In most
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cases they are only cultural or sport-related relations. There is a need for the
establishment of co-operation in the fields of tourism and nature conservation, since
the common landscape and the common natural resources also connect the two
regions. The economic co-operation between the two border regions is also still in its
infancy nevertheless it is true that – due to the meeting of two peripheral regions – the
conditions are also unfavourable for this. There are also non-official relations as well –
although they are mostly based on personal and family relations and do not appear on
the settlement level. The co-operation between the two border regions would be highly
improved if new border crossings were opened besides the existing ones. At present
the are the following border crossings along the Borsod-Abaúj-Zemplén segment of
the Hungarian-Slovakian border region:

Table 1
Hungarian side

Slovakian side

Opening hours

Pácin

Nagykövesd

Limited

(Veliky Kamenec)
Sátoraljaújhely

Tótújhely

Permanent

(Slovenké Nové Mesto)
Tornyosnémeti

Miglécnémeti (Milhost’)

Permanent

Tornanádaska

Bódvavendégi

Limited

(Host’ovce)
Aggtelek

Domica

Limited

Bánréve

Sajószentkirály (Král’)

Permanent
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Potential border crossings on the studied border segment:

Table 2
Hungarian side

Slovakian side

Büttös

Buzita (Buzica)

Hídvégardó

Horváti (Chorváty)

Perecse

Jánok (Janík)

The Hungarian-Slovakian border divides five – physical geographically almost adjacent
landscapes – in Borsod-Abaúj-Zemplén county. These are the following:
Bodrogköz (- Eastern Slovakian Plain)
Tokaj-Eperjes Mountain
Cserehát-Kanyapta Basin
Aggtelek karst – Szlovák karst
Heves-Borsod hilly region – Southern Slovakian Basin

4. The potentials and development opportunities of the ecotourism in the Borsod-AbaújZemplén segment of the Hungarian-Slovakian border
The most important problems of ecotourism in the region
•

The receiving conditions for the ecotourism are missing and they are of low quality
(few tourist houses, forest rest houses, wooden bungalows)

•

There is only a small number of qualified study trails in comparison with the natural
resources and endowments to be presented

•

The maintenance of the existing study trails is often unsolved

•

The cleanness of the environment is not proper at many places
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•

The cross-border ecotourism related programmes are missing

I. Bodrogköz
The most significant attraction of the ecotourism of the Bodrogköz is the Bodrog river and her
tributaries.

II. Tokaj-Eperjes Mountain
The mostly undisturbed nature of the Tokaj-Eperjes Mountain, its quiet small villages provide
the most ideal basis for ecotourism. Both the Slovakian and the Hungarian sides are abundant
in natural values and there is a designated tourist route crossing the mountain. The attractions
of ecotourism in the region are the following:

Table 3
Intact natural environment

Entire area

Mountain climate

Entire area

Rare fauna and flora

Entire area

National Blue Route/Trail

90 km in the Hungarian part

Rákóczi Route/Trail

Füzér-Sárospatak

Nature conservation area

Both sides

Study trail

Both sides

In the Tokaj-Eperjes Mountain on the Slovakian and Hungarian sides the tourist routes
provide a wide range of opportunities for the excursions with an almost 600 km length. The
most well-known among these in Hungary is the National Blue Route/Trail. Its segment
follows

the

Boldogkőváralja-Regéc-Makkoshotyka-Vágáshuta-Bózsva-Füzér-Nagy-Milic

route with an approximately 26 hours running-time covering almost 90 km length. In fact, it is
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continued in the red route from the Nagy-Milic to Presov crossing the mountain on the
Slovakian side. The link is of course inhibited by the lack of the border crossing facilities. The
co-operation would be especially urged by the fact that there is a nature conservation area on
both sides of the border. This type of co-operation in he field ecotourism exists in many
European countries: on the area of the Bavarian Forest and the Sumava, in the German-Czech
border region.
The Rákóczi Trail is a tourist route covering almost the entire Hungarian part with five
castles. The three-day excursion starts from Füzér, then reaches the Rákóczi Castle through
the ruins of the Amádévár, the castle in Regéc and the Pusztavár in Komlóska. The creation of
the Slovakian continuation of the Rákóczi Route/Trail – relying on the similar objects found
there – would be also reasonable.
The most secure forums for the introduction of the natural values are the study trails.
Several study trails have been constructed and are under elaboration in the Tokaj Mountains
in the recent past.

III. Cserehát – Kanyapta Basin

The Cserehát segment of the Hungarian-Slovakian border deserves the use of its
slogan with its intact natural endowments and calmness (“Where you can always hear the
silence”). The ecotourism related endowments of the area are included in the next Table.
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Table 4
Intact natural environment

Entire area

Games in the wild nature

Entire area

Rare herbs

Entire area

National Blue Route/Trail

60 km in the Hungarian part

Employable water base

Bódva, Lake Rakaca

Eco-village

Szanticska

The landscape radiates calmness and peace, there are small villages among the gently
undulating hills and brook valleys. The hornbeam and Turkey oaks and the acacia fringing
forests along the state border provide excellent opportunities for the excursions. The area is
extremely rich in herbs and mushrooms. The Bódva River and her tributaries are rich in fish
in spite of the pollution – out of which 13 species are protected. Besides the Bódva River, the
Rakaca Lake is also an excellent fishing and lobster catching place. There are more than 120
bird species in the region – two-thirds of them breeds here. It is not surprising therefore that
the birs of the coat of arms of the Cserehát region is the stork. The butterfly fauna living here
represents a high zoological value on the national level.
The National Blue Route/Trail reaches the area of the Cserehát at Encs crossing the
Hernád river and leaves it at the Rakaca lake after crossing the region in a north-western
direction.

The development opportunities for the ecotourism in the region
•

Construction of study trails (demonstration of the flora, the environs of Szanticska,
Szalonnai Mountains)

•

Preparation of the Hunters’ Trail, within this
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- establishment of a game reserve
- designation of information points and demonstration centres
- preparation of tourist guides
•

Development of a welfare storage-lake, within this
- cleansing of mud in the Rakaca lake
- construction of a water-basin in the environs of Tornaszentjakab and Hegymeg

•

Increasing of the area of forests

•

Creation of a landscape protection area

•

Establishment of an open-air school

•

Forming of foreign relations for the Szanticska eco-village programme

IV. Aggtelek karst – Slovakian karst
The karst area is a region with several attraction features; as a result of its varying
attractions it is suitable for the different types of tourism including ecotourism as well. The
Aggtelek National Park and the Slovakian Karst Nature Conservation Area constitute the
majority of the Aggtelek and the Slovakian karst. The former – for the first time in Hungary –
was established in 1985 for protecting the inanimate natural values, the surface forms and the
caves.

Caves in the service of ecotourism
In 1995 the caves of the Aggtelek and Slovakian Karst were added to the list of the
World Natural and Cultural Heritage. There are more than 300 caves in the National Park and
on the Landscape Protection Area, among which the most interesting is the Baradla-Domica
cave system whose activity, length and dripstones make it the most important cave of the
temperate zone. The tourism related development of the cave was initiated in 1920 and today
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many parts of it can be visited. One of the most wonderful examples which should be
followed by others is the internationalisation of the cave. This means that the cave can be
visited from both sides with an exit on the other side of the border. Several smaller caves of
the mountain (Vass Imre cave, Béke cave) are also open for visitors.
There are also many interesting caves on the Slovakian Karst. These include, for
instance the system of the Sziklás brook north of the castle in Torna (Berč), the Nyers rift or
the well-known Ördöglyuk rift.
The surface values as the utilisable possibilities of ecotourism
Aggtelek and Jósvafő lying on the area of the National Park are the starting points of the study
tours demonstrating the surface values. In the course of the tours the geological, botanical,
zoological values, the traditional landuse, rural lifestyle, industrial and cultural-historical
relics are demonstrated. There are study trails in the Aggtelek National Park.
The National Park takes an active role in the demonstration of the values not only with
the help of the study trails. It mainly organises its activities on its own but often involves
other organisations as well. Thus, a nature conservation camp, open-air school, professional
extension trainings, etc. are held here.
The Slovakian Karst also contains lots of karst formation on the surface and
underneath. From among these, the Szádelő and the Áj valleys have to be mentioned here
whose unique values provide aesthetic experience. The Szilicei plateau and the xerophilous
flora of the Felső-hegy in Jászó are characteristic and the special values of the fauna in the
region include the lynx and the moufflon.

V. Heves-Borsod hilly region – Southern Slovakian Basin
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The intact hilly environs of the region and its peculiar flora ensure the following endowments
for ecotourism:

Table 5
Intact environment

Entire area

Unique flora

Entire area

Arló lake

Arló

Tourist routes

Hungarian parts

5. Project proposals
The development concept prepared for the area with Phare support drafted the following
project proposals:
1. The opportunities for the tourism in the Sajó-Rima Euroregion and its ecotouristical
principles
2. The cross-border ecotouristical development programme of the Aggtelek National
Park and Aggtelek
3. The role of the natural environment in the development of tourism along the BorsodAbaúj-Zemplén segment of the Hungarian-Slovakian border: theory and practice in
the Cserehát
4. The ecotourist development programme of the Kanyapta basin with special emphasis
on the role of the border crossing at Buzita (Buzica) to be opened
5. The ecotourist development programme of the Hungarian-Slovakian border region in
the Tokaj-Eperjes Mountain
6. The development programme of the aqua-tourism of the Bodrog and her tributaries
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6. Euroregional endeavours in the border region
The Cross-border Co-operation is an agreement between two regions lying along a
common border. The aim of these kinds of agreements is to promote and strengthen the cooperation between the regional self-governments or authorities. (European Council 1990)
The – often artificial – border lines drawn by the great powers following the First and
Second World Wars divided areas which earlier constituted a homogeneous economic,
historic, ethnic and cultural region. The very same happened in East Central Europe as well.
As a consequence of the centralised developments, the regions getting to the two sides
of the border mostly became the most neglected and thus the most backward parts of their
countries. The border regions which sank into the peripheries of the countries were
characterised by a scarcely constructed infrastructure (transportation, telecommunications,
network of telephones, etc.), limited job opportunities, and thus the emigration of the
population and consequently the ageing of the inhabitants living there. It was especially true
for the border regions of the former socialist countries where the border as a protective
element played an especially important role in the life of the countries.
As a consequence of this, no valuable investments could be settled down there but
they rather became more like the main instruments of protection and strategically important
parts of the army.
The Commission of the EU – recognising the significance of cross-border cooperations – created the “Resolution on Co-operation Between Local Communities in Frontier
Areas” in which it invites the EU member states to make possible the co-operation between
the border regions both from the aspect of legislation and the other forms of support.
Following this, the appeal starting from the EU providing a new role for the border
regions came to the foreground in the East Central European region as well.
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7. General features of the euroregions in the region
One of the groups of the border regions includes those countries which are not
members of the European Union. On the basis of this typifying one may differentiate between
other sub-groups of countries, 1 among which one of them is the group of central Europe. The
following countries belong to this category: Czech Republic, Poland, Hungary, Slovak
Republic and Slovenia.
The aim of the following section is to provide a brief introduction on the three
euroregions formed along the Hungarian-Slovakian border.
Sajó-Rima Euroregion
The Sajó-Rima Euroregion covers Borsod-Abaúj-Zemplén county from Hungary and
the districts of Kosice and Bistrica (Besztercebány) from Slovakia. Due to the geographical
conditions the above mentioned county and districts have been in contact with each other for
decades on the state, social and cultural levels. The area of the euroregion established in 2000
is 6000 km2 – half of which lies on the area of Slovakia. The development of the tourism in
the region enjoys a primary role in the case of these co-operations.
Tourism is mentioned as an important breaking out point in the regional development
concepts which is inconceivable without an adequate background. This background mainly
includes the infrastructural supply. From among these, all forms of the enlargement and
widening of the accommodation facilities (hotel, pension, camping), the catering and
entertaining establishment, the development of the information obtaining methods and
facilities, and the construction and development of other technical infrastructure – like roads,
sewage systems, parking lots – have advanced places.

Vág-Duna-Ipoly Euroregion

1

Stephanie Sersli – Kiszel Vilmos: A határon átnyúló együttműködések irányvonalai, 26. o.
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Only a small eastern part of the Vág-Duna-Ipoly Euroregion concerns the studied
border segment and it looks back to a past of hardly one year. This is also one of the crossborder co-operations along the Hungarian-Slovakian border. It includes Komárom-Esztergom,
Veszprém, Fejér and Pest counties from Hungary.

The common aims drafted by the participants of the co-operation are as follows:
•

Promotion and co-ordination of the regional co-operations,

•

Further strengthening the good neighbourhood relations relying on the existing selfgovernmental co-operations,

•

Enlargement of the tools of co-operation.

•

Elaboration and implementation of the regional development programmes,

•

Preparation of the regions and countries represented by the co-operations for the EU
accession.

The pre-accession regions established the Vág-Duna-Ipoly Euroregional Co-operation
on the basis of the European Outline Convention on Transfrontier Co-operation between
Territorial Communities or Authorities and the contracts between Hungary and Slovakia on
the Good neighbour relations and friendly co-operation.
The region lies in the intersection of two large European development zones: at the
meeting point of the Vienna-Budapest and Velence-Triest-Ljubjana-Budapest axis. In
addition to this, one of the most important concentrations of the Hungarian economic spatial
structure lies here, in the Székesfehérvár-Tatabánya-Veszprém triangle.2

The aims and fields of the co-operation may be summed up in the following points:

2

Dr Fekete Mátyás - Nyíri Zsuzsa: A Vág-Duna-Ipoly Eurorégió turizmusának fejlesztési lehetőségei, 1.o.

1408

•

Increasing the attraction of the region, harmonised development of the economy and
tourism through the cross-border co-operations,

•

Harmonisation of regional development and planning with the development of
transportation, co-operation in the fields of nature conservation, environmental
protection, water conservation and prevention against catastrophes,

•

Joint cultural heritage promotion, development of co-operation between educational,
scientific and innovation centres,

•

Successful participation in community programmes financed by the EU,

•

Building out of conditions for information exchange, assurance of flow of information,

•

Elaboration and co-ordination of proposals for joint projects and programmes and their
implementation and support.

The cross-border co-operations rely on a common value system whose bases are made up of
the following:
•

Economic power lying in collaboration,

•

Unification of intellectual capacities and know-how in the fields of planning and coordination,

•

More effective enforcement of interests towards the international institutions and
financial funds.

The members of the Euroregion carry out their activities with the involvement of and cooperation with the settlement and regional self-governments, regional development councils
on the county, regional and macro-regional levels, the representative organisations
congregating the entrepreneurial layer, civil organisations, ministries concerned, etc.
Kassa-Miskolc Euroregion
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The Kassa-Miskolc Euroregion includes the following territories: Borsod-AbaújZemplén county with its county seat Miskolc from Hungary and the district of Kosice with the
city of Kosice from Slovakia.

The aims and tasks of the Euroregion are laid down in the Founding Document:
•

Organisation and co-ordination of the jointly harmonised steps to be taken promoting
and facilitating the economic, scientific, ecological, tourist, cultural and educational
co-operation between the members,

•

Promotion of participation in the available programmes of the European Union,

•

Contribution to the elaboration of cross-border projects on the areas with mutual
interests of the partners,

•

Promotion and assistance to the formation of co-operations among the inhabitants of
the member regions – including the contact making with the experts and civil
organisations,

•

Promotion of good neighbourhood,

•

Elaboration of proposals for the future directives, programmes and trends of crossborder co-operation,

•

Promotion of the co-operation of the members with other international organisations
and institutions,

•

Facilitation of the regional preparation of the partners in the light of the EU-accession,

•

Co-operation in the fields of nature conservation, environmental and water protection,

•

Co-operation in the fields of public security and catastrophe prevention,

•

Co-operation in the fields of humanitarianism and social issues,
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•

Examination of the necessity of the establishment of a Regional Development Bank
owned by Slovakian and Hungarian partners and the possible conditions of its
operation.

This Euroregion has a history of more than one year. Therefore, there are only the first
signs of a co-operation here which might be of primary importance for the region in the future
with manifold aims and plans.

8. Analyses of the euroregions from the aspect of tourism
The development of tourism appears in the first place among the aims of all three
euroregions. These regions have similar problems on both the Hungarian and Slovakian sides
of the border (declining heavy industry, high unemployment rate, poverty etc.). Nevertheless,
they see great opportunities in the cross-border co-operations and interpret them as an
important base for the getting out of the recession. Therefore, the development of tourism
means an important breaking out point for the euroregions.

Tourist development programme of the Sajó-Rima Euroregion
In the regions of the Sajó-Rima Euroregion the following development sectors got into
the foreground – building mainly on the natural endowments and cultural heritage:
ecotourism, rural tourism, horse-riding tourism, bicycle tourism, nature-lovers’ tourism, castle
and fort tourism.
In the knowledge of these, the following development aims were drafted by the
different branches of tourism.
In the case of the “country-round” tourism, “transit” tourism and bicycle tourism the
following development areas are the most important:
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•

Construction of cycle paths in the inner areas of the cities as well,

•

Designation of routes, their supply with sign-posts, construction of resting places,

•

Arrangement of the environment of the sights, edition and publication of brochures,

•

Development of campings, publication of a catalogue of accommodations,

•

Publication of tourist maps.

The “programme tourism” has to develop on the basis of the cultural and sports’
establishments existing in the region and should not only supply the inhabitants of the region
with attractive and high quality programmes but should aim at the prolongation of the staying
of the tourists and involvement of more target groups. These programmes could be: fairs,
tradition preserving programmes, sport competitions, training camps, cultural meetings and
conferences. For the sake of this, the renovation and development of the cultural and sporting
establishments, the creation of a new programme-organising office, the extension of the
accommodation capacity and publication of a programme catalogue are the aims.
The aim of “business tourism” is to provide a high quality supply and recreational
facilities for the managers and clients of the enterprises coming in. here the most important
task is to create accommodations with adequate high standard and quality and to edit a
catalogue related to it.
The aim of the riding, hunting and fishing tourism is to attract the riders, hunters and
fishermen to the region and to ensure a wide-scale of proper high quality services. The edition
of multilingual catalogues, construction of complex recreational districts, the renovation of
hunters’ hut and the development of the riders’ base are also important at this type of tourism.
In the case of the development of rural tourism, the aim is to introduce the local
agricultural, food processing and forestry products, present the methodology of their
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proceeding in addition to the opportunity to try the rural life-style, and the creation of the
conditions attracting the tourists.
Thus, the creation of the places for demonstrating and marketing the goods of
traditional farming and handicraft, the organisation of rural programmes, the preparation of
the farmers and the publication of a catalogue on the region are very important.
In the cases of the environmental and ecotourism the aim is to demonstrate the natural
values of the region and the efforts made on the field of environmental protection – with the
possibility of active participation. Here, the development programmes include: demarcation of
footpaths, renovation of their signs, publication of an excursion guide, renovation of tourist
houses and camps, creation of ecological and environmental demonstration places,
preparation of tour guides and last but not least the publication of a book on the ecological
values of the region.

The tourism development programme of the Vág-Duna-Ipoly Euroregion
The counties constituting the Vág-Duna-Ipoly Euroregion and the district on the
Slovakian side represent considerable target areas for tourism. While the mountainous areas
are characterised by hiking tourism, the lakes and rivers are the places for the recreational and
aqua tourism.
The district of Nyitra on the Slovakian side is a popular target area of the hunting and
hiking tourism just like the huge forest areas on the Hungarian side. The conditions of rural
tourism are developed gradually in the region. There is only a few tourist services offered as a
package or as a complex product. The development of programmes for the times with
unfavourable weather and for families is not yet solved on the resorts along the rivers, and it
would be necessary to prolong the season times through the organisation of more wide-scale
services and programmes.
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Thermal tourism represents a considerable attracting power on both sides which could
solve the above mentioned problems.
The touristic marketing of the region and the co-ordination are very weak, while the
infrastructure related to tourism shows different pictures by counties. The commercial
accommodation capacity is the highest in Budapest but the high quality hotel capacities are
missing from the region.

Objectives with the purpose of further development of tourism:
•

Development of a more homogeneous regional structure and of the infrastructure
related to water transport,

•

Enlargement of the condition system of cycling tourism,

•

Realisation of the historic, monumental and natural values of the region as a joint
programme,

•

Gradual development of the infrastructure at the Lake Balaton,

•

Revival of the historical wine-regions,

•

The tradition preserving programmes of the local German nationalities may appear as
an attraction in the heritage tourism of Germany,

•

Creation of a unified propaganda.

The suggested types of tourism to be implemented in the region – with respect to the
endowments and opportunities – are the business tourism, ecotourism, rural tourism and
thermal tourism.
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The proposed stations of the development could be the following:
•

Starting of euroregional tourist programmes, undertaking of information and coordinating work by settlements,

•

Harmonisation of projects and elaboration of a priority system by counties,

•

Promotion of the tourism related tasks of the counties,

•

Creation of a unified euroregional information system which is compatible with other
national and regional systems,

•

Fulfilment of the role of linking between other regions and counties,

•

Foundation of local tourist associations,

•

Drafting of a tourism marketing strategy,

•

Organisation of exhibitions, conferences, professional programmes related to tourism,
permanent presence in the media.

Tourism development programme of the Kassa-Miskolc Euroregion
The development of tourism has an advanced place and forms one of the breaking out
points in the case of the Kassa-Miskolc Euroregion as well. The most important basis here is
also provided by the natural and cultural values. Tourism has to be made one of the key
sectors of the region taking all these into consideration.
The following areas of tourism have basis in this region: rural tourism, cycling
tourism, nature lovers’ tourism and ecotourism. In this case the following target groups may
be differentiated:
•

Car riding and cycling tourists travelling all over the country,

•

Nature-loving families,

•

Youth and adults interested in ecology,

•

Sportsmen, businessmen,
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•

Regional development and environmental experts,

•

Groups longing for unique experience.

In the case of the above mentioned target groups the following development aims may
be drafted which might also contribute to the development of other areas in the region
(infrastructural, cultural) and thus the region may become well-known and popular.
•

Construction of the fundamental infrastructure and tourism related infrastructure:
within these the improvements of the accessibility of the region (motorway,
expressway), cycle-paths, construction of bridges, raising of the level of canalisation,
and the establishment and improvement of the service and tourist infrastructure
(accommodation, catering industry).

•

Promotion of the tourist information system and its marketing role: creation of an
information system concerning the region on the basis of the National Tourist
Information System, increasing the number of tourinform offices, training of groups
with adequate and up-to-date information about the settlements, elaboration of the
tourist-marketing concept of the region, and as a long-range plan the appearance on
the internet (website) and the introduction of the reservation of accommodation via the
internet are also to be realised.

Finally, the aim is the elaboration of such programme packages which take the
different tourist products to the market in a complex way. Thus, the increasing of the number
of tourists and especially of the guest nights as final objectives for the sake of which the
creation of the methods and programmes for spending the leisure time are necessary.
It may be felt from the above drafted brief outline that the basic preconditions of
tourism are given for all three euroregions. Relying on these resources, however, the regions
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have a lots of tasks to be able to provide products and services in the field of tourism
conforming the European standards.
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Regions of Poland in the global perspective – selected aspects
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Abstract
The paper presents globalization as a major force that influences the behaviour of enterprises,
human activity, affects the economy of countries and the situation of the regions. Some
channels of the impact of globalization on the situation of the Polish regions and their
competitiveness are presented. One can distinguish the following channels: flow of Foreign
Direct Investments, foreign trade, and international migration.

Key Words: globalization, internationalization, foreign trade, Foreign Direct Investments,
migration

1. Introduction
Globalization is a major force that influences the behaviour of enterprises, human
activity, affects the economy of countries and the situation of the regions. Today, as the role
of state changes, also due to globalization, the position and significance of the regions is still
growing. Regions compete with the other territorial units to attract some transnational
corporations. The competitive advantage of the regions is shaped by several factorsi. The
process of globalization also influences the economic performance of regions and their
competitiveness through several channels.
The main aim of the paper is to present globalization as the driving force of changes
taking place in the economy of countries and regions, and to identify the scope of
1420

globalization. Then, some channels of the impact of globalization on the situation of the
Polish regions and their competitiveness are presented. One can distinguish the following
channels: flow of Foreign Direct Investments, foreign trade, and international migration. The
process of globalization affects the Polish regions, especially when Poland’s economy is
gradually opening. The winners of globalization are well prospering regions, on the other
hand one can identify regions, which are adversely affect by globalization.

2. The countries and regions in the process of globalization – selected aspects
The process of globalization takes place in all spheres of economic life, though, the very
definition of that concept has not been accurately specified ii. This process has many
dimensions, its influence spreads over not just political, social, cultural relations, but also
economic. Hence, economic globalization is described as:
“ongoing process of integration of national and regional markets into global market of
goods, services, and capital. This process leads on to growing penetration and unification of
markets and internationalization of production, distribution, marketing, and accommodation
by firms of global strategies of action”iii.
Economic globalism may also mean: „long-distance flows of goods, services and capital, and
the information and perceptions that accompany market exchange. It also involves the
organization of the processes that are linked to these flows” iv. Lower costs of transport and
communication as well as reduced barriers in the scope of goods and capital flows become
factors stimulating the process of globalization, which takes place in that dimension v. The
influence of globalization is manifested, i.a. on financial markets, goods and services markets
(intensified due to ongoing liberalization and opening up of national economies), or on the
labour market. Whereas, in that last sphere, globalization has smaller influence and it is
partial. Globalization also has a bearing on economic activity, one may point to the
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globalization of industrial production, technology, and knowledgevi. The degree of
participation of individual countries in the process of globalization is varied and there are
attempts being made of measuring it through the devising of globalization indices.
According to the globalization index devised by the Swiss institute: the KOF Index of
Globalization 2010 vii,viii which analyses the following dimensions of globalization: economic,
social, and political, Poland was classified in 23rd place, and in first three places there were
ranked in the following order: Belgium, Austria, and the Netherlands. Whereas, by analysing
the individual constituents of that index: as per the index of economic globalization Poland
was ranked in 37th place, as per the social one in 26th place, and as per the political one – our
country was classified in 9th placeix. In the current KOF 2010 ranking, the countries of Eastern
Europe and Central Asia improved their results most of all in comparison with the last year
ranking x,xi. Whereas, as per KOF 2009, Poland was ranked 30th xii. It is worth, here, indicating
the position of the new EU member states in the light of the KOF globalization rankings
(table 1).
Table 1 The ranking of the new UE-10 member states as per the globalization index – KOF 2010,
2009 and 2008
Specification

Ranking 2010

Ranking 2009

Ranking 2008

1. Hungary

10

10

13

2. Czech Republic

12

11

8

3. Slovak Republic

16

24

23

4. Cyprus

21

19

39

5. Poland

23

30

19

6. Estonia

26

17

28

7. Slovenia

28

20

30

8. Malta

30

23

37

9. Bulgaria

32

39

44
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10. Lithuania

33

31

45

11. Latvia

37

34

47

12. Romania

39

44

41

Source: 2010 KOF Index of Globalization (http://globalization.kof.ethz.ch/static/pdf/rankings_2010.pdf ); 2008
and 2009 KOF Indices of Globalization: information available at: http://globalization.kof.ethz.ch/ .

In the process of globalization, there are not just participating national economies,
national enterprises, transnational corporations – being their driving forcexiii, but also the
regions become its active participants. This is so, since globalization may be perceived
through the scope of growing interdependencies embracing these entitiesxiv. In the age of
present transformations, the local dimension is becoming of growing importance, and hence,
the term glocalization appeared – referring to the phenomenon enabling for the combining of
these two dimensions: local one and global. It should be emphasised that globalization has
spatial implications in relation to regional economies, since its effects may be varied – leading
on to the marginalization of certain areas, or else, through the territorialization of
development – it constitutes an opportunity. Large metropolises, just like territorial systems of
production, are the regions profiting in the age of present transformations taking placexv.

3. International trade exchange of the regions of Poland as the basic channel of the
transmission of globalization
The Polish regions are also subject to the process of globalization. One of the channels
of the process of globalization is the international trade exchangexvi. The shaping of the trade
exchange of Poland and of its regions with foreign partners and the existing tendencies in that
sphere were influenced by the process of transformation of the Polish economy, the process of
EU accession, and as a result of that – altered conditions of access of Polish products to the
markets of these countries, and then, the accession of our country to the EU. The deterioration
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of the economic climate due to economic crisis taking place in the world economy since the
year 2008 also influenced the conditions and the shaping up of the international trade
exchange

xvii

. This is so, since the slowing down of the world economy had an influence on

the dynamics of growth of the national economies –consumers of goods, inclusive of, from
Polish enterprises, and as a result of this, also on the demand for goods exported by Polish
firms. Likewise, it influenced the emergence of the substitution effect (which may turn out to
be a chance for Polish exporters)xviii. In the years 2000-2008: 6 Polish voivodeships recorded
higher exports growth dynamic than the value of exports for Poland, overall (the export of
Poland in the year 2008 in comparison with the year 2000 recorded a three-fold growth).
The degree of openness of the regional economies may be presented by a varied set of
indicators. With respect to trade exchange, it may be depicted by measurement of the relation
of the value of exports to the industry sales volume, or else, the relation of exports to the GDP
magnitude (figure 1).
Fig. 1. The relation of the value of exports of Polish voivodeships to the industry sales volume
in the year 2000 and in 2008 (in % )
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By analysing the values presented in figure 1, we observe a growth in the degree of
openness of Polish regions to the external environment, when measured by the relation of the
value of exports to industry sales volume, which in the year 2008, as compared to the year
2000, recorded a growth for all regions (for Poland this index was 1,5). Nevertheless, if we
analysed the dynamics of this relationship with respect to the preceding year, i.e. the year
2007 – then, is would turn out, that in case of some voivodeships it was reduced, which
ensued from reduced demand from abroad for goods coming from individual Polish regions,
and simultaneously, due to favourable situation present on the national market (and thus, a
possible change in the structure of demand)xix.
One may point to the regions with higher than Poland’s average relationship of the share
of exports to the country’s GDP. Especially high share was recorded in the voivodeships:
dolnośląskie, pomorskie, śląskie, wielkopolskie, lubuskiexx.
In each of the regions of Poland in the year 2008 the value of exports rose in comparison
with the year 2000. The share of each of the voivodeships in the total value of Polish exports
is varied – one may identify regions, in which there is a concentration of export markets. The
biggest exporter, out of Polish voivodeships, still is the śląskie voivodeship (over Euro 20
billion in 2008), and foreign trade, thus, constitutes an important source of economic growth
for that region (table 2).
Table 2. The value of exports of the voivodeships of Poland in 2000 and in 2008
(in Euro billions)
Share in exports of the
Voivodeships

2000

2008

voivodeships of Poland in
2008, in percentage xxi

Dolnośląskie

3.7

12.8

12.33

Kujawsko-Pomorskie

1.5

4.2

4.05

Lubelskie

0.8

1.8

1.73
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Lubuskie

1.2

3.3

3.18

Łódzkie

1.4

3.6

3.47

Małopolskie

1.63

6.38

6.15

Mazowieckie

6.2

17.8

17.15

Opolskie

0.6

1.9

1.83

Podkarpackie

1.4

3.2

3.08

Podlaskie

0.4

1.1

1.06

Pomorskie

2.9

7.5

7.23

Śląskie

5.9

20.4

19.66

Świętokrzyskie

0.3

1.5

1.45

Warmińsko-Mazurskie

0.9

1.9

1.83

Wielkopolskie

3.6

12.5

12.04

Zachodniopomorskie

1.7

3.9

3.76

Source: K.Gawlikowska-Hueckel, St. Umiński, Handel zagraniczny…, op.cit., p. 21 and own elaboration.

One should also consider the intensity of external trade links of the Polish regions. In the
geographical structure of Polish export, the EU countries play a leading role. The regions of
Poland are characterised by intensive relationships with the EU countries, not just the EU-15,
but also with the new EU member states.
The intensity of trade relationships of the regions with individual groups of countries is
varied. Some of the Polish voivodeships maintain intensive contacts with the countries of the
EU-12, i.e. with the countries from the closest neighbourhood, which is manifested by the
value of the RCA factor (in spite of the lead of the EU-15 holding on, the growth of exports to
this group of countries is slower than onto the markets of the new EU countries). The closest
neighbouring countries are becoming more and more significant trading partners and the
exporters from the Polish regions are attracted to these markets (table 3).
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Table 3. The structure of the intensity of trade links* in the exports of voivodeships according to
geographical locations break down in the year 2008
Russia,
Voivodeships

New EU

Other

countries

countries

Far East

Ukraine,

EU 15

Belarus
Dolnośląskie

1.41

1.09

0.51

0.49

1.11

Kujawsko-Pomorskie

1.06

0.86

0.60

1.01

1.09

Lubelskie

1.80

0.93

0.70

1.79

0.92

Lubuskie

0.46

0.56

0.49

0.97

1.22

Łódzkie

0.66

1.09

0.85

1.49

0.94

Małopolskie

1.14

1.43

1.07

1.13

0.86

Mazowieckie

1.13

1.17

1.05

1.66

0.85

Opolskie

0.38

1.20

0.68

0.55

1.09

Podkarpackie

0.81

1.19

1.38

1.75

0.79

Podlaskie

0.86

1.60

0.81

2.82

0.62

Pomorskie

2.15

0.69

2.62

0.56

0.85

Śląskie

0.64

1.08

0.79

0.73

1.07

Świętokrzyskie

1.32

1.33

0.84

1.40

0.87

Warmińsko-Mazurskie

0.81

0.84

0.84

1.01

1.07

Wielkopolskie

0.43

0.72

0.97

0.81

1.12

Zachodniopomorskie

1.19

0.30

1.55

0.45

1.16

* explanation: the table states the values of the RCA factor.
Source: K.Gawlikowska-Hueckel, St. Umiński, Handel zagraniczny…, op.cit., p. 59.

Further possibilities of developing of international trade exchange by the regions of
Poland also depend on the inflow of foreign investors, inclusive of, through the locating in the
regions of foreign direct investments of transnational corporations. The situating in a region
of firms with the majority of foreign capital ownership and export manufacturing in the
production sector may also bear on the further perspective of export growth in the region.
Also, increasing of pro-export manufacturing of national producers, and thus, also increasing
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of the degree of their internationalization may contribute to the improvement of the exports
dynamics.
4. The inflow of foreign direct investment to the Polish regions
The process of globalization embraced, particularly intensively, the flow of capital. The
situation in the world economy has its implications in the scope of FDI (Foreign Direct
Investment) flow

xxii

, since the year 2008 saw the reduction of FDI inflow to Poland by 42%

in comparison with the previous year from Euro 17 196 million (2007) to Euro 9 972 million
(2008). Whereas, by analysing the directions of the source of capital – over 91% of the FDI
inflows was accounted for by the 25 countries of the EU xxiii.
The investors coming from various countries have preference for different Polish
regions, which is evidenced by the data comprised in the table 4. By making analysis of the
major investors in the regions, we observe the dominance of capital coming from the
Netherlands (23.4% of the overall value of capital invested in 2008), and then, from Germany,
and Francexxiv.
Table 4. Foreign capital break down as per country of origin1 and the voivodeships in the year
2008 (expressed in million zł, as at 31.12)
Unite
Luxe
Nether-

Switze

Voivodeships

Germany

France

d

USA

lands

Swed

m-

Spain

rland

Belgi

Italy

Den

King

Cyprus

Austria

en

bourg

um

mark

dom

Total

35403.5

26024.5

23134.3

5578.8

5545.3

5518.

5326.

4897.

4353.

8

5

5

5

4282. 4237.

3670.

5

4

6

3608.4

2867.3

197.4

47.0

130.3

44.8

125.1

5.5 102.5

1.9

3.6

138.7

5.6

#

4.1

38.4

1323.
2408.3

4828.4

1090.4

252.5

227.8

260.3

296.3

262,1

9

pomorskie

526.0

416.9

157.0

6.9

58.3

#

53.7

21,5

12.8

Lubelskie

104.2

46.0

81.5

115.8

#

15.6

#

4,9

13.6

Lubuskie

56.2

297.3

44.9

77.2

89.7

#

#

#

#

135.8 152.4

#

0.6

0.1

1222.7

567.1

134.5

58.9

25.4

70.2

107.5

138,5

12.8

# 158.8

55.1

13.9

109.4

#

814.1

198.5

367.9

178.2

#

136.8

25,9

67.9

23.2

174.0

142.7

Dolnośląskie
Kujawsko-

Łódzkie
Małopolskie
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67.8

131.7

23.1

Mazowieckie

3999.

3624.

3356,

1311.

2018.

1725.

17086.4

9504.0

17494.7

3845.2

750.6

1

4

7

6

696.6

4

9

1125.1

1549.1

Opolskie

292.0

704.1

#

#

#

40.9

#

0,2

24.9

#

#

#

#

39.8

Podkarpackie

171.9

493.7

470.7

65.0

#

253.3

28.4

25,9

#

#

#

#

215.5

#

Podlaskie

14.5

86.5

#

2.8

-

#

#

-

0.2

#

#

#

2.5

#

Pomorskie

764.7

966.0

339.3

23.5

100.7

135.6

140.6

29.7

10.4

54.9 468.0

224.5

111.8

346.6

373.9

146.0

144.1

1991.
Śląskie

811.9

1817.5

912.6

352.7

#

463.2

87.3

627.7

81.7

3 257.0

1338.7

95.5

#

0.1

0.5

#

112.4

#

8.7

47.3

#

#

34.5

#

#

100.2

110.9

#

#

3.1

3.2

#

26.9

14.7

6.1

1.2

5.9

11.6

2913.5

4797.0

1087.3

325.0

122.9

61.8

507.7

196.8

780.9

29.6 347.4

485.7

464.7

87.5

107.1

490.2

5.4

13.1

2.5

#

#

33.7

#

21.4 613.0

72.2

#

78.0

Świętokrzyski
e
Warmińskomazurskie
Wielkopolski
e
Zachodniopo
morskie
1)

countries of which capital comprises over 1.5% of foreign capital in Poland/

# - The data may not be published due to the necessity of preserving statistical secrecy.
Source: Działalność gospodarcza podmiotów z kapitałem zagranicznym w 2008 roku…, op.cit., table 18.

The analysis of capital allocation according to individual regions points to the dominance of
foreign capital in the mazowieckie voivodeship, where 50% of capital was allocated, and
33.3% of invested capital was assigned to four Polish voivodeships (dolnośląskie,
wielkopolskie, śląskie, małopolskie).
The entities with foreign capital have significant export potential. In the year 2008,
42.3% of entities surveyed by the Central Statistical Office was engaged in exporting activity.
However, it was predominantly the entities conducting their activity in the sphere of industrial
manufacturing that were engaged in export: 83.4%. The analysis of the structure of export
(qualitative dimension) shows that it was predominantly goods that were exported (77.4%
from amongst of analysed enterprises).
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Poland, as well as other countries of the Convergence objective of European regional
policy constitute an attractive place for the FDI location, when the number of new foreign
firms per 1 million inhabitants is analysed (table 5).

Table 5. New firms with foreign capital per capita as per regions of individual objectives of
the EU regional policy
Regional
Specification

Convergence

Transitional

Competitiveness and
Employment

New foreign firms per 1

267.5

61.6

224.7

117.9

-33.9

-17.6

million inhabitants 20052007
New foreign firms per 1
million inhabitants: change
2001-2003 to 2005-2007
Source: Commission Staff Working Document accompanying the Sixth Progress Report on Economic and Social
cohesion,

Commission

of

the

European

Communities,

Brussels,

SEC

(2009),

p.

20.

(http://ec.europa.eu/regional_policy/sources/docoffic/official/reports/interim6/com_2009_295_annex_en.pdf ).

The FDI inflow brings to the least privileged regions a number of advantages, in
particular, if the investors introduce knowledge, know-how, which may also cause the
emergence of the spill over effect. To the leading regions of the EU, in which there are new
foreign companies being set up belonged the regions in the United Kingdom and Romania,
besides, foreign investors had preference for capital cities of countries xxv.
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Table 6. 10 regions with highest number of new foreign firms per 1 million inhabitants
in the period 2005-2007
Countries

10 “best” regions

New foreign companies per 1
million inhabitants

Romania

Bucureşti Ilfov

6,813

United Kingdom

Inner London

5,143

Romania

Vest

1,911

Romania

Centru

1,592

Romania

Nord-Vest

1,340

United Kingdom

Berkshire, Buckinghamshire

1,155

and Oxfordshire
Ireland

Southern and Eastern

1,154

United Kingdom

Surrey, East and West Sussex

878

Belgium

Région de Bruxelles-

843

Capitale/Brussels
Hoofdstedelijk Gewest
United Kingdom

Outer London

771

No data available for ES63 and ES 64.
Source: Commission Staff Working Document accompanying the Sixth Progress Report…, op.cit., p. 20.

Along with the intensification of the globalization, there also proceeds the relocation of
the process of production through the ongoing production fragmentation. The phenomena of
outsourcing and offshoring are related to this, which, over the recent years are gathering
momentumxxvi. Enterprises tend to locate their production while taking into consideration
various location criteria, adapted to own requirements. Poland is also becoming a country of
location of various types of services centres, which also ensues from the availability in our
country of qualified workers. At present, companies are transferring part of their production to
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other countries, and this, i.a. relates to business services, financial and accounting, research,
ICT, and call centre type servicesxxvii.
The process of transferring of certain processes and of devising of services centres by
corporations is also taking place in Poland

xxviii

. It is

xxix

in big cities that major centres of

Business Process Outsourcing or Shared Service Centre were set up. There also appeared
new sector of Knowledge Process Outsourcing of which rapid dynamic growth is expected.
Also in Poland, foreign companies open up their centres of research and development and this
refers to such companies, as ABB, Delphi, ClaxoSmithKlein, Google, IBM, Intel, LG
Electronics, Microsoft. The research centres of corporations are located in Wrocław, Kraków,
Warsaw, but they are also attracted by Special Economic Zones.
There were introduced incentives for locating BPO services, SSC, investments linked to
research centres, i.a. through state granted aid – as grants coming from structural funds,
whereas the scope of assistance shapes up between 30% and 50% (this relates to the costs of
investments or refers to the employment costs). The grants are also given under the MultiAnnual Support Programme. Moreover, the aid granted to that sort of undertakings is given in
the Special Economic Zones. The table 7 presents the selected centres of R&D, F&A (finance
and accounting) and IT in Poland.
Table 7. Selected centres of R&D, F&A, and IT in Poland

City

Centres F&A, IT

Centres R&D

Szczecin

UniCredit, Tieto Enator

Bydgoszcz

JP Morgan Chase, Lucent Technologies, Atos Origin

Trójmiasto

Acxiom, Fineos Investment, First Data Corporation, Geoban,

(Tri-City)

IBM, Fineos, Kainos, Lufthansa, Thomson-Reuters, Zensar

Olsztyn

CitiGroup

Warszawa

ABN AMRO, Accenture, Arvato Services, AVON, Citi

3M,

Group, CTM Teleperformance, Diethl Controls, Dimar,

Engineering Designs Center, General
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Intel, Compuware

Cederroth,

Faurecia,

GE

Łódź

Dynamic Generation, Esselte, Euroconex/Nova, Genpact,

Electric Aircraft Enginer, Humax,

Guest-Tek, Hewlett-Packard, IBM, Page Computers, SAP,

Microsoft,

Sitel, Tchibo, Thomson, TNT Express, Transcom, Vantyx

electronics, SAS Institute, TopGan.

ABB Soft Factory, Accenture, AMG.net, Atos Origin, Central

Bosch-Siemens,

Wings, Citi Group, Ericpol Telecom, Fujitsu, General Electric,

Microsoft, Technologies, Transition

Oracle,

Samsung

BSH,

Ericpol,

IBM, Indesit, Infosys, Mbank&Multibank, SAP, SWS, Tele
Atlas, Teleca, Transition Technologies, Unictedito, Virtual
Viewing
Lublin

CRH Żagiel, Genpact, Idea Centertel, Inteligo, PCM,
Telekomunikacja Polska S.A. France Telecom

Rzeszów
Kraków

Pratt&Whitney
ACS, AFS, AHOLD, AZSoft, Bayer, Capgemini, CBB Call

ABB, Apriso, CH2m Hill, Delphi,

Center,

Google, IBM, Lurgi, Motorola, Pliva,

ComArch,

Communication

Factory,

Electrolux,

Exult/Hewitt, Fortis Bank, Google, HCL Tech, Hitachi,

Sabre, UBS

HSBC, IBM, IFS, Indesit, Intelnet European Services,
International Paper, KPMG, Lufthansa, Lurgi, Philip Morris,
PwC Polska, RR Donelley, Shell, State Street Bank, Tesco
Katowice

Cappgemini, Kroll, Steria, Arvato Services

Ontrack,

Mentor

Graphics,

Bombardier, Rockwell Autom.
Wrocław

ACP, Credit Suisse, GE/Genpact, Google, Hewlett Packard,

Alstom, Cappgemini, Diehl Controls,

KPIT Cummins, QAD, TietoEnator, UPS, Volvo, Wipro

Irvena,
Software,

Nokia-Siemens,
Remy

Int.,

Opera
Siemens,

TietoEnator, Volvo, Wabco, Whirpool
Poznań

Arvato Services, Carlsberg, Dalkia, Franklin Templeton,

GlaxoSmithKline, Microsoft, Roche,

GlaxoSmithKline, Indesit, Inteligence, Kieffmann&Partner,

Telcordia

KPMG,

W.R. Grace, Wikia

Lorenz,

MAN,

Marketing&Market

Research,

Technologies,

Unilever,

Microsoft Innovation, Open Text

Source: PAIiZ, January 2010, after: Onshore, Nearshore, Offshore: Unsure ? A 2010 Polish…, op.cit. , p. 9.

In total, in 300 major PBO centres and shoring centres in Poland there are employed
approximately 45 thousand people, the leading city being Warsaw – where, in that type of
centres there are employed 18.5 thousand peoplexxx.
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One may point out factors, which contribute to the location of that type of foreign
investments in Poland – this ensues, most of all, from the fact that our country has got highly
qualifies workers, political stability, etcxxxi.
5. The migration of Polish workers
The EU membership, and the related facilitations in the access to labour markets in
individual countries contributed to intensified emigration of Polish citizens In the EU-27 (as
at 1 January 2008) there were 30.8 million inhabitants not being nationals (of respective
country), out of which 11.3 million of persons were inhabitants of other EU-27 countries
(having their citizenship). In the year 2008, amongst the immigrants, the largest group was
constituted by (as a percentage of the total foreign population of the EU-27) the inhabitants of
Turkey (7.9%), Morocco (5.6%), Romania (5.4%), Italy (4.1%), and then, Poland (3.9%).
Polish citizens constitute a very numerous group in Germany, and then, in Great Britain,
(table 8)xxxii.
Table 8. 10 most numerous foreign citizens as inhabitants in another EU member state, 2008
Number in another

% of EU foreign

Main MS of residence and %

population

of non-national group

Citizens of EU MS
MS
Romania

1 677 000

5.4%

Spain (44%), Italy (37%)

Italy

1 262 000

4.1%

Germany (45%)

Poland

1 197 000

3.9%

Germany (35%), United
Kingdom (33%)

Portugal

965 000

3.1%

France (52%)

United Kingdom

919 000

3.0%

Spain (39%)

Germany

773 000

2.5%

Spain (24%), Austria (16%)

France

602 000

2.0%

Belgium (22%), United
Kingdom, Germany, Spain
(19%)
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Netherlands

459 000

1.5%

Germany (31%), Belgium
(27%)

Spain

438 000

1.4%

France (31%), Germany
(26%), United Kingdom (15%)

Greece

431 000

1.4%

Germany (74%)

Source: K.Vasileva, Citizens of European countries account for the majority of the foreign population…, op.cit.,
p. 4.

In Poland, the largest group of non-nationals was constituted by citizens from Germany
(20.5% out of total number of foreigners staying in Poland), and then, the citizens of Ukraine
(10.6%), Russia (6.4%), Sweden (4.8%), Austria (4.7%)xxxiii. The migration for the poorer
regions may constitute an opportunity, since the persons emigrating often engage in the
transfer of funds from abroad. It is important that these transfers of funds are used for the
development of enterprises, economic activity, and that the worker coming back may bring
back skills and knowledge.
The migration of workers in the age of gradual opening up of the regional economies is
an unavoidable phenomenon. Henceforth, an essential element of the realized economic
policy, inclusive of, by regional authorities, is the undertaking of such measures, so as to
attract these migrant workers, usually, highly enterprising people, to the region, and make for
them, right here, new places of employment, or else, set in place the conditions favouring
entrepreneurial development.
6. Summary
When summarizing the problems considered here, one should point that in the ongoing
process of globalization there are also taking part Polish regions, the economies of which tend
to open up gradually. A special channel of transmission of the effects of globalization is
foreign trade. As ensues from the made deliberations, Polish regions tend to gradually
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increase their volume of international trade exchange, to which largely contributed the process
of the EU integration, and thus, there is taking place the widening of the distribution markets
of these territorial units. One may also point to the regions characterised by a weaker dynamic
of exports. Of significance is the diversification of the sources of consumers of exported
goods, which is of special importance in the case of the slowing down of the world economy
– having influence on the national and the regional economies.
The deterioration of the economic climate is also related with reduced flow of foreign direct
investments, inclusive of these, made by transnational corporations. Poland is becoming an
attractive place for the location of the activity of corporations requiring substantial
involvement of knowledge, inclusive of the R&D centres. This is also favoured by factors
such as Poland’s abundant resources of workers, as well as relevant regulations and incentives
attracting corporations to locate part of their activity in Polish regions.
The globalization, taking place on various levels, tends to intensify competition and
causes the regions to become competing entities. The globalization may set in place a positive
incentive for the development of regions, however, these should be availed of well, to a good
effect.
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Multicultural Dimensions of Development Activities
T. Farkas1, Z. Kassai1
1

Szent István University, Gödöllő, Hungary

Abstract: The phenomenon of multicultural societies is closely engaged with globalization
tendencies appearing on international level. Multiculturalism in some form is a basic
precondition of achieving social equality and cohesion. The aim of this paper is to enhance
knowledge and understanding of the role of cultural factors and diversities in the socioeconomic development. Both the cultural obstacles to development and those cultural
elements which facilitate social and economic take-off are studied. After presenting
theoretical approaches, the multicultural dimensions of development activities (like social
structure, language, time, religion and ethics, wealth and material possessions, decisionmaking and interpersonal relations) are examined. In addition, complex meanings and
characteristics of cultural differences, identity and citizenship are critically discussed and
supported with practical results on the basis of Multicultural Education for European
Citizenship research project.

Key Words: multiculturalism, development, globalization, identity, citizenship
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1. INTRODUCTION
We do not state that cultural factors dominate the process of development. However, many
development projects have already been collapsed, because development specialists and
managers have not turned the indigenous knowledge and local circumstances to account
because of the putative superiority of Western culture. We agree with Allen’s view related to
the study of development that it ‘necessitates the study of shared values of all kinds, and the
examination of their multifaceted transformations. Religions and kinship are just as
significant as economic transactions and the political life of nation states, and in fact these
things are not really separable or comparable’.1

The understanding of any particular development situation requires the close analysis of the
interplay of cultural, social and economic factors. This paper focuses on cultural norms which
in our opinion is an intrinsic component of any development processes. In the second chapter
some theoretical approaches related to culture and development are presented. Firstly, the
definitions of culture are examined, after that, the importance of history in understanding
culture is revealed and finally, the meaning of development is studied. The third chapter
focuses on the contact between culture and development. Firstly, some cultural factors are
presented which can hinder development and then, some other examples are demonstrated
which can facilitate development processes in certain situations. Afterwards, the cultural
dimensions of development activities are investigated. In the final chapter the different types
of citizenship and identities are studied and we analyse the benefits and problems of diversity.
This chapter interprets also some results of a three-year international research program among
university students from five European cities related to European identity and citizenship
Notes
1.

Allen, 1992, pp. 332.
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2. THINKING ABOUT CULTURE AND DEVELOPMENT

Everyday life, media and politics are intertwined by a myriad of phrases related to culture,
like consumer culture, national culture, indigenous culture, global culture, cultural identity,
multiculturalism, etc. However, it is very difficult to define what culture is. As Raymond
Williams (1976) pointed out that ‘Culture is one of the two or three most complicated words
in the English language.’1

According to the thoughts of practical school, cultural differences do not really matter in
international life: good development specialists and managers function well regardless of the
cultural environment. The alternative view, the cross-cultural school, says that managerial
behaviour and effectiveness are quite extensively affected by the culture in which specialists
and managers operate. The research evidence is overwhelmingly in favour of the crosscultural approach.

Development experts must be aware of the beliefs, attitudes, values, feelings and opinions of
people in the local environment, since culture influences every aspect of development
process. Differences in values and attitudes between the head of donor organizations and local
management and inhabitants can lead to serious problems. These arise not because of personal
issues but because of important differences between the cultures.

Some cultural differences are obvious while others are relatively subtle but equally important.
It is difficult for international development specialists and managers to become acquainted
with these subtleties unless they have lived or worked in cultures other than the home country
or have been trained in cultural matters before going overseas.
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2.1 Definition of culture
The word 'culture' is derived from the Latin cultus, meaning cult or worship. The concepts of
culture may mean different things to different people. In general, culture definitions have
three common elements: culture is learned, shared, and transmitted from one generation to the
next.

People learn culture during their whole life. As Nederveen Pieterse notes ‘this learning is
open-ended, never complete, always in flux, and not necessarily bound to a particular
location.’2

Geertz (1973) defined culture in a broad-sense which provides room for practical knowledge
as much as religious symbolism. Geertz emphases that it is ‘a historically transmitted pattern
of meanings embodied in symbolic forms by means of which men communicate, perpetuate,
and develop their knowledge about and attitudes toward life’.3

According to Kaur (2006) culture is mainly transmitted from parents to their kids but also
passed on by social organisations, the government, schools, and churches. ‘Common ways of
thinking and behaving that are developed and are then reinforced through social pressure.’4

Bocock defined culture in a hierarchical way in the 1990s. According to Bocock (1992)
culture is:5
1. cultivation of land, crops, animals;
2. cultivation of mind, arts, civilization,
3. a process of social development;
4. meanings, values, ways of life;
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5. social practices, which produce meaning.
The first definition of culture referring to the cultivation of nature was the earliest. The second
definition has already been extended to the humans. This meaning of culture has been existed
since the seventeenth century. In the eighteenth century, as Schech and Haggis (2003) remark:
‘Economic and political power underpinned a cultural power, expressed in the ability to
define what was considered ‘cultured’. Certain human activities were designated as ‘cultured’
– the arts and scholarship – while other activities such as manual labour, trade and
manufacturing were seen as uncultured’.6 Culture determined as meanings, values and way of
life is probably the most frequent and general definition of culture in contemporary social
science. The last culture definition of Bocock stresses the symbolic nature of culture
involving symbols, rituals and language, etc.

The world culture in our society has many connotations: artistic, elitist and biological. In the
context of international business, culture may be defined as learned patterns of behaviour or
guidelines for behaviour.7 This learning and adjusting is called acculturation.

2.2 The importance of history in understanding culture

Any decision of culture makes it clear that culture has tangible origins, so in this section we
look briefly at the roots of culture. Climate, geographic features of a country and, above all,
the common history of a people are the major factors that shape cultural values.

Forms of dress and behaviour offering protection from sun, wind and heat became part of the
culture of peoples living in consistently hot climates such as those near the equator. Arabs
developed loose, flowing gowns and headdresses. Mexicans used the sombrero and adopted
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the idea of the siesta. In many tropical and subtropical countries, an afternoon nap provides an
escape from the debilitating heat of the day. Further activity can then be engaged in during the
cooler evenings. Extremes of temperature and the associated harsh physical environments
have produced common behaviour in quite different people. Both Arab and Inuit (Eskimo)
people have a tradition which requires them not to turn away strangers requiring shelter.

Social behaviour may of course be considered the result of history or of the effects of
geography. The Atlantic and Pacific oceans, which separate the United States of America
from Europe and Asia, also separate it from European and Asian conflicts and cultural
influences. The fact that the US land mass is physically isolated from all, but two other
countries (Canada and Mexico) has contributed to a tendency towards isolationism, a distrust
of alliances and a lack of concern for events outside the US unless they are perceived to
directly threaten the US in some way.

By contrast, people in the Netherlands and Switzerland are more attuned to the activities of
their neighbours and are much more internationally oriented than the US. For the Netherlands,
an international orientation has been unavoidable. For centuries armies have marched across
Dutch borders on their way to or from the battles that shaped modern Western Europe.
Switzerland, on the other hand, has been able to avoid war by allying itself with nobody and
using this neutrality to play the role of friendly broker between nations.

2.3 Meaning of development

The present interventionist mode of development arose as a new appearance of hope against
the backdrop of the destroying experiences of the Second World War and the increasing
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process of decolonisation. In some literature three different phases of development are
distinguished: development as work of ‘hope’ (1944-1947), development as ‘administration’
and practices of politics (1949-) and finally, development as ‘critical understanding’ (1990-).

The concept of development created a new ‘moral universe’ for international relations at the
end of the Second World War, when colonial empires collapsed. The shock of the terrible past
events made a call for development as hope, ‘the never again’.8 The second phase of
development according to Ufford is called for mode of doing development. Development
emerged in the domain of politics, application and administration and it turned into a set of
competing agendas, theories and sets of organisations. However, about twenty years ago,
critical scholars started to disengage themselves from the political and administrative
concerns of development. ‘They felt that the high walls built around the multinational
development agencies had to be demolished....Development was no longer a priori a must;
rather, it was a mess.’9 Development as critical understanding is crucial to reconstituting
development as a global responsibility.

Development, similarly to culture, has a wide range of different meanings. However, we can
say generally that development is regarded a desirable objective. In general, development
theorists, specialists identified development with material progress and improved living
standards.

Osagie (1985) defined development as an inconclusive concept with its social, political and
economic facets. According to Osagie development is the qualitative and quantitative positive
transformation of the lives of a people that does not only enhance their material well-being
but also ensures their social well being, including the restoration of human dignity.10
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In the literature development is often defined as a sequence of stages through which all
countries must unavoidably pass. According to Valdés and Stoller development ‘is viewed as
a single model defined by the values of Western societies...’ 11

It is a frequent feature in development studies that the Third World and its inhabitants are
appeared as backward, undeveloped and non-Western. On the one hand, there is often an
equation between culture and anthropology; on the other hand, development is often equalized
with modernization. Modernization theories are the most widespread theories of development.
According to these theories the state of development can be reached through a transfer of
technological ideas, institutions, attitudes, values and cultures to the undeveloped nations.
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3. CULTURE AND DEVELOPMENT

Gupta and Ferguson (1997) stressed that development relies on a ‘bounded view of culture’,
whether seen as hindrance or resource in the quest for development. This view involves that
the world is composed of separate societies with their own distinctive culture, which are very
different from others.1

Modernization often leads to the destruction of the developing society’s tradition. Many
quickly modernizing societies have lost their indigenous culture and identity for something
general, uniform what we name westernization or Europeanization. The cultural roots of
modernity derived from the European Enlightenment and therefore modernization is often
equated with Europeanization and westernization as a process of economic and social change.
Many critics of development theories argue that development is itself a ‘construct of the
West’.2

Modernization often involves the so called ‘right culture’ or ‘higher culture’. According to
Mbakogu (2004) citing Olutayo’s thoughts, the Europeanization is ‘in which Europe is
perceived as having the “higher” culture which the “lower” culture of the undeveloped nations
need to develop. If this “higher” culture is rightly imbibed, the undeveloped nations will,
ultimately develop. In essence, undeveloped nations would need to imbibe the higher culture
of the west to develop.’3

Schech and Haggis (2003) approach the concept of ‘right culture’ in the same way by
claiming that ‘in a Third World region where development and higher living standards,
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modernization is apparently readily embraced, and indigenous cultural practices are rejected
where they seem to hinder modernization.’4

From modernization theories two other topics are arisen related to culture. These are the
themes of cultural barriers to development and cultural factor which facilitate development.
These cultural factors can explain to a certain extent why in one situation a certain group of
people respond positively to new opportunities and in other negatively.

A prominent interpreter of the cultural obstacles approach to problems of development is
Foster. He made a research related to the peasant communities in Mexico in the 1960’s. He
examined why peasants are conservative in their attitudes towards economic development.
Foster experienced that the peasant did not want to achieve individual improvement, because
they thought they could do it only at the cost of that of others, which would lead to increasing
socio-economic inequalities and to internal conflicts.5 Hence, the idea of the ‘limited good’
became a cultural barrier to development. According to Long (1977) the theory of the ‘limit
good’ and some other cultural mechanisms helped the peasants ‘redress the imbalance that
could arise between individuals and families within the village’.6 Hence, peasant groups
resisted changes and they neutralized the effects of economic imbalances which developed
within the community.

The cargo system which is a collection of secular and religious positions held by men or
households in rural indigenous communities of Mexico and Central America is another good
example for cultural barrier to development. Cargos become the unpaid responsibility of men
who are active in civic life. Cargos implement most of the tasks of local governments and
churches. Cargo holder person is obligated to meet the costs of feasting during the fiestas that
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honour particular saints. ‘Office holders assume greater responsibilities as they grow in
stature in the community. Such progression requires substantial financial resources’.7 Hence,
economic surplus is converted into social position, which prevents the accumulation of large
surpluses of cash or property and helps to preserve the status quo.

However, many cultural items are ductile. Cultural flexibility is crucial element of
development, because it enables the members of the community to adapt themselves to very
different conditions.

Long (1977) argues that if ‘cultural features are re-interpreted or

modified to take account of new circumstances or modified to take account of new
circumstances,... then any particular cultural complex is seldom to be seen as an
insurmountable obstacle to development.’8

Geertz (1973) recognised during his research in Indonesia in the 1960s that the existence of
certain modern attitudes is a precondition to development.9 In fact, this idea is the antithesis to
the idea of cultural obstacles. This means that there are cultural factors which function as
‘prerequisites for the emergence of ‘modern’ socio-economic systems’.10

In certain situation, religious asceticism does seem to be associated with entrepreneurship and
indirectly functions to stimulate economic development. For instance, Geertz (1963)
documented that the reformist Moslems, who practiced an ascetic religious ethic, played the
major role in the change form a bazaar economy towards a firm economy in Modjokuto,
Java.11

Balwant Nevaskars (1971) compared the Jains of India with the Quakers of America to prove
the existing association between religious commitment and socio-economic innovations and
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willingness to start new businesses. Nevaskar found several similarities between Jain and
Quaker religious ethics, like pacifism, asceticism, code of honesty and fair trading.12 ‘In both
cases strict religious prohibitions exist with respect to the expenditure of wealth on display.
Wealth should be used for reinvestment in business and for acts of charity, and not for
conspicuous consumption.’ 13

However, there are many different value systems in modernizing societies and there is no
point in expecting that one type is more effective than any other. For instance, catholicism is
often seen as a conservative social force, however it has not hindered the economic growth in
Latin American countries.

3.1 Multicultural dimensions of development activities and business

The multicultural dimensions of development processes, like religion and ethics, language,
time, social structure, wealth and material possessions, decision-making and interpersonal
relations are examined in this subchapter. Practising development specialists, managers must
know and understand these cross cultural issues.

Religion, ethics and superstition

The religious asceticism related to entrepreneurship and economic development has already
been discussed in the previous session. Now, now we would like to call attention to some
other relations between religion and development.
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Development experts are interested in the dominant or state religion of the country, the
importance of religion in the society, the degree of religious homogeneity or heterogeneity
and the degree of tolerance of religious diversity, ethics and superstition.

The prevailing religion influences everyday activities such as opening and closing times,
holidays, ceremonies and available foods. A company's operations must be fit into these
factors. Sunday, for example, is the Sabbath day in Christian countries; Friday is the Sabbath
in Islamic countries. The dominant religion affects production because of these issues, but it is
worthwhile remembering that it also affects consumption.

The importance of religion is also a concern for economic development. Where religious
beliefs are fundamental to the society there will be little flexibility in terms of adherence to
religious holidays and low tolerance of religious mistakes by foreigners. Take the example of
the heavily commercialised celebration of St Valentine's Day where romantics at heart
exchange cards, flowers, chocolates, and gifts as expressions of their love. Each year Hindu
nationalists issue warnings that they will shave the heads of young lovers celebrating St
Valentine's Day and beat them. The reasoning for this is that the Hindu nationalist Shiv Sena
party consider the celebration obscene and a violation of the Hindu cultural ethos. However,
where religion plays a relatively minor role, people will be more relaxed about religious
issues and more tolerant of the mistakes of foreigners. The degree of religious homogeneity or
heterogeneity, and the degree of tolerance of religious diversity, will of course have varying
degrees of significance for managers and specialists.

According to Hill (2004) 'ethical systems refer to a set of moral principles, or values, that are
used to guide and shape behaviour'. 14 Ethics is a set of moral principles usually derived from
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religion. Thus there are Christian ethics, Islamic ethics, and Buddhist ethics and so on.
Largely (but by no means exclusively) because of corporate misconduct, business ethics have
become extensively important. Concern for stakeholders and the environment is increasingly
relevant for managers of international businesses, as is bribery.

Superstitions also affect international business in much the same ways as religion. Colours for
example, should be used with great care. Black is the colour for mourning in Christian
countries as well as being the colour for trendy clothing, whilst in the Middle East it stands
for modesty. White is the colour for mourning in Islamic countries. Red is considered lucky in
China, as is yellow in Thailand. White carnations, which are often worn at formal events in
some English speaking countries, are a symbol of death in some East Asian countries.

Language

Language is a central element of culture, as Bocock (1992) writes: ‘When a group shares a
culture, it shares a common set of meanings which are constructed and exchanged through the
practice of using language.’15

As the vocabulary and grammatical structure of every language are highly idiosyncratic,
current theories about language and culture argue that language affects the way in which
people think. A common vocabulary and syntax results in common thought patterns among
the people within a particular language group as well as common behaviours, attitudes and
emphases. For example, in Arabic there are about 6000 words for describing the camel and its
equipment; similarly the Inuit have over 200 words for describing snow. English by contrast
has fewer words for describing camels and snow, but its multiple origins (Greek, Latin,
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French and others) give it a broad scope and it has an extensive vocabulary for businessrelated issues. For this reason, English is the most commonly used second language for those
for whom it is not the 'mother tongue'.

Communication difficulties for international development specialists, experts and business
managers arise when:
•

they do not speak or understand the local language;

•

they speak and understand the language a little, but not sufficiently to understand the
nuances of meaning which are present in all languages;

•

they have to rely on the services of a translator who may not be equally fluent in both
languages and either misses a point or mis-translates it; and/or

•

wishes to gain some personal advantage by deliberately mis-translating.

Time

Concepts of time vary widely between cultures. In some countries 'time is money': in other
countries this attitude is considered vulgar and even offensive. In Europe and North America,
punctuality is respected and to arrive late for an appointment is considered disrespectful. In
the Middle East and parts of Africa and South America, being late for a meeting may be
acceptable.

Closely related to the concept of time is the cultural view of the future. In most English
speaking countries, people believe they have the power to control, or at least influence, future
events. This belief is a very positive view of time. Other people express a more negative view
and behave accordingly, stoically submitting to a fate that they see as beyond their control.
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Wealth and material possessions

In most countries, wealth and material possessions are viewed as desirable attributes, but in
some cultures, such as some Pacific Islanders, individuals work only long enough to earn a
little money and then cease work until those funds have been exhausted. In other, generally
more affluent cultures, people live to work and are interested in job security, participation in
management and self-actualisation rather than only straight monetary rewards. Managers and
specialists in international development projects must identify the types of rewards that are
considered important by employees in a particular culture.

Decision making

Decision making in Western societies is typically the province of top management. In other
cultures - Japan being the archetype - decision making is shared with subordinates to some
degree. In some cultures it might be inappropriate for top managers to consult subordinates
since executives are supposed to be knowledgeable in all matters. In such situations, it would
be impossible to institute a participative management system.

Interpersonal relations

In this section we deal with issues which are entirely personal yet are strongly influenced by
the prevailing culture. One of these issues, respect for authority, was raised in the previous
section in the context of decision making.
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In some societies, Western societies in particular, authority is viewed from a
democratic/participative perspective. The 'boss' is seldom regarded as omnipotent, and
decentralisation of decision making is feasible. In other societies, particularly Islamic ones,
authority is highly respected and subordinates are not expected to question their superiors. In
these societies, centralism is the norm and there is little delegation of authority.

Openness, honesty and frankness are also characteristics more highly valued in (mainly)
Western cultures. One of the related consequences of these characteristics is a tolerance of
criticism. In other cultures, politeness is valued above truthfulness. In such countries,
'constructive' criticism is likely to be construed as a personal insult.

In many countries the concept of the extended family still exists and this concept often
extends to the workplace. Managerial and other key positions are held by family members
(nepotism) and business goals may be subordinated to the interests of the family. Nepotism
will often provide less than optimal competence in key positions, but managers of
international development activities should be aware of the power of families and especially
of the power of the family patriarch or matriarch.

Social structure

Social structure includes a number of cultural features that can influence the quality of
employees available to an international development activity. The more important of these
are:
•

ranking

by

ethnic,

racial,

economic,

educational

or

caste

background

Commonly cited examples are the position of native Indians in Latin America,
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Algerians in France, the Buraku people of Japan , the Osi of Nigeria, and the Dalits of
India. In the US, which likes to consider itself classless, many barriers exist for such
groups as African-Americans, Hispanics, or women. Such barriers effectively deny
organisations considerable talent and may also lose potential customers.
•

occupational status
Societies vary considerably in the status they accord different occupations. In
Australia, top students have been, traditionally, attracted to the professions of
medicine and law, but not to engineering. In Germany and Japan, engineering is a high
status occupation. In Argentina, law and architecture are more prestigious than
business or engineering.

In the next section, we move beyond interpersonal relations and discuss the social structures
in which they occur.

3.2 Barriers to performance in the new culture

We are concerned here with the notion of ethnocentrism. Ethnocentrism is the belief that one's
own group is superior to others.16 The term is used in international business to describe the
organisation or individual who is so imbued with the idea that what worked at home should
work in other countries that cultural and environmental differences are ignored. We might
reasonably infer that ethnocentrism is part of the human condition. As host nationals often
refuse to accept the expatriate, this indicates ethnocentrism can occur on both sides.

3.3 A framework for cultural analysis
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Previous sections in this chapter have presented a virtual list of do’s and don'ts for
international development managers. It would clearly be useful if we could consolidate these
details in a model which would enable us to plan our entry to another culture. Fortunately,
such models exist and in this section we will look at one - the Hofstede model.

Hofstede's value survey model (VSM)17

The Hofstede (1983) model identifies four dimensions, or indices, of culture. They were
developed through a worldwide survey of employees in IBM. The indices measure four
characteristics: individualism, uncertainty avoidance, power distance and masculinity. Scores
on each range from 0 to 100. These scores should be interpreted as indicating a general sense
of the values likely to be found in a particular culture. The index characteristics are described
below.

•

Individualism (IDV):
the degree to which individual decision-making and action are accepted and
encouraged by a society.

•

Uncertainty avoidance (UAI):
the degree to which members of a society feel uncomfortable with uncertainty and
ambiguity, which leads them to support beliefs promising certainty and to maintain
institutions that protect uniformity.

•

power distance (PDI)
the degree to which members of a society accept that power in social institutions and
organisations is distributed unequally.

•

masculinity (MAS)
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the degree to which traditional male values - assertiveness, performance, ambition,
achievement and material success - are important to a society. It may be contrasted
with femininity, which stands for a preference in relationships, modesty, caring for the
weak, and the quality of life. In a masculine society, even women prefer assertiveness
(at least in men); in a feminine society, even men prefer modesty.

Some commentators do not agree with Hofstede's approach which focuses on cultural
differences. The counter argument rests on the 'convergence thesis' which suggests that,
despite differences in culture and political systems, industrialisation and modern technology
are gradually breaking down cultural, social and economic differences across the world.
Whatever the case, it is important to keep in mind that cultural models such as Hofstede's
provide only a simplified way of examining cultures. However, all cultures are far more
complex than these models suggest.

The Grundtvig project ‘Multicultural Education for European Citizenship’ (MEEC)
implemented 2006 - 2009 is focused on European issues, such as citizenship, identity and
multiculturalism. Five universities participated in this venture: the Slovak University of
Agriculture at Nitra (Slovakia), the University of Oviedo (Spain), the University of South
Bohemia (Czech Republic), Szent István University Gödöllő (Hungary) and Fachhochschule
Joanneum. The latter only participated during the first two years of the study. During the
course of the project, a questionnaire survey was conducted in 2007 and was repeated in 2008.
This study highlights a portion of the results related to the cultural attitudes of the students. It
turned out, that generally the attitudes are quite close to each other. Interesting result, that the
Czech and Slovak responses differ more compared to other combinations. Slovak students’
attitudes are most close to the Hungarians one.
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Figure 1 Cultural attitudes of university students (N=1053)
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Source: MEEC survey, 2007
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4. CITIZENSHIP, IDENTITY, AND MULTICULTURALISM
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There is a tight relationship between identity and citizenship and between European identity
and European citizenship. In this chapter firstly, the meaning of citizenship and identity are
examined and then benefits and problems of diversity are studied.

4.1. Citizenship

There is a wide range of literature related to citizenship. The concept of citizenship has a long
history, the roots of citizenship stretching back to Aristotle. However, it became key issue of
the political debate only in the 1990s. Citizenship is often defined as a legal and political
status, which allows the citizen to acquire some rights as an individual and some duties in
related to the political community.

According to Schöpflin (2000) citizenship is the package of overt legal, political, institutional,
economic and other analogous relationships, that bind society and the individual to the state
and which govern political relationship within society.1 In generally citizenship is a legal and
political status of the citizen. The members of the state have some duties, but abilities as well
while they intervene in the collective life of a state. Citizenship is affected in most of the
cases by the process of globalization, multiculturalism and regional and national diversity,
too.

We agree with the definition of citizenship in a broad sense, in which the state is not the
exclusive site for citizenship. Hence, citizenship consists of domain of rights and participation
but also discourses and symbols of belonging. As Modood (2007) emphasizes citizenship ‘is
composed of, not just in relation to law and politics but also civic debate and action initiated

1462

through our voluntary associations, community organizations, trades unions, newspapers and
media, churches’.2

Other authors use a narrower sense conception of citizenship. Garcia, for instance, describes
the relationship between the state and its political subjects. She emphasizes that when cultural
or racial oppression endanger citizenship, it is necessary to make attempts in order to
eliminate the legal structures that enforce that oppression related to liberal response.
According Garcia citizenship expresses ‘ideals of belonging, equality, and participation in
public life.’ However, all of these ideas have the presupposition that ‘cultural or racial
difference is not a morally relevant consideration for the exercise of citizenship’.3

Social citizenship is also an often used expression. According to Sieder (2002) it can be
understood as ‘the exercise of a body of rights to welfare which the state grants all human
beings as a guarantee of their dignity, has become a key component of modern democracy’.4
The literature usually distinguishes three types of rights: civic rights, social rights such as the
right of citizens to receive health care, and political rights, like participation in decisionmaking. The acceptance of social citizenship is a very complicated and long process. In the
last few decades, new issues have emerged worldwide: the right for different ethnic and
different identities. These ideas have been determined as ethnic citizenship or cultural
citizenship.

An often cited definition of cultural citizenship of Ong that it is a ‘dual process of self-making
and being-made within webs of power linked to the nation-state and civil society. Becoming a
citizen depends on how one is constituted as a subject who exercises or submits to power
relations... in shifting fields of power that include the nation-state and the wider world’.5 We
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agree with this definition, because it does not limit discussion of citizenship to the state but
rather looks to civil institutions and social groups in the making of cultural citizens. In
addition, Ong leaves spaces for manoeuvres to theorize citizenship beyond nation-state’s
boundaries. She applies the notion of ‘flexible citizenship’, which can be useful in
apprehension how local identities also become a part of international identities through the
extension of development agendas, international law and movements.

However national citizenship is a powerful exclusion instrument, since national citizenship
draws boundaries between states and within states, namely between citizens and foreigners.
According to Dijkstra et al. (2001) ‘by linking citizenship rights to a specific national-cultural
identity, the institution of national citizenship leads to a situation in which not every resident
of a state has access to full citizenship and it corresponding rights.’6 There is a need to reconsidering national identities in a multicultural way. Integration is not only a minority
problem, on the contrary integrative citizenship strongly depend on majority interests.

Multiculturalism in contemporary globalization is fundamentally different from the past. In
the past migrants had to choose between two environments that were radically different.
Nowadays, migrants can navigate between more multicultural environments. Due to the rapid
development of information and communication technology (ICT) and relatively cheap air
travel, transnational migration and livelihood is increasingly typical. More and more migrants
are ‘double engaged’, namely they are engaged both in the culture of the host and their origin
country.7

In general, the attention is focused on the newcomers in multiculturalism discussions.
Themes, like for how long and what terms immigrants should be allowed to stay, what entry
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and citizenship tests are required, whether they should integrate or assimilate, are mainly
argued. Many countries, like Germany, Sweden, the United Kingdom and The Netherlands
have already introduced compulsory integration courses for immigrants with language and
civics programs. It is quite common in the modern societies, that newcomers are welcome
only then, if they meet our expectations, namely if they strip their otherness. National
citizenship turns the national majority culture into the standard and ‘migrants who wish to
retain their own cultural identity cannot achieve full citizenship’.8 For instance, in Germany,
the citizenship exam is so difficult that only a few German would be able to answer the exam
questions. ‘Questioning the newcomers is common place in stereotypes, ethnic jokes, hostile
attitudes and restrictive policies as a part of ‘normal adjustment’.’9 National citizenship
therefore results instead of social integration, it creates exclusion. An alternative solution can
be postcolonial citizenship which means that for anyone who lives legally for a certain time
within the territory of a state, equal rights are granted.

In the Multicultural Education for European Citizenship survey there were questions about
political and civic activities. The dataset shows, that the students were not really active at
political and civic level. The respondents were not likely to participate in that kind of actions.
In most cases, less, than one third of the students was a member of any civic organizations. As
for the sphere of participation, students indicated participation in any organizations, clubs or
societies, sport and cultural activities were mentioned. Activities which may have a more
direct political meaning, political organizations, conservationist organizations, and economic
organizations ranked lowest.

Figure 2 Membership in civic association (%, N=1053)
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Among the political and civic activities, boycotting or buying different goods had the highest
probability of gaining student interest. The second most popular activity in this category was
signing petition. Only small fraction of respondents was actively involved in political parties,
and only a few students indicated frequent attendance to political meetings. The vast majority
of students expressed little interest in taking part in demonstrations.

Figure 3 Participation in elections (%, N=1053)

Source: MEEC survey, 2007
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Although the respondents were not politically active, they indicated high interest in
participating in election at the local, national level. The presumption of taking part in
elections into the European Parliament was lower. Unfortunately, the real participation
showed even worse picture in the European Parliament election in 2009. Oviedo had the
highest values, while others had lower values compared to the whole sample. The weakest
readiness could be observed in Ceske Budejovice.

Figure 4 Opinions on Democracy (%, N=1053)

Source: MEEC survey, 2007

According to the political activity, the opinions on democracy were quite unfavourable.
Twenty percentages of the students said that democracy did not work in their countries at all.
In ten year’s time they were a little bit more optimistic, however, many students could not
answer this question.

4.2 Identity
Identity usually means attachment of the individuals to certain groups, communities, values
and culture. Former privilege and wealth determined the identity of the individual, later on
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culture and education became the main factors. Bruter (2004) distinguishes individual and
collective identity. According him:
‘Efforts were made to try and unify these two perspectives by defining two possible forms or
components of identities usually known in the social psychological literature as ‘personal’ and
‘social’ identities. A ‘personal’ identity is expected to address specifically the individual
characteristics of a being, to be inductively derived from his/her perception of him/herself,
and result in more emotional identity reactions. Conversely, a ‘social’ identity emerges from
the ex-ante consciousness of a pre-existing group with which number of individuals will
‘identify’, and which they will together define.’ 10

Visualizing different types, forms or levels of identity, some scholars use a ‘Russian doll’
model, which suggests a multi layered identities, as well. Change in one layer will influence
change in another layer. The ‘layer-cake’ model is one that has tired multiple identities.
According this idea, a person being Bavarian in Germany, German in Italy and European
whilst in the United States, can be prescribed to many Europeans. ‘The ‘marble-cake’ model,
maintains, on the one hand, that there is much more ‘Europeanness’ intertwined with national,
regional, and other collective identities than is typically acknowledged. On the other hand, it
contends that the significance of ‘Europe’ differs profoundly according to the various
national, sub-national and other contexts in which it is evoked’.11

Except for different forms of the models, there is a wide range of identities to analyse:
•

supranational/European;

•

national;

•

regional;

•

ethnic/religious;
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•

language;

•

sex/gender;

•

generational;

•

social/class/stratum;

•

organization/profession.

The expression nationalism derives from the word natio (nation) and nascor (born).
Nationalism means thus the reproduction of ourselves, though nation presumes not every time
the blood relationship. Generally people, who have a common language and the same cultural
and historical background, would like to live together. Sometimes it does not happen, though
we talk about a nation.

According to Hofstede (1983) nationality is important for at least three reasons. The first, very
obviously, is political. Nations are political units, rooted in history, with their own
institutions. Not only do the formal institutions differ, but even if we could equalize them, the
informal ways of using them would differ. The second reason why nationality is important to
handle is sociological. Nationality or regionality has a symbolic value to citizens. We all
derive part of our identity from it; it is part of the "who am I”. National and regional
differences are felt by people to be a reality and therefore they are a reality. The third reason
why nationality is important is psychological. Our way of thinking is partly conditioned by
national culture factors. This is an effect of early life experiences in the family and later
educational experiences in schools and organizations, which are not the same across national
borders. 12
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Modood (2007) suggests that a good basis for multicultural citizenship is national identity,
however, many people think that the globalization processes has undermined the national
identity in their country because of increasing diasporas, transnational and cosmopolitan
identities. Therefore, Modood stresses: ‘...strong multicultural identities are a good thing –
they are not intrinsically divisive, reactionary – but they need a framework of vibrant,
dynamic, national narratives and the ceremonies and rituals which give expression to a
national identity.’13 A sense of belonging to one’s country is necessary to make a success of a
multicultural society. It is essential for multiculturalism to have an inclusive national identity,
which is built upon different identities.

Identity is a complex notion, too. According to Hall: ‘Though they seem to invoke an origin
in a historical past with which they continue to correspond, actually identities are about using
the resources of history, language and culture in the process of becoming rather than being:
not 'who we are' or 'where we came from', so much as what we might become, how we have
been represented and how that bears on how we might represent ourselves. Identities [...]
relate to the invention of tradition as much as to tradition itself: not the so-called return to
roots but a coming-to-terms-with our 'routes'.’14

Identification with the EU is seen as compatible with national and regional identities:
•

European identity is associated to state related identity, even in localities where
regional identity is more important;

•

European identification can be strengthened by increasing the number of personal
experiences with the EU;

•

The construction of the EU is also reinforced by perceiving the EU as an independent
social and political actor.15
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In the EU15 countries the attachment to Europe was slightly increasing; however there are
significant differences among the member states. It looks like a positive correlation between
the subsidies and the attachment of the people.

Figure 5 Evolution of Citizens’ Attachment to Europe: 1999-2003 (%)
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Figure 6 Attachments to different level of territorial units (%, N=1053)

Source: MEEC survey, 2007
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European identity is associated to state related identity, even in localities where regional
identity is more important. European identification can be strengthened by increasing the
number of personal experiences with the EU. A very strong attachment exists for the local and
national identity. Upon our research, it is found, that the weakest point of attachment occurs
with regional identity. The reason for this might be that regions have little tradition in some
countries, hence they exists as only administrative and statistical units. In addition, it is
revealed that female respondents prefer the higher territorial levels, and males the lower ones.

The next figure shows the relative importance of factors of European identity. Students scored
a series of elements from a list, the membership of the European Union, the Euro currency,
geographical location, certain values and traditions, and common economic policy, in order to
define what Europe meant to them. The term ‘Europe’ was associated especially with values
and traditions and geographical location. These elements were very important for two thirds
of the respondents. The importance of Euro currency and common economic policy was less.

Figure 7 Importance of the factors of European identity (%, N=1053)

Source: MEEC survey, 2007
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4.3 Benefits and problems of diversity

Along the nationality and regionalism, which have their motivating power, the differences of
our cultures are our strength, too. Europe has a rich society because its people come from a
wide range of backgrounds and cultures. To benefit from the full wealth of skills, talents and
ideas in Europe, it is vital that everyone is included.

The creation of mass culture is usually not bounded to locations; it is controlled by
transnational companies. Hence, people construct their identities in this transnational culture.
Therefore, ‘our culture is increasingly permeated by aspects from other cultures’.16

Diversity can bring huge benefits in the workplace. Companies are increasingly recognising
that diversity is not just a moral argument or a question of meeting legal obligations. In a
2005 Commission report, 83% of companies with a diversity policy in place said that it had
brought real business benefits.

In order to make benefits from the diversity of Europe the European Commission launched an
online consultation on combating discrimination in the Member States and at EU level. The
public consultation would help the Commission plan new measures to tackle discrimination
on the basis of gender, religion, belief, disability, age or sexual orientation in areas beyond the
job market.

‘We want to hear the views of as many people as possible on how to take on discrimination
effectively in areas such as healthcare, education and housing,’ said Vladimir Spidla,
Commissioner for Employment, Social Affairs and Equal Opportunities - ‘The EU already
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has some of the most extensive anti-discrimination laws in the world. But we want to make
sure that protection against discrimination is focused where it is most needed and that the
right balance is struck between everyone involved - be they individuals, employers, public
authorities or associations’.17

Two European Community Directives, the Racial Equality Directive and the Employment
Framework Directive, define a set of principles that offer everyone in the EU a common
minimum level of legal protection against discrimination. The directives prevent people in the
European Union from being discriminated against on grounds of race and ethnic origin and on
grounds of religion or belief, disability, age or sexual orientation. This comes in addition to
the numerous laws adopted in the past 30 years to fight discrimination based on sex and to
allow for equal treatment between women and men in the workplace.18

Figure 8 Perception of discrimination on the basis of EU25 (%)
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A recent Eurobarometer survey from January 2007 showed that around two third of
1474

Europeans believe discrimination is widespread in their country and half of the residents think
that not enough is being done to combat the problem. These averages hide considerable
discrepancies between countries. These differences by country result from different factors:
socio-economic, historic and cultural ones. The presence and proportion of people from a
different ethnic origin, or different religion and beliefs than the rest of the population also
impact on the results. It is difficult to explain the differences between countries. Firstly,
people’s perceptions and opinions about discrimination are formed on the basis of personal
experiences and beliefs as well as on actual contextual events. Furthermore, people’s
perceptions and opinions about discrimination are formed on the basis of norms and
standards. The term “widespread” can therefore be interpreted quite differently depending on
what people perceive as the norm. Nonetheless, there are some patterns in the results which
provide some insight. 19

Discrimination on the ground of ethnic origin is perceived to take place most widely. Close to
one respondent in five considers this form of discrimination to be very widespread in his or
her country (19%) and a further 45% believe it is fairly widespread. Only 2% of the
interviewees believe it does not exist. There are large differences between Member States of
the European Union when it comes to the perceptions of how far discrimination on the basis
of ethnic origin occurs. The first cleavage highlighted by the survey is between the former
EU15 countries and the 10 new Member States. In the latter, people are significantly less
likely to feel this form of discrimination is widespread (42% vs. 68% in the former EU15
countries). The country results show that the view that this form of discrimination is
widespread in their country is most widely held by people in Sweden (85%), the Netherlands
(83%), France (80%), Denmark (79%), Belgium (78%) and Italy (77%). Conversely, in
Lithuania (23%) and Latvia (29%) fewer than 3 out of 10 respondents share this view.20
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Summarized the results of the Eurobarometer survey (2007), it can be stated:
•

that people’s views appear to be influenced whether or not they have friends from
other ethnic origins,

•

that people who feel that other forms of discrimination are widespread are more likely
to feel that discrimination on the basis of ethnic origin is widespread,

•

in all but 4 Member States, a majority of citizens find that people of another ethnic
origin enrich the national culture and,

•

people’s attitude towards a multi-cultural society is strongly related to their sociodemographic characteristics, with education acting as the most powerful predictor: the
longer people benefited from education, the more they favour the concept of a
multicultural society.

In MEEC survey conducted at five universities the discrimination was measured by
acceptance of immigrants. The perception of discrimination in these countries is at high level
and the real discriminative attitudes (e.g. acceptance of immigrants) are quite strong as well.
This behaviour is the strongest in Hungary and the Czech Republic. In other partner countries
the acceptance of immigrants is much higher than in Hungary. The reason for that could be
the unfavourable labour and livelihood situation in Hungary.

Among the interviewed students, tolerance towards foreigners is not exceptionally high:
however, there are large differences between inhabitants of the EU and other foreigners.
Figure 9 shows that more than two third of the students accept citizens from the EU without
any restriction, however only one third do so in case of foreigners from non-European
countries.
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Figure 9 Acceptance of immigrants (%, N=1053)

Source: MEEC survey, 2007

Figure 10 Personal concerns of the students (N=1053)

Source: MEEC survey, 2007
The majority of students do not really concern about discrimination against immigrants or
other minority groups. They worry much more about job opportunities, the quality and
content of the education, public services and they concern less about poverty and
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environmental issues. Female respondents are more aware of differences between man and
woman and terrorism.

From the Eurobarometer survey turns out that European people think the best tools to fight
against discrimination are the education, the socialization in the family and the media and the
national government.

4.4 Notes
1.
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2.
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Dijkstra et al., 2001, pp. 64.
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5. CONCLUSION

This paper highlights some terms which we use in our everyday lives. However it is not easy
task to define these notions, because they are very complex. The aim of this paper is to
facilitate the understanding of the meaning of culture, development, identities, citizenship and
relationship between them. For instance, certain cultural features could cause obstacles to
development in certain situation, while under other circumstances the same cultural factors
could facilitate development process. Another example for the complexity is that certain type
of nationalism (e.g. ethnic nationalism) could enhance interethnic intolerance, discrimination
against different ethnic or minority groups. On the other hand, national identity could be the
innovation of tradition and the different national cultures and identities mean multiculturalism
inside of the EU. We made an attempt to introduce both side of these relationships.

We presented the multicultural dimensions of development processes, like religion and ethics,
language, time, social structure, wealth and material possessions, decision-making which are
essential to take attention in any development activities. We called the attention to national
citizenship which has not achieved its objective, since it has not meant solution for social
integration. Hence, there is a need to re-consider national identities in a multicultural way. As
we have already emphasized integration is not only a minority problem, on the contrary
integrative citizenship strongly depend on majority interests.

A few outcomes of Multicultural Education for European Citizenship also have been
interpreted in this paper. These results indicate that it is necessary to strengthen the feeling of
European identity and social cohesion within the five participating countries. According to the
surveys, the most important factors of the respondents’ European identity are the certain

1480

cultural values and traditions.

The results of themes concerning politics, citizenship and participation are ambivalent.
Although the majority of students would have taken part in elections, especially on the local
and nationwide parliamentary election, their trust in the political system was quite low. They
were not ready to get involved in most of the political or civic actions, they were politically
quite passive. Their political gun was eventually the boycotting or buying certain products for
political or for other reasons, though they were not satisfied with the situation of democracy at
that moment.

It turned out that the students of the five European universities had European identity, but
they would have not be active European citizens, because they were much more interested in
their carrier and study circumstances than in civic or political actions. Such topics as
terrorism, environment problems or poverty had less importance for them. They felt the
problems and concerns of the recent parliamentary democracies, but they did not know how to
participate and get involved in them. It is clear, that beside the family, the education has a
very important role in order to enhance that kind of competences of the students.
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Dilemmas of the Integrated and Non- integrated
Regional and Rural Development Strategies
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Abstract: The classifications of the development strategies are plenteous. The development
could be based on endogenous vs. exogenous approach, top-down vs. bottom-up approach,
forced vs. voluntary approach and integrated vs. non-integrated approach. This paper is about
the integrated vs. non-integrated approach. We pointed up the positive and negative sides of
these two approaches. Nowadays the integrated approaches are becoming more relevant than
before. To understand the mechanism of the Regional and Rural Development it is crucial to
analyze the structure of these systems. The effects of the non-integrated approach could create
an unbalanced development in the Local and Region level as well. In our point of view the
integrated approaches could help to conceptualize the development programs in the future in
sustainable way.
Key words: Social systems, Non-integrated development, Integrated development, System
approach, Regional and Rural Development
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Introduction
The entire world is struggling with the matter of sustainable development. The
scientists the philosophers the policy makers would like to find the best formula for the
everlasting growing. The next study is based on a qualitative research. During the observation
different theories have been used and tried out. This thesis introduces each models and the
combined implemented example of them and concentrates on the organic –eco friendly, bio,
traditional, indigenous- primer production. We can see a brilliant example of the integration
of these activities to the local, national and end of the day of the World economy.
Without the participation of the disadvantages communities the economical growth is
in threat. The less development countries cannot be a real competitor in the World market if
they do not use the eco potential of the poor people.
Different studies and researches attempt to describe the best way of the development.
The sustainability in the allocation and distribution of the resources are always core problem
between the developed and the less developed countries. Most of the times, the developed
countries are criticized that they do not care of the poor part of the World. They do not care
the poverty and that the Bottom of the Pyramid is starving. Perhaps the well developed
countries do pay attention to solve the inequality; only their developing methodology is not
correct. With the experience in developing countries, this paper gives a possible methodology
how to look at the development in a developing country.
The study is useful for the consultants and developing agencies whose target areas are
the developing countries. This report gives them a new perspective and it also answers many
question what they have faced in the past. The second group of people who can use this study
are the student who want to understand deeper the behavior of the developing countries as
abundant subsystems.
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The main theory, which guides this thesis, is the General System Theory. The action
research approach is combination of the field research and the desk research in parallel. It has
started by understanding and analyzing the theories, which was the first essential step to set
up the research process.
The development is always a crucial issue in all of the countries. The way of the
development should contain a long term strategy and we have to know that where we are
going to with our implemented plans. We have to pose the question to ourselves: “Where are
you going to”. The reaction of our interaction is also a very important factor. To reach the
successful development the Meta cognition is required before any plan implementation. If we
want to understand the future we have to analyze the past because in the past the potential of
the future is hiding.
The similarities between these countries are not obvious but if we go in deep the same
problems can be found: “How can we create a sustainable developing strategies, which can be
adapted all around the World?”. Of course each country has an own world and the physical
characteristics are different but it has to be a general moral –formula-, which is perennial. The
aim is that based on this concrete study to establish this true equilibrium. It sounds paradox
that the equilibrium and the growth in the same time, but it is not. If we see the world as a
whole close system, which contains thousands and thousands open system the true
equilibrium can be only reached if the sub open systems reach the stability.
The World is between the stage of well developed and less developed countries. It is a
big challenge to develop and try out a developing theories. We can find the “new and old”
World in the same time.
The “avoid strategy”, which means we can stay away from the “mistakes” what the
well developed countries have done already. “We do not have to break our bones if we know
that the bones are breakable”. But we have to be very awarded with this approach otherwise
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we can easily “rape” a culture or society. The avoid strategy means if we have learnt from
the mistakes of the past we should not implement them again in the different part of the
world. The less developed countries has a fortune that they have not started to implement all
of the policies what the western countries have tried already and have realized which
indicators could generate problems. We have to evaluate these indicators and reconstruct the
new developing strategies and then the less developed countries can avoid the wrong
decisions.
There are several streams of the development, which could be based on endogenous
vs. exogenous approach, top-down vs. bottom-up approach, forced vs. voluntary approach and
integrated vs. non-integrated approach. If we want to develop a whole country all of the
approaches are necessary. In this paper is about the integrated vs. non-integrated approach, we
will concentrate on mainly of two of these up approaches. In different phases of the
development we should use each tools, the harmony between the approaches is required.
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Discussion about the importance of the System Theory and its impacts of the
development theories
General System Theory
Before we start the discussion of the integrated and non- integrated development it is
crucial to describe the System Theory. In our opinion to analyze a development strategy
without understanding the system elements could be failed. That is the reason that we start our
discussion with the General System Theory.
To think in system does not mean to live in a box. Different studies and researches
attempt to describe the best way of the development. The sustainability in the allocation and
distribution of the resources are always core problem between the developed and the less
developed countries. Some people like creating an own system and individual way how to
look at, observe the World the Universe. As developers we also need to create our system –
frame-, if we want to generate something different. Without understanding the roles and the
rules of the environment our impact can really easily influence our target in wrong way. The
interaction can cause unchangeable manipulation, which could be worst if it had not done
anything. The sensitivity of the human being systems is obvious.
The social sciences use several times the other sciences’ terminologies. The sociology
used to be called as the social physics. This result is the pleasure of the nature sciences. The
results of the physics and the biology always have been used and adapted in other sciences
terminology1.
The System Theory grew up from the biology, psychology and ocology strongly
interlinking with the Cybernetic. Plentiful scientist had been thinking of the System theory
like: A. N. WHITEHEAD, P. A. WEISS, KENNETH BOULDING, A. RAPOPORT, KENNETH BOULDING,
WIENER NORBERT, NEUMANN JÁNOS, G. BATESON MARGARET MEAD.
1

Maródi M. (2003)
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Most of them examined

the organism, organization, cooperation, psychology, industrial planning and company
systems. The General System Theory was invented and developed in the beginning of the
20th century; the father of this theory was LUDWIG VON BERTALANFFY. Formerly he
proposed this theory at first in 1928. LUDWIG VON BERTALANFFY used as important reference
quite a lot of time in his several work the mystics’ scientist. This study shows some of the
assumptions of the theory which had been used and had been tired out. The General System
Theory is not a guideline for the development and not even a tool; it is only the method how
to look at the world in a different way.

The General System Theory’ influence in the Social Sciences
The General System Theory is the name of all of the systematic and cybernetic
systems, which deals with connecting systems, researches the functions of the systems and the
interaction between the elements of it and also concentrates on the different changes.

2

The

aim of the System Theory is to understand and to describe the changes in the world.
TALCOTT PARSONS

was the first scientist who started to use the system and the

subsystem to describe the social interactions. PARSONS was analyzing BERTALANFFY’
General System Theory in the 1930 and from 1940 he started to adapt the theory in the social
sciences. In 1951 PARSONS published his book which was called „The Social System” and he
described the society as a system. He said each function in a society could be named as a
subsystem or elements, and these elements have input –output connection and through this
connection the social system can work.3 NIKLAS LUHMANN German sociologist developed the
theory of PARSONS, he created an interesting type of the social system theory.

2

Fröhlich, Werner D (1996):
3 Pokol B. (2004)
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Since DESCARTES, the "scientific method" had progressed under two related
assumptions. A system could be broken down into its individual components so that each
component could be analyzed as an independent entity, and the components could be added in
a linear fashion to describe the totality of the system. BERTALANFFY proposed that both
assumptions were wrong. On the contrary, a system is characterized by the interactions of its
components and the nonlinearity of those interactions. In 1951, BERTALANFFY extended
systems theory to include biological systems and three years later, it was popularized by
LOTFI ZADEH,

an electrical engineer at Columbia University4. One common element of all

systems is described by KUHN. Knowing one part of a system enables us to know something
about another part. The information content of a "piece of information" is proportional to the
amount of information that can be inferred from the information. Systems can be either
controlled (cybernetic) or uncontrolled. In controlled systems information is sensed, and
changes are effected in response to the information. KUHN refers to this as the detector,
selector, and effector functions of the system. The detector is concerned with the
communication of information between systems. The selector is defined by the rules that the
system uses to make decisions, and the effector is the means by which transactions are made
between systems. Communication and transaction are the only intersystem interactions.
Communication is the exchange of information, while transaction involves the exchange of
matter-energy. All organizational and social interactions involve communication and/or
transaction 5

Definition of the System

4
5

McNeill, D., P. Freiberger (1993).
Kuhn, A. (1974):
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At first we have to define what the system is. HALL AND FAGEN6 describe the system
in the following way: “A system is a set of objective together with relationships between the
objects and between their attributes, Objects are simply the parts or components of a system
and these parts are unlimited in variety Attributes are properties of objects. The relationships
are those that tie the system together.”
In our opinion the definition of the term of system can be the next: The system is a
crowd of unique elements, which are strongly or virtually connecting to each other. This
connection can be regular or irregular, passive or active, visible or invisible, positive or
negative. The system as total gives the final characteristic of the whole system, which are not
true for each element. The elements are part of the system but the system characteristics are
based on this element relationships and behaviors.

Type of systems:
The varieties of the systems are uncountable, which can be observed and examined.
There are some examples of the systems. “With an analysis of urban systems dynamics, Steiss
defines five intersecting systems, including the physical subsystem and behavioral system.
For sociological models influenced by systems theory, where Bailey defines systems in terms
of conceptual, concrete and abstract systems (either isolated, closed, or open), Buckley
defines social systems in sociology in terms of mechanical, organic, and process models.”
In this paper we concentrate on the opportunities in an open system. The open system
a system where matter or energy can flow into and/or out of the system, in contrast to a closed
system, where energy can enter or leave but matter may not.

The two general approaches to study of systems:
6

Hall, A.D., R.E. Fagen (1956)
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•

Cross sectional approach: this is the study of the interaction between two system.

•

Development approach: this is the study of the changes in a system eventually
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The three general approaches for evaluating subsystems:
•

Holist approach: this is to observe the system as a complete functioning unit.

•

Reductionist approach: this method to look deep in the system and observe the
subsystems in the system.

•

Functionalist approach: this is the opposite of the Reductionist approach, it
examines the role of the system in a bigger system.

All of the three approaches recognize the existence of subsystems operating in bigger system.

Self organisation and endogenous development of systems
The systems’ development, the self-organisation and the self-creation are important
parts of the general system theory. Dynamic balance and dynamic change have been
mentioned in the previous chapters. To talk about endogenous development in a community
as a system, we need to have the minimal criteria. The most basic condition is viability As
long as viability is not present in a community, it is difficult to talk about endogenous
development. If viability is present in a community, the heuristic self-organisation theory
needs to be adopted. This theory supposes that, in the case of complicated organisations and
dynamically changing environmental conditions, the numerous factors that affect the
behaviour of an organisational system, their relations and correlations cannot be known
exactly and cannot be modelled. The lower level organisation tries to form its own
environmental conditions so that, by the means of its own self-sufficient, self-initiative and
self-developmental activities, it can react in the desired direction and to achieve the desired
goal. The integrated effects, that can eliminate the incidentally false behaviours, function as
feedback. If there are viable communities and the heuristic self-organisation theory is
adopted, the endogenous development theory can be realised, that is the development does not
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have to be defined by external potencies.7 The endogenous development has been already
observed by numerous experts. The endogenous development has many characteristic
features. The most imported ones are as follows: the possible developments are defined at the
local level, local supervision controls the development process, and the advantages deriving
from the development are used at the local level. The endogenous development is based on
local decision, maintains the profit returning on high level in the local economy and it
respects the local heritage.8 The endogenous development are not based on external factors,
but on the local content, local resources like the potential of the local economy, the local
labour and knowledge, and all these relate to the larger production processes. The endogenous
development approach is capable of dynamizing the local resources and of restoring the
healthy processes. In practise, the endogenous development creates self-centred growing
processes, and so it augments its role compared to the total sum, namely it will be able to
allocate the resources properly.9 Development exists even if we do not intervene into the
changes outwardly. Systems and communities go through certain processes or are being
changed. If they change in a positive way, then it is development, if the change is undesired,
then it is decay or degradation. Development needs to be a conscious intervention, whose last
purpose and result is improvement.10 Improvements based on the endogenous development
cannot disregard the external capacities. Isolation in the local capacities may block the ability
to affect the external capacities. However, the development based on the wish of the
outstanders may lead to dependency11 The bottom-up-approach development supposes
viability, heuristic self-organisation and a local community able to develop endogenously.
Without these, it is very difficult to start any bottom-up development, as there is no instinct to
7

Hall, A.D., R.E. Fagen (1956)
Slee B. (1994):
9
Long A., van der Ploeg J.D. (1994):
10
Farkas T.(2002):
11
Hoggart K., Buller H. (1994)
8
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survive in the local community. To construct the criteria of the endogenous development, we
need to apply the principle of subsidiary. Decisions have to be made on the level where there
is an effect and where the interests of the local communities do not get damaged.
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Integrated versus Non- integrated systems in the Development approach
Integration in rural Regional and Rural Development can be discussed in various
ways. Its most common understanding concerns the integration of various economic sectors agriculture, industry, services. Another frequently mentioned aspect is the integration of those
disadvantaged social groups in the development process (women, elderly people, national and
ethnic minorities, etc.), which could suffer even more if left out of improvements.
In the following part of the paper different integrated approaches will be introduce. At
first from the Development approaches perspective an Integrated and a Non- integrated model
will be introduced
Nevertheless, now we concentrate only on the lack of integration of the two
development systems: central and local. Building on the above discussed concepts, we intend
to provide simple models of integrated and nonintegrated rural development systems, which
could give some explanation about the failure and success of rural development policies. The
models at this stage can be understood as a vertical slice of the whole rural development
system (including the central system and one (any) particular local system), thus it tries to
explain the process from the perspective of a single rural locality.
Central Administrative System of Rural Development: characterized by top-down,
exogenous interventions, high level of institutionalization, bureaucratic control, written rules
and procedures, the modernist technological regime and quantifiable targets;
Central Development Resources:

financial resources in the central development

budget, available for redistribution through the central system;
Local Heuristic System of Rural Development: characterized by bottom-up processes,
heuristic aspiration of local people to improve their lives, flexible responses to challenges,
social networks, diversity, multifunctionality, and synergistic effects;
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Local Development Resources: rural values (natural, cultural, social), understood as
resources, which often have to be unlocked or reconfigured if they are to be used for local
economic development; and the free movement of goods, people and capital to and from
backward areas;
Resource-type Disadvantages: (financial, human, institutional) limiting the ability of
rural areas to produce goods and services saleable on the global market;
Result: the outcome of the development process: to a certain extent upgraded access
and enhanced production capacity, resulting in either more balanced or biased environment
for local economy and society.
The direction and thickness of arrows represent the flow of resources between
different components of the model; and the size of the circles indicates the level of
institutionalisation (and advancement) of the local and central development systems.

The disadvantages of the non-integrated system
In a non-integrated system there is little or no co-operation between central and local
systems of development. Control is kept in the centre and the local system is underdeveloped
and barely institutionalised. The vast majority of central resources are delivered by policies
and institutions of the central system directly to the beneficiaries. Large amounts are invested
into tackling access-type disadvantages however; they aim largely the improvement of
physical access. There are also large sums for local economic development, however, mostly
in the form of simple normative payments (production subsidies), which are ineffective and
can carry significant dysfunctions. Very few resources are assigned to the reinforcement of
local development institutions or to unlock latent local development resources. The local
system of rural development is weak, hardly institutionalized and does not have adequate
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resources to release local development potentials. Therefore, much of these remain
unexploited and the added value of local resources (or rural values) remains small.
The contribution of the local system to the elimination of resource-type disadvantages
is not likely to be significant. Non-physical access, backing the local economy and rural
products to penetrate global markets can also expect little or no support. All these can lead to
unbalanced development where, in a certain rural locality, access (especially physical access)
improves much faster and further than production capacity. Here we end up in a vicious
circle. If there is nothing to sell, then rural areas cannot withstand the competition brought by
improved access, and finally most values that have been preserved by rurality are likely to be
lost. In this case, rural and regional development is not successful and central policies fail to
fulfil their role.

The advantages of the integrated system
In an integrated system, local and central development systems should work in a
dynamic cooperation with each other. Control, resources and responsibilities should be
dispersed throughout different levels of the system. The existence of advanced local
development institutions is a necessary condition in this model. Redistributed resources are
still channelled through the central system, although their allocation is quite different. A
significant share of resources is still directly spent on tackling access type (mainly physical)
disadvantages. However, those resources, allocated for supporting local economic
development directly from central sources represent a much smaller share of the budget. They
are still normative payments, but rather aiming at the maintenance of public goods (agroenvironmental schemes, for example) than simply subsidizing conventional agricultural
production. A significant part of central resources is devoted to the reinforcement of the local
development institutions and the unlocking of local resources. As a result, the local
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development system is well advanced and institutionalized. It is able to invest in the
protection of rural values and their utilization in the development process.
Like this, local resources can be exploited and can contribute with considerable added
value to the development process. This value flows into the economic resource base of the
local area, creating marketable products and greatly reducing resource-type disadvantages. At
the same time, the local development system can also make a significant contribution against
access-type disadvantages, primarily improving business and policy access, for the benefit of
the local area. All this can lead to a much more balanced development. The production
capacity of the locality is reinforced and a two way access (from as well as into the locality) is
provided. Thus the rural area, utilizing its resources and finding its segment of the market can
become independent, keep its population and sustain its values for the future. Three main
differences can be highlighted between integrated and nonintegrated models. One concerns
the flow of resources, the second the flow of information, and thirdly the level of
advancement and/or institutionalization of local development systems.
The difference concerning resource-flows is quite obvious. In the nonintegrated model
the central system distributes the vast majority of the budget directly through its
administrative institutions, applying strict bureaucratic control and simple indicators all the
way down to the beneficiaries. The inevitable result is low effectiveness, since much of the
money cannot reach those places where it is most needed. At the same time, lacking central
financial resources and technical/political support, local systems are not reinforced and there
is often insufficient capability to unlock local development resources, or even to absorb
central aid.
Consequently, the value added of the local system to the development process remains
small. In an integrated model, a significant part of the budget is not delivered directly by
central policies, but channelled through the local development system. This strengthens this
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system and allows for the reinforcement of local institutions and social networks, etc. It can
also directly provide financial aid for the exploration and exploitation of local resources for
local economic development. All this can result in the rapid growth of local added value and
the expansion of available development resources, for the development system as a whole.

The differences between non-integrated and integrated systems by the information flow
Flow of information in the non-integrated system
By including the flow of information in the model, the differences of effectiveness
between integrated and non-integrated development can be partly explained. Accurate and
detailed information about problems and possibilities, disadvantages and resources is the key
starting point for any action in rural development. To explore the differences in information
flows between integrated and non-integrated development, additional figures are needed,
showing not only one slice (representing the viewpoint of one locality), but the system as a
whole. In the non-integrated model, the central system, through institutions and bureaucratic
procedures tries to supervise the whole development process. For making appropriate
strategic and operational decisions about development, information has to be collected,
processed and analyzed centrally. For tackling resource-type or some non-physical-accesstype disadvantages, masses of very diverse information should be handled from a large
number of rural localities. Information would be needed not only about access- and resourcetype disadvantages, but also on many other aspects, such as conditions of social networks,
local development institutions, condition of the local value bases, and so on. Moreover, taking
this logic further, different level institutions of the central system should monitor and control
each of the development projects as well. This would involve huge diversity, large number of
decisions and huge transaction costs, creating enormous difficulties for normal bureaucratic
institutions. Possible (usual) solutions are: fighting mainly those disadvantages, which are
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easier to grasp without detailed information of a qualitative nature (problems of physical
access, for example); supporting large projects instead of small ones; or to give normative
payments based on simple quantitative indicators and political decisions, rather than detailed,
quality information. Nevertheless, all these result in low effectiveness, significant gaps in the
development process and the exclusion of certain activities, social groups and geographic
areas from central aid.

Flow of information in the integrated system
In an integrated model, information is still needed, however, it is collected, processed
and used on a much lower level, in the relevant local development system. Every single local
system, belonging to a certain region or rural locality (institutions, social networks,
businesses, etc.) deals only with information of its own area. In this way transaction costs can
be kept lower, background information, innovative local solutions, tacit knowledge and social
networks can be utilized and latent resources are easier to unlock. Limited central control can
still be applied through regulations and the allocation of central resources. However, this
allocation can be based on diverse, qualitative information, already processed by local
development institutions. Strategic and operative decisions can be negotiated with local
representatives, for example through integrated local development plans. By utilizing diverse,
high quality local information in a dynamic, iterative way, local development initiatives can
create significant added value and generate synergistic effects, thereby making the use of
central resources much more effective in the development process.
Several obstacles, hindering the dynamic integration of central and local systems of
rural development can be identified in the above model. A more philosophical reason - arising
from the differences in their basic logics, and causing frequent misunderstandings between
them – was explored above. Another, rather practical reason originates from the absence or
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immaturity of local development systems. If there are neither established decision making
procedures, legitimate leaders and representatives nor carefully planned local development
strategies in the localities; if local development associations, public-private partnerships,
advisory services, paid development managers and agencies, and other local institutions are
lacking; if social networks are undeveloped; there is no culture of entrepreneurship and
innovation and human resources are insufficient in general - that seriously limits the
possibility of both local development and central policies. Legitimate and formalized
institutions play a key role here12. Paying local people to work for the common good can
concentrate and accumulate human resources on local rural development tasks. These people
then can accurately collect and process information, making it available for both central and
local use. They are also crucial for accessing central development resources. The central
system, which is based on bureaucratic institutions and procedures, needs ‘something
comparable’ to communicate with. Without formalized institutions and representative bodies
the local/sub regional level can neither negotiate with the central system nor access aid from
the ‘rural development budget’. Institutions are also necessary for accountable and transparent
spending of financial aid.
Consequently one could say that, an integrated system can only work if the local
development system reached a certain level of institutionalization, which is the third
important difference between the two models described above.
A fundamental difficulty for integrated rural and regional development can be
identified here. The most appropriate levels for local rural development – subregional and
below – often have few historic roots and weak public, civil and business institutions.
Especially in the most backward areas, these have to be newly created or largely developed to
be able to fulfill central requirements. For the centre, it is not easy to find ways to support this
12

Amin, A. Thrift, N. (1994)
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process, for several reasons. First of all, central aid, according to the rules, is tied to
accountability and complicated bureaucratic procedures. This often proves an impossible
condition for newly emerging rural development networks. On the other hand, for organic
development, aiming at structural changes, local institutions should progress through bottomup, participative processes, which cannot be driven or closely controlled from outside. Once
the local development system has fully operational, advanced institutions, they can translate
and mediate; they can help to access central resources for local economic development;
explore and defend local interests; or can offer both, information and a channel for the central
system to provide technical and financial aid. Nevertheless, local development systems with
their institutions can already be considered as ‘process type results’ of previous rural
development themselves. Therefore, it is very difficult to find an entry point in this cycle and
to initiate the process. Surely, it should be a gradual process, involving many compromises
and a combination of local and central efforts. Nevertheless, I would like to argue that
reflexive intermediary agents, translating and mediating between central and local systems,
could be of a great help in this process.

Notes
•

[12]Amin, A. Thrift, N. (1994) Living in the Global in: Amin, A. Thrift, N. (eds.) (1994)
Globalization, Institutions, and Regional Development in Europe Oxford University Press
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Integrated systems for evaluating subsystems
Integrated model from the Holist approach perspective
ENYEDI

divides environment in his system-approach as follows. Physical environment

(natural environment) is one of the sub-system of the environmental major system. Further
sub-systems of that are the natural environment and the transformed environment. The socialeconomic environment is another sub-system of the environmental major system, and there
are further three sub-systems of the social-economic environment: the artificial, the
economical and the mental environment. It is ecology what deals with the integration, relation
and interaction of live organisms and environmental systems. Ecology is considered as across
sectional approach from the system observing, and as a holistic approach from the sub-system
observing point of view. Consequently, ecology describes developments from a holistic
approach, of which the key elements are the various environmental sub-systems and their
relations.13.]
The best-known system-based approach may be the tetraeder modell of TÓTH. This
special space-approached model was designed by TÓTH. It basically demonstrates the balance
and the cooperation of the natural-social-economical and infrastructural spheres of a
settlement. These four spheres are demonstrated with a tetraeder. ABC∆ – natural sphere,
ABD∆ – social sphere. BCD∆ – economic sphere, ACD∆ – infrastructural sphere. Less
developed and more developed branches and regions are present along the sides of the
tetraeder. Along the edges, where the spheres meet, interactions come into existence. In this
way the tetraeder illustrates a living, harmonised settlement in a unity. If each spheres of a
settlement are balanced, the construction of the tetraeder is stabile. If any of the spheres gets

13

Enyedi Gy. (2000):
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damaged, the development of the settlement slows down, the tetraeder becomes distorted, and
consequently the other spheres’ function will decrease.14 .

Integrated model from the Functionalist approach perspective
In chemistry and biology, mechanical models are being substituted by holistic –
dynamic models. JAMES LOVELOCK and his Gaia Theory is a significant representative of the
holistic - dynamic approach. The World is a uniform, self-regulatory system, and a
community of mutually related systems on the level of planets15. This change of paradigm is
present in the social sciences as well.
BASSIE WESSELS

(2003) explained the essence of this approach as follows. The

holistic approach is based on the General System Theory and on cybernetic. It contains the
holistic interactivity, flexibility, dynamics and multidisciplinary developments. This strategy
gives a significant role to the enhancements of co-operations, by the help of which the holistic
and sustainable development can be reached. The goal is, by mobilising the society, to create
a plan and a vision on every level able to reach the integration, the unity and the economical
increase in a community.
The Holistic Integrated Method creates three-in- one partnership model. It starts to
develop the model from inside to outside. The core of the model is this three-in-one concept
and around this we put one more and more layer, “spikes”. The three elements are the:
Services, Higher Education and the Communities. This establishes the heart of the model; we
can call it development network. If we think in deep of the message of the model we can
understand what the reason of the three-in-one model is. As it has mentioned before to create
sustainability and comparative advantages the human resource investments are crucial.

14
15

Trócsányi A., Tóth J. (2002):
Komor L. (2005)
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Without the participation of the Higher Education the research and development, the health
care is out of control, and there is no internal inspiration. The services partly can handle the
financial control of the development. So we can say that the strong unity of these three sectors
can generate a good foundation of the development. In sophisticated way we can say the
Unity of the “Trinity”.
To understand the whole concept we have to open this model. The holistic integrated
model consists of eight integrated steps which can be used in several subjects. According to
the General System Theory this model can be adapted in numerous activities like: situation
analysis and diagnosis, planning and policies, technological development and diffusion, micro
and macro economical development. It shows the multidisciplinary of the model.
Community network: Each community has an already existing network. It is the base
of the development. The General Spider Map Theory concentrates of this step. To create a
community means the people in a group bring together their each network. It will set up the
community network.
Managers: take care of the process of the development: they coordinate and manage
it. They lead the different activities and take part of the planning and the implementation
procedure.
Higher Education: –academics, researchers- has key role of the development of the
human capital capacity. They have the tools how to educate and train people. Their
responsibility is to make applicable theories and help to the communities to put the theory in
practice. The Higher Education not only own the human capitals, they also have cash capital
to influence the way of the development.
Local government: The members of the local government are the formal managers
who are elected by the community members. They have the role to create better infrastructure,
local policies. They are the link between the state governments. During the planning process
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they are responsible for represent the top-down policies and also to represent the bottom-up
needs. They can formulate the balance between the two approaches.
State Government: The state government has several roles. According to the national
policies they have to build clear legacy atmosphere to provide a social network for everyone,
solidarity for the disadvantages people, comparativeness for the entrepreneurs. The state
government should protect each citizen from the hunger, the poverty and the external enemy.
They responsible the tax distribution,, so financially their role also to assist in the
underprivileged areas.
Private Sector: The state government cannot solve all of the financial support. With
the creative and innovate partnership is compulsory from the private sector part. The whole
development cannot be possible without the Corporate Social Responsibility (CSR).
International partners: In a specific stage the first six steps are enough to set up a
sustainable development. The international partners can bring energy knowledge into the
system. Their participation is essential in the globalize World. Their input and invention can
crystallize the development route.
Donors: The situation of the donors is not always obvious. With a well developed
holistic integrated system the donors can bring new input to the system and they can be sure
that the money what they donate is like the seeds in a good soil.16

Integrated model from the Reductionist approach perspective
The methodology of the development looks like as a Spider map. The Spider Map
contains five pillars –Tourism, Social Activity, Economy, Infrastructure, and Environmentaleconomy - around the Social Community. These pillars are the fundaments of the
development. All of the subsystems are open systems and they can interact and react to each
16
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others. The pillars are strung to each others like the spider-net. We must not develop only one
segment –pillar- otherwise the spider map will be broken. The harmony inside the net will
disappear. For the sustainable development we need the equivalent “stretching” – pushing,
pulling -. All of the pillars are connected to each other and any interaction affects everything.
So the spider map is a sensitive system like in the real spider net. “It has been said that
something as small as a flutter of a butterfly’s wing can ultimately cause a typhoon halfway
around the world.” Only the external request could destroy the sensitive circumstances inside
the local system, it could create a buffer –“fluffy”- space, which will be not able to “sponsor”
itself for longer period; it means the sustainability in a danger. It is important to put “energy”
in the system but at first the local community has to have the starter needs.
There are three tools which connect to each other the elements of the system. The
three tools are the information, communication and the cohesion. The sum of these three tools
shows the capability of the transformation of the system. If the net is broken or one of the
elements does not work properly the transformation capability of the system is lower. It does
not mean that the system is not able to work it means that the condition of the system is not
sustainable. Before starting the development process it is necessary to observe and research
the elements of the system. To understand the mechanism of the spider map we need an
entrance point into it. The entrance point could be the Social Activity pillar. Without local
brave and needs, the whole development is a wasted time. We cannot develop a system
without internal request. So if we want to entrance to the “net” we need relatively strong local
wish to be developed. The decentralized local bodies and the bottom-up approach are
necessary for the sustainable development.
The development has to be a socio-economical influence, which brings together the
community, involves the small entrepreneurs to the economical circulation, activates the local
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education, establishes unique attraction, raises the local heritages, creates equal opportunities
for the inhabitants and brings the gap between the less developed and well developed areas.17
The System of External relation (tourism) a is an open system because of its relation
to the environment. Since the tourism system is not just characterized by its environment, the
tourism also effect its environment, the tourism has input and output relations. Each element
is operated functional and spatial, the elements are related in physically, technologically,
socially, culturally, economically and politically. The dynamic elements of the tourism system
are the moving people.18 The impotency of the tourism is the external capital which can come
to the local community. It is a financial and social-mentally refreshment of the area. The
financial refreshment means that from outside the community gains money –it is given “new
energy” into the system-. The social-mentally refreshment means that the community gets
new inputs, ideas. They won’t be isolated from the global economy and they can integrate to
the global circulation, which helps them to increase their potential.
The Social Activity is an abstract system which can be an entrance point to the Spider
Map. The Social Activity could be a synonym of the capability of endogenous development.
The Social Activity is like the spider spinning the net. This element is responsible for the
equivalent development if something is wrong through this pillar we can fix the problem if the
Local Community needs something, assisting with this channel we can reach the target point.
The Social Activity produces the virtual internal energy, controlles and monitors the
development process. The feedbacks can be materialized in that pillar. The Social Activity has
to involve the local education to create long term developing plans. The Social Activity can
work if the relations inside the Local Community are honest and carries the trust.

17
18

Nagy, H. Káposzta, J. (2003)
Fekete M. (2006)
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The Local Economy has to involve the small firms, entrepreneurs and companies. It
gives the pulsation of the Local Community and establishes the quality life. All of the
activities are part of the economy which create own income, transform the money, give added
value.
The Infrastructure development is the most visible affect in an area. It is an important
element but sometimes we think that only infrastructure development can cause better life
style. Without good infrastructure it is hard to reach any better stage but only the development
of this pillar won’t cause equivalent opportunities. This element strongly connects to the
economy and tourism also. The infrastructure includes the followings: road (accessibility of
the area), water, telecommunication, post office, local education and information centre (e.g.:
library, internet coffee), health centre (ambulance opportunities) shops and entertainment
facilities.
The Environmental Economy strongly connects to the natural environment and the
principals of it. To create profit maximalization, provision and models are the most difficult
task in this pillar. The environmental economy can be useful in rural, semi urban and urban
areas as well.
None of the pillars can be developed separately. If the development concentrates only
one pillar the sustainability is in threat. Each pillars has an own spider map as we call „subspider-net”.
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The answers of Dilemmas of the Integrated and Non- integrated Regional and Rural
Development Strategies by the European Union and Hungary

To understand how the opportunities of the rural territories are changing it is crucial to
analyze the present and the current situation. Nowadays the New Hungary Rural Development
Program (NHRDP) becomes more and more well-known. In 2007 the Hungarian Countryside
got a historical chance to accelerate its development by the assist of the NHRDP. Some
crucial objectives of the axis are improvement of the competitiveness of the agricultural and
forestry sector and the improvement the quality of life in rural areas and diversification of the
rural economy. The axis of the basement of the Rural Development brings new waves in two
cases: 1. the local developer forces (key actors) have became the relevant factors of the
development; 2. targeting the rural SMEs an intensive and endogenous resources based labor
force creator program has started
The local knowledge based Local Rural Development Strategy (LRDS, The LRDS is
based on a bottom-up approach) assists implementation of the NHRDP. These strategies have
been done by the local developer, actors in 120 days. The strategies have taken account the
local heritages and the local resources as well. After the planning period the Agricultural and
Rural Development Agency (ARDA), which was established on 1st July 2003 by
Governmental Decree No. 81/2003 (7th of June), is Hungary's sole organization with nationwide competence for paying out supports financed by the European Agricultural Guarantee
Fund (EAGF) and the European Agricultural Fund for Rural Development (EAFRD) and
implementing market measures.) reviewed the plans and 96 Local Rural Development
Community were established. These communities are Non-Governmental Organizations
(NGOs) and most of them operating as a Community Based Organization (CBO). The
LEADER program is a policy which focusing on the local heritages, giving opportunities for
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the rural enterprises and creating perfect environment for the endogenous development. It can
be seen that the financial opportunities and the numbers of the insolvent have been increasing.
It means that the rural territories and communities have got great opportunities for the
development. The new LEADER program gives a numerous prospects for them to develop.
The only important thing is the basic condition is viability. To define viability is not easy,
stipulates it to minimal criteria like the composition according to the total number, age and
employment structure, and skill. Of course it is more complicated what we mean by viability,
but in this study we rely on SZAKÁL’s criteria when talking about viability.19 As long as
viability is not present in a community, it is difficult to talk about endogenous development. If
viability is present in a community, the heuristic self-organization theory needs to be adopted.
By the words of FARKAS (2002) development exists even if we do not intervene into the
changes outwardly. Systems and communities go through certain processes or are being
changed. If they change in a positive way, then it is development, if the change is undesired,
then it is decay or degradation. Development needs to be a conscious intervention, whose last
purpose and result is improvement.20 In our opinion the new LEADER program is able to
generate development in a positive way and we hope the NHRDP will reach its aims.
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Agrarian Marketing in the Arab Word:
The Need for Modern Marketing
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Abstract
The successful modern marketing needs to exist in the functioning political and economic
environment as well as the social and agricultural producers, under which law procession is
developed the mechanism of international quality. From this point of view, some questions
can be asked as to what is the marketing and its relation in integration between marketing
policies and the main problems of Agrarian marketing performance in the Arab world.
Agrarian marketing is also one of the main branches of Agricultural Economics which
becomes more important than ever before.
Key words: Marketing, Agrarian Marketing, Agricultural Economics, Arab world.

Introduction

To maintain the position of marketing in front of customers as the most important element it
seeks to satisfy them. Because of the increased world have evolved sophisticated means of
information and communication technologies and their diversity, countries had to cope with
the foundation and especially business organizations, which is the place which combines the
elements of production to achieve the goal of fundamental economic, social and political as
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well and to achieve effective interaction between the various means available to legal,
economic, financial, and agricultural and social.
To study and analyze the nature and activities of the institution as a trader has a unique place,
and it primary focus of the two activities of the economy and marketing. This study needs to a
set of processes necessary by the Foundation to fulfill functions that were established for and
known to the post trade leads, post production and the means to achieve specific objectives,
and management function as the backbone to the success or failure of the institution, financial
function. Marketing function is to provide quantitative estimates and how the wishes and
needs of the consumer, then a steeper in goods and services for marketing in different ways.
As a result, of many business institutions and varied activities and the multiplicity and
diversity of the needs of individuals, and as a result of the global economy to knowledgebased economy, and considering that the technology component of knowledge more
important in the process of economic and social development It has become a key factor in
production and productivity, and diversify the economy, and increase value added, profits and
increase national income, and to provide other features that serve the marketing activity.
Also the result is a rapid transition from the stage of revolution, industrial management to the
stage of revolution, consumers and marketing management and then to the stage of the
information revolution and technology and strategic management, the operation of marketing
such as the need to work as a system and impose itself as a solution to the face of economic
competition and development of the institution in a new environment and rely on
sophisticated marketing.

Successful marketing requires a conducive political, economic,

social and productive knowledge, the law under which processions the development and
global mechanisms and content of freedom.
From this standpoint, some questions can be asked as to what marketing and extent of
integration between marketing policies and the main problems and obstacles to the
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advancement of marketing performance in the Arab world. The Arab homeland is needed to
change his view of production and productivity, and handling of science and technology
system has a particular issue of technology transfer, absorption and generation in order to
improve performance marketing locally and internationally. And the marketing has mainstay
of the economy including the agricultural economy, due progress of nations and business
institutions to their ability and not on production but on its ability to market their produce.
And marketing functions are the important tasks of the organizations, this function extends to
all areas, marketing concepts now applied in all sectors including the agricultural sector.
Agricultural economy and Agricultural marketing
The Agricultural Economy is a science based on the application of the principles of
economics theory and laws on the agricultural economic activities by its two branches:
vegetable and animal, to achieve a better exploitation of agricultural resources and the
distribution of the fruits of this exploitation of individuals working in agriculture According
with a Sound Bases, equitable and economically and socially. Agricultural economy also
has its agricultural characteristics.
Properties of Agricultural Economics includes land, agricultural production, agricultural
products, agricultural capital, and farm income, labor force in agriculture, economic
development and control of agricultural prices and production and agricultural surplus, and
technical progress and the modern economic farm. Then Agricultural marketing is one of the
main branches of Agricultural Economics, science, specializing in studying the various kinds
of agricultural products, whether of plant or animal and it has its objectives and problems.
Services and economic actions that can be identified by three general objectives as
follows:
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a.

Concentration of Agricultural Production and collected in local markets, and then in

the central markets, in order to carry out necessary marketing functions for the transfer of
goods to consumption centers,
b.

Distribution of Production after its arrival at the supermarket, the initial materials

find their way to the manufacturers, while food consumption Distributed-mediated retailers to
reach the consumer,
c.

The Balance Between Supply and Demand, it is intended to control the supply into

compliance with the request in terms of time and the quantity and type. And avoid flooding
the markets for certain products or disappearance, and to avoid large fluctuations in prices of
agricultural products marketing stage highlights the importance of storage and the various
means of achieving the required balance.
Marketing Problems: the analysis of agricultural marketing problems is the most complex
tasks facing agricultural economists, and require familiarity with knowledge about the field of
agricultural economics, mathematics, statistics, and others. One of the main problems of
agricultural marketing is to examine consumer preferences for food and study prices in terms
of consumer purchasing power and get the product on remunerative prices has been an
increase in income, the application of ways that would reduce marketing costs to a minimum.
This is the marketing activities have economic benefits.

Economic Benefits of Marketing: in the early marketing stages Workers Perform different
marketing activities that lead to increase the benefits of commodity marketing: form utility,
place utility, and time utility etc.
Ability of Agricultural Marketing: Ability of agricultural marketing is defined as the
increase in cost-effectiveness of agricultural marketing, and includes the implementation of
the changes lead to reduced costs of a particular crop, without being accompanied by a
decrease in the degree of saturation of the consumer
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The agricultural marketing ability may divided into two areas:
1. Marketing technological capacity or technological efficiency
2. Marketing capacity pricing or pricing efficiency
Marketing functions and intermediaries’ marketers:
Includes all efforts being made to add marketing benefits and are divided into:

a. Group of Interactive functions or exchange functions,
b. Group of physical functions, and
c. Group of facilitating functions
Intermediaries’ marketers: they are individuals or entities acting as an intermediary
between the producer and the consumer or user of the commodity, and specializes in both
sales and purchase, or in one of them.
To complete the transfer of ownership of the goods, or owned and then re-sold.

Intermediaries marketers classified into three categories, as follows:
i.

Merchant Middlemen,

ii.

Agent Middlemen,

iii.

Speculative Middlemen

Market sale of agricultural and animal products
1. Market is defined as: commonly known as the place that bought and sold the crops in
agricultural and animal products, But from an economic standpoint, the market is defined as
interacting forces (the forces of supply and demand) between buyers and sellers and
components of the price.

Two types of agricultural markets: agricultural markets can be divided as follows:
 ـlocal markets,

1524

 ـconcentration markets,
 ـwholesale markets:
Wholesale markets in particular are all agricultural crop or group of similar crops, including:
Central wholesale markets, secondary wholesale markets, and discharge wholesale markets,
 ـseaboard markets,
 ـdetail markets,
 ـmixed types of markets: This type is a central market and the export market and the
market for a sentence at the same time, and spread widely in developing countries .
Supply and demand for agricultural products
1. Agricultural supply: defined as the amount of supply of agricultural commodity that is
available

to

buyers

in

a

particular

market

at

a

particular

time

and

price.

The supply consists of two sources, the first is the supply results in the output of agricultural
production, reaches direct from farms to markets, and the second is the supply of the output of
the quantity of agricultural products in the stores of the marketers of these goods. One of the
main features of agricultural marketing of agricultural supply is relatively stable budget with
marketing other products, because most agricultural crops vulnerable to corruption, and
difficult for producers and sellers to keep a long time waiting for better prices. The price
consists of goods from the strength of supply and demand.
2. Demand for agricultural products: The demand is defined as the quantity of the
commodity that to be purchased at a specified price in a given market at a specific
time.Demand term used to denote the volume of purchases or the amount of consumption,
consumer demand is the basic format to emerge for all forms of other applications, and affects
two types of demand factors, the first factor can be measured in quantitative units, such as inkind or cash price of the commodity and consumer income and the number and prices of
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alternative goods. The second factor of quality is such as consumer tastes and the degree of
preference for goods and others.
Costs and Marketing Margins
Marketing margin is known, as the difference between the purchase price paid and the sale
price of the unit ID arrested at the beginning and the end of the stage specific marketing. Has
been circulated to include the entire course catalog, in this case the margin is the difference
between the catalog (price of the commodity on the farm) and (retail price). Marketing margin
may be either absolute or relative, absolute marketing Valhoamc expressed as a cash crop for
the unit.
The relative margin is equal to the:
Absolute profit × 100
Selling price
And it usually reflects the gross margin.
Marketing costs term is used to denote the fixed and variable costs incurred by the actual
facilities and marketing bodies to purchase the necessary inputs in the course of its
commercialization for the delivery of goods from producers to consumers.
Price policy for agricultural products and balance
Market prices determined from the interaction of supply and demand for equal access to the
price.The prices of agricultural products in the market shall also by its turn be liable to the
interaction of supply and demand. Then, the prices of agricultural products in the market is
affected by the methods and rules and policies of the institutions in the buying and selling and
for determining the price or quantity of products or differentiation between goods.
Price policy for the marketing of agricultural products is the economic and social policy, to be
adopted to develop marketing programs that seek to achieve a particular goal in a specified
time, such as raising the prices of agricultural products, reduction, or reduction in marketing
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costs or increase marketing efficiency or increase the income of the agricultural product. One
of the key objectives of price policy is to increase the national income of the agricultural
sector. In addition, each agricultural project economic policy depend on marketing the
ongoing monitoring of the management and audit of the amounts of the Standing produced in
the light of changes in demand and prices.

Intensification of agricultural economics

Is the recruitment of additional capital to strengthen the means of agricultural production on
the same area of land or at the head of the animal, with the optimum application of the
scientific data and applied to agricultural science in order to obtain the largest quantity and
best quality of production, and at the lowest possible labor costs and means of production on a
plant products and fauna. The intensification of agricultural policy is the basic premise for the
development of agricultural production and the optimum use of resources and capabilities
available for integration between plant and animal.

Material and methods
The aim of the paper was to research the Agrarian marketing in the Arab world and its need
for modern marketing. Materials for solving the given problem were obtained from the
allowable resources of the domestic and foreign professional literature as well as on-line
resources .There have been used the logic method of speaking terms with the opinions of the
authors and the method of analyzing, synthesizing and observation.
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Results
This research includes the current situation with regard to self-sufficiency in agricultural
products on the one hand and on the economic integration of Arab agricultural on the other
hand. Non-self-sufficiency in the main agricultural products are still Cause for concern.
Exacerbate this problem leads to an increased burden on the balance of payments in non-oil
Arab states as a result of reliance on imports from abroad and the allocation of amounts of
hard currency to import. This led some Arab countries to adopt and develop policies for
development

and

achieve

self-sufficiency

of

local

agricultural

products.

Agricultural commodities are divided into four main groups according to selfsufficiency rates these are as follows:
The first group of items that achieve self-sufficiency of it.: Fish and meat
The second group of goods available, including more than 75% of consumption and includes
fruit, vegetables, meat, eggs and potatoes.
The third group, Self-sufficiency ratio is ranging from between less than 50% and 75% of
grain, wheat, corn, rice, barley and legumes.
And the fourth set in which self-sufficiency ratios less than 50% of sugar, oils and grease.

The importance of the agricultural sector it is primarily responsible for food security and in
determining the level of sufficiency Self-food, which proved to political and economic
developments in the region, the importance that there should be a high degree of selfsufficiency of food commodities, which is produced - overall - the agriculture sector.
One can note that the level of self-sufficiency in major food commodities are still less than
required in the Arab world, where economic reports suggest the special Arab food security
that the size of the food gap product for all Arab countries, ranging in 2001 between 11 - 13
billion dollars , and are characterized by volatile from year to year due to the change in plant
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and animal production and consumption and fluctuations in the world prices for food
commodities, grains and represent the largest component of the food gap, as the selfsufficiency rate of 72.2% and meat 84.3%, sugar 34% and 57% milk, oil and lubricants 41%,
the Assistant Secretary-General of the League of Arab States that the Arab world is still far
from achieving food security has, thus exposing the Arab states to control foreign countries,
although the statistics indicate that the volume of Arab food gap has fallen from around 21
billion dollars in the eighties To about half now,
While the Arab world is full of Enormous potential in the agricultural sector, the food gap is
still large, as it imports foodstuff more than 11 billion dollars annually.
Accordingly, the Arab Agricultural production is a vital economic mainstay, important
Arab agricultural lies in the following: the magnitude of the work force absorbed by this
sector (26 million workers) in 2001 it was 31% of the total Arab workforce, and many Arab
countries T. agricultural employment by the majority of the other productive activities such as
in Somalia (73.8%) and Sudan (67.9% ) and Yemen (56.1%), Mauritania (47.5%), and lower
rates in Oman (41.7%) and Morocco (40%) and Egypt (31.9%), and Libya, about 20%, then
the rest of the Arab countries under the ratio to between 24% - 1.5 %. In addition, the
majority of the population is still dependent on agriculture in endow them (45%).
The proportion of the contribution of agricultural output in GDP is about $ 80 billion in
2001 or about 11.3% of GDP, but the contribution of higher agricultural output in GDP in
many countries: In Somalia (51%) and Iraq (34%) and Sudan (33%) and Syria (27%) and
Mauritania (23%), Morocco (18%) and Libya, about 17% and Egypt (16.5%) and Yemen
(15%) and the ratio is less in the rest of the Arab World Even down to 0.4% in Kuwait.
These are possibilities in the arable land as well as available water resources and agricultural
labor force and provide the necessary capital for
management, marketing and others.
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agriculture as well as organization and

Total arable land in the Arab countries in a total of about 197.4 million hectares, on the
assumption that the stability of this area, although the development of agricultural technology
allows the introduction of new areas within the arable land, the land is actually cultivated
them, which stood at 67.4 million hectares, are not only about 34.1 % of arable land, and this
means that nearly two-thirds of arable land in the Arab countries are not cultivated.
In short, that of the 197.4 million hectares suitable for agriculture in the Arab world, there are
about 130 million hectares (309 million acres) is planted, a room for horizontal expansion in
agriculture Arabic.
Conclude that though there are serious shortcomings in the management of water resources
and the animal and the productive capacity of land, it does not exploits of the land only
27.8% of the area of arable land, although about 36% of the Arab labor force works in
agriculture, the true cultivated area already estimated at 63.7 million hectares, or equivalent to
about 43% of the area of arable irrigated and rain-fed (fed). The exploiter actually surface
water and groundwater is equivalent to about 64% and the rest is in vain as leakage and
evaporated, and pollution.

From the direct causes of low self-sufficiency is the rate of population increase at rates higher
than the growth of agricultural production, high wastage of food commodities during the
stages of production, marketing and storage and inadequate environmental factors such as
drought and desertification. And it requires the preparation of a unified Arab agricultural
strategy and water policy and integrated to streamline the use and raising efficiency,
investment and the establishment of modern technologies for irrigation development projects
on large rivers and other seasonal rivers and reduce waste.
The Arab countries are still using traditional farming methods. And the rates of use of
machines and technologies represented tractor representative of chemical fertilizers, is still
limited and low-e, and the same things in such as tissues of biotechnology and genetic
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engineering and the use of high-yield varieties. It is estimated per unit of land-agricultural
employment by 81 workers per 100 ha for one worker in North America and 16 workers in
the Europe, the average unit floor of the tractors in the Arab world is estimated to be 9
Tractors per 100 hectares, compared to about 75 tractors in the Europe, and about 23 tractors
in North America, in connection with a series of chemical fertilizers (nitrogen and phosphorus
and potassium), the differences between the average unit land in the Arab world and its
counterpart in developed countries are not great.
In view of the gross national product of Arab States is 2.324 billion dollars, including oil,
population 4.252 million. With the exception of oil, this product will be about 230 billion
dollars. Comparing this output of the Arab countries combined is less than the output we find
the Netherlands alone, with a population of 6.15 million people, only less than one third of
that of Italy and France, as the result of five he was less of the output of South Korea or
Mexico. This indicates a decline in productivity per capita in the Arab world in general and
low value-added in its exports with a weak economic diversification.

Conclusion
There are the problems and obstacles facing the advancement of marketing performance in the
Arab World. The reality of the Arab political, economic, agricultural and social system is
complex and this fact weighs heavily on the performance marketing.
Functioning effectively and successfully marketing needs to be political and economic
environment, social and agricultural producers, under which law processions of developments
and mechanisms of international quality. From this point clear and realities in the field catalog
what Obrzmicaklh, and obstacles to the advancement of marketing performance in the Arab
world, and the research will address problems and obstacles in very briefly:
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Size of production: if the production is called the object of activity that lead to the creation of
benefit form the marketing Is called on the aspects of activity that helps to (know how)know
the market demands and wishes of the consumer. The Mass production drives the marketing
process, where overflowing quantities produced to absorb Markets and demand, and largescale production depends on huge investment and the sector is another industry. This is not
available in the Arab world because Arab investments is directed and tended to abroad. The
industrial sector is weak and poor generally and depends on the light industry and
some Medium-rare and heavy industries. In this regard, the unified Arab economic report
indicates the in 2002 to the Arab industry accounted for 18,8% of the workforce while the
sector accounted for Agriculture 31,7%, while the services sector 49,5% in the year 2001.
This is reflected in the performance Where the general economic report showed that although
the area is 10,2%, and that the total Arab population constitutes about 4,5% of the total
population of the world, that Arab exports did not exceed 3,9% of total world exports and
imports do not contribute only about 2.6% on the global level. Which points to the weakness
of economic infrastructure and agricultural Alsoiqi which will reflect negatively on
production and income.
Income level: Although high-income per capita in some Arab countries, however, the
average per capita income is generally considered low and that the GDP of the Arab countries
in total of 531.1 billion dollars, while that one European country such as Spain its total output
for the same year was estimated to 595.5 billion dollars. The low level of income leads to
poor estimates of consumption and therefore production, which freezes the economic
situation, agricultural and cause stop Alintegr and will affect the marketing performance at the
same time on the price level, thereby hindering the ability of goods to bear the costs of
marketing. "Up to 50% of the final prices paid by consumers. And this also applies to the
farmer and the farm production the unified Arab economic report for 2002 the total
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population of the Arab world has stood at the end of 2001 approximately 288 million people
and the total number of illiterates to understand the 68 million that is, . Rate of 23,6% is no
doubt that illiteracy is one of the obstacles that limit the ability of marketing. Because in this
case only on the crumbs of marketing performance marketing process and to penetrate into
the depth of which requires the level of scientific and knowledge commensurate with modern
developments and modern tools Vtaatattl a lot of marketing tools.

Research and marketing costs: Since the marketing process based on the knowledge of
market demands and wishes of Consumers concern for research and questionnaires Wal
scientific methods which bring us more knowledge of the market's needs and desires of
consumers become necessary, which helps to achieve the marketing objectives of the process
but this requires a greater distraction for planning, marketing and statistical studies and
behavioral, social and material costs required could not make a simple production that
prevails in the Arab world , so we find the majority of enterprises do not spend on research
Alkthira marketing and perhaps condoned in many cases because of high costs, resulting in
weakness in the marketing process and to achieve the desired objective.

Infrastructure: the infrastructure contributes to a solid base to complete the marketing
process is to ensure communication and transportation. It is true that knowledge of the
market and the desires of consumers to establish a successful marketing only access to the
market and consumers is the act of the Executive and the real-world application of the
process, without which the process becomes limited marketing and a failure. Many of the
Arab countries lack basic infrastructure of the country, severely disrupting the operations of
internal marketing, let alone outside it.
A breakthrough marketing non-Accompaniment: In the Arab world boom market conditions
had not been completed. After the Marketing revolution in the West preceded the Industrial
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revolution in the Arab world, the industrial and agricultural sector did not take a range of
after, and then boom, the marketing does not fit with reality production, production is
accompanied by a small marketing simple and primitive Unlike large-scale production. The
marketing boom in the Arab world not been matched by economic and social development
and agricultural facilities, according to the natural and historical development of the concept
of marketing.
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Subcultures: fragmentation in Higher education
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1

Budapest Business School, Budapest, Hungary

Introduction:
Over the years, many papers have been written on subcultures for specific contexts, such as
organisational subcultures, youth subcultures and style or consumer behaviour, but it is rare to
come across an overview of the topic as a whole. This paper intends to give a full context for
the notion of subcultures from its beginnings through to its current applications. Cultures and
subcultures are complex issues. This paper will not consider the factors that form and shape
culture but rather will give an overview of subcultures.

In the beginning

“The reasonable man adapts himself to the world. The unreasonable
man persists in trying to adapt the world to himself. Therefore, all
progress depends on the unreasonable man”.
George Bernard Shaw (1903)

Due to the existence of subcultures, the applications in business are varied. For example, as a
part of consumer behaviour, marketing experts are required to analyse subcultures as a means
of understanding the consumer behaviour of that particular subculture, as a means to meeting
their needs with certain products or services or targeting a particular subculture through
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advertising. However, this paper will be primarily concerned with the application of
subcultures to organisations.
The question as to whether subcultures exist in organisations is somewhat contested and a
number of perspectives have been taken in relation to this. According to the unitarist
perspective, there is an essential unity of the organisation that allows the classification of
organisation culture as in the case of Handy (1993) with the four culture types: task, power,
people and role-oriented cultures. This perspective also assumes top-down cultural leadership,
which requires this aspect of unity to be effective and the culture is seen as homogeneous. The
pluralist perspective recognises the existence of diverse subcultures in organisations (i.e.
culture is heterogeneous) and as such, diversity management becomes a hot topic. According
to Gregory (1983), large, complex organizations are likely to resemble the larger society in
which they are situated and may, therefore, contain many of the same subcultures, or
groupings of values, as would be found outside an organization. Ogbonna & Wilkinson’s
(1990) study of the effects of a supermarket cultural change program (from a costminimisation to a customer-service focus) demonstrates that, in some organisations, not only
do distinct sub-cultures exist, but that changes in training, rewards and structures may achieve
change in the values of one group and only superficial behavioural changes in the other group.
The anarchist perspective indicates an even greater level of fragmentation, with all
organisational cultures being made up of individuals with their own values and norms and as
such neither a single dominant culture nor any subcultures are said to exist. Hofstede et al.
(1990) found this to be the case in twenty case studies and as such, managing cultural change
is impossible on an individual basis and the focus shifts towards communication and diversity
management. In order to relate the parallels between subcultures in society and those in
organisations, the pluralist perspective has been adopted in this paper.
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In higher education, two of these perspectives are referred to: unitarist and pluralist (Metzger,
1987). Becher (1987) indicates the unitarist perspective when referring to the academic
profession as a ‘single homogenous profession’, as it has many more similarities than
differences and is based on the assumption that all faculty members share of common view of
the world and scholarship. According to Kuh and Whitt (1988) the shared (and strongly held)
values of this profession are: o The main responsibility is to be learned and convey this learning (through teaching,
inquiry and publication)
o Autonomy in the conduct of work
o Collegiality (e.g. mutual support)
Whilst the profession may have significant shared values, in society itself – or amongst other
professions – it is in itself a subculture. Furthermore, this view is somewhat debated as Bess
(1982) describes the academic profession as a ‘complex of subprofessions’. Becher (1987)
points out that the differences in the academic profession may be more significant than the
similarities.
Although there may be similarities in the profession, that does not negate the existence of
subcultures in higher educational institutions. The pluralist view is certainly confirmed by
studies such as that of Bowen and Schuster (1986) which found that members of different
disciplines showed different values, attitudes and personal characteristics. Becher (1987: 292)
even refers to subcultures within disciplines, which is a subculture in itself: “to affiliate with a
particular specialism is to become, except in a few heavily populated areas, a member of a
small and close-knit community”. Thus, it could be said that despite the common and strongly
held values of the academic profession, within each institution subcultures have been found to
exist.
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The socialization process
Before considering subcultures as a topic, the processes behind subculture formation and the
values norms and such that are associated with subcultures should be considered.
The issue of determinism versus free will is important in considering the development of
individual and society. Many sociologists refer to the structural approach to institutions,
processes and groups. However, for this paper the cultural approach is preferred, which means
that it is the values and beliefs that are central to society.
The step concerning how a society of individuals becomes a society with values and beliefs
concerns a process of learning called socialisation: every society as its own codes of conduct,
rules, regulations, norms and values and likewise, culture sets out what is desirable and
undesirable behaviour. Arnett (1995) puts forward the three goals of socialization:

1. Impulse control and the development of a conscience.
2. Role preparation and performance, including occupational roles, gender roles, and
roles in institutions such as marriage and parenthood.
3. The cultivation of sources of meaning, or what is important, valued, and to be lived
for.

In other words, values of a particular culture are instilled through socialization. This is borne
out by the fact that people in different cultures are socialized differently. Thus is culture is
adopted through socialization.
However the debate as to whether people are instilled with such values or possess them
through genetic coding is a continuous issue of debate, with the nature versus nurture
argument. Many evolutionary psychologists assert that DNA can be considered as a
"blueprint" for every aspect of life, including behaviour. According to the nature philosophy
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the genetic code contains the instructions for millions of protein commands that determine our
basic structure as human beings. This is often referred to as evolutionary psychology,
although this perspective is seen as very much controversial and lacking scientific proof in a
laboratory setting. It is conceivable though that a person’s DNA, by affecting their physical
traits may in turn affect the way they see the world and their behaviour, such as height or size.
In fact, there is some scientific evidence that people are shaped by both social influences and
their biological makeup (Dusheck, 2002; Carlson, 2005; Ridley, 2003). However, the
biological aspect is beyond the scope of this paper.
Returning to socialization, the adopting of the culture in this process is referred to as
assimilation and associated with the case of new born as they learn to differentiate between
self and mother, then mother and father and then build up a social system. Enculturation refers
to the learning of cultural patterns from one generation to the next and rakes place consciously
and/or unconsciously.
In regarding socialization as a means forming norms and values, the agents of socialization
should also be considered. These agents are often separated into authoritarian and egalitarian
forces:
o Family: Through greater contact, a child learns to imitate actions and behaviours
patterns through different forms of responses such as anger and smiles and through
movement and expressions. This includes not only behaviour but also knowledge
and manners. Through this the child learns to adjust to the norms of the family
o Neighbourhood: The social and physical environment of the neighbourhood serves
as a means of differentiating between different qualities possessed by different
individual members and the communities ad through this an understanding of his
own self.
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o School / Institutions: These provide learning situations and an environment to
impart discipline and develop the personality (although it is often declared these
days that a child’s personality is fully developed by the age of 8). An inability to
follow the standards of behaviour and norms may result in social ridicule, boycott
or something more severe.
o Society: In society, living within norms is rewarded and deviant behaviour is
punished.
o Mass media: In society, introducing new norms and values, reinforcing existing
ones, questioning current / new norms and values.
In summary, the process of socialization can be seen as a learning process that includes the
adopting of culture and is a term used by sociologists, social psychologists, anthropologists,
politicians and educationalists all of whom are concerned with the process of inheriting
norms, customs, ideologies, skills and habits. According to Clausen (1968), socialization is
‘the means by which social and cultural continuity are attained’.

Diversity
So if individuals are socialized into a culture through all the different agents listed in the
previous section and genetic makeup is also a factor, it is no surprise that everyone is different
and that even twins are not simple copies of one another. Does this mean that culture is deeply
fragmented? Well, yes and no. There are certain aspects which are shared and others that are
not, but before considering the elements of culture and their universality or diversity, a
definition of culture needs to be considered to establish exactly what is meant by culture.
There is a plethora of definitions ranging from the detailed to the more generalist. For a more
generalist definition, Gudykunst and Kim (1992) refer to culture as “The systems of
knowledge shared by a relatively large group of people” and Hall (1959) “Culture is
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communication, communication is culture”. Needless to say, definitions vary according to the
needs of the author and the context in which the word is being applied. For example, Hall’s
definition is fitting in the context of anthropologist writing about the issue of language.
Likewise, Gudykunst and Kim’s definition may seem a little simplistic except that their
research is concerned with communicative predictions based on data from three levels, one of
which being the cultural level within the context of communicating with a stranger. Thus,
information here is rather information about a person's culture, such as its dominant values
and norms as this is often the only level of information available when communicating with a
stranger.
Within the scope of a paper concerning subcultures, perhaps Hofstede (1981) has a better
definition of culture: “Culture is the collective programming of the human mind that
distinguishes the members of one human group from those of another. Culture in this sense is
a system of collectively held values”. Samovar and Porter (1994) refer to culture as: “...the
cumulative deposit of knowledge, experience, beliefs, values, attitudes,

meanings,

hierarchies, religion, notions of time, roles, spatial relations, concepts of the universe, and
material objects and possessions acquired by a group of people in the course of generations
through individual and group striving..”. If subculture is “a cultural subgroup differentiated by
status, ethnic background, residence, religion” then, for this paper, these two definitions seem
most suitable for culture as a context for considering the notion of subcultures.
Returning to the issue of diversity and universality then, it is first necessary to consider the
elements of culture as exemplified in the definitions listed. The basic elements are seen as
follows: Symbols; Language; Values; Beliefs; and Norms.
For these elements there is an aspect of sharing: language is only possible with people with
shared symbols, norms can only be expected if the majority of society has a shared set of
expected behaviours. The term ‘cultural universal’ has been applied to cultures as factors
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common to all human cultures. The anthropologist Murdock (1945) determined 67 common
practices and beliefs that all societies have developed such as, athletic sports, bodily
adornment, calendar, education and status differentiation, all referred to as ‘cultural
universals’.

The formation of subcultures
Despite such a long list of common biological, psychological and social factors, cultures
around the world are not the same and clearly society does not consist of one group of people
who share all elements of culture. The differences within a society are called cultural diversity
and this refers to differences between groups. These groups are often categorised as
subcultures. These groups do not go against the main values of society, share certain elements
with society and the subcultures have cultural patterns which are not rejected by society. A
‘counterculture’ on the other hand has cultural patterns which do go against the wider society
and is often considered an extreme form of subculture.
In a secular context, subcultures range in type from high culture, pop culture, youth culture
through to criminal subcultures. Subcultures can form for any number of reasons, but often
the more common are: o When a combined effort is required (synergy)
o Encourages collusion (sharing/rating unpopular tasks)
o Provides companionship (understanding and support)
o Provides a sense of belonging
o Provides guidelines on generally acceptable behaviour
o Provide protection
The study of such deviant subcultures in Britain dates back to at least the nineteenth century
and can be seen in the work of Henry Mayhew in the late nineteenth century, who viewed
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subcultures as ‘those who will not work’ and various novels such as Charles Dickens, such as
Fagan’s gang in ‘Oliver Twist’ and Arthur Morrison’s novels about London’s East End and
it’s associated violent side. A more ‘scientific’ approach was taken in the 1920s by the
Chicago School when it began to research and establish evidence on juvenile street gangs and
deviant groups such as professional criminals and bootleggers through such tasks as observing
the interaction of gangleaders. Gender (2007) identifies six key ways in which these
subcultures have been understood:o An often negative relation to work (idle, parasitical, hedonistic, criminal)
o Negative or ambivalent relation to class
o Association with territory (the ‘street’, the ‘hood’, the club) rather than property
o Movement away from home into non-domestic forms of belonging
o Ties to excess and exaggeration (rather than restraint and moderation)
o Refusal of the banalities of ordinary life and especially ‘massification’
Gender (2007) puts forward many reasons for the formation of subcultures such as geography
(subcultures inhabit places in particular ways) and that the focus is as much literary as
sociological when considering the whole range of groups from hip-hop to hippies and digital
pirates and virtual communities to bohemians.
Becker (1963) developed labelling theory (social reaction theory) through the study of deviant
subcultures. It was found that behaviour such as smoking dope was learnt through subculture
and that deviance is a process of interaction between deviants and nondeviants. Primary
deviation is the initial act. The social structure allows some people to define others as deviant
(with terms such as ‘pothead) and when the individual comes to accepts the label and act
according to it, then secondary deviation has occurred.
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Deviant subcultures were also considered by the likes of Marx and Engels (1960) and used the
term ‘Lumpenproletariat1’ to describe a segment of the working class and similar to the six
characteristics identified by Gender (2007) as Marx associates this group as one that would
never achieve class consciousness and therefore would not be part of any revolutionary
struggle (if not a counter-revolutionary force) as well as lacking discipline, scruples, and
generally violent and criminal. Nowadays this term is used to describe those seen as ‘victims’
of society, existing outside the system, such as beggars, swindlers and drug dealers and yet,
there is still the link to society as they depend on the formal economy for their day-to-day
existence. Often such subcultures are referred to as the ‘underclasses’.
However, subcultures are not necessarily deviant through criminal or anti-social behaviour.
When considering various racial, ethnic, age-based, and religious groups, the need for
‘neutralization’ to society’s norms, values and beliefs may not be entirely necessary. Consider
an African American with an African mother and American father. Through the socialization
process the person has two agents with different cultures influencing the learning process. As
such, the values, beliefs and norms of such a person could well be the same as the society in
which they are raised but having an additional perspective through an agent with a different
cultural background. Subcultures can be based on ethnicity, age, race, religion and many
others which would fall into the generalist definition of a subculture as ‘the symbols and
lifestyles of a subgroup in society, one that deviates from the ‘normal’ more general
(dominant) culture of a society.

Culture and subculture in Higher Education
In higher education, there are three connotations of culture. The first is that universities are
cultural institutions in the same way that museums and libraries are, transmitting traditions

1

Lit. „rag proletariat”
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and cultural and social values to younger generations. In this way, universities and colleges
are seen as the carriers of intellectual, academic and national traditions - as educational
establishments that carry with them the idea that such institutions are ruled and managed by
academics with some help from administrative staff. The second is the connotation of culture
regarding disciplines, institutions and national traditions. The third is in relation to the
‘methodological, epistemological, and philosophical discussion on the nature of knowledge’
(Valimma, 2008: 9).
This paper is concerned with the first connotation of culture, which presents a rather
traditional image. However, in recent years this has been changing. With the emergence of
mass higher education and the greater need for self-sufficiency, many universities have come
under criticism for being out of touch with market needs or lacking adequate skills and
knowledge in top management with primarily academic backgrounds. Some universities have
adapted and changed, and brought upon themselves the description of ‘academic capitalism’
(Slaughter and Rhoades, 2004). Some research indicates how universities should adapt to
entrepreneurial activities, strengthen their institutional management, and their interaction with
industry and rest of the society (Clark, 1998; Etzkowitz, 2003).
Based on the work of Elliott, Swartz and Herbane (2002: 126), it is possible to draft out a
paradigm of a University as an example of the cultural web in HEIs (see Figure 1). Although
the chart gives significant insight into the key aspects of HEI culture as opposed to other
organisations, there are a number of issues specific to HEI cultures that require further
consideration.

The formation of subcultures
Subcultures are groups whose common characteristic is a set of shared norms and beliefs.
However, subgroups tend to form around existing subdivisions and this is not the case for
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subcultures which may not necessarily form around existing subdivisions in the organisation
such as departmental or functional groups. There can be no question about whether or not
subcultures exist in organisations (Hofstede, 1998; Martin & Siehl, 1983; Trice, 1993). The
question of whether subcultures exist in all organisational cultures is difficult to result. Martin
(1992) asserted that organizational cultures were cohesive and unitary, or integrated, and
characterized as collections of subcultures, or differentiated. A fragmented culture is
ambiguous and open to members' multiple interpretations. From Martin’s work it seems that
an organisation described as unitary may not have subcultures and that a culture characterized
as a collection of subcultures has no dominant culture, although it seems hard to conceive of
an organization with no dominant culture having a clear direction, and mutual cooperation.
According to Cohen (1955) subcultures are likely to form among members who interact often
and who face similar problems, providing them with opportunities to exchange concerns
about the existing culture and through interaction, build relationships. When individuals work
together on a task, subcultures may also form as values may become specific to the task on
which the group is focused (Trice & Beyer, 1993). As with the development of subcultures in
society, organisational subcultures can be said to exist when employees of a certain work
group develop and adopt common norms and values that may not be in line with the dominant
culture. One such example is provided by Boisnier and Chatman (2002): “a peripheral overall
cultural value that favours individualism may be dysfunctional for a team that requires close,
interdependent teamwork to complete their tasks. Therefore, the team may adopt a different
set of more collectivistic values, forming an orthogonal subculture”.
Subcultures may also form through dissatisfaction. In the same way that a group was formed
in the film ‘the Dirty Dozen’ when a group of dysfunctional criminals shared one common
point: dissatisfaction and dislike for their leader. This also has happened in mergers, where
groups have formed with other individuals in the organisation sharing feeling such as job
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insecurity, lack of trust in leadership and so on. This is very similar to the subcultures in
society with the idea of the dissatisfied ‘underclass’ and gang cultures or punks resenting their
lack of prospects.
Boisnier and Chatman (2002) refer to the work of Berscheid (1985): “Like-minded individuals
are attracted to subcultures in each of these cases for the same reasons: The well-supported
similarity-attraction paradigm suggests that individuals would prefer to be around others
with similar attitudes, including perceptions of the organization and their jobs”. It is not only
dissatisfaction but any shared belief or value which could bring together a subculture provided
that there is also frequent interaction. Boisnier and Chatman (2002) also mention that “as a
work group's performance expectations and goals change, their values will change as well”.
Again using the example of mergers, according to Nahavandi & Malekzadeh (1988) the
changing environment that is produced by mergers or acquisitions may result in subculture
formation as members of the consolidated firm attempt to cling to their previous firm’s
values. Furthermore, conflict arising from mergers takes many forms and according to Trice
and Beyer (1993), subcultures may develop due to ideological conflict or even intentional
countercultural movements.
In higher education, Clark (1987) claims that HEI cultures are extremely fragmented into
what Clark refers to as ‘small worlds’. According to Becher (1987: 298), it is only ‘by
understanding the parts and their particularity, one can better understand the whole’.
Therefore subcultures seem to have formed in higher education and can be considered as a
means of understanding the culture as a whole.
In higher education, one of the way that institutions are split is by faulty. Freedman et al.
(1979: 8) described faculty culture as ‘a set of shared ways and views designed to make their
(faculty) ills bearable and to contain their anxieties and uncertainties’. The shared views of the
staff of the various faculties of an HEI containing various departments, disciplines and
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specializations are often viewed as subcultures rather than as one dominant monolithic faculty
culture. There are some patterns that emerge in faculty cultures in terms of the values
expressed. Kuh and Whitt (1988: 76) claimed that the core value of faculty was the pursuit
and dissemination of knowledge. Sanford (1971) claimed that faculty cultures encourage a
focus on specialization within a given discipline and through this, subcultures are created. The
borders between the disciplines and specializations are vehemently upheld to such an extent
that in many cases only the administrative staff and librarians are allowed to be
interdisciplinary (Bergquist, 1992).
According to Tierney (1988) there may be numerous subcultures in a university or college
and the basis could be:
o Managerial
o Discipline based faculty groups
o Professional staff
o Social groups of faculty and students
o Peer groups (by special interest or physical proximity)
o Location (offices arranged by discipline)
Faculty also experiences substantial (if not complete) professional autonomy, and there is a
tendency toward long tenures. Autonomy appears to indicate a freedom to work and develop
one’s own way of working. Over time, this could be seen as a means of developing norms and
values which may be different to those of the dominant culture but not in opposition to them
i.e. a subculture, but only if these views are shared amongst members. This seems to indicate
that over time norms and values form outside the dominant culture through the autonomy and
that due to long tenures, over time values become shared, and subcultures develop.
Subcultures are also formed in higher education by discipline. Disciplinary cultures were first
examined by Becher (1989) and have been use as a basis for research in many cases since that
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time. Becher (1989) indicates that disciplinary cultures are differentiated according to
knowledge and classifies the cultures into four categories: hard, pure, soft and applied
knowledge. These disciplinary cultures are also found by Becher (1989) to be either socially
convergent or divergent. It is this study that led Quinlan and Akerlind (2000) to the
introduction of department culture as a concept. Disciplinary cultures not only indicate the
potential for the formation of subcultures but also indicate the ranking of staff, or ‘pecking
order’. According to Becher (1989: 57), the theoreticians are ranked highest with staff
involved in practical, soft and applied disciplines ranked lower.

Susceptibility to subculture formation and division
According to Boisnier and Chatman (2002) there are certain characteristics (e.g.
organizational size, task differentiation, power centrality, and demographic composition) that
make some organizations more susceptible to subculture divisions than others. Subcultures
are more likely to develop in larger, more complex, or bureaucratic organizations since these
organizations are more likely to encompass a variety of functions and technologies (Trice
&Beyer, 1993). With a variety of functions and technologies, professional groups may appear.
The decentralization of power is another way of making organisations more susceptible to
subculture formation. Martin and Siehl (1983) attributed the emergence of DeLorean’s
counterculture at General Motors to their decentralized power structure while Hage and Aiken
(1967) found that more decentralized power was associated with more professional activity
and hierarchical differentiation. In the same way that Higher Education Institution’s allow a
lot of autonomy for their teaching staff and this contributes to the deeply fragmentary nature
of such institutions, as can be seen in the following comments: -
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“The scholar wants to be left alone in the conduct of the academic enterprise. He
does not welcome innovation in instructional procedures, in instructional
arrangements, or in the organization and operation of a college or university. . .
The scholar is a conservative in his attitude towards and appreciation of the
academic process.” Millett (1962; 104)

“We cannot help but be struck by the virtual right so many academics seem to
possess to go their own way, simply assuming they can do largely as they please a
good share of the time, all in the nature of rational behaviour.” Clark (1987; 148).

However, this does question whether such subcultures are feasible in cultures as deeply
fragmented as this. If the scholar ‘wants to be left alone’ then this would indicate a low level
of interaction with colleagues / subculture members which in turn could prevent the
formation of subcultures. This seems to indicate a need for further research as to whether the
issues of decentralization and power or interaction are more central to subculture formation or
whether it must be a combination of the two, or some other factor not considered.
Finally, according to Nahavandi and & Malekzadeh (1988), organisational cultures may be
unicultural or multicultural with the latter valuing the existence of many cultures within the
organisation. It seems likely that organisations valuing many cultures are more likely to allow
subcultures to develop rather than a unicultural organisation which may take steps at
preventing them, since it values having a single dominant culture. This is exemplified by the
work of Tushman and O’Reilly (1996) who observed organizations containing multiple
cultures and characterized them as being simultaneously tight and loose; they had strong,
consistent cultures across the entire organization, but allowed for “appropriate variations to
occur across units” (1996: 27).
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Traditions play a large role in the formation of a culture and subcultures in HEIs, be they
traditions of the individual or those of the discipline, department, Faculty or institution. Since
many HEIs are steeped in history, with unchanging traditions and members with long tenures,
a strong culture is likely to prevail. According to Nahavandi and Malekzadeh (1993: 19),
there are three elements to a strong / weak culture: the ‘thickness’ of the culture which refers
to the number of shared beliefs, values and assumptions; the proportion of organizational
members who share in the basic assumptions, which means the more shared assumptions, the
stronger the culture) and finally; the clarity of the order of values and assumptions in terms of
which are major and which are minor. Minor ones are more easily changed. A larger number
of clear shared assumptions is more likely in organizations where members have been there
for a considerable period of time, such as long-standing university professors. Whilst a strong
culture might provide a strong sense of identity and clear behaviours and expectations, it is
has also be associated with a lack of subcultures. Recent work by Boisnier and Chatman
(2002) indicates however that it is perfectly plausible for a subcultures to exist as a part of a
more dominant strong culture as those found in higher education.
A high level of autonomy and long tenures are key factors in the formation of subcultures in
higher education staff. Handy (1993: 196) also refers directly to universities as traditionally
having a role culture but that professors see themselves as part of person culture. Based on
Hardy’s ideas, Anderson, Carter and Lowe (1999: 128) point out that as Higher Education
Institutions become more ‘corporatized’, they tend to become power cultures (under
centralized control) or task cultures (when departments are dismantled and faculties are
transformed into ad hoc research or instructional units). Mullins (1999: 804) argues that the
person culture is prevalent among doctors, consultants and university professors. In this case,
individuals have almost complete autonomy and influence is usually on the basis of personal
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power. As such, individual traditions, along with identities are a real social force in higher
education (Valimaa, 2008: 18).

The agents affecting newcomers to HEI cultures
The table below is not intended to be an exhaustive list as other cultural factors affecting
acculturation could include leadership, power structure, organisational structure and so on
(Nahavandi & and Malekzadeh,1993), but serves to illustrate the common ground shared by
the agents and their effect in the socialization process for a child (newcomer) and that
experienced by a school leaver acting as a newcomer to organisational culture in general. In
fact looking at this from the point of view of society as a whole, the organisation becomes an
agent and by becoming part of a company culture, if those values, norms and beliefs are
maintained out of work, then surely this can be viewed also as a form of subculture. It could
even be said in the case of countries like Japan, the corporate culture is a key and central part
of the dominant culture in society.
Table 1 illustrates the common ground of between agents affecting socialization and
organisational acculturation. Although the table does seem to indicate that parallels can be
drawn between the processes in organizations and society, there are of course more factors at
play here. The table does provide a means for taking the opportunity applying further theory
from sociological, psychological and anthropological models to organisations as a means of
understanding organisational cultures and subcultures.
In higher education, the agents in the socialization process are similar to those listed in the
above table a few additions. Firstly, based on the work of Clark and Corcoran (1986), Kuh
and Whitt (1988) refer to tenured faculty (and returning students) as culture bearers who
‘provide newcomers with the information necessary to participate successfully in the life of
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the institution and to make meaning of new roles, tasks and experiences’. Secondly, the
concept of ‘anticipatory socialization’ is introduced to the socialization process of HEIs. For
Faculty this means that during doctoral studies there is positive orientation towards
discipline–based and institutional prescriptions, such as behavioural guidelines for the group
to which the doctoral student aspires (Freedman etal., 1979). Thus it could be entirely
plausible that a doctoral student already starts to develop the norms and values of a Faculty
subculture even before full employment in Faculty.
As a final note on the socialization process in higher education, Bess (1978) developed a
model for some typical steps in the socialization process: 1. identification of role models
2. observation of role model behaviour
3. imitation of role model behaviour
4. evaluation by others of the ‘imitation’
5. modification of behaviour in response to evaluation
6. incorporation of values and behaviours of the role-model into the newcomers selfimage
Further research would be needed to consider if this is the case for newcomers in higher
education institutions in general or if another model needs to be considered.

Negative views of subcultures and higher education
The existence of organisational subcultures may be seen as rather negative and somewhat
deviant as with the criminal subcultures, especially if the company is formed as a result of
shared dissatisfaction or conflict. However, the question arises: Is this always the case or, as
in society, or there distinct counter cultures and varying levels of deviance.
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As seen in this paper, from its origin in sociology and anthropology, the term “subculture” has
been associated with images of deviants, delinquents, gangs, and other nonconformists such
as British punks. Organizational ethnographers have found a variety of types of organizational
subcultures, not all of which are based on expressing opposing views (Jermier, Slocum, Fry,
& Gaines, 1991; Martin & Siehl, 1983; Sackmann, 1992). As mentioned earlier in this paper,
while some values and norms may change, there is still in adherence to the values and norms
of the dominant society. A subculture that does not ascribe to the more dominant culture’s
norms and values is considered a counterculture. Thus, countercultures are unacceptable to
members of the larger organization and only in certain circumstances could such counter
cultures emerge such as when there is strong union presence in the organisation which is in
conflict with the organisation. Perhaps severe strikes as in the coal miners strike in the UK in
the 80s could even be seen as a counterculture displaying its contrast in values with the
dominant culture.
This link between conflict and subcultures is not new. Van Maanen and Barley (1985)
characterized subcultures as “containing seeds of conflict” as conflict may emerge when
members of differing subcultures confront one another. Gregory (1983) noted that operated in
multicultural organizations; members of subcultures perceived things only from their cultural
perspective (ethnocentrism), also perpetuating conflict. In this case, the issue is not that the
subculture has formed due to conflict but rather, any subculture indicates a difference from
the norms and values of the dominant culture and as such two subcultures formed by work
groups that are faced with a situation of working together as a team could be seen as
potentially conflictive.
Martin (1992) puts forward that subcultures are not conducive to certain cultures, especially
strong organizational cultures. However, Boisnier and Chatman (2002) claim that strong
culture organizations can become agile without losing their basis of strength, by allowing
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certain types of subcultures to emerge as subcultures may provide the flexibility and
responsiveness that a unitary culture may limit. Boisnier and Chatman (2002) also claim that
subcultures may actually strengthen an organization’s dominant culture. This is achieved in a
number of ways:

1. Subcultures vary in the extent to which they disrupt the overarching culture.
2. Subcultures often emerge in response to changing demands and can serve as an
outlet for members to express conflict and dissent arising during turbulent times.
Thus, subcultures may provide a mechanism for changing less central values.
3. The fact that subcultures are potentially important with respect to affecting core
values may further substantiate how difficult it is to change an organization’s
culture (e.g., Trice & Beyer, 1984).
In higher education, multicultural student groups are seen as a means of giving a competitive
edge through increased creativity, perspective and innovation (Heidrich, 2010) and so there
seems no reason to assume that rather than conflict, subcultures may also present different
perspectives on problems and perhaps even increase creative solutions to a problem.
According to Martin and Siehl (1983) subcultures can act as containers of creativity in which
ideas can formulate relatively independently of the constraints or influences of the (strong)
culture.
According to Kuh and Whitt (1988: 51) subcultures may also form within subcultures and this
happens in higher education too: “schisms in disciplines sometimes begin when members
cluster themselves on the basis of different views toward the discipline”. Kuh and Whitt
(1988) also claim that in a college or university, the antagonism between these subgroups may
result in members conflicting and stop talking – in doing so they become two subcultures,
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which as Van Maalnen and Barley (1984:344) refer to as subcultures ‘delimited mainly by
their scorn for one another’.
As a final response to the negative view of subcultures in higher education, Boisnier and
Chatman (2002) point out that smaller groups are more likely to be given a degree of
autonomy that is less viable in large, centralized organizations. Smaller groups are associated
with being strategically weak and, therefore, not threatening (Galunic & Eisenhardt, 2001).
Types of organisational subcultures
The basis for membership of subcultures in society vary (age, ethnicity, interests etc), and the
question is whether the groupings that are found in society are the same in organisations.
Organizational subcultures may be based on membership in various groups such as (Jermier,
Slocum, Fry & Gains, 1991; Trice & Beyer, 1993):
o Departments
o workgroups, and teams;
o levels of hierarchies, such as management versus support staff;
o professional and occupational affiliations;
o physical location in the organization;
o socio-demographic categories such as sex, ethnicity, age, or nationality;
o informal groups like those formed by friendships
o performance-related variables such as organizational commitment and work
performance
Schein (1988) observed that values varied across organizations and claimed that members
held more closely to some values than others. The two main types are as follows: 1. Pivotal values are central to an organization’s functioning; members are required to
adopt and adhere to the behavioural norms derived from these values and are typically
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rejected from the organization if they do not (e.g., Chatman, 1991; O'Reilly &
Chatman, 1996).
2. Peripheral values are desirable but are not believed by members to be essential to an
organization's functioning. Members are encouraged to accept peripheral values, but
can reject them and still function fully as members.

With Schein’s work in mind, subcultures could be seen to exist that maintain the pivotal
vlaues but only some or a few of the peripheral values. In this way, the subcultures not only
cannot be viewed as a counterculture, but should not affect the organization’s function.
According to Boisnier and Chatman (2002), the “members' degree of conformity to peripheral
norms can vary considerably”. Thus it could be claimed that subcultures may vary in the
extent they are related to the dominant organisational culture.
Martin and Siehl (1983) developed a typology of organizational subcultures, including
enhancing, orthogonal, and counter cultures. Within the context of Shein’s pivotal and
peripheral values this subculture typology clarifies how subcultures can exist in an
organization without detracting from the strength of the overall culture: 1. Enhancing subcultures
o Members adhere to dominant organizational culture values enthusiastically
o Members agree with and care about both pivotal and peripheral values,
consistent with the larger organization’s core values.
o

intense commitment to particular peripheral values, that are consistent with
those of the overarching culture

2. Orthogonal subcultures
o Members embrace the dominant cultures’ values but also hold their own set of
distinct, but not conflicting, values.
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o Members embrace the pivotal organizational values but, simultaneously, hold
values that are peripheral to those of the overarching culture.
3. Counter cultures
o Members disagree with the core values of the dominant culture
o Members hold values that directly conflict with core organizational values.

This typology can also be seen in higher education. According to Martin and Siehl (1983: 53),
using an example of an orthogonal subculture was found in faculty using particle accelerators
to conduct research in high-energy physics as they ‘simultaneously accept the core values of
the (institution) and a separate, unconflicting set of values particular to themselves’. Counter
cultures are not prolific in many organisations as they often pose a direct threat to the values
of the organisation. However, in higher education some form of counter cultures may exist to
some extent at least in student cultures with radical groups such as the ‘students for
Democratic Society’ of the 1960s. Although countercultures may not exist greatly in
organisations themselves in higher education, that does not mean there is not opposition to the
dominant culture: according to Kuh and Whitt (1988: 50), “conforming or orthogonal
enclaves, such as the faculty senate, may challenge aspects of the dominant culture”.

Conclusions:
Subcultures in higher education exist in many forms and with a varied range of agents
applying pressures to newcomers to ascribe to a certain culture or subculture. According to
the literature, subcultures in higher education may not necessarily be a negative factor
although it can be seen to lead to conflict on occasion.
The implications of the complexity are even greater when considering the merging of two
higher educational institution. There is more potential for conflict and a closer relationship
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between the organisations. In fact, many mergers of Higher Educational Institutions have
collapsed early on in the merger process due to conflict, especially in the UK, e.g. UWIC and
Glamorgan University, University College London and Imperial College, Bradford University
and Bradford College, to name but a few. This may be due to the strong cultures and the fact
that although many have previously collaborated, increased daily interaction has increased the
potential for conflict. For HEIs considering significant change, such as in the case of a
merger, a cultural audit would be a wise precaution.
Understanding cultures in higher educations acts as a means for understanding not only the
distinctive culture of HEIs but also a means to understanding the organisational behaviour.
From this paper, it can be seen that due to a multitude of subcultures (and even subgroups
within them) basic routines can be affected and communication has to be specifically targeted
at the subcultures values and norms for it to be received well.
On a positive note, subcultures actually can exist without being in opposition to the dominant
culture and are seen as smaller and therefore weaker or perhaps less likely to have a
significant impact on the workings of the organisation. As such subcultures don’t pose a threat
to the operation of universities and colleges.
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Figure 1 The cultural web in HEIs: A paradigm of a University
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Table 1

Illustration of the common ground of agents affecting socialization and

organisational acculturation
Agents

in

the Effect on ‘newcomer’

Agents

affecting

socialization

organisational

process

acculturation

Family / Parents

Learns to imitate acceptable actions and Colleagues / Managers
behaviour
Adjusting to norms

Neighbourhood

School
Institutions

Differentiating between different individual Other departments.
members and groups

Formal

Understanding own self and place in society

groups

/ To impart discipline

and

informal

Company Policy: rules,

Follow standards of behaviour and norms

regulations, manuals
Group

pressure

to

conform (or not)
Mass media

Introduction of new norms values

Company

/ Reinforcement of norms and values

reputation, PR
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Bridging the gap of psychic distance - examples of local activity
in global thinking
J. Klisinski1
1

University of Bielsko-Biala, Bielsko-Biala, Poland

Introduction

People all over the world desire the same simple things that make life easier and
enable them to have more free time and purchasing power. The world is becoming a common
market where people formulate their aspirations aimed at having the same things no matter
where they live. They tend to identify themselves with the behaviour created by media
desiring the same lifestyle which is realised by other people, often more affluent, who benefit
from a greater range of consumer goods. Global market which is becoming increasingly
integrated creates new communication and transportation technologies. Global marketing and
geocentric orientation which accompanies it are profitable for transnational corporations
because they allow them to reduce costs and benefit from the scale.
The vulnerability of local communities to globalization depends on the connection
between their culture and the product created. Consumer products are usually more associated
with culture than industrial ones, for instance, eating habits stem from such religions as Islam,
Christianity, Hinduism, Buddhism, and Judaism. International corporations such as Mc
Donald's take into account consumption habits dependent, among others, on religion. if
marketers that lead the global expansion intend to achieve a marketing success, they need to
strive for a deeper understanding of cultural habits in certain countries and nations and for
understanding related to them psychic distance so that, by avoiding mistakes, not only avoid
defeat on the local markets but to be even more effective. Psychic distance can deepen lack of
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understanding of the meaning of colours, words in national languages, symbols, and even
non-verbal language. It is important to bear in mind that humour does not travel and pay
attention to the specifics of the local humour in advertising communication.
Psychic distance does not have to be considered synonymous with the term cultural
distance because it has a more subjective nature.

Material and method

The study of psychic distance understood as a group of factors that hinder the
communication with the markets and, as a result, keeping all marketing activities on them, is a
complex phenomenon.
The authors of the concept of psychic distance which was based on the studies carried
out in the 70’s of the 20th century, are the Swedish researchers J. Johanson and J.E. Vahlne
from the University of Upsala.¹
It is assumed that the smaller the psychic distance, the more positive attitude towards
the specific foreign environment regardless of the market location at a further or closer
distance. The greater the psychic distance, the

analysis of marketing activities is more

complex.

Different methods of psychic distance analysis for various foreign markets reflect the
complex nature of the international environment, the size of its elements, and diversity of
relations among countries. In this study authors applied the method of analysis of literature
sources.
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Results

The concept conceived in the late twentieth century defined as the "global village”1
aims, in its assumption, at the mutual culture permeability with a view to the effect of
assimilation and uniformity. Its presentation, reinforced by examples of possible benefits,
leaves, however, a margin for keeping lifestyles, professed values, and distinct ways of
thinking of the local communities. Globalization in its core, however, leads in its intention to
specific cultural unification, with a view that the nations will accept mutual thinking about the
future of the whole humanity. In this context the strategies developed for the market of goods
and services assume a target similarity of customer needs, thereby the increase of importance
of global clients. The unification process of the world through common cultural values,
politics, religion or diplomacy, will be anticipated by the globalization of the economic
market, and as a consequence, the global marketing which - as George writes Altkorn2 – will
create in the future a kind of world shopping center.(1999,p.173) At present we are witnessing
a process that unifies the market, production systems and international trade but at the same
time it contributes to the polarization of the population living in different countries and
regions of the world.
Formulating market strategy is based on setting the geographical scope of marketing
activity and on the choice of forms of spatial expansion. The consequence of such distinction
is a division into country and supranational strategies together with their geographical options.
The concept has been shown graphically in the diagram. Country market strategies can be
realized by starting from the local scale through regional, supra-regional to nationwide
1

global village is a metaphor introduced by Marshall McLuhan depicting the vision of the modern world
encompassed by a web of means of communication (and transport) that enables an immediate transfer of
information on a global scale. In this way the world is reduced to the scale of a “global village”.
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strategy. Supranational strategies can be realized through export to particular countries and
accompanying marketing activity on international regional markets and on the global market.
The strategies of entering foreign markets can be realized in different forms including direct
or indirect export, joint ventures, direct investments, such as: an independent enterprise or a
branch of an enterprise located in a different country.
The effective functioning on foreign markets requires a number of steps. It is
necessary to make an analysis of the international environment of the enterprise including the
identification of business opportunities and risks and supporting decision making in the areas
of:
• the internationalization process of the enterprise,
• the choice of form/strategy for entering foreign markets,
• the choice of strategy and marketing programmes used on these markets.
The analysis that needs to be carried out should include the assessment of:
1.Political, legal and administrative environment on a given international market,
(among others):
State structure; government institutions; political parties (including their attitude
towards foreign capital); state contribution (public sector) to the economy; legislation
concerning antitrust, consumers, copyright, natural environment, legal regulations concerning
business, trade policy (existence of tariff and ultra-tariff barriers); foreign exchange
regulations; bureaucratic procedures accompanying all official operations, corruption of
public officials and bribery in business environment, lobbying of the local economic and
political environments, presence and importance of the agencies of international organizations
(e.g. UN agencies, consumer, and anti-global organizations) in a given country; rules resulting
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from the membership of a given country in the integration group (e.g. EU, ASEAN,
NAFTA).
2. Economic and market environment, among others:
GDP level and the dynamism of its changes; GDP per capita; the structure of economy
(participation of sectors: agriculture, industry, services in creating GDP, participation of
employment in different sectors), unemployment rate, labour costs and their changes (low and
slow-growing labour costs are often the reason for the relocation of production abroad); the
rate of investment in a given country and the rate of inflation (a country with a high rate of
inflation is a high risk investment; it is an indicator of economic instability); the cost of
energy, raw materials, transportation, telecommunication services; exchange rates and their
stability and the principles of international settlements (e.g. determining the level of the so
called exchange rate risk); situation in the country's balance of payments (observation of its
situation - in case of a significant deficit – enables to foresee intervention of the authorities
which can change the terms of activity of the exporters on the market, for example, by
supporting local producers); the overall level of external state debt; the banking system; the
structure of the market (the number of suppliers and their competitive position, the nature of
competition, the type and strength of entry barriers), the existence of clearly isolated market
segments (buyers groups).
3.

Demographic

environment,

(among

others):

Population figure (population size) and the rate of its growth (birthrate); age structure of
the population; population density; geographical distribution of population; the employment
rate of women and men; the level and structure of education; illiteracy level; family size and
composition, the index of ethnic structure of countries diversified in this respect.
4. Natural environment, (among others):
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• climatic conditions (temperature level, seasonal and diurnal variations in temperature,
humidity, type and amount of rainfall) - demand for certain products, such as clothes,
footwear, furnishings (e.g. air-conditioning), means of transport, sports goods for
outdoor disciplines, tires, etc. are dependent on them;
• the topography of the site (surface shape, physical accessibility, rivers and reservoirs,
access to the sea, special natural conditions – e.g. insular location) - the country with
the access to the sea can be a good potential location for a regional distribution centre
(under the condition of having a developed port infrastructure), creation of channels
of distribution and the execution of logistics operations are generally much more
difficult in mountainous countries (they are usually also less populated and have a
poorly developed infrastructure, e.g. road);
• local natural resources - sources of mineral, agricultural resources, etc., renewable
energy sources (e.g. solar and wind energy) and their availability (costs) - an element
of the environment important for companies engaging their resources in the
production on foreign markets (e.g. in food processing) or services (e.g. construction);
• anthropological features (biological) of the inhabitants of a given country or region –
such features as height, body built, characteristics of skin and hair, etc., depend on
them. Due to the anthropological characteristics of potential buyers we should adjust,
e.g. the physical size of products (bikes, shoes), chemical composition of products
(cosmetics for skin and hair care) offered on some foreign markets;
• state of natural environment - ecological awareness of people on individual markets
may be a strong entry barrier for companies from various sectors (its institutional
manifestations: regulations protecting natural environment, strong influence of
political groups: the Greens, etc., belong to political, legal, and administrative
environment). (Radomska, E. http: / / www.wsz-pou.edu.pl).
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5. Socio-cultural environment, (among others):
Language; religion; patriotic traditions; typical characteristics and family structure; role
of certain social groups (e.g. women, children, the elderly); national symbols; attitudes to
work; ways of spending free time; dietary habits; standards of interpersonal contacts; social
values; mentality; habits; meaning of gestures (so called body language); symbolism of
colours, numbers, and shapes; myths, so called cultural taboos (unwritten but commonly
respected rules).
Cultural differences determine human behaviour, including behaviour in terms of
verbal and non-verbal communication. In the era of globalization an important role plays the
ability to identify customer’s culture, identification of cultural shock symptoms and conscious
shaping of one’s own communication behaviour, so that it would not provoke negative
reactions.
The development of science and technology and the globalization process cause a
"shrinkage" of the modern world. Every day we can meet representatives of different races
and nationalities on the streets. Communication (contact) with representatives of the "melting
pot of nations" ("global village") is also an important and responsible task for the modern
marketer because in spite of globalization and associated with it trend towards uniformity and
convergence of the inhabitants of the world, our behaviour, actions, and choices are
determined by history, language, tradition and culture in which we have been raised.
Cultural differences - revealed both in the reported needs for information, as well as in
the form of messages - can be analyzed in various ways:
geographical (continents, Western - Central

– Eastern Europe),

religious

(Protestantism - Catholicism - Orthodox Christianity - Islam), traditional (family model -
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patriarchy and matriarchy, the role of woman in society), economic (income level),
educational (educational level).
WHAT IS CULTURE?

The term culture (Latin cultura), known since antiquity, has changed its scope and
popularity with the passing of time. In the eighteenth century it was referred to the perfection
of the mind and morals. In the nineteenth century - its meaning has already been considered as
the whole of spiritual and material achievements of society. This term is commonly
understood as a certain range of spheres of human activities such as art, theatre, music,
literature, or it is referred to the sphere of morals (Wielka Encyklopedia PWN, 2003, v. 15,
pp.181-183).
According to some scholars, culture is everything that is learned and produced in the
human world - in contrast to what is biologically inherited and found, not yet changed by man
into natural environment (Wielka Encyklopedia PWN, 2003, v. 15, p. 181). However, a long
time ago it has been recognised that culture is not homogenous, quite the contrary - there is a
great number of diverse cultures in the world, both in terms of tools used and in the diversity
of customs, symbols, beliefs, organisation of social life.
The concept of culture has been modified and restricted for a long time depending on
which aspect or part of the culture, in the broadest sense, is taken into account or what is
considered to be the most important in it. This narrowness was impacted by the discovery that
no culture is a perfectly integrated whole, that it does not necessarily develop in a harmonious
way, and that not all the elements equally influence the diversity of cultures in different
societies. Additionally, it has become obvious that in a given society there are in fact different
cultures, conditioned by the diversity of backgrounds, activities, ethnic composition, legal
situation, wealth, and other factors influencing social differentiation. Nowadays culture is
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rather not defined n the material sense but as a stock of skills or patterns of thinking, feeling,
and conduct characteristic of a substantial part of the community members. According to
many researchers, culture, in its strictest sense, does not include all such patterns but only
some category of them - those which relate to the satisfying of the so called higher needs. It
concerns the so called symbolic culture, in contrast to what is sometimes referred to as the
culture of life and social culture. While pondering on culture we often face the problem of
national cultures. It is caused by the fact that nations, in the recent history, have played an
important role and because they are such groups whose identity largely depends on the
possession of a symbolic culture (Wielka Encyklopedia PWN, 2003, v. 15, pp. 181-182). A
lot has also been said about the opposite process – the weakening of cultural differences
among

communities

which

results

from

the

increasing

globalization.

If we accept G. Hofstede’ s opinion that culture is a kind of programming of the mind,
that is, patterns of (thinking, feeling, conduct) which are acquired by man over a lifetime, no
doubt we will perceive different levels of culture. Most general pattern that can be regarded as
common to the entire population - the effect of the civilizational progress, and detailed levels
that are "programmed" by living in certain communities - history, region, language, etc. The
strongest influence on the "programming" has the social environment in which man grows up
and develops, builds his/her hierarchy of values and learns the behaviour. However, this is a
pattern that can be overcome by learning - in a vital situation - the "new".
Insofar as in the colloquial sense culture is immediately associated with the so called
high culture, that is, with the creation and use of scientific discoveries, works of art or
literature, the term – e.g. in social anthropology - is so broad that it also includes everyday
mode of behaviour including, above all, communication with the social environment
(Hofstede, 2000, pp.38-40).
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According to G. Hofstede in the communication process we can distinguish following
elements:
- symbols (words, gestures, pictures, objects, characters), both those unique in a given culture
which are often comprehensible only to its members, as well as those common to a larger
population and even (in the present times) to humanity,
- rituals - actions regarded as necessary in the community, e.g. ways of greeting, modes of
formal and informal behaviour, state and religious ceremonies,
- values - though invisible, they determine the choice - present in the ways of behaviour in
given situations (Ibid, 2000, pp. 43-44).
It is worth mentioning that communication as one of the oldest social processes
constitutes the foundation of a given society – and of humanity. Without it you cannot
imagine not only the functioning, development, duration, transfer of cultural achievements
from one generation to another, but also the exchange of cultural heritage among different
societies.

CULTURAL DIFFERENCES BY GEERT HOFSTEDE AND OTHERS

While entering into next phases of life, we enter into other groups and social
categories, which causes an acquisition of other specific cultures. G. Hofstede means here the
layers of mind programming which correspond to different levels of culture, e.g. national,
regional, ethnic, religious, linguistic, gender groups, generational, social class (type and level
of education, occupation, job performed), organizational (position, performed roles, tasks)
(Ibid, 2000, p. 46).
National cultures can be analysed according to four criteria specified by him:
1) attitude towards authority,
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2) the concept of an individual, particularly the relationship between the individual and
society,
3) the concept of masculinity and femininity,
4) ways of resolving conflicts including the control of aggression and expression of feelings.
Those four basic problems can be presented as the dimensions (features) of culture.
Dimension is a certain aspect of culture that can be measured and enables to determine the
position of a given culture towards other cultures. The scope of the basic problems
corresponds to the features specified above:
a) power distance (from low to high)
b) collectivism and individualism,
c) femininity and masculinity,
d) uncertainty avoidance (from low to high).
"Power distance" reveals the attitude of community members to the phenomenon of
inequality between people. High distance manifests itself in the sense of dependency of "the
younger" from "the older", uncertainty in contacts with superiors, in the lack of freedom, in
the inability to reveal feelings. In communities with low power distance we can observe a
mutual partner treatment of the dialogue participants regardless of their positions or roles,
greater confidence and independence.
Countries in which Romance languages are used (Spanish, Portuguese, French, and
Italian) are characterised by an average or high power distance, while countries where
Germanic languages are used (German, English, Dutch, Danish, Norwegian, and Swedish),
show a low rate. As a result, it seems that there is, between language areas and the
programming of the mind, a relationship impacting power distance. Countries with a Chinese
lineage (Confucian) also seem to form a coherent group characterised by average or high
power distance (Ibid, 2000, pp. 86-87).
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In "individualism - collectivism" dimension a greater part of humanity lives in societies
where the welfare of a group is given priority to the well-being of an individual (Ibid, 2000, p.
96). In this dimension of culture characteristic are multigenerational families, the requirement
of loyalty to the group to which one belongs, and collectivization of thinking. It is mainly
implemented by poor countries. By way of contrast individualistic societies - mostly rich
countries - live in smaller groups (nuclear family) and their members perceive themselves
primarily through the prism of the "I" and not "we."
Intensive and continuous contacts with others (in collectivist societies) create the need for
keeping harmony in the surrounding social environment. This need applies not only to the
family environment but also to other spheres of life and is considered the basic social virtue.
In extreme collectivist societies direct confrontation is considered as a sign of bad manners
and their members try to avoid conflict situations by all means. The word "no" is rarely used
since it is considered as a manifestation of confrontation. Refusal is rather expressed in the
form of polite expressions such as: "it is possible that you're right" or "we’ll think about it"
(objectively it should be considered as a sign of assertiveness). As a result, the word "yes"
does not necessarily always mean agreement but only the desire to maintain contact.
By way of contrast, in individualistic societies expressing opinion freely is considered
the primary quality. Also, one should not fear confrontation since in individualist cultures any
meetings trigger the need for communicating verbally.
Silence seems to be something abnormal and depressing and even an incredibly banal
conversation is always better than silence. In collectivist cultures, the very fact of presence is
so emotionally satisfying that no one feels obliged to sustain conversation, unless it involves
the need to provide some information (Ibid, 2000, pp. 106-109).
In collectivism a characteristic feature is high context communication – in which most of
the information comes from the environment or the person and therefore it requires almost no
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verbal form, and also conflict avoidance in order to preserve harmony. In individualism - low
context communication – in which all issues have to be explained literally and in detail - and
also expressing the opinions openly, even if they are in oppositions to the views of
interlocutors. Terminology presented here was proposed by Edward T. Hall 1 (Ibid,
2000,p.109).
The dimension "masculinity - femininity" divides societies into those in which social
gender roles are clearly defined, that is – assertiveness, hardness, and focus on material
success are expected from men, while from women - modesty, sensitivity, and caring about
the quality of life. There is also a division into those in which social roles of both sexes
permeate themselves - that is, modesty, sensitivity and concern for the quality of life are
expected both from men and women (Ibid, 2000, p. 140). Femininity is also the caring for
human relationships and concern that the conflicts are resolved by negotiation but masculinity
is manifested in assertiveness, ambition, transfer of responsibility for maintaining
relationships with others on women, and conflict resolution by force.
It seems that women cultures are slightly more common in colder climates which might
suggest that equal partnership between a woman and a man increases the chances for survival
and development in those climatic zones.
The concentration of women cultures in north-western Europe (Denmark, Finland, the
Netherlands, Norway, and Sweden) draws also attention to some historical experiences
common to all the mentioned countries. Namely, the elites of these countries consisted mainly
of merchants and sailors. Both in trade and in sailing it is important to maintain good personal
relationships and to take care of ships and cargo (Ibid, 2000, p. 168). In the absence of their
husbands, women have taken over all functions on the land. In addition, we could consider the
impact of Protestantism on the development of national culture.
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The last dimension - "uncertainty avoidance" - is defined as the degree of threat felt by
members of the culture in the face of new, unknown or uncertain situations. This sentiment is
expressed, i. a., by stress and the need for predictability which can be fulfilled by all kinds of
laws, regulations, and customs. High level of uncertainty avoidance is typical for countries in
Latin America, Mediterranean countries, Japan, South Korea, the average - for the Germanspeaking countries, and low - for other Asian countries, African, Anglo-Saxon, Nordic and the
Netherlands (Ibid, 2000, pp. 180-181).
Cultures with a higher level of anxiety are, at the same time, more expressive. In
those countries strong gesticulation, raising voice during conversation, expressing emotions
openly or banging fist on the table are generally accepted. The Japanese are an exception, who
like other residents of Asian countries, are characterised – according to the standards of
Western culture – by great restraint. Countries with low uncertainty avoidance seem "quiet".
However, it has been shown that in these countries more people die from heart and circulatory
system diseases.
In countries with high levels of uncertainty avoidance, people seem to be always
busy, impatient, impulsive, aggressive, and very active. It stands in opposition to the behavior
in countries with low uncertainty avoidance, in which the majority of people seems to be
quiet, trouble-free, calm, indifferent and lazy. We should bear in mind that the impression
which we get from the observation of culture largely depends on the level of emotionality to
which we are accustomed in our own culture (Ibid, 2000, pp. 183-184).
While characterising national cultures from the point of view of international
economic relations, Richard R. Gesteland distinguished (Gesteland, 2000):
- pro-deal cultures (task-oriented) and pro-partner (people-oriented),
-ceremonial cultures (respecting customs, traditions, rituals) and unceremonial,
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- monochronic cultures (perceiving time and punctuality as a value) and polichronic (treating
time freely),
- expressive and restrained cultures.

DETERMINANTS OF BEHAVIOUR

National cultures, as stressed by G. Hofstede, apart from the similarities in particular
dimensions, are differentiated by: historical experience, linguistic community, economic
system, traditions, and religions professed by the inhabitants. Additionally, we can also
indicate: differences between country regions, differences in the educational level of
population, occupation, social groups, family model.
Grouping countries by religion is quite a problematic task because all great religions
of the world are very heterogeneous internally. Changes in the sphere of religion do not
significantly affect changes in cultural values. All four dimensions of culture: power distance,
individualism, masculinity and uncertainty avoidance are not only resistant to the volatility of
religious divisions but they have a significant impact on which religion will be adopted in a
given society and how it will develop (Hofstede, 2000, p. 204).
Every man has inside a "puzzle" of cultural influences additionally ordered by
individual character, personality, sensitivity – which determine the level of openness to these
impacts and to "mind programming".

THE IMPACT OF CULTURAL DETERMINANTS ON VERBAL AND NONVERBAL
COMMUNICATION
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In our "global village" not all people and not everywhere feel like home. This feeling
significantly influences the process of communication. Although communication is such a
human activity of which everyone is aware, not everyone is able to deal with it and not to the
same extent. What is more, not all of them realise that communication is not limited to words.
Clear messages are also transmitted through silence, facial expression, gestures, body
movements, the tone of voice, organization of space, dress, attitude towards time, etc. that is using non-verbal communication. Scientists prove that verbal communication constitutes only
35% and the remaining 65% is nonverbal communication.
In the majority of intercultural communication there is a problem in communicating
using a language different than the mother tongue. It seems that it is particularly common
among the citizens from Central and Eastern Europe. They feel a strong psychological
inhibition to communicate in the foreign language, both in commonly used English, as well as
in the language of a given country because they fear of making a mistake. It does not mean
that they are less linguistically skilled than the inhabitants of Western Europe, however, they
are often afraid, shy, embarrassed, and luck confidence although they shouldn’t. An
Englishman - for instance – after learning five hundred Polish words thinks that he knows the
language very well. A Polish person knowing two thousand English words, due to the
negative attitude to their own capabilities, claims that their command of English is still poor
no matter whether being a host in their own country or a guest abroad.
Communication, that is intercommunication, is difficult enough and sometimes
impossible even among members who belong to the same ethnic community, speak the same
language, have been raised in the same culture. As a result, it is more complicated when it
comes to cultural interactions, since cultural differences are revealed even in the way of
thinking. Most of the foreigners - particularly in the initial contact with new surroundings forget or do not realise that they should not assess the new reality with their own measure.
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As already mentioned, culture can be manifested in different ways. In the outer layer of
culture we can find s y m b o l s, for instance: gestures, codes, clothing, vocabulary, and
terminology. Cultural differences are present in everyday activities, such as (Marx, 2000, pp.
75-76):
- exchanging greetings - in many Asian societies the first question asked during greeting is:
How's your family? which sounds strange for an inhabitant from northern Europe;
- the art of conversation;
- conventions and dressing style - the English believe that even on a video show on doing
business at the crossroads of different cultures, it is obligatory to wear a suit because they do
not imagine wearing sweater at work. Whereas for the German and Polish people sweater is a
standard dress for work;
- behaviour at the table;
- time and types of meals - in France prevails a custom of eating business lunches. The
French spend hours talking about business during the meal every day, however, business is
discussed in the course of lunch but only for a short time and never before dessert;
- working hours and shopping time;
- entertainment;
- school;
- health and health prevention;
- religious practices.

The next layer constitute r i t u a l s, that is, ceremonies which take place on special
occasions, for instance, Corpus Christi processions in Poland, the ceremony of drinking tea in
Japan or the carnival in Rio de Janeiro. Rituals help the newcomer understand the importance
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attributed to that event by the community or a certain group of people who cultivate the ritual
(cf. Marx, 2000).
In order to understand the meaning of symbols, rituals, and characters, one has to get to know
and understand the values laid down at their bases. Contrary to symbols and rituals which are
evident and distinct, values are hidden, unclear, difficult to recognise, and it takes time and
effort to understand them. However, they are the basis of all cultural differences, since they
define the way we feel, think, and behave, they reflect our cultural background (Marx, 2000,
pp.76-77).
If a foreigner in the new environment feels:
a) the uncertainty of what to do,
b) anxiety,
c) frustration,
d) exuberance,
e) the sense of isolation,
f) depression.
In the context of reflections on the determinants in shaping the orientation and
different performance of enterprises on foreign markets, it is necessary to consider the notion
of "psychological distance" of a manager as a significant factor determining the effectiveness
of marketing behaviour. It is viewed through the prism of psychological attitudes, subjective
impressions, and feelings in relation to foreign countries, which ultimately has impact on the
"opening" of the company or on limiting its sphere of market relations.

PSYCHOLOGICAL

DISTANCE

OF

MANAGERS

COUNTRIES
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TOWORDS

FOREIGN

The concept of "psychological distance" mainly derives from the context of
psychological studies of human behaviour. It is commonly associated with such concepts as
"alienation" or "lack of trust." Distance expresses the degree of nearness between the manager
organising marketing action abroad to the place and specific conditions in which it will be
conducted.
According to the view of S. Mueller "psychic distance" found in the foreign activity of
managers is determined by four sources:
- individual assessment of the "proximity" or "foreignness" of the country (foreign market) in
the light of their own impressions and experiences;
- assessment of the positive and negative aspects of the country and its economy in the
environment of managers (family, professional and social environment, etc.);
- image of the country and its economy presented in the media, especially in newspapers and
on TV (in their own country);
- reception of promotional and informational activity at international level led by the country,
including foreign media. (S. Mueller, 1999).
According to the view of E. Radomska real "psychic distance" of a manager to the specified
foreign market is the result of these four components, though the impact of every element is
not usually the same (Figure 3).
Following the author's view in analising the characteristics of individual psychic
distance of a manager to the rest of the world, that is a specific person to a particular foreign
market, it should be noted that the distance depends on personal traits such as age and sex,
education - the type and specialization, knowledge of foreign languages (the language of the
country, in particular), the degree of knowing "realities" of the country, individual
professional stay in the country (duration), an individual or family visit in the country,
possession of family ties with the country (relatives), social ties with the country (colleagues,
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friends, etc.), the scope of penetrated area of transmission, information (newspapers, radio,
TV, meetings, fairs, exhibitions, etc.), and such subjective qualities of the decision-makers as:
tendency to travel, willingness to change and discover "new" (or the opposite - a commitment
to tradition), susceptibility to opinions and "external" evaluation, reliance on information from
the media, socio-political views, decision-making "courage". According to the author's view,
the invoked characteristics show that the operationalization and the appropriate measurement
of the scale of this size is a relatively difficult problem. In the practice of survey research it is
common to apply appropriate patterns of scale of one’s own assessments of psychological
distance for respective pairs of countries. Then, after making a generalization of responses
from a larger group of managers, a final summary evaluation of "alienation" or psychological
"closeness" of the country for the analysed group of managers is performed. It is worth to
indicate the scale of psychic distance used in social geography in the form of so-called wheel
of subjective distances, that is, the geometric "similarity map” (approximation). Owing to the
direct meaning of points on the appropriate circle of the wheel we can measure and
quantitatively specify psychic distances from respective countries (markets) to the main
country (point situated in the centre of the circle). In case the points are next to each other (on
adjacent circles) we can assume that there are low psychological barriers in the availability of
managers from one country to the market of the country under consideration.

Conclusion

The analysis of the cultural environment of companies operating on international
markets and the factors that determine cultural differences was to demonstrate their impact on
the desired behaviour of managers and marketers. The phenomenon of ignoring the cultural
environment of companies on international markets and the accompanying cultural and
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psychological distance can be called marketing myopia in relation to the cultures. Bridging
the gap of psychic distance in the area of globalization is a long process. In the current
activity on the international markets managers and marketers have to employ the knowledge
and skills in order to adapt global strategies in regional and local specification.
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Figure 1.
The scope of marketing strategies

Source: Compiled by K. Wach based on A. Sznajder, Strategie marketingowe na rynku
międzynarodowym. PWE, Warszawa, 1992, p.15.
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Figure 2. „Psychic distance” as an expression of a subjective attitude (acceptance-negation)
of a manager to three elements of “abroad”.

Source: Complied by Radomska E.
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Figure 3. „Psychic distance” of an enterpreneur - manager to abroad (another country) as a
complex informational process.

Source: Compiled by Radomska E.
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Abstract: The paper focuses on the analysis of the long-term development of population in
the Czech Republic at the level of municipalities. The district of Benešov was chosen as an
example district for the analysis. The objective of the analysis is on one hand the verification
of the general regularities of development in the population distribution at the level of
municipalities and on the other hand, the identification of the main local differences in the
dynamics of population development and its concentration. The connections between the
population concentration and the local economic development have been also taken into
consideration.
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Introduction:
Changes of the spatial distribution of population and its concentration in municipalities of
various size orders belong to the traditional topics in a wide range of disciplines – from
geography through demography, sociology, history to economy. This area has been elaborated
in the long term which is given by its importance. The development of the population size and
its spatial distribution is closely connected with the process of industrialization stimulating
urbanization and suburbanization. The concentration orientation of the spatial distribution
development of population is typical for the industrial stage. According to Hampl and Müller
(2010), it is has been already finished in developed countries.
Urbanization, as the process of transition from the less productive rural economy to
the more productive urbanized one, is often connected with certain processes which are
differentiated for developed and developing countries (Rogers, 1999; Sato, 2005). In
developing countries, the process of urbanization is studied in the context of the growth of
large cities, poverty problems, inadequate health care, ecological devastation, drinking water
supply etc. Although the urbanization is the driving force of modernization, the economic
growth, and development, there are increasing concerns about the effects of expanding cities,
principally on human health, livelihoods and the environment (Tucker, 2005). Urbanization is
increasing in both developed and developing countries. However, rapid urbanization,
particularly the growth of large cities, and the associated problems of unemployment, poverty,
inadequate health, poor sanitation, urban slums, and environmental degradation pose a
formidable challenge in many developing countries.
Basically, the process of urbanization is closely examined with a link to demographic
phenomena and processes (Bloom, 2001; Kulu, 2009). In developed countries, the process of
urbanization is characterized, besides other, by the decrease of fertility and the population
growth. Population was comprising a representative characteristic of the size and importance
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of towns and regions in the last two centuries. Also the changes in its spatial distribution was
reflecting an essence of the complex of social and economic changes from the viewpoint of
their spatial differentiation (Hampl, 1996). The concentration of the people in towns and
attractive areas was a necessary condition for deepening territorial division of labour,
specialization, social and economic cooperation. The social development has an integral
characteristic coming through in all the basic parts of the social system. In the long
perspective, population concentration processes represent a representative indicator of
complex social changes representing the modernization process. In the literature, there is
relatively often mentioned a harmony in the course of industrialization, modernization and
demographic transition (see for example Pavlík et al., 1986; Hampl, Pavlík, 1977).
Hampl (1996, 1998, 2001, 2002, 2007) has been engaged for along time in general
questions of the population development and population concentration connected with the
regional development. He focuses and explains issues of different development orientations
connected with applications of another broadening dimension – the scale dimension.
According to this author, the order – scale principle also reflects the development
differentiation. While in the natural world, there is a gradual reduction of relatively judged
discrepancies in the distribution of representative phenomena (precipitation, biomass etc.), in
the sociogeographic system – primarily with the accession of the modernization tendencies –
the formation of hierarchical organizations develops from microregional levels to higher
levels (Hampl, 2010). In higher levels of the sociogeographic domain, a complex hierarchy of
hierarchies is formed. Decreasing the scale order, the developmental processes focus on
development, deepening, respectively raising of the hierarchical structure. These processes
are, as it can be proved in the case of urbanization and concentration, in fact irreversible.
Assessing the regional and local differentiation of the time flow of population
concentration, the process of diffusion seems to be a suitable tool for this evaluation
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(Hägerstrand, 1967, etc.) – not only in the sense of spatial spreading of non-geographical
changes but also in the sense of spatial spreading of the geographical organization itself – the
hierarchy of centres development, inner polarization deepening (Hampl a Müller, 2010). Two
basic forms of diffusion are usually combined in the urbanization development: spatial
diffusion (it can be also named horizontal diffusion) and hierarchical diffusion (also vertical).
Sociological consideration (Cochran, 1977) are linked to the preindustrial society, early
industrialization society, advanced industrialization and urbanization society and, finally to the postindustrialization society – according to the relationship between the population growth, natality, and
mortality rates.

There is also apparent the transition from the monocentric urbanization to the
polycentric one. The validity of this fact corresponds to the level of investigation which
means: whether the process of urbanization is examined on the economic, regional or local
level. This transition is attended by many changes exhibiting for example in a transport flows
degree, especially in the case of commute migration (Ristimäki, 2008).
Multilateral nature of the social development and mutual condition of the partial
processes were stated in general social development conceptions presented notably by the
theory of stages. Three stages can be distinguished: preindustrial – industrial- postindustrial
society and they can be characterized by the nature of developmental changes: very limited
dynamics – extensive type dynamics – intensive type dynamics. Retrospective assessment of
the long-term urbanization development in the Czech Republic goes, according to Hampl
(1996), along with the period of the extensive type development.

Material and Methods :
The evaluation of the dynamics of the population development and its spatial distribution at
the level of municipalities is limited by available data sources. Time series of the population
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size from censuses in the period 1869 – 2001 in our case was used. The district of Benešov
was chosen as the study model. The reasons for this choice are: it is an area on the border of
the Region of South Bohemia and Central Bohemia, not far away from Prague, with a
relatively developed infrastructure in most of the observed period making the region very well
accessible, with a relatively stable population, not affected by a dramatic population change.
The population dynamics has been observed in four different periods (regarding the
conditions):
• 1869–1910 – prevailing agricultural orientation of the region, the beginning of
industrialization and connected population concentration into larger municipalities.
The most dynamic changes of the population concentration in Bohemia and Moravia
realized before the First World War (1890–1910). In the case of Bohemia, the
concentration process started approximately around 1850.
• 1921–1930 – between wars period – continuing industrialization connected with a
deepening specialization some of municipalities
• 1950–1980 – socialist period connected with artificial, sometimes unnatural
interventions in the settlement structure and also in the population dynamics and other
parts of human life
• 1991–2001 – period of the transformation and the transition to the market economy,
return to natural population development, period of suburbanization.

From the total amount of 115 municipalities in the district of Benešov, 74
municipalities consisting administratively of more parts were chosen for the analysis. A
simple rate of population concentration (%) in the core area of the municipality was then
calculated in this sample.
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A modern non-hierarchical cluster analysis was used for the identification of similar
groups of municipalities – the algorithms PAM (Partition around medoid) by Kaufman and
Rousseeuw (1990). This method was chosen for its ability to obtain representative objects of
particular clusters – groups which come from the analyzed data set. The other indisputable
advantage of the method is its robustness.
We can say that the algorithms PAM identifies k representative objects m t ,
t = 1, 2, ..., k

denoted as medoids. For these k representative objects: m t ∈ X .

Medoids are defined so that the total distance of all the objects to their nearest medoid
is minimal. In other words, the goal of the algorithms lies in the finding of a subset
{m 1 , m 2 , ..., m k } ⊂ {x 1 , x 2 , ..., x n }

which minimizes the criterion

n

∑ min D(x ; m ) ,
i =1

t

i

t

t = 1, 2, ..., k ,

(1)

where D(., .) is suitably chosen coefficient of dissimilarity. Symbol x i represents i-th object of
the data matrix X . Each object is then assigned to a cluster which corresponds with the
nearest medoid, tj. object x i is assigned to cluster v i if the medoid m vi is near to object x i
then any medoid m w .
The simple Euclidean metrics was used as the distance measure. The method of the
silhouette length described by Kaufman and Rouseew (1990) was used for the finding of the
optimal count of clusters. Numerical solution has been obtained by the programming
environment R 2.10.1.
The average rates of growth were calculated in order to supplement the analysis in
four chosen periods. They were calculated as geometric means of particular coefficients of
growth:
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I = n −1

y
y 2 y3
⋅
⋅⋅⋅⋅ n
y1 y 2
y n −1

(2)

The classification of municipalities in all the examined periods and also cluster
membership changes between periods have been visualized as the thematic maps in order to
find regularities or irregularities in the population development of the analysed region.

Results:
According to the rate of growth/fall or to the change in the rate of population concentration
the municipalities in the district of Benešov, all examined periods were separated into two
clusters which can be characterized as follows:
• Cluster 1 – municipalities with high rate of population concentration in its core (the
values of the concentration coefficient are in the range between 0.7 – 0.9) – most of
these municipalities are very well accessible both via railroad and via roads which
enabled the development of secondary and later also tertiary activities. These
municipalities constitute almost continuous belt with NW – SE direction copying main
transport lines. The membership most of the municipalities in this group is relatively
stable; it did not change in the whole studied period. The exception creates a group of
municipalities in the SW part of the district (Miličín, Votice, Smilkov, and some
others) which changed their membership into clusters in particular periods.
• Cluster 2 – municipalities with lower rate of concentration in their core part (the
values of the concentration coefficient are in the range of 0.3 – 0.6). This group has a
substantially high variability in rates of growth in particular periods – some of the
municipalities registered a significant decrease in some of the periods and a significant
increase in other periods. The municipalities in the group differ from various
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development trajectories of population growth or drop as well as its intensity in
particular periods.
The membership of the municipalities in the two clusters with high or lower level of
concentration mentioned above is stable in time and relatively invariable which can be seen in
Figures 1 and 2 displaying the situation in both the boundary periods.
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Figure 1: clusters of municipalities according to their rates of concentration to core
part 1869-1910

Figure 2: clusters of municipalities according to their rates of concentration to core
part 1991–2001
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Discussion:
The development and the spatial distribution of the rates of concentration growth in core areas
of municipalities in the examined periods deserve a special attention. While the highest rates
of growth in the period 1869–1910 were noticed mostly in largest municipalities on the main
railroad lines (Figure 3), there is an obvious shift of dynamics also to some of marginal parts
of the district in the period 1921–1930 (Figure 4). This fact should indicate a decreasing
importance of the railroad transport as a determinant of the economic development or rather
an entrance of new factors which influence this development.
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Figure 3: concentration rate growth 1869-1910

Comparing the examined periods from the viewpoint of basic descriptive statistics, we
found the highest dynamics in the period 1950–1980. On average, an increase of 5% was
identified in the population concentration in the core municipality areas.

Figure 4: concentration rate growth 1921-1930
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Generally speaking, while the population concentration in core municipality areas was
stagnating in the end of 19th and at the beginning of 20th century (the average rate of growth
became stable at the value 1.004 in the period 1869–1910), the studied group of
municipalities noticed 2-5% increase of concentration on average in the 20th century – the
highest increase in the period 1950–1980. This fact is, according to the level of our
examination – local areas (municipalities), influenced to some extent by specifics of the so
called socialistic industrialization which was intensively realized in the 50s and partially 60s
of the last century. The two (in a certain amount antagonistic) tendencies were developing in
the regional distribution of population and economic in this time. On one hand, a conception
of even distribution of industry, connected with the creation of work opportunities especially
in the areas with sources of labour force – including a transition from the primary to
secondary sector and the increasing employment of women, was promoted. On the other
hand, the development of traditional concentrations of heavy industry was preferred,
especially in the areas of coal mining. The result of the two tendencies is further slower
increase of the population concentration. Regarding the close links with the capital of Prague,
the studied region is influenced by the first tendency.
The general equalization tendencies on the regional level also exhibited in the third
followed period in years 1950–1980. A considerable dynamics retained in the concentration
process in the districts. It exhibited especially by the increase of middle and smaller towns
(mostly administrative centres of districts). This fact can be proved into a certain extent in the
district of Benešov.
The whole socialistic period can be, according to Hampl (1996), assessed from the
viewpoint of the population concentration development as a continuous deepening of the
types of deformation. The first of them is inadequate lengthening of the extensive phase and
suppression of spontaneously exhibiting intensification tendencies, the second one is the
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deformation of the extensive development itself – partly from the perspective of a suppression
of selective tendencies in regional levels, partly from the perspective of an inadequate support
of micro-concentration tendencies in the districts. Hampl (1996) marks this period simply as a
period with the dominancy of macro-equalization and macro-concentration tendencies. The
mentioned tendencies can also be observed to a certain extent in a small sample of the
examined municipalities.
The conclusions mentioned above should be interpreted carefully according to the size
of our sample, the sample selection and also the construction of the rates of growth in the
periods of different lengths. The sample of studied municipalities should be enlarged in
further analysis to the whole region of Central Bohemian or the Czech Republic.

Figure 5: concentration rate growth 1950-1980

Comparing the development of population concentration in the Czech Republic to
more developed countries, we should mention that the generally known deformation of a
suppression of extensive urbanization forms. Natural transfer of the population growth to
large cities from their hinterland, which corresponds to higher order – regional – level of
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concentration process, has been partially developed in the Czech Republic in a between-war
period (especially in the case of Prague region). The development of the so called Authorized
Settlement System of Seats was supported and districts boundaries separating large cities
from countryside caused development barriers.

Figure 6: concentration rate growth 1991 - 2001

The transformation period in years 1991–2008, in spite of strong geographical inertia,
showed a fundamental development dynamism in the sense of the development of
qualitatively higher, in the previous period withhold processes (Hampl, 2001). In this respect,
we can speak about revitalization of concentration tendencies but at a qualitatively new level,
respectively with the deepening of the qualitative structure of the concentration process.
“Physical” phenomena concentration was gradually substituted by relationships concentration
through an increasing of fields of activity of progressive, especially managerial, functions. It
seems to be the differentiation of concentration tendencies in dependence on the progressivity
of activities. The spatial distribution of population became more or less stable, the
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concentration of jobs was slowing down, the concentration of quarter sector activities
continued.
The growth of the proportion of the highest units and the increasing dominancy of the
centre are typical for this period which is also evident from the development of study region.
The important centres in the past (Benešov, Vlašim, Sázava, Votice) which had achieved the
concentration growth in the previous period, they were losing in the transformation period.
Comparing the previous period, some inversion tendencies exhibit which is connected with
the observed deformation of migration flows resulted of the clump of housing construction,
with the reduction some of previously preferred types of production. Half-hearted
liberalisation state measures – the cancelling of the subsidies for the housing construction on
one hand and the preservation of the controlled rent on the other hand – led to gradual turn of
migration flows in the inversion direction respect to the settlement hierarchy and thus to the
slowing down of suburbanization processes (Hampl, 2001). It is obvious that the partially
compensatory measure in the sense of subsidies of saving for building purposes or purchase
of house and mortgages did not reverse the tendency mentioned above.

Figure 7: changes of concentration (cluster membership) 1869 - 2001

1606

Generally speaking, the spatial distribution of population and its concentration in the
core areas of municipalities in the Benešov district shows very considerable stability in the
studied period. Largest changes in the concentration rate (changes of membership to cluster
with high or low rate of concentration) were noticed only at the following 18 municipalities
(see Figure 7).
Few municipalities are linked to the Prague Integrated Transport System (Čtyřkoly,
Krhanice, Nespeky, Lštění and Sázava). This group differs from the other municipalities
especially because of more favourable demographic characteristics: younger age structure,
higher values of crude rate of life born natality, migration increases but also lower rate of
unemployment and lower quality of the environment (measured by the coefficient of
ecological stability). This group exhibits a logical strong relationship with Prague.
From the dominant economic activity point of view, this group can be divided into two
more or less distinct groups: the municipalities with the remaining hinterland of economic
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activities in agriculture, respectively primary sector and the municipalities which experienced
a structural development in the sense of the transition from the prevailing activities in the
primary sector to the secondary sector (not to the industry but to the building construction)
and to the tertiary sector (retail trade and services).
The development in the last decade confirms a continuation of the mentioned
tendency. Municipalities with nowadays prevailing activities in retail trade and services
showed high ratio of economic activity in the primary sector at the beginning of 21th century
(Miličín – 12.0%; Kozmice – 8.2%; Smilkov – 15.4%; Trhový Štěpánov – 19.5%; Vrchotovy
Janovice – 16.4%; Popovice – 17.9%; Chlístov – 8.6%).
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Figure 8: main activity in municipalities with the important changes of population
concentration

Conclusion:
The particular analyses described in the paper confirm the fact that the examined
municipalities exhibit some tendencies which are typical also for the urbanization tendencies
at the higher levels of hierarchy. The spatial-temporal deviations are connected partly with the
position of the municipalities in the relation with the capital of Prague, and partly with
infrastructure dimensions and perspectives, and also with continuing structural changes.
In principle, there was confirmed that the development tendencies in the studied
region are a part of the all-embracing process of the modernization which exhibits economic,
ecological, social and other aspects in the context of the monitoring and influencing of a
variety of economic-political objectives.
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Ethical Dimension of Environmental Problems in Economic
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Abstract: This paper addresses the issue of matching development policy with public
preferences and sustainability requirements. The focus is on the use of economic evaluation
and Cost Benefit Analysis for policy-making. The main goal is to demonstrate how moral
claims of justice in the distribution of environmental goods and burdens can be captured in
Cost Benefit Analysis and enter policy-making process.
In first part of the paper is reviewed methodological framework of preference-based valuation
of environmental impact and are highlighted main ethical factors, which may have an
important bearing on design and interpretation of results of valuation studies. This is followed
by analysis of existing valuation studies of environmental goods in Czech Republic and by
assessment of policy relevance of obtained information. In conclusion are discussed proposals
where appropriate policy decision-making should be directed in future and what aspects
should be considered.
Key Words:

policy decision-making, ethics, CBA, economic evaluation, lexicographic

preferences
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Introduction
Successful development policy requires an understanding of the dynamics of environment in
which economic transactions are conducted and of the necessity of the role which
environmental management plays in facilitating of a change. Decision-making concerning
policy strategies towards sustainable development requires well informed and educated
decision makers with a lot of time dedicated to examine impacts and acceptance of their
decisions.
Continuous process of policy decision-making and evaluation usually involves conflicts
between different values and interests. The question whether certain form of policy support of
a development program is contributing to sustainable development of the region or country
cannot be answered without consensus on indicators and integrative framework to be used.
Finding a common measure of values through which gains and loses can be traded-off is an
operational response of neo-classical economics to the value conflict problem. This
compensatory approach to decision-making is the basis of Cost Benefit Analysis (CBA).
Since the 1970's, CBA framework has been a critical component of authoritative allocation of
value, and foundation for many of public policy decisions. However, there has been some
controversy and discussion over the appropriateness of this framework, especially with
respect of environmentally good and bad policy outcomes that often fail to be reflected in
market exchanges.
Welfare benefits to society from a proposed policy/project can be determined by the
estimation of consumer surplus measured from market demand functions. However when
environmental assets are concerned and particularly their passive use values, market demand
functions are not available. There is a need to employ preference-based valuation techniques
for non-commodity demand measurement. Hypothetical market is created where individuals
are asked to state their maximum willingness to pay (WTP) for a proposed policy/project. The
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question whether value estimates (hypothetical WTP) is a valid measure of preferences is very
important for policy decision makers.
The role of social institutions is to discover individual preferences and aggregate them to get
optimal social outcome. Optimal public decision maximises total preference-satisfaction
(benefit over cost) of all individuals. These preferences are assumed to be exogenously
determined, stable, context independent and ethically unchallengeable. However according to
Spash (2000), preferences for environmental goods that are grounded in aesthetic, scientific
and communitarian judgements cannot be treated as the same with preferences for private
commodities. Judgements about environmental goods are not expressions of mere taste that
can be priced and weighted one with other. These judgements are open to change through
public deliberation and arguments. Proper economic evaluation of environmental impacts
requires careful consideration of a number of conceptual issues. It is recognized that economic
evaluation of environmental impacts is limited by ethical and moral considerations.
Drawing attention to lessons learnt from empirical work and secondary data research, the
objective of this paper is to discuss potential and limits of non-market evaluation, not to
provide specific, prescriptive methodology for application in given situations. This is because
information and data required to develop optimal policy strategies are unique and specific for
each country or region.
In first part of the paper is reviewed methodological framework of preference-based valuation
of environmental impact and are highlighted main ethical factors, which may have an
important impact on design and interpretation of results of valuation studies. This is followed
by the analysis of existing valuation studies of environmental goods in Czech Republic and by
assessment of policy relevance of obtained information. In conclusion are discussed proposals
where appropriate policy decision-making should be directed in future and what aspects
should be considered
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Ethical dimension of environmental decision making in economic evaluation and its
implication
Values are frameworks for identifying positive or negative qualities in events, objects or
situations. There are different ways in which individuals consider values into their
deliberation process and how they influence their actions. Decision making usually involves
conflict between different values and interests, thus finding a common measure of values
through which gains and losses can be traded-off is an operational response to the problem of
value conflict which is the basis of cost benefit analysis (CBA).
Common utilitarian processes of valuation are welfarist, consequentialist and have an
aggregative maximizing approach following a microeconomic model of institutional structure,
where the key unit of analysis is the individual (Rodrigues, 2008). Individuals make choices
via expression of preference and social welfare is defined by aggregation of individual
welfare.
Economic valuation of environmental changes is based on people’s preferences for
environmental policy outcomes. Environmental gains and losses are defined in terms of
increments or decrements of human welfare and are measured by individuals´ willingness to
pay (WTP) to gain or to avoid a loss, or willingness to accept (WTA) compensation to tolerate
the loss or forego the benefit.
According to Hanley et. al. (1997), the problem of individual for environmental policy output
can be formalised as

Max = [U ( x, Q 0) M ≥ px; Q 0] ,

(1)

x
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where:
Max [.]
x

the individual selects a level of consumption of all other market goods and
services, x, to maximise utility, subject to budget constraint and the fixed level
of environmental outputs/quality) ;

U(x,Q0)

individuals utility function;

M ≥ px

budget constraint;

X

bundle of marketed goods;

Q0

environmental output/quality (that is assumed to be weekly separable).

It is recommended to rewrite this problem of utility maximisation as a cost minimisation
problem using dual expenditure function:

e( p, Q 0, U ) ≡ Min [ px U ≥ U ( x, Q 0 ); Q 0 preassigned
x

]

(2)

and formalise WTP of an individual to prevent decrease of environment outputs Q from Q0 to
Q1 as:

WTP = e (p, Q0 , U1) – e (p, Q1,U1);

(3)

where U1 is the post-change level of welfare (utility), p is price vector for x. Similarly,
minimum compensation demanded to accept a reduction of Q for an individual is given by:

WTA = e (p, Q0 , U0) – e (p, Q1,U0);

(4)

where U0 is the initial, pre-change level of utility (welfare).
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Notions of WTP and WTA are firmly grounded in the theory of welfare economics and
correspond to notions of compensating and equivalent variations. WTP and WTA should not,
according to the past theory, diverge very much. In practice they appear to diverge - often
substantially - with WTA > WTP, due to substitution effects (limited substitution of
environmental goods), income effects (budget constraints) and a potential for loss aversion.
See for more Hanley, et al. 1997, Adamowicz et al.; 1993, Hanemann, 1991; Knetsch, 1990.
However this discrepancy between WTP and WTA could also indicate ethical dimension of
underlining assumptions about the allocation of entitlements, justice and fairness in the
distribution of environmental goods and harms. Respondents are willing to pay less, or even
refuse to pay for something, to which they believe are entitled. Hence the choice of WTP or
WTA may be of importance when conducting evaluation and CBA of policy/project to avoid
misinterpretation of value due to wrong construction of hypothetical market for contingent
valuation (CV).
Another criticism of the employment of economic evaluation in policy decision-making arises
from normative assumption of standard neo-classical welfare economics about rationality and
preferences. From consequentialist assumptions of standard neo-classical welfare economics
the only think that matters in considering what actions should be performed, is which action
produces the best outcome. Preferences of each individual are assumed to be exogenously
determined, stable, context independent and ethically unchallengeable. These preferences of
individuals are assumed to have two properties, which are important for the evaluation
purposes: substitutability among the components of bundles, and the absence of limits on
wants. A completely rational individual has the ability to anticipate everything that might
happen and to evaluate, and choose the optimal course from alternative possible actions
without costs of doing so. That is the action, which maximises preference satisfaction in
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traditional economic theory. In reality individuals do not always follow a maximization
behaviour based on economic drivers.
The problem of bounded rationality arises when the cognitive ability of people is not
sufficient to deal with the complexity of the world, and people are not able to take all
circumstances into account when making decisions. There is important connection between
bounded rationality, and the lack of information or asymmetric information. However it does
not consider people to be inconsistent with utility maximisation goal, but only that people are
rational within the constraints they face.
On the other hand, some individual may treat certain environmental policy outputs differently
from the manner suggested by this theoretical framework, as it was discussed above. In fact,
individuals may express a zero WTP as a protest against the implication that such things as
environmental services or food safety could be traded for other goods or money. No increase
in X can compensate this individual for a reduction in Q (WTA is infinite), but holding Q
constant and increasing X gives greater utility. In such cases the environmental output has
priority over other goods and represents ethical limit of economic evaluation.
Many valuation studies provided evidence that individuals can have such deontological
ethical attitudes (non-consequentialist ethics) with respect to the environment, in which
individuals consider that decisions should be based on moral principles and that the process of
achieving some goal can be judged wrong, if a principle is violated (for more see Crane and
Matten, 2004). To hold deontological ethics is to accept that there are constraints on
performing certain kinds of actions even where these actions produce a higher total welfare
for society. These constrains could be expressed in terms of “rights” that particular
individuals or communities have, which cannot be over-ridden by the general welfare. I.e.
there are constraints in performing certain kinds of acts even though they may produce a
better result in the form of higher individual utility (McCain, 1991). Type of ethical
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considerations and non-compensatory position give rise to lexicographic preferences (refusal
to trade-offs) and again could lead to misinterpretation in valuation studies. It means that
utility functions including such environmental outputs are indefinable for an individual
(axiom of continuity is violated), and indifference surfaces are single points (WTP = 0 while
WTA is infinite).
Discontinuous preferences imply non-compensatory decision making behaviour such as
lexicographic ordering and can prevent estimation of marginal rate of substitution between the
alternatives. In such cases, respondents have a tendency to rank alternatives solely with
reference to sub-set of attributes, ignoring all other differences between the alternatives. Such
orderings can be classified according to either “strict” lexicographic procedures, where
respondents have an absolute order of preferences which precludes any degree of substitution
between attributes, or “modified” lexicographic preferences, where the choice is based on
thresholds and minimum levels of attributes are necessary (Scott, 2002). Stevens et. al.
(1991) with this respect discussed the idea of a minimum level x (measured by income) which
must exist before individual will value certain non-market goods. The xmin could be regarded
as the lowest level of marketed goods that ensured human survival or a minimum standard of
living.
Welfare economics applies Kaldor-Hicks compensation test, which allows for projects to be
approved where there is a potential, that gainers can compensate losers and still be better of
than before the policy action. This criterion becomes inoperable once compensatory amounts
become infinite. Further more, CBA that aims to account for positive and negative welfare
consequences of a policy/project by converting them into single metrics – monetary flows, is
meaningless under non-compensatory preferences.
Hence two relevant research questions in the context of preference-based valuation of
environmental policy outcomes in Czech Republic are (1) whether any individuals actually
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hold lexicographic preferences caused by the ethical attitudes and (2) what is the main motive
of their willingness to pay.

Material and Methods
In recent years we have seen a growing interest, both from academics and policy makers, in
constructing generally applicable models for the valuation of environmental impact of
development policies. Environmental economics has developed non-market evaluation
methods to incorporate non-marketable goods in CBA for an objective and realistic evaluation
of economic consequences of different development options. However CBAs based on such
environmental valuation methods are subjected to controversial discussion reviewed in
previous part of this paper. Next to methodological biases in value estimation, ethical aspects
are criticised.
Citizens may have deontological values, which can be expressed in lexicographic preferences
that cannot be captured adequately by willingness to pay. Failure to capture the ethical
dimension of development policy may limit legitimacy and effectiveness of a policy decision.
When using CBA for policy decision-making purposes these problems should always be kept
in mind. A challenge to environmental decision-making is to ascertain ways of further
development of evaluation methods, which recognise plurality of values that inform
environmental choices. While further new studies are desirable, and should be done to
develop and test methods, and to update and improve the body of empirical evidence, it is also
inevitable to address attention to generalizing of existing valuation research results. In the
second part of the paper are used secondary data from environmental evaluation studies
applied in the Czech Republic to investigate the occurrence and implication of ethical aspect
and discontinuous preferences on estimates of willingness to pay.
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Ethical dimension of environmental decision-making can be uncovered in valuation studies
via occurrence of discontinuous lexicographic preferences. Respondents with lexicographic
preference violate the assumption of continuously defined, differentiable and convex
preferences in standard neoclassical theory. Resulting value incommensurability denies the
ability to map continuously defined indifference curves among certain values. According to
above-mentioned microeconomic theory, respondents with lexicographic preferences refuse to
pay as a protest against the idea of trading non-commodity. However the common treatment
of lexicographic preferences as “protest bids” in economic assessment of values may limit the
scope and quality of the information provided for making social and policy choices. In
addition Spash (2000) argues that lexicographic preferences may be compatible with
consistent (transitive, complete and reflexive) preference expressions in a hierarchical model
of values.
There are two ways of identification of respondents with discontinuous preferences that can
be distinguished in evaluation studies. The first method, often used in Contingent Valuation
(CV) studies, relies on follow-up questions investigating the respondents’ motives for refusal
to pay. Second method analyses the actual choices made by respondents to determine whether
the respondent consistently chooses alternatives, which were best with respect to one
particular attribute.
From above mentioned theoretical consideration were applied following key criteria for the
selection of relevant evaluation studies for further analysis:
-

object of valuation: environmental cost/benefits;

-

location: Czech Republic;

-

valuation method: preference-based approach, Contingent Valuation method (CV -this
method was selected to ensure methodological consistency of the analysis);
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-

identification of lexicographic preferences: follow up question method (motives for
willingness to pay and refusal to pay must be analysed in the study and results
available).

History of application of preference-based non-market valuation methods is relatively short in
the Czech Republic. In fact it began in 1994. Although it is possible to identify hundreds of
studies on evaluation and mostly qualitative assessment of various non-market environmental
goods, there have only been about 13 research projects with a specific focus on the estimation
of monetary value for certain environmental goods.
Six relevant evaluation studies were selected, however it was found, that only 4 provide
sufficient information for the assessment of the evidence of presence of lexicographic
preferences for and different values (motives) expressed by WTP. These studies are marked
by bolder in the Table 1, and the name of author of the study is used for reference in further
text. This finding calls for improvement in application of evaluation studies to provide better
information for decision-makers in the Czech Republic.
Selected CV studies were mostly aimed to estimate total economic value of cultural landscape
amenity benefits, one study estimates complex value of non-commodity benefits of
agriculture (top-down approach). As seen in Table 1, mostly used value elicitation format is
open-ended question, which requires respondents to state their maximum WTP, followed by
dichotomous choice (referendum format), where respondents say yes or no to a single WTP
amount or bid.
For further analysis is important to follow up the answers to WTP elicitation question in order
to understand motives behind these answers. It has been claimed that some respondents
because of ethical reasons cannot have well-defined preferences in an economic sense.
According to above-mentioned microeconomic theory, respondents with lexicographic
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preferences refuse to pay as a protest against the idea of trading environmental outputs. Thus
follow-up questions asking why zero WTP was offered were analysed in order to identify the
share of respondents with lexicographic preferences.
Total economic value identifies all changes in human well-being that accrue from a change in
provision of the good. These values may accrue to users (direct or indirect use values –
instrumental), and non-users (non-use values – ethical, altruistic). Results of follow up
questions determining possible reasons for willingness to pay were analysed in order to
investigate prevailing type of value of non-commodity outputs.

Table 1: Basic characteristics of selected evaluation studies of non-commodity outputs of
agriculture in the Czech Republic
Follow-up
Reference

Object of valuation

Geographical level and Method of

question –

location

WTP

evaluation

motives
Křůmalová

Evaluation of effect of land

National:

EOP, RC, CV-

(2000)

abandonment in marginal

Czech Republic

OE and DC

No

areas – landscape amenity
benefits of agriculture
Havlík

Landscape amenity benefits Regional:

(2001)

of agriculture in PLA

Illová

Landscape amenity benefits Regional:

(2003)

of agriculture in PLA

CV-OE, TC

PLA Žďárské Vrchy

Partial
CV-OE, TC

PLA Litovelské

Yes

Pomoraví
Němečková

Farm animal welfare benefits ‘Regional:

(2003)

CV-OE

No

South Moravia

Kubíčková

Landscape amenity benefits Regional:

CV-OE and DC,

(2004)

of agriculture in PLA

TC

PLA Bílé Karpaty
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Yes

Miškolci

Complex valuation (Top-

regional:

CV - OE

(2008)

down) of non-commodity

South-East Moravia

Decomposition

benefits of agriculture

Yes

WTP using AHP

Notes:
PLA – Protected landscape area
CV – OE: Contingent Valuation Method – open-ended elicitation format
CV – DC: Contingent Valuation Method – dichotomous-choice format
TC – Travel Cost Method
AHP – Analytic Hierarchy Process Method
EOP – Effect on Production Method

Results and Conclusion
An analysis of selected CV studies has proved occurrence of respondents with discontinuous
preferences and zero WTP stated due to their ethical attitudes to evaluated environmental
outcomes. On average 39% from the total number of 2263 respondents of four analysed CV
studies gave no monetary valuation, but some of them might hold a positive value for
environmental outputs of proposed policy change. This idea is boosted by the results of
qualitative valuation question, where 88% of respondents articulated positive value of
evaluated environmental output, but subsequently only 61% stated their WTP.
Standard reasons regarded as legitimate explanation for bidding zero WTP accounted for
23%, 3% of respondents stated negative value, and 13 % of the total sample protested against
bidding. These results are important because drawing boundary between above-mentioned
categories of zero bidders. It may be, among other, crucial to the resulting WTP estimate
when data are aggregated. Full range of valuation positions held by the respondets is shown in
Table 2 using simple descriptive statistics. Protest bidders might be interpreted either as
respondents with inconsistent preferences or lexicographic preferences. Zero protest bids of
respondents with inconsistent preferences could be taken as implying that such respondents
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are failing to show their true preferences under the contingent valuation (failure of valuation
method). Protest zero bids classified as expression of lexicographic preferences on the other
hand could imply, that WTA of these respondents would be infinite (failure of WTP
measure). Prevalence of such preferences has important implications for acceptability of
contingent valuation method in valuing development policy/project.

Table 2: Lexicographic preferences for non-commodity outputs of agriculture revealed in
selected CV studies (share of respondents)
Selected

indicators

structure

of

of

the

Havlík

Illová

Kubíčková

Miškolci

respondents

(2001)

(2003)

(2004)

(2008)

according to revealed preferences

Average values
Arithmet.

Weight-

mean

mean

187

227

1441

408

x

2263*

Positive bid (WTP > 0)

78,07%

63,00%

58,43 %

63,25%

65,69%

61,38%

No Bid

21,93%

37,00%

41,57 %

36,75%

34,31%

38,62%

2,67%

2,63%

32,62 %

4,64%

10,64%

22,99%

n.a.

2,63%

2,2 %

3,21%

2,01%

2,45%

19,25%

22,00%

6,80 %

26,46%

18,63%

12,90%

n.q.

9,25%

2,80%

n.q.

6,03%

3,68%

LP

n.a.

9,99%

3,88 %

5,89%

4,94%

4,94%

Ethical LP from respondents with

x

27,00%

9,16 %

16,03%

13,05%

12,46%

x

45,41%

57,06%

22,26%

31,18%

48,95%

90%

89%

89%

82%

87,50%

87,82%

n.a.

77,60%

68,20%

40,80%

x

x

Number of respondents (n)

No Value (true WTP = 0)
Negative value (WTP < 0)
Protest WTP
Respondents stated low income
reason
Respondents

with ethical

(from n)

no bid
Ethical LP from all respondents
with protest bid
Respondents with positive
qualitative valuation
Instrumental value motives (WTP
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> 0)
Altruistic value motives

n.a.

81,00%

65,50%

81,00%

x

x

(WTP > 0)

* Total number of respondents in all CV studies
LP = respondents with lexicographic preferences
n.a. = not available
n.q.= no quantification (occurrence reported but not quantified)

Considering the total sample of respondents, we have found, that on average 5% of
respondents refuse to pay because of their ethical position consistent with lexicographic
preferences, 4 % of respondents refuse to pay because of income limitation – show modified
lexicographic preferences. Finally 4% of total number of respondents failed to show their true
preference under contingent valuation method (mostly protest against payment vehicle). For
comparison, Spash (2000) refers that up to 25 % of respondents to CVM studies (case studies
included valuing wildlife in the USA, coral reef biodiversity in Jamaica and Curacao,
wetlands recreation in the UK and forest preservation in Scotland) have been found in
lexicographic categories. Above-mentioned results support the applicability of preference
based CV method for the evaluation of reported environmental outputs in the Czech Republic.
Rejection of single metric might arise from the evidence of plural, incommensurable nature of
some environmental outputs of proposed policy change. Some of environmental outcomes
that would be regarded as a commodity in neoclassical valuation framework may be given a
moral standing and ranked in hierarchical manner in comparison with other commodities.
Motives for valuing non-commodity outputs of agriculture are presented in last two rows of
Table 2. As the willingness to pay question in all analysed CV studies was presented before
follow-up questions examining motives, framing of WTP question might have had an effect
on expressed motives. Despite of potential bias CV results show, that most of the respondents
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considered altruism and bequest motives as important, instrumental motives were considered
equal or slightly less important. According to the results of analysed CV studies, indirect use
values of ecological services were regarded as the most important from use motives of WTP.
These results support existing evidence of the importance of non-use values and
environmental values.
In terms of CVM methodology, reported results of CV studies also imply that greater
attention needs to be paid to the motives behind positive bids and not just trying to classify
and exclude protesters among non-bidders. Respondents with strong ethical (altruistic)
motives for WTP can show non-exchange values that cannot be regarded as commensurable
with market values.
The evidence, that people’s moral commitments can conflict with their welfare maximisation
behaviour and tension between rationality of an individual and that of social belonging (i.e.
between individual maximisation on one hand and moral reasoning on the other) as well as
empirical verification that some values of environmental policy outputs are incommensurable
(i.e. impossible to measure or compare) together with theoretical inconsistencies of valuation
approaches and CBA, suggest a need of refinements in economic paradigm for valuation
studies. Following questions should be answered before an evaluation study for policy
decision-making purposes is conducted:
-

Has the object of valuation (policy outcome) perceptible impact on individual welfare?

-

Should individual preference matter?

-

What is the distribution of rights and entitlements to this object?

-

Are there any moral limitations of substitution of this object?

Our empirical findings support the need of the modification of neoclassical paradigm to better
reflect psychosocial realities.
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Participatory valuation approaches suggested by De Marchi and Ravetz (2001) providing a
broader base for development policy decision-making seems to be an alternative for future
valuation studies. These context specific approaches are based on criteria of justice and
democracy that can be used as an alternative to promote public participation or more recently
social learning approaches to deal with the problem of multiple values and uncertainty that
cannot be addressed using standard economic approaches.

The paper is a partial output of a Research project of FBE MUAF Brno, (MSM No
6215648904) „Czech economy in the process of integration and globalisation, and the
development of agrarian sector and the service sector under the new conditions of an
integrated marked“as a part of thematic direction 05 „Social-economic context of sustainable
development of multifunctional agriculture, and actions of agrarian and regional policy“.
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Globalizing World: Social and Economic Issues in a Local
Perspective
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Abstract: This paper is concerned on the local forms and responses within the general
globalization process emphasizing its economic dimension. It is a look at the local adaptation
strategies and socio-economic manifestations in the period of the post-socialist transformation
of the Slovak society. The first part of the paper summarizes selected sociological,
anthropological and ethnological contributions in the theoretical area of the globalization and
the study of its local responses as well as of the post-socialist transformation - changing
societies in the Eastern Europe with the concentration on rural communities. The second part
of the paper illustrates these issues by a case study based on the empirical material from the
quantitative and qualitative survey conducted in Slovak rural communes and households from
2001 to 2006. It points to actual strategies and socio-economic behaviour of different social
actors and it is particularly focused on the economic practices and strategies, the exploitation
of the social networks as well as on the reflection of activities of local government. The
attention is aimed at the extent of the surrounding influence and the extent of influence of the
former societal experience.
Key Words: globalization, post-socialist transformation, socio-economic behaviour, life
strategies
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Introduction
Concerning the process of globalization, the social reality is characterized by the fact that
changing conditions generate a lot of different local responses and adapting mechanisms. This
process proceeds in different geographical areas and socio-cultural environment unevenly.
Post-socialist countries (including Slovakia) are particularly interesting area for observation
of these problems. These countries found themselves in the confrontation with the principles
of market economics, what caused constantly increasing importance of economic capital
within the definition of social status of an individual or groups. At the same time, new
phenomena markedly participate on the development and form of processes of stratification
and polarization of these societies. “There are not many opportunities in social sciences to
analyze social systems which have undergone within less than sixty years so many
contradictory structural changes accompanied by so much experience of extreme cultural and
social conditions like in many post-communist countries. Therefore, the analysis of these
metamorphoses and their context, including the reasons and consequences, can serve as a real
laboratory for the study of the social change.” [Machonin (1997: 80)]. People feel as most
important those changes from all changes running over the world which affect them directly
and interfere in the life of families and households, in the relationships with the nearest
surroundings. Post-socialistic transformation of Slovak society is a part of long-lasting
process of modernization. During these changes, lifestyle and the culture of population is
modified which is, on the one hand, caused by the economical, political and social
movements in our society, and on the other by winds of integration and globalisation.
[Moravčíková, Hanová (2005)]
Countryside and rural communities represent very specific space which is with its traditional
basis in the most contrasting opposition to modernization processes. The history together with
the problems of present social development (e.g. contradictions or conflicts) influences more
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deeply the relationships between people living in rural space than those living in urban space.
Social actors are much more mobile, specific local economies are constructed and attitudes,
stereotypes and value systems of individuals, groups or whole communities are changed. This
research of the countryside was based mainly on theoretical studies about local forms of
globalization as well as on existing studies of local rural communities which point out the
importance of “the heritage from the past”, continuity and similarity with the communist and
pre-communist period. According to them, the cultural specifics are dependent on local
traditions, values, religion as well as on the goals and strategies of particular societies [e.g.
(Danglová 2001), (Danglová et al. 2005)].

Globalization and post-socialist transformation
The debate on globalization and the account of it reflects a number of points of view. As
Svatoš [(2007: 65)] mentioned, the process of globalization represents creation of allplanetary structures in particular spheres of social activities, increase of their complexity
(system complication), a gradual connection of the partial global structures and growth of
their mutual dependency. There is a different level of globalization in the particular areas of
human activities. It is necessary to distinguish a number of dimensions of globalization: e.g.
communications technology, ecology, economics, work organization, culture and civil
society. Globalization means that borders become less relevant to everyday behaviour in these
various dimensions. [(Beck 2003)] Globalization is a relatively new idea in the social
sciences, but people in the area of the mass media, transnational corporations and
international business1 have been using it for longer time. Interesting description of the main
globalization aspects is summarized in the work of Held, McGrew, Goldblatt and Perraton
(2004). According them globalization can be understood as a set of processes rather than a
singular condition; as an embodying process of structuration and stratification as well as a
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multifaceted or differentiated social phenomenon. This process involves a complex
deterritorialization and reterritorialization of political and economic power. Power is
considered as a fundamental attribute of globalization and power relations are deeply
inscribed in the very processes of globalization.

“There is no single agreed definition of globalization. Some argue that its significance has
been much overstated, but as the numbers of books and articles discussing different aspects of
it suggest, it appears to be an idea whose time has come in sociology in particular and in the
social sciences in general. The study of globalization in sociology revolves primarily around
two main classes of phenomena which have become increasingly significant in the last few
decades. These are the emergence of a globalized economy based on new systems of
production, finance and consumption; and the idea of ‘global culture’. While not all
globalization researchers entirely accept the existence of a global economy or a global culture,
most accept that local, national and regional economies are undergoing important changes as
a result of processes of globalization even where there are limits to globalization.” [(Sklair
(1999: 144,146)]

In sociology we are dealing with “the intensification of worldwide social relations which link
distant localities in such a way that local happenings are shaped by events occurring many
miles away and vice versa”. [(Giddens 1990: 64)] Globalization entails a reorganization of the
bipolar imagery of space and time of modern world view, which is also expressed in modern
anthropological theory. “Globalization entails a shift from two-dimensional space (centers,
peripheries, sharp boundaries), to a multidimensional global space with unbounded, often
discontinuous and interpenetrating sub-spaces”. [(Kearney 1995: 550)]
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As it was mentioned above, the post-socialistic transformation is a part of long-lasting process
of modernization. It is simply defined as a transition from the authoritarian regimes to
democracy, transformation from commanded economy to free market and a rapid change of
social mentalities from communist to capitalist. Nevertheless, there was no single type of
socialism in the former ‘socialist Eastern Europe’. “Even if the general model and framework
were comparable, each society navigated its own way within them and underwent different
trajectory of development. The disappearance of socialist camp might be true for globalizing
economy, but definitely it does not hold true for complex social forms and modes of thought”.
[(Buchowski 2001: 10)] Thus, post-socialism should be regarded as a valid analytical
category based on the comparison of local practises and ideas, rather than a set of socioeconomic conditions of post-socialist countries following their development. The term
‘organisation of diversity’ is relevant for the recombination of organisational forms in Eastern
Europe. It follows three main lines of action: re-combination of own resources with general
institutional transformation by strengthening of networks and linkages, incorporation of
various patterns of economic and social action based on regional (local) differences and their
interdependence, adaptation to the ongoing transformation through making use of the
‘legacies of socialist past’. [(Torsello 2003)]
The communist society was founded on the egalitarian ideology according to which the
wealth lost its legitimacy, the ostentative consumption was denied, the accumulation of
economic capital became legal (however, the reality was often different) and the importance
of social capital increased. [(Možný 1991)] The social capital could be transformed into
economic capital in the form of available contacts and the social network based on
clientelism. The ‘not legitimized’ wealth and poverty lost their social status in the regime of
so called real socialism. The right to work and the status of an employed person had universal
character and were provided globally. Therefore, the poverty was not approached as a social
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problem but as an individual or private one or, sometimes, even as the failure of an individual.
[(Mareš 1999)] Taking into consideration the globalization processes, the increasing
heterogeneity and differential of present Slovak society increased the danger of its
fragmentization, the deepening of social exclusion which is very closely related to the
questions of group identity, solidarity as well as to the social dialogue or approaches to the
integration. [(Strapcová 2005)] Changes in political and economic situation in the country
were manifested at regional level. This is the cause of the historical, cultural and sectarian
differences and the differences in living standard and life patterns, too. Differences between
socio-demographic and socio-economic behaviour in urban and rural space are eminent in all
parts of Slovakia. “Slovak economy is an open economy with small internal market. From
this reason, the Slovak economical efficiency and mostly efficiency of agribusiness sector is
sensitive on outside environment, it means on global trends in the world economy and
development in the European economic space”. [Bielik (2004: 32)] The above mentioned
situation causes an unequal increase of the share of people in lower social classes within
regions and the deepening of the differences between ‘rich’ and ‘poor’ regions. Nevertheless,
their labour markets, which used to be relatively isolated, are becoming interconnected. The
migration of people within the geographical space towards more stable and modern regions
provokes the migration within the social space – some people can make use of the opportunity
for their personal development, others are threatened by marginalization and other group of
people creates their own parallel structures (e.g. within the community).

Changing rural communities
The rural community is not a closed or limited unit. It is a community with the specific
quality of interpersonal relationships. Social system includes ordered relationships and mutual
dependence among individuals or groups. It is analytically efficient to understand it as

1636

‘repeated social progress’ and, precisely, institutions represent its constitutional and deeply
established practise. The logic of these human outputs is based not only on their external
functioning but also on the way in which they are reflected. [Giddens (1979)] The history
together with the problems of present social development (e.g. contradictions or conflicts)
influences more deeply the relationships between people living in rural space than those
living in urban space. It is evident that the behaviour and decision making of individuals is
intentionally or unintentionally limited by powers (spatial, time, economic, social, symbolic)
that are independent from them and without their identification, it would not be possible to
interpret individual cases. Therefore, the rural community represents a social space which is
formed by global, regional or local conditions, processes, phenomena and influences. At the
same time, it is singularly and originally constructed in schemes and ways of human
perception, thinking, acting and behaviour as well as in social structures. Rural communities
also represent an important (though, not the only one) factor of the influence within the
formation of the sense of local identity. What happens among people in the village depends
not only on the village itself but also on the powers of wider action. [Haukanes (2004: 85-86)]
The possibilities of existing community (e.g. neighbourhood or village) to create contexts and
local subjects are influenced by abilities of social formation of wider range to form a locality
which would determine the general character of any community in the range of its influence.
The rural household keeps the status of one of the key institutions in local community.
Concerning the above mentioned fact, it is also the basic subject of collective decision making
that consists of individual economic representations. These individual economic
representations are involved in common living and associate sources according to the
demands on satisfying the needs by tangible and intangible property.
Behaviour of people can be very clearly understood on the basis of social exchange theories.
Independently from what people ‘exchange’ between each other (tangible properties, services,
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respect or friendship, words etc.), the question of reciprocity, equivalence of their status,
motivation, consensus and values is becoming more and more important. Concerning the
influence of classic study of M. Mauss [(1999, orig. 1925)], two opposite types of exchange
are generally taken into consideration – the exchange of products and exchange of gifts. The
former is known by its purely economic objective and the latter by its social objective whose
economic aspect remains disguised or hidden. According to P. Bourdieu it is suggested to
distinguish the economics of symbolic properties and economical economics because the
above mentioned bipolarity is not completely unambiguous and there exist certain parallels.
“The principle of the economics of symbolic properties is not the calculating subject but the
actor who is socially predisposed to enter the exchange game without any intention. The actor
who does not admit or is not concerned about the fact that it is an economic exchange in
reality.” [Bourdieu (1998: 127)] This type of economics is not directly oriented towards the
profit. Nevertheless, one of its features is that economic acts are modified into symbolic acts.
The social bond is formed and the symbolic capital is accumulated. The economical
economics is ‘more economical’ because it saves the work with symbolic construction which
should objectively disguise the objective truth of action. [Bourdieu (1998: 128)]
Behaviour and action of different social actors are reflected in the social stratification of local
community and it is possible to distinguish different types of strategies, tactics and practise.
Concerning their differentiation in processes of modernization, we often use the dichotomy
traditional – modern or concepts considering the economic activity to be the tradition,
continuity or the innovation. The opposites are distinguished in another way2 – in models of
community and market economics. “In practise, the economics is the combination of both
models but their balance changes and the solution are complicated because cyclic
reproduction is the act of mutual interactivity. However, the exchange disturbs social bonds
and leads to the competition or rivalry. A lot of economic theories are aimed at one or the
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other end of this context but ethnographic studies indicate combined, complementary and
dialectical character of economic practise. They recommend those possibilities where market
economics is “embedded into the community economics”. [Gudeman (1996: 174)] The
practical experience of some ethnologists dealing with the Slovak rural communities also
point to the fact that, in analysis, it is more appropriate to distinguish types of social action by
means of the degree of rationality and to use the terms enculturation and acculturation for this
type of analysis.

Material and Methods
This case study describes social and economic activities of people from different rural
communities and different social classes living in rural households applied in the period of
societal transformation (after 1989). The study is aimed at the managing of the property and
finance, the usage of social network, planned socioeconomic activities as well as at the
reflection of developing strategies and the self-government of municipality.
The study is based on the empirical material which was obtained by quantitative and
qualitative research carried out in selected Slovak municipalities and households within the
years 2001 – 2006. The quantitative part of the research3 took place in three Slovak regions
(districts – level NUTS 4; districts Senec, Topoľčany and Sabinov in which a central city is
not bigger than 30 000 inhabitants). The selected districts were chosen to represent various
geographical, demographical, socio-economical and socio-cultural micro-regions in the most
significant way. These regions should reflect the essential dimensions of social unequal ness
in the Slovak countryside. According to the collective convention, in the preparatory stage of
research there were 6 rural villages chosen randomly from each selected district. The survey
was realized by a standardized interview according to the questionnaire in randomly selected
rural households. According to the collective convention the rural villages interpreted 3
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different categories – big villages (1500 inhabitants and more), medium villages (500-1500
inhabitants) and small villages (500 and less inhabitants). The overall number of responded
households was 656; the overall number of villages was 18. It preceded the qualitative part of
the research which was carried out in two selected municipalities. It consisted of observation,
semi-standardized interviews with mayors of municipalities and repeated visits and interviews
in selected households whose aim was to collect their life stories. The selection of households
we questioned in this part of the research was not random. It respected the results of
quantitative research and identified models of regional stratification. Individual households
represented different social strata within the research.
Different character of selected municipalities (regarding to their different ‘starting
transformation capital’) makes possible to think about different adaptability and adaptation
strategies of communities and points at the importance of the power of community in postcommunist society. Both selected municipalities belong to small municipalities4 and they
started to function as self-governing units in the transformation period. One of them used to
be a part of the district town and nowadays it has a markedly suburban character. Before the
transformation, the second municipality was administratively united with a neighbouring
small municipality but they were split after 1989. Both selected municipalities were
characterized by certain form of dependence in the past. However, this dependence did not
have the same quality. The present socio-demographic, socioeconomic and technical and
infrastructure status of municipalities is similar but it can not be said about the latent social
potential which was formed in both municipalities in the transformation period.
Repeated visits permitted to compare changes which were presented not only in the physical
appearance of selected rural communities but also in the behaviour of people, their reactions,
willingness and the degree of interest when talking about their personal, family and general
problems etc. The results of the questionnaire survey were processed and informal interviews
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with representatives of self-governing municipalities selected for the qualitative research. The
data from the qualitative research were carried out by means of interviews and observation.

Results
As to the Slovak countryside, new trends of social development represented not only
considerable structural changes but also new forms of real behaviour of this population group.
The process of differentiation was deepened. On one hand, it emphasized the existence of
social spaces threatened by ‘the collapse’ and, on the other hand, the existence of the strong
territorial activating or revitalizing internal potential. A considerable part of rural population
presented the attitudes of social degradation and approached the poverty as the result of social
injustice. They also manifested feelings of social decline and general scepticism towards
political elites. New islands of poverty were formed in the countryside. However, more
collective activities were created as well. Their aim was to reactivate the countryside and its
shift to other socio-economic level as well as to deal with particular examples on the return of
individuals or socio-demographic groups to the countryside. [(Buchta 2003)] Nowadays, 44
% of inhabitants live in the countryside and the rural settlements represent the key unit in the
settlement structure5. The following are the social problems which are often presented in rural
settlements in the present transformation period: worsening of social climate and relationships
among people in the municipality, the rise of criminality and unemployment and problems
connected with their solutions, the reduction of cultural and social life, more and more
difficult providing of appropriate level of living conditions as well as the deepening of socioeconomic differentiation of the municipality, insufficient activation of inhabitants,
entrepreneurs, associations or clubs when solving the problems in the municipality, the loss of
local identity etc. [(Gajdoš 2002; 2007)]. Rural communities often face difficult situation: on

1641

one hand, they are disrupted by the impacts and pressure of globalization and on the other
hand, their internal resources are activated and they “start” the new development.
Transformation period signifies the strong polarization of the rural community which includes
the property polarization as well as the social and political polarization. Respondents of the
questionnaire survey observed the worst situation in the social participation as well as in interpersonal relations. The quantitative survey showed that older people and people living in
more traditional environment perceived more sensitively the overall individualization as the
result of modernization. The phenomenon of citizenship, in the sense of keeping an eye on
people’s representatives and their assessment, is related to the rate of modernizing processes
within a certain environment. However, the utilitarian goals that are considered to be the
reason for suchlike ‘civilian watching’ may not be excluded because the majority of
respondents found that the relations connected with the private property were worsened very
much. It is pretty difficult to evaluate community functioning by means of quantitative data.
Although the respondents declared the need for the revitalisation of community life, the
majority of them would not be able to determine ‘how to achieve it’. To compare existing
possibilities for solution, we can use the example of two municipalities who carry out
different transformation strategies and tactics.
The first municipality demonstrates how the community can function in the post-communist
period. This small municipality is situated close to heavily trafficked road and presents
combined industrial and agricultural character. There is no private farmer in the municipality.
The municipality has maintained the collective farm, though, in a transformed form – it
cultivates the land (also from neighbouring municipalities) rented from private proprietors.
The majority of managers are influenced by practises of former communist management. The
collective farm is flourishing and it represents certain multifunctional institution for the
municipality. Apart from solving the local unemployment, the collective farm cooperates with
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the self-government and supports cultural and sport activities in the municipality. As to the
non-agricultural local unemployment, a lot of people were leaving the municipality in order to
find a job in industrial enterprises in nearby municipalities during the communism. After
1989, there were a lot of sole traders who have been running their business since then.
Although they employ only 3-5 employees, they give preference to local employment and try
to help the municipality by hiring problematic groups of inhabitants (alcoholics and
Romanies) for seasonal works. Reciprocally, the municipality tries to solve different orders by
assigning them to local entrepreneurs. In comparison with the majority of small municipalities
in Slovakia, the unemployment is very low. The municipality also finances a kindergarten and
contributes to the transport of children attending the primary school in a bigger municipality
because there is no a primary school in municipality. There are various associations and
neighbourhood groups who organize the community life and regularly motivate the
inhabitants.
The second bigger suburban municipality has business and service character. After its
separation from the district town, the municipality focused on the promotion of this act and on
its symbolic emphasizing (printing of postcards, souvenirs with symbols of municipality, the
song about the municipality, cultural events etc.). The above mentioned activities united the
local community only at the beginning. Events that were repeated many times every year
started to have mostly opposite effect. As to the economic area, the municipality closed down
the former collective farm and rented its buildings to several private companies. The land is
cultivated partly by the collective farm from neighbouring municipality and part of it is
owned by original owners who want to rent it. The majority of people work in the tertiary
sector or in industrial enterprises situated in neighbouring towns. Generally accepted
principles of internal regulation of local employment do not exist. In the case of hiring people
from problematic groups, the municipality applies the system of solidarity only on seniors.

1643

There is a pensioners club and several more associations in the municipality. However, they
do not try to coordinate their activities. The primary school was closed down because parents
preferred to place their children into the primary schools situated in towns.

Rural Households
The rural household keeps the status of one of the key institutions in local community.
Concerning the above mentioned fact, it is also the basic subject of collective decision making
that consists of individual economic representations. These individual economic
representations are involved in common living and associate sources according to the
demands on satisfying the needs by tangible and intangible property.
The quantitative research of rural households confirmed that the post-communist
transformation highlighted the differences between regions of western and eastern part of
Slovakia. These differentiations were also presented in different strategies, dreams or future
plans and were ‘evaluated’ in different stratification distribution of households. Economic,
socio-demographic and socioeconomic differences between questioned rural households
projected into selected indicators of compared status lines were emphasized in different inner
hierarchy arrangement of regional samples. The regional stratification models outlined that
the classification of households according to the criteria of the economic status (income,
household conveniences, the spatial living conditions) does not copy their classification
according to the selected indicators of the socio-cultural status (the education level and
structure of socioeconomic positions of household members, the population quality).

Figure 1 about here
The economic and income differences between household samples from monitored regions
ranged from 20 % to 27 % and socio-cultural differences ranged only from 6 % to 10 % (see
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Figures 1 and 2). Therefore, the process of differentiation of rural households can not be
perceived only as the reflection of the varied structure of its members but predominantly as
being dependant on the urban, spatial and socioeconomic situation of the region.

Figure 2 about here
As it was mentioned above, the aim of the quantitative research was also the description of
particular representative types of rural households for individual social classes in relation to
the following qualitative research. We interviewed particular family households in monitored
municipalities on the basis of the determination of representative types which represented the
hierarchy of rural households. This part of the research was carried out in characterized rural
households. The need for introducing the profiles of social actors in this chapter resulted from
their uniqueness. Their stories were one of the sources of information for the interpretation of
transformation period in rural environment. Therefore, we should take into consideration that,
despite of their ‘methodologically reasonable’ selection, any effort to form common or
distinct features in their behaviour and strategies represents a certain simplification.
The lower stratum is represented by a two-generation household that consists of parents in
middle productive age (43 and 39 years old) and six children at the age of 18 to 2. Both
parents have secondary school education. The husband was unemployed but he has been
employed in a private company recently. The wife is on the maternity leaf but she worked
“unofficially” in her sister’s company for a short period of time. They used to live with their
parents and they have moved to the countryside from smaller town where they lived in the
block of flats. They live in a small old family house and they reconstruct it by themselves.
The family farm (small garden and livestock) is an inseparable part of their everyday
existence. They are very religious and their children are also educated in this way. Although
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they have been living in the municipality for eight years, the local inhabitants consider them
to be newcomers. Therefore, they keep in touch mainly with other newcomers.
This category also involves the three generation household consisting of seven members:
retirees, their son and his wife (48 and 42 years old) and three grandchildren at the age of 18
to 12. They live together in an old family house with a garden. The grandfather has primary
education and is the member of municipal board. His wife attended secondary vocational
school and her son and daughter-in-law attended apprentice centre. The son commutes to
work to neighbouring town where he works in a car repair service. His wife works as a
saleswoman in a local private shop. The income of individual household members is very
low and the generation gap causes a lot of conflicts because they have different generation
approach to the small farm and to the meaning of self-saturation. Conflicts arise every day,
especially, between the daughter-in-law and mother-in-law.
The middle strata are represented by household of two retirees at the age of 79 and 75 who
have been living in the municipality since they were born. Both retirees come from the
families of workers, they attended apprentice centre and have close relationship to agriculture.
Therefore, a small farm is an inseparable part of their way of life. The husband was a
chairman of local self-government in 1983 – 1991. Before that, he had been its member for
many years. His wife has been working in a co-operative society Jednota all her life. Its local
branches were and have been situated in almost every municipality in Slovakia. Their three
adult children live in a nearby district town with their families. They are regularly in touch
and help each other.
Another representative household of this category is represented by two generation household
consisting of two members. The first member is a teacher at primary school and a member of
municipal board (51 years old). She lives with her son (30 years old) who is a sole trader. She
has a very strong emotional attitude to the municipality, her parents´ house and to her
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profession. Therefore, she has high social prestige within local community. She is not
divorced but has been living separately from her husband for many years. The son has the
completed secondary education. He has been working as a sole trader since he finished the
school because he wanted to be financially independent as soon as possible. The father helped
him financially when he wanted to set up business.
The upper strata are represented by household including five members: a husband (42 years
old) who is a very successful entrepreneur within the region, his wife (35 years old) and three
daughters at the age of 17 to 3. Both of them have the completed secondary education, high
income and above average standard of living with regard to rural conditions. The wife helps
her husband in the company from time to time. Her main task is to take care of children and
household. Their above average living level and successfulness in business are the results of
their courage to set up business immediately after 1989, the managerial skills of husband and
his positive experience when working in a collective farm as well as of the strong family
background of both partners which helped them in the beginning with credits by collateral
mortgage of their family houses.

Economic practices and strategies
The majority of questioned households were more pessimistic than optimistic with regard to
the possible development of their financial situation. According to the quantitative research,
more than 64 % of households did not see any possibility to improve their financial situation
over the next five years and only 13 % of them thought that their financial situation would
improve a little bit. A lot of respondents could not express their opinion on this development
because they had problems to orientate themselves in the wide range of possibilities,
opportunities or legislative measures as well as in the development of political situation.
Education, the access to information, the measure of adaptability and the degree of
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development of individual and team activities in municipality were important determinants
that directly and proportionally increased the ability to perceive objectively the social reality.
The structure of planned socioeconomic activities of the rural household members expressed
mainly the higher need for further education or re-qualification. It was often the only possible
way in marginal municipalities. In general, the determination to start with business activities
was very low. The vision of solving the living situation by moving from the municipality
decreased with real possibilities provided by the particular region. Undoubtedly, it also
resulted from such factors as the measure of spatial identity or different types of social bonds
which determine them.
The qualitative research showed that economic practises and strategies applied in rural
environment are determined predominantly by the age or their generational classification, the
type of social experience from the past (mainly in the sense of work experience in the period
of communism) as well as by the economic support of family and social background.
Concerning questioned households with better economic background, the important task was
not performed by educational level but by the courage to set up business and by the ability of
particular individuals to orientate themselves within the existing legislative and economic
situation. The given statement may be illustrated by comparing the professional experience of
the men at middle productive age coming from the lower and upper social strata, whose
starting position was approximately the same. Both of them worked at collective farms as
engineers and after 1989 they started their own business in the same branch – service and
selling of second-hand cars. The first one (48 years old) was not successful as a sole trader
because he was not able to gain sufficient turnover and administration, though, he was given
an advantage by his friend at the beginning (he had at his disposal place for free). He gave up
and waited passively for the same job offer from his friends. Nowadays he has been working
for the minimum wage and he often changes the employer. The second man (42 years old)
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started his business without any advantage, he even asked for credit. He managed to gain
sufficient turnover and he continued to be successful in different types of business where the
legislative was not completed. Nowadays, he runs wholesale with medicaments and, after
successful business period, he is thinking of selling it to multinational company. His aim is to
enjoy his money because all his family has been financially ensured for many years.
Respondents of both households belonging to lower strata demonstrated the traditional model
of self-saturation. Small family farms represented great support within the food supplying. At
the same time, they caused that all family members did not have leisure time for another
activities and they controlled everyday as well as all the year round household activities. The
representatives of the oldest generation worked physically very hard at their productive age
and they required the continuity and acceptation of their life style from their son and his wife
who have been living with them in one household. These requirements caused a lot of
conflicts among them. Self-supplying activities in the first described household were
considered to be inevitable for living as well. However, they did not ask older children for
help, they supported them in their leisure time activities. Both households demonstrated
scepticism towards upper strata, but the first household considered their economic situation as
the “burden” they have to put up with. The second household considered their economic
situation to be the social injustice and they blamed the state for it.
Respondents from the middle strata were tolerant towards different economic strategies of
their adult children. Although they emphasized the importance of university education, they
respected the fact that their children had chosen different way of adaptation to new conditions
– either they moved to the district town and found a job or they became sole traders. In both
cases, the parents provided their children with natural support from small family farms or
gardens but they did not ask their children to help them regularly. Adult children helped their
parents financially or they invested money into the improvement of their parent’s houses.
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These households present common standard of living; they consider it to be sufficient and
they did not declare the need for its improvement or change.

Social networks and their use
Traditional Slovak village was not interconnected only by neighbour, cooperative and other
social relationships. There were formed relationships of the dependency between families
within the village which were forced by variable forms (fee by husband or godfather choice,
common entertainments, etc.). However, the increasing possibility of the mobility and
migration globally originates the reduction of the value of locally bounded social relationships
and networks. In general, the respondents observed negative changes in relationships with
neighbours and the same fact occurred within inter-generation relationships. The growing
intensity of inter-generation confrontations can be the consequence of various lifestyle
opinions and attitudes of older generation towards the overall social situation as well as of
some confrontations of behavioural models or lifestyle strategies. It is determined by different
generation bonds to the place and community and it is manifested in individual feelings and
social involvement. Various visions about the fulfilling of individual needs, their awareness,
social orientation and educational level are important additional factors, too.

Figure 3 about here
Reciprocal help among relatives, neighbours, and family or more distant social networks is
one of elementary characteristics of a traditional Slovak village. Its characteristic feature is
reciprocity. In the past, the principle of reciprocity was consequently used in the framework
of the same social class by partners of different community position with respect to their
property background and social status. Reciprocal help was realized and has been realized in
a variety of situations. The structure of subjects which are in the position of help addressees is
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changed as well. The traditional subjects remain but new subjects supply them depending on
possibilities and character of the region.

Figure 4 about here
According to the results of qualitative research, the social help from the state and local selfgovernment was used by respondents mostly as an additional possibility of solving their
problems (their attitude remained the same before as well as after 1989). While respondents
from middle strata wanted “to prove that they were not dependent on social benefits”, the
representatives of lower strata found themselves tightly above the limit to be formally defined
as claimants and allowed to ask for social benefits. This situation referred mainly to the
national system of social politics. The local self-government (represented by the mayor of
municipality) was considered to be a trustworthy institution when providing support for
households from lower strata living in small municipalities. The representatives of the oldest
generation who belonged to the lower strata and lived in suburban municipalities did not even
make an effort to ask local self-government for social benefits. Their attitudes emphasized
state and paternalistic system from the period of communism as the only one which was
meaningful. The qualitative research confirmed a high importance of “good family
background” for the household representatives of all social strata. When talking about “life’s
ups and downs”, the majority of respondents talked about family problems or achievements in
family life. The respondents from upper strata were willing to create social contacts outside
the local community. On the other side, the representatives of lower strata were sceptical and
they considered it to be pretty risky. The role of neighbourhood as an important social bond
was mentioned mainly by household representatives coming from middle stratum or,
particularly, from the smaller of monitored municipalities. The rest of respondents confirmed
with their answers the findings of quantitative research (considerably weakened neighbourly
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relations and life individualization in local community). Neighbourly relations were formed
on the basis of physical closeness which grouped people into particular groups. In this way, it
evoked the feeling of mutual cohesion or solidarity. However, the transformation process
introduced into rural community new forms of social relations among people which were
formed on the basis of ‘market mentality’ – e.g. collective entrepreneurship, the offer of paid
work, contacts with bureaucratic institutions, restitution etc. The above mentioned facts
caused that mainly elderly inhabitants living in the suburban municipality regretted that the
role of neighbourhood was weakened and, nowadays, it has often been reduced to “the
obligatory and random communication on the street”.

Reflection of activities of local government
The positive evaluation slightly prevailed over the negative one when evaluating the influence
of local self-government on the life of rural households. However, the negative influence was
perceived more intensively by respondents than the positive influence.

Figure 5 about here
Developing programs as well as the possibilities of cumulating and applying different forms
of capital within the promotion of community projects or individually realized activities and
the existence of functional microregional associations brought to people visions and examples
on revitalization. At the same time, they pointed at the possibilities and functions that the
local self-government can have and represent. The influence of self-government was
evaluated very negatively by respondents coming from rural communities situated in the
eastern region of Slovakia (Sabinov). The greater scepticism was conditioned by the general
marginal situation of the region and, moreover, by the marginal position of some
municipalities within the region. However, it was also the consequence of other factors such
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as the scepticism towards the mayor, local representatives and their skills, the lack of social
and political contacts of self-government as well as the insufficient technical equipment of
local authorities, poorly functioning local community, etc. The representatives of questioned
households also declared to what extent they perceived the activity of government and its
reforms in the sense of the impacts on living level of their households. The positive influence
of government on the living level was expressed by more respondents from the suburbanized
region in the area of capital city. For these inhabitants, the ‘physical’ closeness of government
meant higher and more detailed awareness about the meaning of its procedures and
arrangements obtained not only by official links but also by informal communication channels
by means of social contacts. The negative influence of government was expressed mainly by
respondents coming from rural communities with the high level of unemployment, social
dependence and elderly inhabitants. One of the reasons was also the paternalistic thinking
which has been preserved in Slovak society mainly with regard to above mentioned groups of
inhabitants.
While our respondents from middle strata wanted “to prove that they were not dependent on
social benefits”, the representatives of lower strata found themselves tightly above the limit to
be formally defined as claimants and allowed to ask for social benefits. This situation referred
mainly to the national system of social politics. The local self-government (represented by the
mayor of municipality) was considered to be a trustworthy institution when providing support
for households from lower strata living in small municipalities. The representatives of the
oldest generation who belonged to the lower strata and lived in suburban municipalities did
not even make an effort to ask local self-government for social benefits. Their attitudes
emphasized state and paternalistic system from the period of communism as the only one
which was meaningful.
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The representatives of lower and middle social strata appreciated mainly those activities of
self-government which contributed to the improvement of external appearance and supported
cultural life in municipality (e.g. new pavements, reconstruction of cultural centre, social and
cultural events etc.). This approach resulted from the image which was characteristic for the
local self-government in the communist period. In that time, the self-government functioned
only formally; it did not have the right for decision making but, on the other hand, it
participated in organizing and financing of social events. In other words, it took over the role
of traditional community which was being destroyed by communist society. The
representatives of upper social strata presented more pragmatic and critical approach.
Although they considered the above mentioned activities as beneficial ones, they evaluated
the development of the municipality by means of investments into the infrastructure,
investment purposes, the management of collective property etc. It is important to mention
that the above mentioned approach was manifested mainly in connection with personal,
economic and residential contexts.

Conclusion
Processes started by revolution in 1989 significantly impact the individuals and households.
Countryside, with its own specific social structure, social organization and economic system,
is injured by community transformation, literally fundamentally and existentially. Information
collected in this research stand for only a small part in a mosaic of knowledge of
contemporary Slovak countryside. Nevertheless, it is possible to sum up the main findings of
the household survey in terms of described issues. For the purpose of complete information
about this research of rural households in Slovakia, we would like to restate all basic findings:
Firstly, modernizing and transforming rural society in Slovakia is characterized by increasing
plurality of the forms of life arrangements. Thus, the classes do not always have to be
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hierarchically arranged and some representatives of lower stratum can have better life chances
than the representative of middle stratum who is suffering. Secondly, incomes and financial
resources of majority of rural households which are provided by formal sector or by the
system of social benefits are often insufficient for satisfying their needs. Therefore, the
interactions with non-market individuals and institutions as well as the participation in formal
and informal economy and home economics form an important part of socioeconomic
behaviour of rural households. Thirdly, the structure of subjects, which stay in the position of
help addressees, is changed. Traditional ones remain, but new subjects supply them in
dependence of possibilities and character of the region. Finally, there is noticeable that trust of
people to the municipality subjects is lagging behind in Slovak countryside and this fact is
connected with an insufficient level of civic and social participation. The negative influence
of government was expressed mainly by respondents coming from rural communities with the
high level of unemployment, social dependence and elderly inhabitants. One of the reasons
was also the paternalistic thinking which has been preserved in Slovak society mainly with
regard to above mentioned groups of inhabitants.
Moreover, the qualitative part of the research shows also further interesting ‘local face’ of
globalized social reality. The comparison of both surveyed villages points at an interesting
fact: even if suburban rural communities are generally considered as the winners of social
transformation, the small villages in more marginalized position which are less ‘influenced by
contexts’ (and, therefore, possibly future stronger communities) can belong to them as well.
Concerning surveyed rural households from different social strata, it is possible to recapitulate
the following basing conclusions: economic practises and strategies applied in rural
environment are determined predominantly by the age, the social experience from the socialist
past as well as by the family support; the self-supplying activities have still an important role
in the structure of economic activities of rural inhabitants; a good family background is
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important, especially in lower strata, not only as a provider of financial support but also as a
provider of different types of support (e.g. feeling of security etc.); the social help from the
state and local self-government is used by respondents mostly as an additional possibility of
solving their problems and belonging to particular social stratum influenced significantly the
approach to the evaluation of functioning of local self-government.

Notes
1

“With globalization becoming a centrepiece in the business strategy of many firms – be they engaged
in product development or providing services – the ability to manage the “global knowledge engine”
to achieve a competitive edge in the today’s knowledge intensive economy is one of the keys to
sustainable competitiveness. But in the context of the global marketing, the management of knowledge
is de facto a cross-cultural activity, whose key task is to foster and continually upgrade the
collaborative cross-cultural learning. The new integrated European market provides great
opportunities for market success not only in the local market, but also in regional and global ones.”
[Horská, Krasnodębski (2009: 368)]
2
The practical experience of some ethnologists dealing with the Slovak rural communities also point
to the fact that, in analysis, it is more appropriate to distinguish types of social action by means of the
degree of rationality and to use the terms enculturation and acculturation for this type of analysis.
3
As it was mentioned before, the data obtained by questionnaire household survey were analyzed and
interpreted in Moravčíková, Hanová (2005) and Moravčíková, Hanová, Klimentová (2007).
4
According to the criteria applied within the comparative socio-spatial analyses (EU, OECD), the
municipalities up to 1,000 inhabitants are considered to be small municipalities. One of the
municipalities is situated in the upper limit of the size category whereas the second one represents
approximately “the half of the first one” with regard to the size.
5

Municipalities up to 1,000 inhabitants represent 68 %, municipalities up to 2,000 inhabitants 87 % and, in total,
rural settlements represent 95 % of all settlements in Slovakia.
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COUNTRYSIDE AND GLOBALIZATION: THREATS AND
POSSIBILITIES THROUGH THE EXAMPLE OF
HUNGARIAN RURAL MICRO-REGIONS

H. Nagy,1. – J. Káposzta,1. – K. Ritter1.
1

Szent Istvan University, Gödöllö, Hungary

Abstract: In the last decades the processes of the global economy and decreasing agricultural
employment have caused heavy structural problems in a number of rural areas all over the EU
and other developed countries as well. The role of agriculture in the employment has sharply
dropped, which did not affected the rural areas the same way. The negative effects hit more
those peripheral rural areas, which have agricultural traditions and unfavourable structure of
the human resource. In the light of the most important economical and social changes
affecting rural areas in global context, main objective of this paper was to explore the
connection between long term agricultural unemployment and state of territorial development;
and to determine the possibilities of local endogenous development on those impaired micro
regions that suffered most from the decrease of employment in the agriculture in Hungary,
during the period 1990-2003. By multivariable statistical methods, the areas involved in the
examination have strong correlation with the spatial inequalities, and the selected microregions lag behind concerning the necessary local resources, especially the human resource.
On the ground of the results, it is not the decreasing role of the agriculture in employment that
is the main problem affecting the lagging rural areas, but the economical, social,
infrastructural, and mainly human disadvantages that are accumulated. These factors are the
main handicaps during accommodation to global economy and competition.
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Introduction

In the last decades significant changes and increasing territorial differentiation could be
observed in the rural1 areas of developed countries, mainly in Western Europe, but - parallel
with the political and economical transformations in Eastern-European countries - all over the
European Union (EU). These changes have been accelerated by the unequal expansion of
economical and social effects of the globalization that affect rural areas and settlements, their
development and local economy differentially (about this topic see Byrden and Hart 2004).
One of the most important elements of the changes is the strengthening and changing of the
expression rural, since it has meant a totally different and new dimension of the society and
the economy in the developed countries for a while. It is showed by the reducing population
of the cities (suburbanization), by the increasing value of natural resources, by a nicer look
and the economic development of the countryside (the new rural economy) etc. In addition, as
the major place of the raw material production in agriculture and food industry, rural areas
play important role in the EU’s Common Agricultural Policy (CAP) as well. For a long time,
rurality has been defined by the predominance of agriculture in the economic activity, in the
social and environmental context and in the ethic values of an area. Now, the transformation
made in the European economy and the wide distribution of industry and services in the

1

Although each individual member country has its own definition of rurality which is used for different purposes
(the scope ranging from definitions in terms of dispersed population, an often agricultural-based economy,
distance from major urban centers, and, as a direct consequence, lack of access to major services), there is no
Community definition of rural areas (see IWG.AgRI 2005). In the EU the most frequently used approach is the
OECD regional typology. This typology is based on a combination of three criteria: first, it identifies rural
communities according to population density; second, it calculates the percentage of the population of a region
living in rural communities; third, it takes into account the presence of large urban centers in such region.
A community is defined as rural if its population density is below 150 inhabitants/km2. A region is classified as
predominantly rural (PU) if more than 50% of its population lives in rural communities, predominantly urban
(PU) if less than 15% of the population lives in rural communities, and intermediate rural (IR) if the share of the
population living in rural communities is between 15% and 50%. These basic types could be changed by the
largeness of urban centers (see OECD 1994).
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territory have profoundly modified the rural dimension, resulting in growing integration
between city and countryside.
In spite of the above mentioned, general problems of the rural areas - mainly caused by the
fact that the importance of agriculture has gradually decreasing in the employment - cannot be
ignored (e.g. depopulation, fewer employment opportunities, increasing social burdens,
accessibility to the basic services etc.). As a result of that, the unemployment causes further
rural problems not just in the EU (SERA 2006, EC 2008a), but for example in the United
States as well (pl. Lichter and Johnson 2007, Macke 2003).
Although declining agricultural employment is a general tendency in developed countries, it
has no same effects everywhere because of the special characteristics of territorial structure.
Negative tendencies hit more rural areas with traditional agriculture, lower skilled and ageing
human resource, lack of bigger cities, and with unfavourable accessibility, especially in postcommunist Eastern-European countries, where the territorial aspects of economic and social
processes following the political transition have many times increased negative impacts
(EBRD 1999 and 2002, SERA 2006).
One of the most important indicators of structural problems in Hungarian rural areas is long
term agricultural unemployment: the crowding out of former agricultural labour of the labour
market and the difficulties they face trying to flow into other sectors. Strong correlation has
been supposed between this indicator and the general socio-economic underdevelopment of a
region at micro-regional level.
In the light of the most important economical and social changes affecting rural areas
(emphasizing agricultural features), main objective of this paper is to explore the connection
between long term agricultural unemployment and state of territorial development; and to
determine the possibilities of local endogenous development on those impaired micro regions
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that suffered most from the decrease of employment in the agriculture in Hungary in the last
decades.

Countryside and globalization
Analyzing the connection between countryside and globalization is as hard and wide-ranging
task as the definition or explanation of the globalization2 itself. Without introducing the
discourse or the different interpretations of the globalization, this paper aims to underline just
the most important and generally agreed consequences that affect rural areas.
In literature the often - and according to Bristow (2005) mainly in economic context - used
term of competitiveness means indeed the ability of accommodation to the rapidly changing
global economic and social circumstances (EC 1999, Lengyel 2003) This ability has a very
strong influence on territorial inequalities. The successful regions could work out adaptive
strategies, but there are several others (like the Hungarian micro-regions analyzed later in this
paper) that could not answer to the global challenges.
Videlicet rapid changes in the international economy confront rural regions with some
obvious threats but also with significant opportunities. These changes include globalization,
improved communications and reduced transportation costs, changing trade patterns for
commodities, and the emergence of important non-farm activities in rural regions. The issue
is how to adapt current strategies – often sectoral and applied uniformly across a country – to
take into account the different development trajectories of rural regions, many of which are
based on exploiting local, place-specific resources (Bengs és Schmidt-Thomé 2005, Leader
2001, OECD 2006).
Globalization, increased accessibility (development of transportation infrastructure and ICT)
and new migration patterns are offering new opportunities for rural areas to develop. In many
2

Although since the appearance of the term the discourse of globalization has grown steadily in both amount and
complexity, there is little consensus on what it does or should encompass, or even on the term’s definition. It is
used generally in economical, social and political context (Fiss és Hirsch 2005).
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rural areas the diffusion of clusters, as seen in food processing activity or in other industries,
has played an important role in improving the economic performance of the area. Moreover,
thanks to the improvement in transport links, a large number of rural regions have been able
to take advantage of some emerging elements that improve their economic and social
performance; this is the case of some rural areas that have been able to respond to the new
demand for services, such as clean environment, attractive landscapes and cultural heritage
(EC 2006a, Heilig 2002, OECD 2006).
The assets of rural regions and improved transport links and infrastructure can serve to retain
or attract people and businesses. The infrastructure helps reduce factor costs for businesses.
Therefore in the past twenty years many rural areas have shown an increasing capacity to
attract permanent investment. As a consequence, many rural regions have experienced
positive employment growth rates in industrial and service sectors (and parallel a loss of
agricultural jobs). During 1996-2001 in many OECD countries (10 out of 27) the region with
the highest rate of growth in employment was a rural region, and in fact, the level of industrial
employment in predominantly rural regions increased by 0.5% per year during the 1990s,
while there was annual decline in urban and intermediate regions (OECD 2006).

Table 1. Employment growth rates by sector in the 1990s, selected OECD countries
Annualized rate of employment growth (%)

Localization (see Porter 1990, Dicken 2003) parallel with globalization is an important factor
as well, advancing local values and endogenous resources of the countryside (Moseley 2003,
Terluin és Post 2001). So a large number of successful rural regions have been able to
valorize public or quasi-public goods such as a clean environment, attractive landscapes and
cultural heritage (including food). It raised the demand of residential houses and commuting
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which have played an important role in changing the economic and social aspects of many
rural areas. Easier commuting across longer distances has expanded the sphere of influence of
major urban areas enabling people to live in rural regions while working in cities. Rural assets
such as quality of life and environment, natural heritage and other amenities are also more in
demand and constitute real attributes that attract investment and workers as well. All these
factors have contributed to a partial reversal of the trend of rural out-migration in many rural
areas in countries such as France, the UK and Italy and also in some of the EU’s New
Member States, such as Poland and Hungary (EC 2006a, OECD 2006).
The positive perspective on globalization highlights the increasing post-productivist
countryside by the economic and social changes (Ilbery and Bowler, 1998), growing social
demand on the new functions of the space (for example tourism, recreation, environment
functions etc. see Marsden, 1995), expansion of services, industry and technology, and
integration of new rural economy into the regional, national and international economies3
(Clout 1993). This kind of expansion of modern industry and service sector is perfectly
realizable by development and researhes on the agriculture, rural economy, rural clusters of
the United States (EDA 2007, Isserman 2000, Porter et al. 2004, Rosenfeld 2004) and the
OECD (OECD 2006) as well.
However, the increasing value is strongly related to improved transport links that make
investment, recreation and residential location in rural areas increasingly feasible. But most of
all, it has to do with both a growing demand on the part of urban dwellers for rural areas and a
local capacity to co-ordinate several economic actors to supply and promote local collective
goods. Growth tends thus to be concentrated on the more accessible rural regions.

3

The process when services, new industries and technologies settle in the countryside and rural areas are
valorized by capital is called new rurality by Granberg et al. (2001).
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At the same time the changes are two-sided. While positive effects could be realized in
accessible rural areas, countryside in general terms shows big heterogeneity and
differentiation (Byrden és Hart 2004). Globalization has escalated competition, as it has
brought competitors at international level close to or into each other’s local market, sweeping
away former geographical, identity-based community borders that had defended the local
products, industry and cultural traditions of rural areas earlier. Meanwhile new technologies
and the intensive production has been crowding out manpower from labour-market, especially
in agriculture. According to Kulcsár and Brown (2005) modernization accompanied by
globalization changes the rural social structure as well. It coincides with other opinions in
literature where negative perspective on globalization highlights mainly the social aspects,
especially from the rural point of view: for example cultural homogenization (Fiss and Hirsch
2005), vulnerability of local societies (Kirby 2006, Luloff and Bridger 2003, Putnam 2000),
the risk of poverty and social exclusion, and increasing inequality (Wade 2003).
What side (positive or negative) of the globalization is stronger depends on how a region or
settlement connects to the changing international economy and on the ability to attract capital
and residents as a critical mass making demand for goods and services (Cloke and Goodwin,
1992). These are in strong correlation with accessibility, but not just in physical or
geographical meaning, but in terms of easiness to access to all those services and activities
which represent common facilities for people living in urban centres (such as schools,
hospitals, sports, social and cultural facilities, basic services etc).

What is apparent is that rural areas tend to show a weaker economic performance and face
significant challenges in comparison to other regions in OECD countries and in EU as well.
The problems stem, in general, from a declining and ageing population and from distance to
markets and services. These characteristics have an impact on enterprise dynamism and job
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creation, on the accessibility and quality of educational and other public service resources, on
the quality and density of infrastructure, and so on. This factors can interact to generate what
has been called the circle of decline (Figure 1.) for rural areas.

Figure 1. Circle of declining rural regions
Actually, the problems of rural areas in the field of demography, remoteness, education and
labor market may generate their own circles, and may interact reproduce and amplify the
phenomenon of poverty of rural areas. The demography circle starts with the unfavourable
demographic situation of many rural areas: large share of elderly, few young people and low
density negatively affect the economic performance of the area; as a consequence, low birth
rates and migration of young people further worsen the demographic situation. The
remoteness circle is generated by poor infrastructure, which negatively affects the economic
performance of the area, thus fostering out-migration; this has a negative consequence on the
demographic situation, representing a further obstacle to the development of infrastructure.
The education circle is generated by the low educational levels of most of the rural
population; this causes a low employment rate and, consequently, may increase the poverty
rate, which in turn negatively affects the chance of receiving high quality education. Finally,
the labor market circle starts with poor labor market opportunities of many rural areas, which
force many qualified people to migrate and thus worsen the quality of the local labor force; a
low-skilled labor force is a disincentive for investment by domestic or foreign firms in the
area; the consequence is a further deterioration of labor market situation (OECD 2006, Patrick
1997, SERA 2006, EC 2008a).
This kind of vicious circle, in which unemployment and lack of services lead to rural exodus
(movements of population and economic activity out of rural regions over the past few
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decades) has been a common pattern in rural regions ever since the agricultural sector began
to shed employment (OECD 2006, EC 2008a).

Decline of agricultural employment
In the advanced stages of economic development, such as in the case of the European Union
or OECD – despite its internal differences – the connection between agriculture and rural
seems to become weaker because of the development of industry and services in the
countryside (OECD 2006).
European agriculture currently faces several major global challenges including enlargement,
more liberal trading arrangements, environmental issues, changes in consumer preference and
in the degree and nature of public support. Historically, one of the main ways the sector has
adjusted to these competitive pressures is by continually reducing the amount of labour used
by means of adopting new technology and structural adjustments such as larger farming units.
The result in many regions is that agriculture now makes up a small part of the total
employment. However, even in these regions as well as those where agricultural employment
is of much greater importance the inexorable trend of labour moving out of the sector seems
to continue (SERA 2006).
In the past, the agricultural sector was often the engine for growth in rural economies and
represented the predominant source of rural income, employment and output. That situation
has changed, principally because agriculture is no longer the main sector in rural regions,
either in terms of output or employment (Table 2.). While agriculture has an important role in
shaping rural landscapes in many OECD countries and in the EU, its weight in rural
economies is often low and declining (OEC 2006).

Table 2. Role of agriculture in the EU
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Development of industry and services in the countryside together with increasing productivity
in agriculture have driven the dramatic decline in agricultural employment across OECD
countries in both absolute and relative terms. Over a 20-year period (1983-2003) the drop has
been most marked in those countries where the primary sector initially represented a very
significant share of overall employment (e.g., Turkey, from 52% of total employment to 34%,
Greece, from 30% to 15%, Spain, from 20% to 5%). Overall, within predominantly rural
regions across the OECD, less than 10% of the workforce was employed in agriculture in
2000 (OECD 2005 and 2006).
During the last 20 years agricultural employment has generally been characterised by a
continuous decline in the EU as well. The number of persons working in agriculture
decreased on average by 2,3-2.5% per year, and this trend has remained the same (see Figure
2.) for EU-27 in the last few years (EC 2009a).

Figure 2. Average Annual Growth Rate of Employment in Primary Sector (2000 to
2006)

In the Central and Eastern European countries (CEEC) the transformation of the agricultural
workforce since 1990 has been much more pronounced due to restructuring processes during
transition. For example in Hungary, the Czech Republic, Slovakia and Estonia, there was a
significant slump in agricultural employment in the first years of the 1990s with annual
average change rates of -10 % to -30 %, coinciding with a consolidation of large scale farm
structures and the release of non-family labour. This has been followed by a more stable
period, but with an annual decrease still exceeding that in the former EU-15 countries (SERA
2006, Macours és Swinnen 1998, Swinnen et al. 2005). In Hungary, due to the restructuring in
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agriculture, privatization of former state-owned farms and compensation of farmers after the
political transition (see Abrahams 1996, Brown et al. 2006, Burger 2006), agricultural
employment failed between 1980 and 2005 from approximately 20% to less than 5% (Source:
HCSO).

Recently in most rural areas of the EU the primary sector accounts for less than 10% of total
employment. In a third of rural areas its share is less than 5% (EU-25 average is 5,2%, EU-27
average is slightly more than 7%)4, moreover, agricultural productivity is far lower in most
predominantly rural areas (EC 2006b, SERA 2006). On average, the more rural the region the
higher the share of primary sector employment. In the PR regions of the EU-27 the share of
primary sector employment was 19 % in 2003 (12,4% in EU-25), while 1,4 % in PU regions
(both in EU-27 and EU-25). In Hungary, the share of primary sector employment was slightly
more than 10 % in PR and 0,6 % in PU regions in the same time (SERA 2006).

It is commonly agreed, that technological change leads to labour saving processes, which are
adopted most quickly by larger farms. Labour input per hectare and animal respectively has
been drastically reduced during the last decades in EU. Although labour saving technical
progress was much more pronounced during the 1950s and 1960s, the ongoing reduction is
still remarkable (Henkel 2004, Swinnen and Dries 2003). For the CEEC – where agricultural
production was generally more labour intensive than in the EU-15 – farm modernization and
the reduction of the labour force have been accelerated by EU accession (SERA 2006).

4

There are significant differences in the importance of agricultural employment in the EU-27 between countries
and also regionally within countries. Regions with a very high share of primary sector employment above 25 %
can be found in the Central and Eastern European countries of Romania, Bulgaria, Poland, Lithuania and
Slovenia as well as in the Southern part of the EU15 (GR, ES, PT). In the PR regions of Romania more than a
half of the workforce is employed in the primary sector, in Bulgaria and Greece it is one third, and in Latvia,
Poland, Lithuania and Portugal around one quarter (SERA 2006).

1670

The exceptional increase of agricultural productivity over the last few decades now means
that the modern supply chain for commodity production includes relatively few farm
producers and that there is increasing concentration of production in relatively few rural
places. Decline in agricultural employment has been compounded recently by falling public
sector employment, which had been in many cases the main source of job growth in rural
regions (EC 2008a).
In some Eastern countries (Poland, Bulgaria, Romania) the problem of farmers and
agricultural workers is even more severe because of the transformation of the agriculture from
state to private farms. Problems of fragmentation of farms and small dimension of economic
activities represent important determinants of poverty and exclusion for farmers and their
families (EC 2008a).
As a consequence of the decline in full-time agricultural employment, farming households
rely increasingly and significantly on non-farm income. As full-time farm employment has
decreased, part-time farming and off-farm work have become more prevalent among farm
households. In many countries there are significantly more part-time than full-time farmers. In
the EU-25, 54% of farmers worked in 2003 only part time (SERA 2006), and in 2005, at EU27 level, only 15% of the family farm holders were working the equivalent of a full time in
agriculture. However, this share increases with the size of the farm: 76% of farm holders with
more than 100 ha worked full time (EC 2008a).
Moreover the diffusion of very small or even semi-subsistence farms is a matter of serious
concern because in most Eastern and Mediterranean countries (Bulgaria, Lithuania, Romania,
Greece, Italy, Portugal) less than 30% of farmers have other gainful activities (pluriactivity is
mainly a feature of small farms, whereas diversification occurs more frequently on large
holdings)5, which can top up the income received from agricultural activities. Diversified
5

Pluriactivity is defined as the existence of other gainful activities for the farmer i.e. the existence of any other
activity than farm work carried out for remuneration. It includes non-agricultural activities carried out on the
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sources of income may indeed reduce the risk of poverty among farmers. Therefore small
farmers appear to be a specific group at risk of poverty and social exclusion in rural areas (EC
2008a).
The adjustment by farm families to a mixed revenue structure is part of a much larger
transformation of the sector that has seen significant consolidation of farm enterprises.
Farmers with larger or more capital intensive holdings will tend to be full-time farmers, while
those with smaller farms will tend to seek alternative forms of income. There is some
polarisation in the sector, and this has clear regional implications. Farm structure is partly a
function of the productive characteristics of the land itself; in other words, some areas are
more conducive than others to the consolidation of farmland. Thus farm structure will vary
from one region to another, and, in consequence, the agricultural component of individual and
regional revenues will also vary (SERA 2006, EC 2008a).

In many rural areas with declining agriculture, where the determinants of relative economic
performance (see. Agarwal et al. 2009) are missing, and lack of alternative employment is
reported, smaller farms seem to be unable to find alternative forms of income (EC 2008b,
OECD 2006). In the context of the global economy this fact seems to be the fundamental
problem of disadvantageous rural areas, that suffer mostly from the effects of the recent world
economic crisis as well6.

holding itself (such as accommodation of tourists), or on another holding (farm work on another holding is
included too), as well as employment in a non-agricultural enterprise (EC 2008).
Diversification is assessed at the level of the holding, and refers to the creation of any gainful activities that do
not comprise any farm work but are directly related to the holding by using its resources or products and have an
economic impact on the holding.
6
This paper does not treat the effects of the crisis fully. However, according to the outlook for EU agricultural
markets and income (EC 2009b) while the agricultural sector is generally more resilient to economic crises than
other sectors, it is expected to face further great challenges, especially in demand growth and farm income,
which may continue to exert strong pressure on agricultural prices and trigger significant structural adjustment.
Agricultural commodity markets are projected to recover over the medium term supported by structural factors
like the growth in global food demand, the development of the biofuel sector and the long-term decline in food
crop productivity growth. The reduction in total agricultural labour input for EU-15 is assumed to not accelerate
but stabilise at the historical trend of around 2.3% per year on average till 2015. The agricultural labour input in
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Forgotten places in Hungary
Countryside in general terms shows big heterogeneity and differentiation in OECD and EU
countries as well. On the one hand the areas creating the most spectacular development are
rural, on the other hand there are several places forgotten7 by the actors of global economy,
decision makers and politicians, accumulating structural disadvantages that defeat local
endogenous initiatives and development.

The changes in the global economy of the past few decades were experienced by Hungary in a
special way, since in addition to those changes it had to face political and economic transition
and their consequences, resulting significant spatial differentiation greatly influenced by
inherited/historical problems and ability of adopting to globalization (see Barta et al. 2005,
Faluvégi 2004).

While slow reevaluation of the roles and functions of countryside can be observed in
Hungary, rural areas have been the losers of transition in general. A considerable part of these
areas - especially forgotten places - were not able to make a reply to the processes of the new
market economy or the globalization, and have cumulated significant disadvantages.
Declining agricultural employment seems to have impaired adaptiveness of localities causing
among other things high and long term unemployment. It is supposed to contribute to the
increase in the spatial inequalities.

Material and Methods
EU-12 (member countries joined after 2004) is assumed to fall by 3.5% on annual average over the forecast
period in line with the restructuring of the agricultural sector.
7
Originally the expression „forgotten places” is title of a book edited by Lyson and Falk about the main
problems of rural America, emphasizing peripherallity and accumulation of economic and social disadvantages
(ld. Lyson és Falk 1993).
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In the light of introduction, main goal of this paper is to discover Hungary’s rural areas
suffering from agricultural employment crisis (with high and long term unemployment rates
in agriculture) and to compare them to the spatial inequalities, examining the possibilities of
local economic development and the adaptability to new processes. The research introduced
in this paper concentrated not on the most up-to-date situation, but rather on the changes
happened between the change of regime and Hungary’s EU accession. The micro-regional
aspect of the analyses was based on the increasing orientation of literature concerning with
local economic development and competitiveness (i.a. Huovari et al. 2002, Lukovics és
Kovács 2008, Moseley 2003, Ottaviano és Pinelli 2006, Wong 2002).
Reduction in the rate of agricultural employment within the total employment has been
analysed using the data of the census in 1990 and 2001 interpreted by the Hungarian Central
Statistical Office (HCSO) aggregating settlement-level data to micro-regional-level.
Territorial distribution of agricultural (registered) unemployment has been studied taking the
database of the Employment Office (EO) into consideration.
Comparison of the agricultural employment and registered agricultural unemployment with
the economic-social spatial structure of the country has used the data of the two census, the
annual settlement-level data of the HCSO T-STAR database aggregating to micro-regional
level, and data of certain other examinations on spatial inequalities.
The research has been based on processing of abovementioned secondary data basis, forming
further indicators, relied on the statistical instruments and possibilities provided by the
multivariable statistical methods (factor and discriminant analysis), using the SPSS program.

Results
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The first goal was to state which Hungarian micro-regions have been affected the most
unfavourably due to the change of regime and the transition concerning the agricultural labor
force. The followings have been considered in the research:
•

reduction in the rate of agricultural employment (on the basis of the census in 1990. and
2001.),

•

rate of registered agricultural unemployed people in the given year (thereafter: agricultural
unemployed) (on the basis of EO data between 1990-2003),

•

rate of long term (registered more than 12 months before) agricultural unemployed (on the
basis of EO data between 1990-2003).

Combining the three aspects those territories can be defined where, on one hand, the rate of
agricultural employment decreased significantly (which is not a crisis-sign itself), on the other
hand, this decrease has resulted in high, continuous and long-term agricultural unemployment.
These territories have been identified as micro-regions with agricultural employment crisis
(Figure 3.).

Figure 3. Micro-regions with agricultural employment crisis, 2003

Concerning the methodological aspect, those areas have been selected which had their
indicators from the upper quarter in all the three cases, supposing that other sectors could not
absorb the agricultural unemployment.

The analysis of the relation between agricultural unemployment and spatial inequalities at
micro-regional level has been carried out with factor and discriminant analysis by important
indicators had been created on the basis of the literature and other researches. The sources of
original data were the census of 2001 and the HCSO T-STAR database for 2003 aggregated
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to the analysed territorial level. These have been supplemented with two other indicators from
other researches, namely the HDI, indicating the development of the human resource (ld.
Human Development Report 1990 and Obádovics és Kulcsár 2003) as well as the complex
indicator of accessibility (Faluvégi 2004).
As a result eight main rotated factors (see Table 3.) explain territorial differences and
processes in Hungary8.

Table 3. Factors of territorial differences in Hungary

Based on independent samples T-test and discriminant analysis the selected 18 micro-regions
suffering from agricultural employment crisis are in more unfavourable social and economic
status, the qualification of the human resource is much lower and the agriculture clearly have
significant role compared to other areas (Figure 4.).

Figure 4. Result of discriminant analysis by factors

For further analysis on the relation between agricultural unemployment and spatial
inequalities descriptive statistic and discriminant analysis have been used expanding for the
basic/original variables involved in factors. The interpretation of the basic data producing the
most important and significant differences as well as the consequences drawn are as follows:

Selected areas have much lower population density than the others (sig. = 0,000) since they
are also the least inhabited areas in the country (Figure 5.). This result is very important

8

According to the analyses two original variables - average years of education and the income base of personal
income tax - have had the highest eigenvalues in explaining territorial differences in Hungary.
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because the population density - as a main element of the vicious circle mentioned in the
introduction - has significant influence on further economic and social tendencies.

Figure 5. Population density in the analysed groups, 2003 (persons/km2)

While between the two census in 1990 and 2001 the selected areas had net out migration
indicating the outflow of more mobile and skilled human resource during that period, at the
end of the whole examined period (2003) net migration is clearly differentiated regarding the
two gropus (Table 4.). In the 18 micro-regions clear out migration can be experienced, while
in the other 131 micro-regions the balance is positive on average (sig. = 0,017).

Table 4. Net migration of the analysed groups, 2003 (persons/1000 inhabitants)

Moreover, high rate of people leaving the agricultural sector during 1990-2003 is more than
45 years old. For this age-group migration or commuting usually does not serve survival
strategy because of i.a. qualification problems. Thus, the agricultural employment crisis may
ruin the demographic conditions of an area and preventing the settlement of further
opportunities and jobs.
Analysing the number and the rate of unemployment and social payments (aid), it can be
stated that the selected areas show significant arrears (sig. = 0,000) compared to the other
areas as well. The average number of people getting social payments/aid per 1000 inhabitants
in selected micro regions is 34,91 (it is 16,9 in the other micro regions) while there are 70
registered unemployed/1000 inhabitants in average (43 in non-selected areas). Moreover
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regarding unemployment, the 18 micro-regions have the worst figures even in absolute terms9
in Hungary.
Qualification (average years of education) of the unemployed is significantly (Sig. = 0,007)
lower in the 18 areas than in the others. The rate of unemployed with less then eight grades
finished10 is 9,7% in non-selected while 6,8% in selected micro-regions. What is more
important is that in the selected micro-regions the rate of the unemployed formerly worked in
agriculture with maximum eight grades in most cases exceeds 60% and in several cases
approximately 70%.
According to former researches (e.g. Fazekas 2005) the qualification of active population is
an important explanatory factor for the spatial distribution of workers employed at both
domestic and foreign enterprises. Therefore it has been important to examine the spatial
distribution of the qualification (Figure 6.).

Figure 6. The territorial distribution of the population’s qualification in Hungary, 2001

It can be stated that agricultural employment crisis implies the low qualification level of the
population concerned. This fact is to be emphasized due to the coherence detailed in
introduction between the average years of education and the development of an area.
The unemployment may be caused by the lack of local jobs. Regarding the number of locally
employed people, the local enterprises and private enterprises - per 1000 inhabitants (Figure
7.) - it can be stated that in the selected areas there are significantly (Sig. = 0,000) fewer

9

Based on cluster analysis not detailed in this paper, the cluster of the most underdeveloped selected micro
regions have a close correlation with the high rate of gipsy population, increasing long term unemployment and
social problems. In this group the number of registered(!) unemployed mostly exceed 100 persons per 1000
inhabitants.
10
The elementary school level in Hungary
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opportunities to work locally, while, regarding the local employment, the 18 subregions are
among the most unfavourable ones.
Figure 7. Number of operating enterprises and operating private enterprises in the
analysed groups, 2003

Unemployment and the lack of jobs highlight the importance of links to developed areas and
centers and to examine how the labour is able to take jobs in big cities nearby and how much
the transportation system allows that. Accessibility is important from the point of view of the
domestic and foreign large-scale companies and SMEs as well to approach the free, but not
too mobile labour force in Hungary. But, according to the research accessibility (Figure 8.) of
the selected micro-regions is very unfavourable (sig. = 0,000 in comparison), even in absolute
terms.
Figure 8. The accessibility* in the analysed groups

It can be seen that the accessibility of cities and centers nearby providing job
opportunities for the workforce in the selected areas is limited. The accessibility reduces
further the already low job and capital attractiveness. The lack of local employment and the
difficult accessibility of jobs outside the area are proven by - over the already mentioned
social burdens - the local tax incomes and the base of personal income tax (Figure 9.).
Figure 9. The base of personal income tax and the local tax in the two groups, 2003

In the light of these facts two unfavourable tendencies must be mentioned. One of them is the
decrease in the solvent demand, which prevents further services and jobs. The other problem
is that low level local incomes (taxes) may query the possibility of local developments.
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According to introduction there are hardly any other economic activities but agriculture in
several rural areas and small settlements. Therefore the agriculture and the related activities
basically influence their ability of keeping the population.
The difference between the two groups is characteristic (Figure 10.), even if we calculate the
operating agricultural enterprises compared to the number of population (number/1000
inhabitants) or to the total number of operating enterprises (rate of total enterprises).

Figure 10. Agricultural enterprises in the analysed groups

The 18 micro-regions are clearly and significantly characterized by the exposure to
agriculture. On one hand it is because they are traditionally agricultural areas, on the other
hand, it is because the agriculture is a forced line, due to the lack of other opportunities.

Based on independent samples T-test and discriminant analysis the two groups can be best
distinguished based on the rate of operating agricultural enterprises and the number of
registered unemployed people per 1000 inhabitants (Figure 11). The selected areas represent
much more exposure to agriculture and also high unemployment compared to other parts of
the country.
Figure 11. Result of discriminant analysis by original variables

Conclusions
The transition to market economy and the globalization did not leave the Hungarian spatial
structure untouched in the past two decades. Along with the changes, the role of agriculture in
the employment has significantly decreased. These changes affected several rural areas
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unfavourably, and those subregions can be defined where the phenomenon can be experienced
through the agricultural unemployment.
The areas involved in the examination have strong correlation with the spatial inequalities
form the agricultural unemployment aspect. Being aware of the relation with the spatial
inequalities and the characteristics of the labour leaving the agriculture, it can be stated that
there is no possibility for that labour to get back to the global labor market, at least in short
terms. It is because there are limited job opportunities, it is difficult to access the workplaces
outside the area and the level of qualification and the age structure of the human resource are
not sufficient. These factors, however, raise the issue of the possibility of local/endogenous
development. This is really important from the unemployment perspective because in long
terms it is the economic development and not the employment- and social policy that can
bring real positive results, according to the literature. However, from that aspect the 18 microregions lag behind concerning the necessary local resources (especially the human resource).

In spite of it’s declining role in employment, several reasons make articular the importance of
agriculture in the rural development in the examined areas. The first reason is the traditional
agricultural farming of centuries and the importance of the accumulated knowledge, which
can be a great advantage in global market, especially in the light of the need for stable and
safe food-supply even in global or in local/household context due to the economic crisis. The
loss of such knowledge and experience is a real threat if the sector’s role continues to decline.
A further reason is that in these areas agriculture is usually the only one alternative (or
chance), providing living and earning for the population. In this approach, taking advantage of
and strengthening the social function of the agriculture are principal task of the developments.
This is inevitable also from the large rate of gipsy population aspect.

1681

However, it must be stated that the development of agriculture cannot be the only solution for
the areas involved in the examinations. The traditional agricultural approach cannot result the
increase in the employment in the rural areas. Regarding the rural policy, the focus must be
put on the supplementary measures and programs in addition to agriculture. In addition the
role of other sectors must be considered in local employment.

The possibility for development outside the agriculture is rather questionable – at least under
the current circumstances. The most important obstacle of the developments is its subject, i. e.
the human resource. The situation is even more difficult, because of the lack of local jobs and
services it is hard to keep the qualified labor force, while its lack keeps away the investments
and workplaces also due to the bad accessibility, social burdens and unfavourable
demographic tendencies. Moreover, even with the local economic growth, it is doubtful that
the agricultural unemployed people are able to go back to the labour market.

The development of an underdeveloped area, even if the local resources are emphasized, is
only possible with integrating them into larger areas in regional, national and global level.
However, the local strategies rarely include the demand for cooperation with larger territorial
units, in spite of the increasing importance of global and local networks. In order to initiate,
manage and coordinate it, the local governments seem to be the most suitable ones – under
the current circumstances – and their role in organizing the economy and society is also
increasing.

From the aspect of job creation, the community-based economic development and the
implementation of public utility projects may have important role in the future. In such
forgotten places like the selected micro-regions, it is almost impossible to develop the

1682

economy on market-base or/and make the areas adaptive to global circumstances. According
to international practice and experience (e.g. Leader programs), the solution in such areas is
the civil and non-profit-based development, using the tools of community animation. The
development of the local communities is strongly recommended as preferential priority,
because only a strong local community is able to elaborate and realize local development
plans.

It is also recommended for such forgotten places to build efficient relations with the most
important social and economic actors of the larger area while elaborating the development
plans. They should make contact with the players outside the area, build up an efficient
network and try to create the mutual interest in the developments.

The attention of the European Union’s decision-, and policy-makers must be called to the fact
that the fields outside the agriculture have to gain place within rural development, focusing on
the principles related to agriculture, promoting the sustainable and viable small- and mediumsized farms, but recognizing the decreasing earnings provided by the agriculture.
Regarding the direction of the new programming period, by the results of the research and
literature as well, it seems that rural development is only partly able to mitigate the lack of
employment, and the entire range of community instruments must be used to promote the
growth and employment in rural areas. The member states must ensure the most possible
synergy of the structural, employment and rural policies.

It is recommended for the wider level of areas (especially for governmental level)
endeavoring to make such areas selected in this paper use the Union’s funds as effectively as
possible in order to take advantage of the synergic effects of the various funds. Whereas the
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efficient local development is problematical in their current status, the elaboration of statelevel special programs must be carried out for the 18 areas and similar forgotten places by
funds allocation, and measures aiming at rural economy in wider sense.

Based on the conclusions of the research, the social reasons are recommended to be at the first
rank while defining the goals of rural development, since it makes the rural development
especially important. Human resource always has to play primary role in the rural
development, and the actions aiming at the economic growth may get involved only following
the abovementioned factor.
In the light of the increasing importance of endogenous development in the last decades rapid
changes in the international economy and growing integration between city and countryside
confront rural regions with significant opportunities. Literature and several researches
emphasize the role of increased accessibility (development of transportation infrastructure and
ICT), improved communications and reduced transportation costs, changing trade patterns for
commodities, the emergence of important non-farm activities, the clean environment, the
attractive landscapes and cultural heritage, the importance of new migration patterns and
easier commuting across longer distances.
On the contrary, the analysed areas similar to other forgotten places are peripheral, with poor
physical, educational and social infrastructure, unlearned and aging workforce, degraded
environment, ruinous cultural heritage, showing continous out migration, unfavourable
demographic trends, and among other things heavy and long term unemployment. In spite of
the fact, that declining agriculture serve as a last chance, the usually small farmers of these
areas appear to be a specific group at risk of poverty and social exclusion, especially without
any other possibilities.
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The areas concerned have not able to make answers to the effects of the global economy,
without any rural advantages have come to the fore in the last decades. Without special
programs and actions many rural areas with agricultural unemployment crisis seems to just
face the threats of globalization raising territorial inequalities.
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Appendices

Table 1. Employment growth rates by sector in the 1990s, selected OECD countries
Annualized rate of employment growth (%)

Agriculture Industry Services Total
Predominantly urban

-3,0

-0,8

1,7

0,9

Intermediate

-2,9

-0,1

1,8

1,0

Predominantly rural

-2,3

0,5

1,9

1,0

Total

-2,6

-0,2

1,8

1,0

Source: OECD 2006.

Figure 1. Circle of declining rural regions

Source: OECD (2006)

Table 2. Role of agriculture in the EU
Employment in agriculture*
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Agriculture’s share in

1000 employed in

Gross Domestic

agriculture

Share in total employment

(1000 persons)

(%)

Product (%)

EU25

EU15

HU

EU25

EU15

HU

EU25

EU15

HU

1980

n.a.

12730

989

n.a.

9,5

19,5

n.a.

n.a.

17,0

1990

n.a.

9562

693

n.a.

6,6

14,2

n.a.

n.a.

12,5

1999

n.a.

6954

263

n.a.

4,5

7,0

n.a.

1,8

4,5

2000

10680

6770

246

5,7

4,3

6,5

n.a.

1,7

3,9

2001

10595

6724

235

5,6

4,2

6,1

n.a.

1,7

3,8

2002

10419

6539

233

5,4

4,0

6,1

n.a.

1,6

3,1

2003

10419

6557

211

5,3

4,0

5,4

1,6

1,6

2,7

2004

9653

6208

205

5,0

3,8

5,3

1,6

1,6

3,1

2005

9541

6180

187

4,9

3,7

4,8

1,3

1,3

2,7

1,5

3,5

2006

12985**

6073

187

5,9**

3,4

4,8

1,7**

*: Including hunting, fishing and forestry
**: EU27
Source: Own edition based on Eurostat and Hungarian Central Statistical Office (HCSO)
data
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Figure 2. Average Annual Growth Rate of Employment in Primary Sector (2000 to
2006)

Source: EC (2009a)
Figure 3. Micro-regions with agricultural employment crisis, 2003
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Source: own calculation based on HCSO and EO data
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Table 3. Factors of territorial differences in Hungary

Variance
Factors

Eigenvalues

Cumulative (%)
(%)

Economic dynamism (F1)

11,46

22,48

22,48

Social status and level of development (F2)

10,63

20,84

43,31

Qualification (F3)

5,57

10,93

54,24

Tourism (F4)

4,41

8,65

62,89

Youthfulness (F5)

3,52

6,90

69,79

Population growth (F6)

3,39

6,64

76,44

Urbanization (F7)

2,83

5,55

81,99

Agricultural orientation (F8)

1,75

3,42

85,41

Source: own calculation based on HCSO data

Figure 4. Result of discriminant analysis by factors

Standardized Canonical Discriminant
Functions at Group Centroids
Function Coefficients
Factor

Function
Micro-region group

Social status and level of

Function

0,723
development (F2)
Qualification (F3)

0,562

Agricultural orientation (F8)

-0,543

Source: Own calculation based on HCSO data
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Not selected (N=131)

0,168

Selected

-1,225

(N=18)

Figure 5. Population density in the two groups, 2003 (persons/km2)

300

200

100

0
N=
131
Nem kiválasztott

18
Kiválasztott

Notes: Boxplot diagram illustrates the distribution and frequency of a variable’s values. The
top of the box is the upper quartiles (75%) and the bottom illustrates the lower quartiles
(25%). The box includes 50% of the variable’s values. It means that half of the analysed
objectives have the variable value from that range. In this case extreme values are not
illustrated. N=131 means non-selected, N=18 means selected micro-regions.
Source: Own calculation based on HCSO data

Table 4. Net migration of the analysed groups, 2003 (persons/1000 inhabitants)

Percentiles (%)
Groups
Non selected
Selected

Average

5

10

25

50

0,729 -7,818 -6,396 -3,378 -0,190

75

90

95

2,466 9,442 16,678

-3,308 -9,899 -7,555 -6,172 -3,449 -0,438 2,626

n.a.

Source: Own calculation based on HCSO data

Figure 6. The territorial distribution of the population’s qualification in Hungary, 2001
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▲ Selected micro-regions
Source: own calculation based on HCSO data

Figure 7. Number of operating enterprises and operating private enterprises in the
analysed groups, 2003
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Figure 8. The accessibility* in the analysed groups
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In this adopted model the accessibility of a micro-region means the average of it’s settlements
accessibilities, where the accessibility of Budapest has 40, the two closest county- and microregional centers have 25-25, and the own value based on the institutional system of the
settlements has 10% weight (see Faluvégi 2004).
Source: own calculation based on original data of Faluvégi, 2004.

Figure 12. The base of personal income tax and the local tax in the two groups, 2003
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Figure 10. Agricultural enterprises in the two groups
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Figure 13. Result of discriminant analysis by original variables
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Environmental migration – reality we have to face

E. Pintová1
1

Slovak University of Agriculture, Nitra, Slovak Republic

Abstract: The aim of this paper is to point out and to try to find a solution for those people
whose were forced to leave their homes, due to heavy degradation of the environment, which
jeopardizes their existence and the quality of their life.
These people are so called environmental migrant or in many cases environmental refugees.
According to the definition of a refugee defined by Geneva Convention in 1951,
environmental migrants do not fulfill the conditions to be listed in such a category and
therefore they are not recognized by any law or convention the status of a refugee.
They have to rely on voluntary help of people and different organizations such as United
Nations, IPCC(The Intergovernmental Panel on Climate Change), and UNHCR, which is not
demandable and is due to the fact that it’s based on voluntariness also limited in terms of
financial aid.
The IPCC estimates that there will be 150 million environmental refugees by 2050. In spite of
millions in danger of becoming refugees, at present there is no international law to protect
their rights.
People become environmental migrants due to many reasons such as industrial accidents,
armed conflicts, degradation of the environment caused by itself or by the human population,
but there is one thing that connects them – and that’s the help they need to get in order to
survive.
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Key words: Environmental migrants/ refugees, IPCC - The Intergovernmental Panel on
Climate Change, The Institute for Environment and Human Security, UN –United Nations

Results
Number of environmental migrants has in the last decades exceeded the number of people
migrating from the reasons of war, civil conflict or persecution. The problematic of
environmental migrants is becoming more and more visible for the public as unfortunately
climate change is a fact that affects the lives of all of us.
According to the data available it’s mainly developing countries which suffer and are stricken
by the climate changes and natural disasters. The main group of the people having to deal
with gradual degradation or sudden disaster of the environment is poor and socially
vulnerable. Being hit by such a disaster not only doesn’t contribute to their situation, but
makes it even more difficult as they are forced to leave their homes, which are anyhow
destroyed. Having little or almost none financial resources for the relocation , the migration of
these people is mainly internal or just across the boarders where they have to rely on
someone’s help.
Nowadays there are many governmental, non-governmental organizations and groups of
volunteers who are taking care of displaced people due to environmental reasons.
Unfortunately there is no law that would recognize the environmental migrants the status of
the refugees, even though they are forced to leave their homes, they don’t fulfill the criteria of
a refugee according to the Geneva Convention from 1951 about refugees. These people are
left to voluntary help of the others and no such help for them is demandable. Even though
there are many academics and professionals that do accept and are convinced that the climate
change and natural disasters are reasons that force people to leave their homes, there is still
not a unified opinion on the environment being the only contributor to the people’s migration.
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1. Who are environmental migrants?

Environmental migrants or often referred to as “environmental refugees”1 are people who are
forced to leave their homes due to both gradual environmental change and extreme
environmental events, this can be either for a longer or shorter period of time. As the term
refugee doesn’t cover in itself the refugees from environmental reasons we have to call them
environmental migrants as defined by the IOM (International Organization for Migration)
referring to environmental migrants as :"Environmental migrants are persons or groups of
persons who, for reasons of sudden or progressive changes in the environment that adversely
affect their lives or living conditions, are obliged to have to leave their habitual homes, or
choose to do so, either temporarily or permanently, and who move either within their territory
or abroad."2
This can occur from different reasons such as pollution of their surrounding, natural
catastrophes, wars, industrial pollution, pollution by people themselves, reasons which force
people to move from their homes whether for a short or long term. This is mainly happening
in very poor economic conditions being left with the help of others and different humanitarian
organization.
The term refugee was defined by Geneva Convention in 1951 as „A person who owing to a
well-founded fear of being persecuted for reasons of race, religion, nationality, membership
of a particular social group or political opinion, is outside the country of his nationality and
is unable or, owing to such fear, is unwilling to avail himself of the protection of that country;

1

Terms such as "environmental refugee" or "climate change refugee" have no legal basis in international refugee law. There
is a growing consensus among concerned agencies, including UNHCR, that their use is to be avoided. These terms are
misleading and could potentially undermine the international legal regime for the protection of refugees.
2
http://www.iom.int/jahia/Jahia/activities/by-theme/migration-climate-change-environmental-degradation/definitional-issues
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or who, not having a nationality and being outside the country of his former habitual
residence as a result of such events, is unable or, owing to such fear, is unwilling to return to
it.. According to this definition environmental migrants as such do not fulfill the criteria to be
listed and given the status of a refugee. That’s also the main reason why they are not protected
by any existing law.
Many authors claim that they do not want to include the environmental migrants into the
existing Geneva Convention and so to broaden its scope. Not only considering the fact that
the chance that the originally signing states would do that with the incorporated
environmental effects on migration, but also the fact that having a completely new document
signed just for environmental migrants would put even more stress on this topic.
But there are also author who see the future of environmental migrants in making a
completely new document that would deal with this topic and cover all the problems these
people might face.
Despite the fact that they face all the problems that refugees do and on top of it have to cope
with loosing family members, friends and everything they ever had, they are still not
protected in any way. Becoming an environmental refugee is rather a long term status( differs
from author)3, as despite the reality that after a natural catastrophe they can return to their
place of origin, they are left without any financial capital and so have to solve the poverty
problem, which is more or less always a side effect of environment migration.
For the first time ever, Red Cross research shows more people are now displaced by
environmental disasters than by war4. The United Nations University predicts that 50 million

3

El-Hinnawi identified three broad categories of environmental migrants: persons who are displaced temporarily but who
can return to their original home when the environmental damage has been repaired; persons who are permanently displaced
and have resettled elsewhere; and persons who migrate from their original home in search of a better quality of life when
their original habitat has been degraded to such an extent that it does not meet their basic needs.
4
International Federation of Red Cross and Red Crescent Societies (IFRC),http://www.ifrc.org/publicat/wdr2001/
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people globally will be displaced by environmental crises by the year 20105. According to
other experts in the field, there could be as many as 200 million displaced worldwide by
20506.
1.1 Forced vs. voluntary migration
Migrating from environmental reasons can be either on voluntary basis or forced. Even
though there is a very thin line between these two types as it is very difficult to say whether
the reason of the migration was only the environment, as in the most of the cases it is
compounded with social, economic and political reason.
A general division between voluntary and forced migration can be however done, as forced
migration is mainly caused by natural disasters and people have no other possibility than just
to move from the affected area. Whereas the voluntary migration is based on the decision and
possibilities of people living in that particular area, that the current environment doesn’t fulfill
the life expectations it did before. Voluntary migration is also mainly connected with other
factors mostly social and economic, as people move also due to inconvenient life conditions,
which are deteriorating their quality of life.
1.2 Long term vs. short term migration
Decision of people about leaving their homes for a certain period of time depends apart from
their own decision also from their economic possibilities (as the main group of people
affected by natural disasters live in developing countries) and the conditions of the area ,
whether it’s possible at all to go back to their homes. In cases of irreversible environmental

5

United Nations University - Institute for Environment and Human Security (UNU
EHS),http://www.ehs.unu.edu/index.php/article:130?menu=44
6
Myers, N.: Environmental Refugees: An Emergent Security Issue, Organisation for Security and Cooperation in
Europe, http://www.osce.org/documents/eea/2005/05/14488_en.pdf
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degradation (for instance due to rises in sea level), resulting migration can require relocation
of affected population either internally or to a third country and may become permanent.7
Sometimes such natural events involve temporary displacement, as in the case of the Kobe
earthquake of 1995, where, according to the Japan Times, an initial figure of displaced of over
300,000 fell to below 50,000 within three months of the tragedy. Similarly, the floods of
March 2000 in central and southern Mozambique saw the forced displacement of up to a
million people, but a few months on from this tragedy, most had been able to return to their
homes.8

2. Reasons for environmentally induced migration
The reasons why people decide/ have to migrate from environmental degradation are
different:
2.1 Climate change
Climate change belongs to the hot issues worldwide and is being treated as priority number 1
at many conferences and meetings of the highest representatives of various countries. Mainly
it’s the developed countries contributing the most to the pollution of the environment and so
to climate change. And on the other hand it is mainly the poorest countries which suffer by
the impacts of climate change.
Nowadays it’s however not only the question of who is the main contributor and how to
reduce all the gasses, water, air and nature pollution, but surprisingly the question of whether
we can really affect the climate change has arisen. Climate of the earth has changed
dramatically during its existence, some 10 000 years ago the ice age was finishing and now
we are trying to cope with global warming. But are we really able to affect the climate? Will

7
8

http://www.iom.int/jahia/Jahia/complex-nexus
http://www.scribd.com/doc/24156983/Richard-Black-Environmental-Refugees-Myth-or-Reality-u034
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the cut of heavy industries help to stop global warming? Question to which thousands of
possible answers exist, but there is one thing on which the majority of the scientists agree that
even if we try and care for our environment we will never be able to predict or avoid natural
disasters that come unexpectedly and without any warning.
2.2 Natural disasters

They come unexpectedly and require an immediate movement of people from where the
natural disaster happened. This can be anything from floods, earthquakes, volcanic eruption or
hurricanes. An important thing that has to be mentioned by natural catastrophes is the fact that
they affect the countries and continents unproportionaly. It is mainly Africa, Asia and South
America that suffer from huge amount of natural disasters. On the list of the countries, which
require humanitarian help from UN are more frequently than other countries mentioned
Bangladesh, China, Philippines, Ethiopia, Iran and India. 90 percent of all the deaths due to
natural disaster are in developing countries. That’s why the economic impact of such a
catastrophe is even bigger than it would be on a developed country.

2.3 Gradual deterioration of environmental conditions
It is a process in which environment is damaged naturally and/or triggered by people and
reaches such an extent that it jeopardizes the existence of people in that area as such. It can
be desertification, or devastation of land, gradual pollution of the air, in most of these cases
it’s the human factor, which contributes the most to it.
2.4 Industrial pollution & catastrophes

There are many examples where people were forced to migrate due to industrial accidents. In
1984 in Bhopali (India) a chemical accident killed more than 1000 people and forced more
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then 200.000 to migrate.9 The nuclear accident on Three Mile Island forced to move 10.000
people.10

The most known is the nuclear explosion in Chernobyl. After the accident the soviet army
evacuated thousands of people. Altogether around 100 000 people were evacuated.11 A zone
around 30 miles around Chernobyl still remains uninhabited. In connection to the industrial
accidents it is important to mention that generally after such accidents people move beyond
the borders of the country, where the accident happened.

2.5 Armed conflicts

War or armed conflict is many times the center of the environmental destruction. There are
two basic reasons: environmental destruction can be used as a weapon and the background of
the conflict is many times an argument about the ownership of a land or natural resources. As
an example we can mention the Vietnam War where a conscious destruction of the
environment was used by the United States as a military tactics. The invasion of the USA
forced people to move from the countryside to the cities.

The Rome Statute of the International Criminal Court, which was adopted at a diplomatic
conference in Rome on 17 July 1998 and entered into force on 1st July 200212, designates for a
war crime “international attack with awareness that this attack will cause long-term and
serious damage of the environment”.

9

http://www.moreorless.au.com/killers/bhopal.html
http://www.lenntech.com/environmental-disasters.htm
11
http://www.lenntech.com/environmental-disasters.htm
12
http://untreaty.un.org/cod/icc/index.html
10
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3. Possibility of allocation of environmental migrants
3.1 Allocation of migrants / refugees
Reasons of the migration as such differ and can be divided into so called „push factors“,
which are as follow: political instability, low quality of life, poverty, illnesses armed or other
conflicts. And to factors which influence the choose of the country where people will migrate
to are so called "pull factors", which are social security, adherence of human rights, better
economic opportunities, justice , security and many others. Taking into account these factors
we can assume that upon these reasons people migrate voluntarily and the accepting country
doesn’t have any obligation of help, just up to the level that the basic human rights of people
as such will be kept. They should be given the same opportunity for work, place to live or
education. It’s upon each country’s legislative how it will handle migrants.

On the other hand when talking about refugees the situation is more difficult and help of the
receiving state is required as these people were forced to leave their country of origin because
of being persecuted for reasons of race, religion, nationality, membership of a particular social
group or political opinion. In comparison to migrants refugees usually do not have the choice
of the country in which to resettle; the country selected may not necessarily be the country of
their first preference. They have to make the decision of leaving quickly without any planning
and without any financial coverage.

3.2 Allocation of environmental migrants

At the stage when it’s not even clear whether people being forced to leave their country of
origin because of environmental reasons are migrants or refugees the situation of their
allocation is even more difficult, as not having the official status of refugees they are not
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entitled to get any help from the states at all. All the help provided to these people is voluntary
and is not demandable.

The European Union has absorbed wave upon wave of migrants. There were the millions of
political migrants fleeing Russian-imposed communism to western Europe throughout the
cold war, the post-colonial and "guest worker" migrants who poured into western Europe in
the boom years of the 1950s and 60s, the hundreds of thousands who escaped the Balkan wars
of the 90s and the millions of economic migrants of the past decade seeking a better life.

Now, according to the EU's two senior foreign policy officials Javier Solana and Benita
Ferrero-Waldner, Europe needs to brace itself for a new wave of migration with a very
different cause - global warming. The ravages already being inflicted on parts of the
developing world by climate change are engendering a new type of refugee, the
"environmental migrant".

They predict that within a decade "there will be millions of environmental migrants, with
climate change as one of the major drivers of this phenomenon. " They point out that some
countries already badly hit by global warming are demanding that the new phenomenon be
recognised internationally as a valid reason for migration.13

Currently there are some initiatives as National Adaptation Programmes of Action (NAPAs)
produced by Least Developed Countries to adapt to climate change, this will not be sufficient
to cope with the increasing number of environmental migrants. Involvement of developed
countries is more than necessary as the financial capacity of developing countries is not
sufficient at all to protect and take care of these people.

13

http://www.guardian.co.uk/environment/2008/mar/10/climatechange.eu
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As already mentioned its mostly developing countries, which are affected by climate change
and degradation of the environment, having this in mind and the fact that after having suffered
a natural disaster people lose their homes and all their property, environmentally displaced
people ale left without any financial possibilities. Due to limited financial sources they mostly
migrate internally or across the boarders and also due to financial limitation they have to
move back to the polluted or damaged area.

4.Organizations handling with environmental migration and migrants
Due to the rising importance of solving the topic of environmental migrants the number of
organizations dealing with them is rising year over year. I would like to mention some of
them just to get a brief overview of what is done for these people.

IOM –International organization for migration

IOM is the leading inter-governmental organization in the field of migration established in
1951 that works closely with governmental, intergovernmental and non-governmental
partners. It has 127 member states, a further 17 states holding observer status and offices in
over 100 countries. It provides services and advice to governments and migrants. The IOM
Constitution recognizes the link between migration and economic, social and cultural
development, as well as to the right of freedom of movement.

IOM activities include the promotion of international migration law, policy debate and
guidance, protection of migrants' rights, migration health and the gender dimension of
migration.14

UNHCR – United Nations High Commissioner for Refugees - The UN Refugee Agency

14

http://www.iom.int/jahia/Jahia/about-iom/lang/en
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The Office of the United Nations High Commissioner for Refugees was established on
December 14, 1950 by the United Nations General Assembly. The agency is mandated to lead
and co-ordinate international action to protect refugees and resolve refugee problems
worldwide. In more than five decades, the agency has helped tens of millions of people restart
their lives.15

GCIM - The Global Commission on International Migration

It was launched by the United Nations Secretary-General and a number of governments on
December 9, 2003 in Geneva. It is comprised of 19 Commissioners. The mandate of the
Commission is to place the issue of international migration on the global policy agenda, to
analyze gaps in current approaches to migration, to examine the

IPCC - Intergovernmental Panel on Climate Change

The Intergovernmental Panel on Climate Change is the leading body for the assessment of
climate change, established by the United Nations Environment Programme (UNEP)16 and
the World Meteorological Organization (WMO)17 to provide the world with a clear scientific
view on the current state of climate change and its potential environmental and socioeconomic consequences.

These and many other are organizations, which manage the problem of degradation of the
environment and from it out coming environmental migration. In each country there are also
national organizations or groups which agenda to take care about migrants and refugees from
different reasons.
15

http://www.unhcr.org/pages/49c3646c2.html
UNEP is the United Nations system’s designated entity for addressing environmental issues at the global and regional
level. Its mandate is to coordinate the development of environmental policy consensus by keeping the global environment
under review and bringing emerging issues to the attention of governments and the international community for action
17
The World Meteorological Organization (WMO) is a specialized agency of the United Nations. It is the UN system's
authoritative voice on the state and behaviour of the Earth's atmosphere, its interaction with the oceans, the climate it
produces and the resulting distribution of water resources.
16
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When it comes to a natural disaster it’s not only the international and national organizations,
which help these people but it’s also people as individuals helping the ones who get into
severe situation with almost no way to get out of it without help of the others. According to
many professionals and specialist in this area it should be the developed countries that should
provide financial and non-financial aid to the affected developing countries as they are the
biggest contributors to climate changes. Certainly this statement as many other statements
regarding the environmental migration are very hard to prove not only because of the fact that
we cannot really demonstrate that climate change is the only contributor that makes these
people move, but because of the simple reason that there is also a group of people who
believe that we cannot affect the climate change at all.

Conclusion

Giving the issue of environmental migration an extra attention is something that needs to be
done in order to raise the attention of general public and professionals as well. As in most of
the cases until people are not touched personally it’s difficult to get their attention nor their
help or any action from their side to solve a problem, which at the end of the day is related to
all of us.
Migrants or refugees as such are problem which affects more the accepting country then the
one they are leaving. They arrive to the new country, which is supposed to be their new
home18 and it’s up to the country to take care about them. This help is of course optional, and
represents a burden for each country.

18

The country they migrate too is in the case of environmental migrants almost never a country they choose voluntarily, its
influenced by the financial possibilities they have. They dont speak the language, dont know anyone there, dont have a home
and work and the help given to them is rather limited.
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Yet discussing this matter will not help these people. Action needs to be taken and
independently whether we categorize them as refugees or migrants, whether they were forced
to migrate or it was their own decision to migrate due to unbearable environment, which was
no more adequate for living, a proper solution needs to be found.
Having in mind that the climate of our earth has changed over the centuries dramatically from
one extreme to another without any or with negligible human contribution as are air and water
pollution, land degradation, dangerous gases exhalation this should indicate that significant
and unexpected natural disasters cannot be anticipated by any human action. Going out of this
makes me come to a conclusion that man made pollution is a little or no contributor to natural
catastrophes.
Gradual degradation of the environment can however be and is mainly done by human
pollution (deforestation, air, water, land pollution) and is endangering more the quality of the
life than the possibility itself to live in that area at all.
Man made pollution and degradation of the environment is therefore an important issue to be
resolved and it’s slowly ongoing in form of recycling, using of alternative sources of energy,
using more environment friendly technologies. This all contributes to our quality of live, but
still is just a fragment of the whole population, which operates in such way.
Environmental migrants who were left without anything due to natural disaster then still
remains a topic that needs to be solved. Postponement of the problem just provides the nature
more time to cause death to more and more people while just arguing about their status and
the problem as such.
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Attachments
Picture 1
Most vulnerable group hit by environmental disasters are women and children

Picture 2
Natural disaster in form of hurricane
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Picture 3
Chernobyl catastrophe
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Abstract
The development of the global footprint reveals that the world is not on a course toward
environmental sustainability. A comparison between the ecological footprint and the United
Nations’ Human Development Index (HDI), as an indicator of economic and social
development, shows a clear line between poorer states with a low HDI and a small footprint
and richer states with a high HDI and a big footprint.
The main goal of this paper is to find out significant relationship between Human
Development Index denotes social aspect and Ecological Footprint denotes environment by
the view of the sustainable development. The relationship was quanticicate by using simple
regression.

Keywords: Ecological Footprint, Humand Development Index, regression

Introduction
Since the publication of the Brundtland Report (WCED, 1987) which carried the
sustainability discussion into governments and businesses worldwide, much effort has gone
into clarifying the meaning of the sustainability concept. Most definitions that have emerged
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identify two interwoven aspects to the challenge: an adequate quality of life for people all
over the world should be secured; this must not be done at the expense of using the earth’s
bioproductive capacity beyond its ability to regenerate. We call the first aspect the socioeconomic imperative and the second aspect the ecological imperative of sustainability. In
clarifying these two imperatives, an essential aspect has been the search for measurement
procedures that make the corresponding issues tangible, the insights applicable, and the
progress accountable. Therefore, two complementary accounting tools are required.
The main goal of this paper is to find out significant relationship between Human
Development Index denotes social aspect and Ecological Footprint denotes environment by
the view of the sustainable development.

Materials
The first aspect the socio-economic imperative is Human Development Index (HDI). To
enable cross country comparisons, the HDI is, to the extent possible, calculated based on data

from leading international data agencies available. In a very few cases the Human
Development Report Office has produced an estimate. These estimates from sources other
than the primary international agencies are clearly documented in the notes to table 1. They
are of varying quality and reliability and are not presented in other indicator tables showing
similar data. Primary international data sources Life expectancy at birth. The life expectancy
at birth estimates are from the 2004 Revision of World Population Prospects (UN 2005), the
official source of UN population estimates and projections. The life expectancy estimates
published by the United Nations Population Division are usually five-year averages. This
year, for the first time, the United Nations Population Division produced annual life
expectancy estimates and projections through interpolation based on these five-year averages.
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Adult literacy rate. Data on the adult literacy rate are usually collected during national
population censuses, generally conducted every 5 or 10 years, or from household surveys.
Combined gross enrolment ratio for primary, secondary and tertiary schools. Gross
enrolment ratios are produced by the UIS based on enrolment data collected from national
governments (usually from administrative sources) and population data from the United
Nations Population Division’s 2002 Revision of World Population Prospects (UN 2003). The
ratios are calculated by dividing the number of students enrolled in all levels of schooling by
the total population in the official age group corresponding to these levels. GDP per capita
(PPP US$). In comparing standards of living across countries, economic statistics must be
converted into PPP terms to eliminate differences in national price levels. The GDP per capita
(PPP US$) data for the HDI are provided for 164 countries by the World Bank based on price
data from the latest International Comparison Program (ICP) surveys and GDP in local
currency from national accounts data. The importance of PPPs in economic analysis
underlines the need for improvement in PPP data. A new Millennium Round of the ICP has
been established and promises much improved PPP data for economic policy analysis,
including international poverty assessment.
The following aspect the ecological imperative is Ecological Footprint. The Ecological
Footprint is a resource management tool that measures how much land and water area a
human population requires to produce the resources it consumes and to absorb its wastes
under prevailing technology.
The footprint shows clearly how much land and water a region, country or the entire human
race would really need to meet the demand for resources renewably and to absorb the waste it
generates. The ecological footprint can be divided by population figures and used as a permeasurement, allowing different regions to be compared more effectively. The average
ecological footprint for the world as a whole is 2.2 global hectares per capita. The global
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footprint has been greater than worldwide biocapacity since the mid-1980s. This means that
humans are consuming the earth’s natural capital faster than it can be regenerated.
Biocapacity is a measure of an area’s biological productivity. It encompasses all land, even
that which is not used – whether for reasons of geography, economics or conservation. A
region’s biocapacity grows when productivity per unit of area or the productive areas
increase.
The ecological footprint and biocapacity are both measured using the same units, global
hectares (gha). One global hectare is equal to one hectare with a productivity equal to the
average productivity of the biologically productive hectares on Earth.

Methods
Regression analysis is a statistical tool for the investigation of relationships between variables.
Usually, the investigator seeks to ascertain the causal effect of one variable upon another—the
effect of a price increase upon demand, for example, or the effect of changes in the money
supply upon the inflation rate. To explore such issues, the investigator assembles data on the
underlying variables of interest and employs regression to estimate the quantitative effect of
the causal variables upon the variable that they influence. The investigator also typically
assesses the “statistical significance” of the estimated relationships, that is, the degree of
confidence that the true relationship is close to the estimated relationship.

Simple Regression
In reality, any effort to quantify the effects of Human Development Index upon Ecological
Footpirnt without careful attention to the other factors that affect earnings could create serious
statistical difficulties (termed “omitted variables bias”). But for now let us assume away this
problem. At the outset of any regression study, one formulates some hypothesis about the
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relationship between the variables of interest, here, Human Development Index and
Ecological Footprint. Common experience suggests that better environment tend to make
socio – economics conditions. It further suggests that the causal relation likely runs from
Human Development Index to Ecological Footprint rather than the other way around. Thus,
the tentative hypothesis is that higher levels of Ecological Footprint cause higher levels of
Human Development Index, other things being equal. To investigate this hypothesis, imagine
that we gather data on HDI and Ecological Footprint for various individuals. Let y is
Ecological Footprint, and let x is HDI. We can plot this information for all of the individuals
in the sample using a two-dimensional diagram, conventionally termed a “scatter” diagram.
Each point in the diagram represents an individual in the sample.
We might also suppose that human development affects environment in a “linear” way. This
linearity assumption is common in regression studies but is by no means essential to the
application of the technique, and can be relaxed where the investigator has reason to suppose
a priori that the relationship in question is nonlinear. Then, the hypothesized relationship
between Human Development Index and Ecological Footprint may be written
y = a + bx + e
Where a = a constant amount (what one environment with zero human development); b = the
effect in dollars of an additional human development on environment, hypothesized to be
positive; and e = the “noise” term reflecting other factors that influence environment.
The variable y is termed the “dependent” or “endogenous” variable; x is termed the
“independent,” “explanatory,” or “exogenous” variable; a is the “constant term” and b the
“coefficient” of the variable x. Remember what is observable and what is not. The data set
contains observations for y and x. The noise component e is comprised of factors that are
unobservable, or at least unobserved. The parameters a and b are also unobservable. The task
of regression analysis is to produce an estimate of these two parameters, based upon the
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information contained in the data set and, as shall be seen, upon some assumptions about the
characteristics of ε.
We used statistic software Statgraphic for analyzing presented data.

Results and discusion
The development of the global footprint reveals that the world is not on a course toward
environmental sustainability. Quite the reverse, in fact – the earth’s environmental deficit is
growing steadily. A comparison between the ecological footprint and the United Nations’
Human Development Index (HDI), as an indicator of economic and social development,
shows a clear line between poorer states with a low HDI and a small footprint and richer
states with a high HDI and a big footprint (Picture 1). Hardly any countries have a high HDI
and a small footprint, which could be described as sustainable.

Picture 1: XY Scatter plot of Ecological Footprint and Human Development Index for EU 27
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Source: Own calculations

Anyone looking at trends over the last 20 to 30 years will see that the richer countries are
even moving further away from sustainability on account of their growing footprint. Southern
countries, however, are still entitled to augment their consumption of energy and natural
resources for the time being. Per-capita usage in the North and South should meet at an
environmentally acceptable rate before developing and emerging countries attain northernstyle high levels, which would be ruinous for the global environment. The sooner
industrialized nations institute effective measures to reduce the ecological footprint, the better.
Not only do such measures ease pressure on their own environments It is important to
consider that production and consumption patterns are partly influenced by stable structures
like built-up areas and transportation infrastructures, which can be changed only in the long
term. The earlier the course is set for a sustainable, resource- conserving lifestyle, the better
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the change can be managed economically and the more opportunities for development present
themselves – for both North and South of the European Union.

You can see output of simple regression from Statgraphics. The results are reproduced in table
1, under the column labeled “Estimated Value.” Note that all of the estimated parameters have
the right sign. The source of the error in the coefficient estimates, of course, is the presence of
noise. If the noise term were equal to zero for every observation, the true values of the
underlying parameters could be recovered in this illustration with perfect accuracy from the
data for only hypothetical individual—it would be a simple matter of solving equation in one
unknowns. And, if noise is the source of error in the parameter estimates, intuition suggests
that the magnitude of the noise will affect the accuracy of the regression estimates, with more
noise leading to less accuracy on average.

Simple Regression - EF vs. HDI
Dependent variable: EF
Independent variable: HDI
Linear model: Y = a + b*X

Table 1 Coefficients
Least

Standard T

Squares
Parameter Estimate

Error

Statistic P-Value

value
Intercept

-11,5677

3,74072 -3,09237 0,0053

Slope

18,0228

4,15556 4,33704 0,0003
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Source: Own calculations

Table 2 Analysis of Variance
Source

Sum of

Df Mean

Squares

F-

Square

Ratio

17,6131

18,81

Model

17,6131

1

Residual

20,6002

22 0,936374

Total

38,2133

23

P-Value

0,0003

(Corr.)
Source: Own calculations

Correlation Coefficient = 0,678907
R-squared = 46,0915 percent
R-squared (adjusted for d.f.) = 43,6411 percent
Standard Error of Est. = 0,967664
Mean absolute error = 0,693656
Durbin-Watson statistic = 1,01364 (P=0,0042)
Lag 1 residual autocorrelation = 0,487818

The output shows the results of fitting a linear model to describe the relationship between EF
and HDI. The equation of the fitted model is

EF = -11,5677 + 18,0228*HDI

1733

Since the P-value in the ANOVA table is less than 0,05, there is a statistically significant
relationship between EF and HDI at the 95,0% confidence level.

The R-Squared statistic indicates that the model as fitted explains 46,0915% of the variability
in EF.

The correlation coefficient equals 0,678907, indicating a moderately strong

relationship between the variables. The standard error of the estimate shows the standard
deviation of the residuals to be 0,967664. This value can be used to construct prediction
limits for new observations by selecting the Forecasts option from the text menu.

The mean absolute error (MAE) of 0,693656 is the average value of the residuals. The
Durbin-Watson (DW) statistic tests the residuals to determine if there is any significant
correlation based on the order in which they occur in your data file. Since the P-value is less
than 0,05, there is an indication of possible serial correlation at the 95,0% confidence level.
Plot the residuals versus row order to see if there is any pattern that can be seen.

Graph 2 Plot the residuals versus row number with the equation
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Residual Plot
EF = -11,5677 + 18,0228*HDI

Studentized residual

4,3

2,3

0,3

-1,7

-3,7
0

4

8

12
row number

16

20

24

Source: Own calculations

Another common statistic associated with regression analysis is the R2. This has a simple
definition—it is equal to one minus the ratio of the sum of squared estimated errors (the
deviation of the actual value of the dependent variable from the regression line) to the sum of
squared deviations about the mean of the dependent variable. Intuitively, the sum of squared
deviations about its mean is a measure of the total variation of the dependent variable. The
sum of squared deviations about the regression line is a measure of the extent to which the
regression fails to explain the dependent variable (a measure of the noise). Hence, the R2
statistic is a measure of the extent to which the total variation of the dependent variable is
explained by the regression. It is not difficult to show that the R2 statistic necessarily takes on
a value between zero and one. A high value of R2, suggesting that the regression model
explains the variation in the dependent variable well, is obviously important if one wishes to
use the model for predictive or forecasting purposes. It is considerably less important if one is
simply interested in particular parameter estimates (as, for example, if one is searching for
evidence of discrimination, as in our illustration, and thus focused on the coefficient of the
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gender dummy). To be sure, a large unexplained variation in the dependent variable will
increase the standard error of the coefficients in the model (which are a function of the
estimated variance of the noise term), and hence regressions with low values of R2 will often
(but by no means always) yield parameter estimates with small t-statistics for any null
hypothesis. Because this consequence of a low R2 will be reflected in the t-statistics, however,
it does not afford any reason to be concerned about a low R2. As a quick illustration, turn
back to tables 1. The R-Squared (R2) statistic indicates that the model as fitted explains
46,0915% of the variability in EF. Variables with coefficients in table 1 are statistically
significant by conventional tests.
In practice, however, a low value of R2 may indicate that important and systematic factors
have been omitted from the regression model. This possibility raises again the concern about
omitted variables bias.

Conclusion
The development of the global footprint reveals that the world is not on a course toward
environmental sustainability. In the paper was found out that comparison between the
Ecological Footprint and the Human Development Index has significant relationship.
Europe wants to be competitive in the short and the long term. But growth at the expense of
depletion or degradation of natural resources and environment is not sustainable. Choices
Europe makes today will ensure its prosperity for present and future generations. This is list
of few suggestions that can reduce Europe’s demand on nature while maintaining or
improving its competitiveness:
- Incorporate socio-economic (market and non-market) values of ecosystems and their
services in management decisions.
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- Promote agricultural technologies that enable increased yields without practices harmful to
the environment like excessive use of water, nutrients, or pesticides.
- Educate the public about the challenges and opportunities of sustainability, addressing issues
such as climate change, forests, and fisheries.
- Make transport pricing reflect the full social and environmental costs of road, water, and air
travel, and encourage public transport over private car use.
- Introduce building design requirements and incentives that reduce waste, and water and
energy use.
Population growth also influences the ecological footprint. This influence is still relatively
small when seen on a global scale, because population growth is generally highest in the
poorest regions, and therefore in areas where the per-capita footprint is the smallest. As poor
countries develop economically, however, their footprint will grow. Consequently, population
growth is becoming an increasingly significant factor. As a result, it is important to give poor
regions material security and opportunities to develop, not only for reasons of global fairness,
but also from an environmental perspective. This would halt population growth and therefore
help to prevent the overexploitation of local ecosystems.
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Abstract:
Public Relations emerged in Latvia after Latvia had gained its Independance in the beginning of
the 90s of the last century. Up to that point the term „Public Relations” was not known in a
country with its totalitarian policy of collectivization and centralized planning in the economic
secto, though some Public Relations methods were already employed.
With new political powers being formed, economic reforms being introduced public figures
(politicians, heads of institutions, etc.), enterprises (state institutions, companies, public
organizations, etc.) emerged the necessity to influence society’s opinion, create their image,
shape and develop relationship with other countries. The first press secretaries and Public
Relations specialists started work in the political organizations and foreign enterprises. Politicians
got their own consultants / advisers. Learning mainly automatically from the experience of other
countries Public Relations in Latvia started its development.
Many years have passed since Latvia got to know Public Relations practice and now in the
development of Public relations certain periods can be defined.
The aim of the article is to give an insight into the pre-history of Public Relations development in
Latvia.
The article offers analysis of the facts gained from 24 detailed interviews with leading Public
Relations practitioners and theoreticians as well as the analysis of the theoretical literature and
other sources. All interviews could not be viewed in the article because of its limited length.
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Key words: Public Relations in Latvia, propaganda, pre-history of Public Relations, the USSR,
the third revival in Latvia.

Introduction:
The understanding about Public Relations undergoes constant changes. If at first Public relations
were understood more as media relationship, then now this awareness has become many sided
and more complex.
To clarify when we could start talking about Public Relations and the pre-history of its
development is important to define Public Relations.
One of the more often accepted definition was given by the USA Public Relations researchers
Scott M. Cutlip, Allen H. Center, Glen Broom: “Public relations is the management function that
identifies, establishes, and maintains mutually beneficial relationship between an organizations
and the various publics on whom its success of failure depends.” (Katlips, 2002). This definition
points that Public Relations is much more than mere persuasion (as it is often viewed).
Public Relations should promote open, two-direction communication and mutual understanding
on condition that a company / enterprise is ready to change its attitude and behavior. Changes and
adaptation take place not only to meet the needs of the target audience but the enterprise as well.
One of the latest Public Relations definitions is offered by professor Glen.T Cameron, University
of Missouri. He defines Public relations as competitiveness and conflict strategy management
that works to meet the interests of the enterprise and, when possible, the interests of the target
audience (Cameron, 2008). It is believed that practitioners trust entrepreneurs and work in their
interests for the enterprise to be competitive as well as to control possible conflicts. It is also
assumed that the goals of the enterprise are ethic and honorable. Professor Cameron emphasizes
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that creation of relationship is the main goal but it is only a part of Public relations mission - to
help enterprises be successful (Cameron, 2008).
Sandra Veinberga sees a common statement in the definitions: “Public Relations is a specific
management function the aim of which is to ensure many-sided communication including
understanding, acceptance and cooperation between an establishment and public. PR supports
management in its striving to inform the surroundings with the help of public thought and react to
the signals of the environment. PR takes responsibility to provide with management activities,
synchronizing them with public thought, ensures the prevision of possible reaction. PR uses
scientifically discovered, clarified and systematized communication technique as its main
working tool.” (Veinberga, 2004)
As it is seen each of the definitions supplements to the comprehension of the nature of Public
Relations. But as the main keywords that help to understand the nature of Public Relations are
the following: functions of management, planned, sustainable, independent, deliberately
conducted process, multi-sided two-direction communication, creation of new relations, present
relations maintenance, promotion of loyalty to enterprise, regulation of conflict situations,
creation of mutual understanding between the enterprise and public connected with it (internal
and external), growth of enterprise competitiveness.
Difference in views and opinions dominates not only in theory but also in practice. There are
situations when the concept of Public Relations in interpreted differently.

Material and Methods:
The article offers analysis of the facts gained from 24 detailed interviews with leading Public
Relations practitioners and theoreticians as well as the analysis of the theoretical literature and
other sources. All interviews could not be viewed in the article because of its limited length.
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Results:
The USSR time in Latvia
Opinions about the time when Public Relations entered Latvia are different. Some think that
Public Relations appeared along with the Independence. The others remind that some elements of
Public Relations in Latvia were already employed in Soviet times. Of course, the term “Public
Relations” was not used then. Some oppose that it was mere propaganda and that it can not be
identified with Public Relations.
To understand the pre-history of the development of Public Relations in Latvia we should refer to
the period of time when Latvia was a part of the USSR, before it gained its independence and to
the time of the Third Revival .Firstly the term “propaganda” should be defined.
Most of the researchers in the theoretical literature on Public Relations do not connect
propaganda with Public Relations. As, for instance, Public Relations researcher Sandra
Veinberga says: “Media and Public Relations regulations have indications that forbid use of
propaganda in practice. However politicians, journalists and PR specialists often misinterpret
propaganda method’s harmful influence on processes taking place in society.” Veinberga
explains that in the situation of propaganda instigation, appealing to authority, to majority and
exchange of essential facts with non-essential are used. Propaganda provides with impact on all
society groups at the same time, propitiating without logical arguments or proof. Propaganda
polarizes, radicalizes, emotionalizes-it acts in the way Public Relations never practice.
Propaganda can not do without an enemy. Every agitation starts with identification of an enemy.
Public Relations try to avoid mentioning competitors, comparing to them, nobody who/which is
worse is being looked for. As an example the vision of an outer enemy was fixed in the
totalitarian Soviet times. Everything outside the USSR boundaries was hostile to “good”,
“human” the USSR regime. That was the reason for thorough control. Ideological enemies were
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fought against without mercy.” Shortly-propaganda is ethically not acceptable Public Relations
method, it is a kick under the waste line in boxing or playing football using hands” (Veinberga,
2004)
Baruch A. Hazan has a similar explanation: „Propaganda is the preconceived, systematic an
centrally co-ordinated process of manipulating symbols, aimed at promoting uniform behaviours
of large social group, a behaviour congruent with the specific interests and ends of the
propagandists.” (Hazan, 1976)
Quite often propaganda is taken for persuasion. However „propaganda is a form of
communications that is different from persuasion because it attempts to achieve a response that
furthers the desired intent of the propagandist. Persuasion is interactive and attempts to satisfy the
needs of both persuader and persuadee. (Jowett and O’Donenell, 1986)
L’Etang points that attempts to define terms are complicated by moral judgments about “good”
and “bad”, “right” and “wrong”. (L’Etang, 2006)
Propaganda is widely used in totalitarian countries. The propaganda conception is in way of
repression controlled by security service officers. In the USSR there was the State Security
Committee. Ivars Briedis describes the situation very vividly as follows: “We were in the shade
of the totalitarian power for fifty years. It was so powerful and imposing that there were very few
of those who dared to stand against the military power, governing system. The system was
founded on force, power and arms threats, on people’s fears, wish to survive, mainly it was based
on lies. It was observed carefully that thoughts about freedom did not nest is somebody’s head
and start spreading” (Briedis, 2008).
Certain types of repressions, such as restrictions to take certain positions, go to foreign countries,
publish articles and books, give speeches, organize exhibitions, were used against politically non
trusted persons who dared to expressed their views in public or in private conversations. If
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people ignored repeated warnings to stop “anti - governmental actions” or talks they were
arrested and put into prisons. Personal views and not action were in most cases the reason for
imprisoning. (Bleiere, etc., 2005)
Media work was also under strict control.” The main task of a journalist at the Soviet times was
to form conscience of people mobilizing it around the Party (as the nation’s main power) ideas.
The main aim of the Soviet press and other media was not to inform the public about the topics
that were of any interest or use analytical journalism to critically analyze the work of institutions,
enterprises, municipalities and politicians as well as offer alternative political approach as it was
common in the democratic environment. According to ideology of the Kremlin media were the
Party’s tool, mechanism with the help of which to implement the policy of the Party. Media were
a catapult the Party and its members used to change the world.” (Veinberga, 2010)
It was impossible for Public Relations to exist in those conditions. The society did not received
true, just information. The society was manipulated with. The Party’s ideology and doctrine were
imposed upon. The public thought was not taken into consideration, it was suppressed.
One of the first Public Relations pioneers in Latvia Maris Mednis also points: “Totalitarian
regimes don’t need Public Relations. Public relations can exist only along with free press and in
free society. It can not exist in totalitarian society because somebody from the party central
committee can call and tell you what you must say and that what you say is not correct or is
wrong. There was only one point of view in Soviet times and it was popularized with the help of
media that in turn were in the hands of the governing power. The Party didn’t have to fight or
persuade people. The Party had only one argument - Siberia. Komsomol was a fake. They had
only one ideological strategy that was implemented. Freedom, exchange of thoughts, Soviet
Komsomol member - all these were just PR imitation, surrogate. I think that Public Relations can
exist only in a democratic society with free media” (Mednis, 2010)
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Marcis Bendiks who is one of the first Public Relations practitioners in Latvia offers a similar
explanation. According to him Public Relations as professional occupation can exist only in a
democratic society with media governed not authoritatively. These were the reasons why Public
Relations could come into existence only at the time when the Soviet power started to fall. Soviet
time media got instructions what and how to write. However instructors and referents who
worked in the party and comsomol organizations and wrote speeches, organized events congresses, meetings, creativity camps - could be considered professionals in some respect. That
was socially-political activity with different instruments and different strategy - “to enforce the
correct point of view upon the audience. The extreme form of which was called “brainwashing””
(Bendiks, 2010).
Press secretary of the Minister President Liga Krapane thinks that Public Relations can exist only
within the free market conditions - in politics as well as in business. Public Relations are
promoted only by democracy and multi-party system. Authoritative regime with a closed society
does not need Public Relations. It is interested to exist on the condition that it can compete and be
cleverer, wittier and nimbler. If there is only one “god” and only one “right”, if the society is
closed it is very easy. Nothing changed in the Soviet Union for years. (Krapāne, 2010)
“In the times of the USSR the power knew nothing about PR or links with the society .It made
the decisions synchronizing its opinion with the highest leaders and ideologists”, states Sandra
Veinberga in her latest research (Veinberga, 2010).
But the thoughts are still divided. The Dean of the faculty of Public Relation, Business Higher
School “Turiba” Andris Petersons is sure that “the system in the USSR was powerful and well
developed. What is called PR now were all party committee institutions” .Various activities were
carried out and those who actively organized them later became Public Relations people or got
high positions.” (Pētersons, 2010)
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Dace Duze, the adviser to the President of Saving Bank of Latvia, having a considerable practice
in the field of Public Relations states that Public Relations has always existed but they were
called differently at different periods of time. ”We do not appreciate the inheritance the Soviet
time managed to plant in people. If it was not Public Relations what was it?” Duze asks. She
thinks that Public Relations were well developed in the Soviet times. (Dūze, 2010)
The discussion whether Public Relations exist in a totalitarian country could be interrupted by
identifying what each respondent understands with the term “Public Relations” and
“propaganda”. The results of the survey show that the understanding is very diverse and that is
why the opinions about the existence of Public Relations in the Soviet times differ.
Almost all Public Relations professionals and theoreticians who were interviewed state,
however, that Public Relations as we understand them nowadays did not exist in the Soviet time.
The author of this article supports this view as well. Some Public Relations features, definite
instrument use when talking about the organization of internal communication (meetings, local
radio, etc) team consolidation activities can be traced in the times of the Soviet Union. However,
taking into account the totalitarian regime when public opinion was not taken into consideration,
when Soviet ideology, Soviet doctrine, interpretation of the real situation, propaganda were
imposed upon, it is impossible to talk about Public Relations. Everything was controlled by the
governing elite and

communist nomenclature. Nobody was interested in the opinion of the

society, it had to comply with the power. People were afraid to express their opinion, they
accepted everything .Media were controlled, they served the interests of the existing power. The
basis for Public relations is multi-sided two-way communication, creation of mutually beneficial
relationship that considers the views of all interested parties, where a dialogue takes place. At this
point all the parties are ready to change their opinions and action, look for compromise. This was
impossible in the Soviet times.
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Public Relations in the modern interpretation of the term (see “introduction”) could be mentioned
since the time of the Third Revival in Latvia when people started freely express their views and
opinions, when there was no longer strict control upon media.

The Third Revival in Latvia
The beginning of Public Relations could be referred to the time of the Third Revival in Latvia.
Then, of course, this term was unfamiliar and was not used. It was the time when people started
to dare to express their views. Support from other countries was seeked for and the first Latvian
activists tried to attract attention of the Western countries and the USA

media to explain

situation in Latvia.
Civil Rights group “Helsinki-86” was formed in Liepaja in 1986. Their resolutions were fixed on
a simple piece of paper: “We resolve without any censorship and external pressure to inform
international organizations about infringements against our nation…Our principles are to obstruct
lies and terror”. This message was transmitted on the Western radio at that time. (Bormane, 2006)
This public organization formed public opinion, organized specific events - demonstrations,
masses of people participated attracting the attention of the western media. Those activities
(creation of public opinion) could be also viewed as Public Relations Activities. One of the first
the above mentioned activities was the event to commemorate the victims of the deportation 14
June, 1941. It took place 14 June, 1987 at the Monument of Liberty. Ilmars Latkovskis
remembers that day: “The historical moment came. They were proceeding from Basteja
boulevard .People proudly moved to the sides to give the way to the participants. The leading
persons were a girl in the national costume and a young man in a light suit. Eva Biteniece and
Rolands Silaraups. They were carrying white roses. The step of the group members was solemn,
even majestic. There were ribbons around the flowers where one could read the following word
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that were not spoken aloud at those times: “God bless Latvia!” and “To Fatherland and
Freedom!” (..) The first roses to commemorate the victims were put at the foot of the Monument.
The young people opened a poster with inscription: “To the victims of the 14th of June”. The
speeches were not long and loud. (..) The foot of the Monument was full with flowers put there
by other people too. Each bouquet was followed by applauses and cheers. The power men and
their myrmidons just watched in confusion”. (Latkovskis, 2007)
This demonstration was followed by the events at the Monument of Liberty on the 23rd of
August. Along with that the historical meaning of the 23 August when in 1939 the secret
agreement between the communist Russia and fascist Germany was signed to divide Europe into
the zones of influence. That was the day when this treacherous verdict was signed against
Latvia’s independence. This event at the Monument of Liberty attracted undivided attention of
foreign media - the radio station “Voice of America” informed that “five thousand people took
part in the demonstration. It was told about the flowers put down at the Monument and the brutal
actions of the power representatives. The world talked about us - it was not a dream.”
(Latkovskis, 2007)
The group “Helsinki-86” started publishing a magazine titled “Auseklis” in 1987. It can be
considered as one of the first democratic Public Relations instruments.
Public Relations features could be also traced in the activities of the Environment Protection Club
(EPC, founded 28.02.1987). In the time of the revival EPC became one of the main political
powers in the complete defeat of the Soviet empire and the renewal of Latvia’s independence.
More than ten thousand active members participated in the Club. It was a forked, well-structured
organization. EPC organized mass actions. Though these actions were aimed at the renewal of the
independence, they were still of different character. The main emphasis was laid on the issues
linked to the protection of the environment and even existential issues but not mere political.
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Actually the action against the building of metro in Riga organized by the Club made this project
impossible. The prayer on 1 September 1988 at the sea united three hundred thousand people
holding hands. (18) It was work on the creation of public thought via specially organized events,
concerts, work with media, etc.
Public Relations methods were also employed in the work of the Latvia Popular Front (LPF).
Those were specially organized events, work with media, informative publications, such as
bulletin “Atmoda” (Revival) and later “Baltijas Vēstnesis” (Baltic Messenger) and others.
Work with media was started from the very beginning. The live broadcast of at the TV program
“Televīzijas diskusiju klubs” (TV discussion club) (11.07.1988) offered a discussion about the
foundation of the Latvia Popular Front. Some days later an appeal of the initiation group about
the foundation of the Popular Front appeared in the newspaper “Padomju Jaunatne” (Soviet
Youth). Later the information appeared that the coordination center had started its work. One day
after the Congress of the LPF that took place 8-9 October, 1988, a joint LCP and LPF conference
took place. (Kalniete, 2000)
Sandra Kalniete in her book “es lauzu tu lauzi mēs lauzām viņi lūza” (I broke, you broke, we
broke, they broke), remembering the events, writes. “Our manifestations were one of the Front’s
struggle means. (..) In spite of the attempts of the inter-front to gather people who “thought
differently” under their flag, LPF managed to get the support of the majority. The biggest
manifestation gathered around half a million people! (..) The most magnificent of the
manifestations was the Baltic way with the help of which the Baltic Board tried to attract
attention to Ribbentrop - Molotov pact black anniversary, because Latvians were still the victims
of it.”(Kalniete, 2000)
Along with those mass manifestations the Front did its best to influence legislative processes,
organized meetings in all parts of Latvia where the “Appeal” was discussed, sought for support to
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the idea of national independence. A special service to answer people’s letters was established as
the Front got loads of letters from people. Cooperation with Latvia’s Radio (LPF radio bulletin)
helped keep people informed. The board members were interviewed before each manifestation.
Special attention was paid to the election campaign (local soviet elections where LPF got the
majority in most parts of Latvia took place 10.12.1989). The main task was to “break hopeless
indifference that had been formed in the Soviet times and was linked to the power, to awaken the
people’s conscience. The result of the election was everybody’s personal responsibility”.
(Kalniete, 2000). The next elections followed.
The activities of that time are described by Maris Mednis: “The activities of the Popular Front
were to great extent dependant on the use of the Public Relations. There were professionals who
knew how to work with journalists. They had a command of English and knew how to
communicate with the western journalists, to tell and inform about the wishes of Latvian people.
Demonstrations, meetings and protest actions were organized. The events, reflected in the
western press later, were of vital importance and aimed to show that Latvia wants to be free from
the Soviet Union.
These activities are a good example of the use of Public Relations techniques. “Baltijas ceļš”
(Baltic Way) was organized twenty years ago. People holding hands stood from Tallin to Riga in
1989. Everything was filmed and broadcasted. Those were the news of international importance.
Those were the first manifestations of Public Relations. Public relations were not yet identified in
Latvia but people understood how to work with journalists. Those were Latvians from abroad.
Their level was very high. Latvia gained its independence to great extent because of the
implementation of Public Relations. We were recognized.” (Mednis, 2010)
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Similar Public Relations methods were employed by other organizations such as the Latvia
National Independence Movement (LNIM), Working People International Front (known as interfront) as well.
A new period started with the Third Revival and it demanded new relationship, work and
dialogue with society. The need to create relationship with society emerged. Those who
considered people’s thoughts and opinions survived but those who ignored disappeared.
Comparison to mass media can be traced. There were media that addressed the society but there
were also who did not. Those who took into consideration society’s thoughts and reflected them
continued their work. For example, the newspaper “Cīņa” (Struggle) was divided into two parts.
One part of the newspaper loyal to the Communist Party stayed with “Cīņa” and the other part,
the supporters of the idea of independence, formed a new newspaper “Neatkarīgā Cīņa”
(Independent Struggle). This newspaper still exists nowadays under the title “Neatkarīgā Rīta
Avīze” (Independent Morning Newspaper). The newspaper “Cīņa” stopped its existence.
Latvia gained its independence in 1991 and it can not be denied that the use of Public Relations
different methods played an important role in that. The significance and power of communication
and formation of the relationship was identified.

Conclusion
The pre-conditions of Public thought formation can be mentioned in the connection with the
Third Revival in Latvia (since 1987). The term “Public Relations” was still unknown and was not
used. That was the time when people started to dare to express their opinion. Gradually control
upon media lessened. To create public thought various public organizations (“Helsinki-86”,
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Environment Protection Club, Latvia’s Popular Front, Latvia’s National Independence Club,
Working People International Front, etc.) organized specific events - demonstrations, meeting,
etc., involving masses of people and attracting the attention of media of the foreign countries.
Different Public Relations methods were used such as work with mass media (information
delivery, organization of press conferences, participation in TV and radio programs, etc.) as well
as creation and distribution of informative materials, lobby, clarification of public opinion, etc.
The representatives of public organizations realized in the time of Revival that to reach their aims
they needed supporters, communication with the society was essential, the attention of media
abroad and in Latvia had to be considered. As the result those who represented the interests of the
society, created relationship with the society members, who knew how to show to the public that
they represent the majority, were the winners.
In the time of the USSR Public Relations in the modern understanding of the term did not exist.
In that time only some features of Public Relations, some PR instrument use could be traced.
However, considering the totalitarian regime in the country when the public opinion was not was
not taken into the consideration, Soviet ideology, doctrine, interpretation of the present,
propaganda were imposed upon. Public Relations did not exist. It this kind of a regime
relationship with society can not be established. Public Relations is the feature of a democratic
country.
So the Third Revival in Latvia marked the pre-history development of Public Relations in Latvia.
The first activities to form public though took place starting from the Third Revival till the
gaining of independence (1987-1991).
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Abstract: The booming interaction between cultural tourism destinations and socialeconomical impacts continues to be among the foremost vehicles for cultural exchange and
collaboration. Cross-cultural sustainable tourist development covers economical, ecological
and historical resources. From the very beginning, tourism and cross-cultural collaboration
have always been unsustainable: provision of cultural and ecotourism opportunities for tourist
may mean that local residents as well as small companies are sometimes displaced. Cultural
assets are one of a few unique features of regions providing a highly competitive advantage.
There are various tourist products to be offered: ethical and high quality products and services
benefiting local communities: services should be targeted at educated tourists willing to find
special interest destinations where tourist industry and host communities are able to cooperate
profitably.
Key Words: tourism, collaboration, cultural assets, social-economical impacts

Introduction:
Cultural heritage of every advanced, developed and sophisticated society is considered an
inseparable priceless component and its keeping and preservation should be in public interest.
The term culture or cultural heritage is comparatively comprehensive; it covers archived
documents, manuscripts, stage design, cinematography, parks, historical gardens, folk art,
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customs, industrial monuments, technology pieces, cultural experience, behavior patterns, etc.
Tourism planning is closely interconnected with cross-cultural sustainable development,
therefore tourist managers need to be equipped with intercultural competence more than just
with knowledge about a culture which is new and foreign to them. The kind of intercultural
competence demanded nowadays consists predominantly in ability to recognize and apply
cultural differences for the design of particular activities within specific situations.
Intercultural situations should always be solved in order to avoid conflicts and prevent
misinterpretation.
Results:
Various and multiple cultures often cut the boundaries of national cultures. In some
multinational agencies and companies the organizational culture and management rules are
controlled by behavioral standards and values of the country of origin; others try to follow the
tune with the local cultures or mix of cultural impacts occurs. Working and meeting
individuals from different backgrounds, origin, regions, countries we are sometimes surprised
by the fact they behave and do thing which are different to our own.
One of the most commonly used definitions of culture presented in the literature
characterizing the culture and business was formulated by G. Hofstede. He characterizes
culture as “the collective programming of the mind which distinguishes the members of one
human group from another”. [1] Edgar Schein characterizes culture as „a pattern of basic
assumptions – invented, discovered or developed by a given group as it learns to cope with its
problems of external adaptation and internal integration – that has worked well enough to be
considered valid and, therefore, to be taught to new members as the correct way to perceive,
think and feel in relation to those problems”. [2]
Mankind has been interested in human development from beginning to everlasting end. The
traces of human development can be found in various and different religions and cultures.
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Cultural heritage, both movable and immovable is a cornerstone of cultural identity, which
respects both national and regional diversities. There is obligation to guarantee access to it for
present and future generations and to raise awareness of its origins, vulnerability and
preservation amongst professional, the public and decision-makers. The dynamic interaction
between tourism and cultural heritage continuous to be among the foremost vehicles for
cultural exchange and it is increasingly appreciated as a positive force or natural and cultural
conservation.

A heritage site manager should be able to master multi-directional

communication in order to support economic development of a community, present and
interpret cultural, natural and wild life specificities.
UNESCO has a major role to protect the tangible as well as intangible cultural heritage. Its
global agenda is targeted at protecting world heritage sites. There has been noticed an
inflation in recognition of world heritage sites recently, nevertheless it brings with it
ambivalent results. [3] Preservation and promotion of cultural heritage requires an answer as
how memory is to be alive. It might be the first concern. Louis Baeck sees the globalization as
compressing of historical time and homogenization of geographical and cultural space. Its
drive towards focused on standardization maximizes profit accumulation and disturbs local
initiatives and hurts indigenous cultures. He mentions reasons for the setting of the wrong
priorities in the name of economic growth:
-

due to short term political interests and the need to earn money cultural heritage is
hardly perceived as a factor of development but much more as a factor of real
exploitation for tourist purposes,

-

uneven development destroys chances of social justice and equality in access to
cultural heritage [4].
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Way of life is questioned by especially destruction of cultural heritage, which includes
traditions, voices, languages, oral history and the particularities of a popularity perceived
through manifestation of arts, storytelling, cuisine, clothing, religious ceremonies, traditional
skills, etc.
Tourism can underline the economic characteristics of the heritage. The achievements of a
beneficial interaction between the conflicting expectations of visitors and the host or local
communities presents many challenges and opportunities. The natural and cultural heritage,
diversities and living cultures are major tourism attractions. No two destinations are the same,
and the choices made and the paths taken to sustainability will vary from destination to
destination. What does the sustainable tourist development question involve? It has to take
into account both economical and ecological concerns. The World Tourist Organization
defines sustainable tourism as “tourism which leads to the management of all resources in
such a way that economic, social and aesthetic needs can be filled while maintaining cultural
integrity, essentials ecological processes, biological diversity and life support systems.[5]
Considering the historical point of view, tourism has often been unsustainable, as it is a strong
competitor for resources – the provision of cultural and ecotourism opportunities for tourists
may mean that local residents are sometimes displaced.
The requirements of tourists are different to those of local residents and serving tourist may
not always suit the needs of local residents. Tourism is often focused on local communities, in
particular, on rural and minority communities at a speed that may cause disruptions.
Nevertheless, sustainable tourism is a hot issue how best to encourage tourism while
minimizing its cost. Cultural diversity exists in time and space and demands for respect for
other cultures and aspects of their belief systems. The protection and enhancement of cultural
and heritage diversity should be promoted as an essential aspect of human development.
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Tourists are usually fascinated by nature and culture. Visiting natural and cultural heritage
sites takes us back to the roots of civilization. Biodiversity and ecology are being endangered
world-wide. Even national parks are under growing pressure caused by the growing number
of population, economical growth and uncontrolled tourist development. Sometimes we are
focused too much on the negative impacts of tourism on nature and cultural heritage.
However, many natural and cultural sites would welcome tourism as a source of much needed
income, and it is even a tool for sustainable development involving the local community
actively in tourism and in conservation.
Cooperation with tourism industry is no longer a taboo topic. Both tourists and visitors are
getting more experienced and therefore more demanding. They search and seek new
experiences, they try to discover new knowledge horizons and require high level facilities and
services. Value for money is a hot issue of the day.
Community sustainability is designed to benefit local communities, generate income,
maintain control over tourism development, encourage businesses to minimize negative
effects on local communities, provide quality employment to community residents and
improve local human resource capacity.
Conclusion:
Developing sustainable tourism within heritage and cultural sites is a challenging task for site
managers that usually have an ecological, historic, art, archeological, biological and other
sciences background. It also calls for pro-active relationship with communities and regions
that find themselves within the site proximity.
Management of touristic sites has undergone remarkable and significant changes over the last
decades. Local, heritage and cultural sites are no longer characterized as protected territories,
which have to be defended against surrounding outer world. Fortunately, cultural heritage is
being perceived as a value which can only survive under a pro-active management. Therefore
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urban planning departments, rural real-estate developers are seen as potential allies not a
potential threat. New managerial approach results from a new philosophy; it integrates the site
with its environment, its stakeholders and visitors. Tourism marketing is gradually accepted
as a tool for delivering services and products to specific target groups of population. Local,
regional as well as national institutions are focusing more on the benefits of tourism
development. Cultural assets are one of a few unique features of regions providing a highly
competitive advantage. There are many tourism products to be offered: ethical and sustainable
high quality products and services benefiting local communities. Services should be targeted
at educated tourists willing to find special interest destinations where tourist industry and host
communities are able to cooperate profitably.
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Abstract: The purpose of this study was to measure the impact of knowledge management
towards commitment. Research instruments deployed questionnaires in which employees at the
South Jakarta area office of Directorate General of Taxes become respondents. However, the two
research variables are latent variables in nature, so that manifest variables are needed to measure.
As we deployed latent variables, the structural modeling equation is used in analyzing the data.
Knowledge management is measured using 3-dimensional such as enabler condition,
organizational learning and organizational knowledge capital. The results showed that the more
quality enabler condition, the stronger commitment. It can be said the more quality learning
organization, the stronger commitment. Also found, that the more qualified the organization of
capital, the more and stronger commitment to tax inspectors.

Key Words: knowledge management, commitment, enabler condition, organizational learning,
organizational knowledge capital.
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Introduction
Directorate General of Taxes (DGT) is a government institution that has a very vital role in the
administration of government. This is understandable because the institution is one of the front
guard in managing the resources of the state income tax. Thus the success of national
development which is carried out by the government can start by increasing the role and function
of this institution, both in the context of the present and in the future. Effort to increase the role
and functions of the DGT is to improve the effectiveness of supervision and examination of tax.
Indeed, tax examination is a series of activities to find out, collect, process data, information
and/or other useful information to test taxpayer compliance. Examination of tax is one of pillars
of law enforcement functions carried out within the framework of government's self-assessment
system.
Tax inspection activities which are carried out by inspectors/auditors are associated with the tax
inspector commitment as a professional duty. However, tax auditor as one of the government
accountancy profession is often confronted with a conflict situation with the taxpayer audit and
taxation institutions. This conflict will develop into an ethical dilemma that could risk the
independence and professional integrity as a government accountant. The commitment of tax
inspectors in carrying out tasks based on professional ethics and high integrity would strongly
affect the image of tax authorities, further for bureaucracy as a whole image.
Commitment to tax inspection activities requires working competence in accordance with his/her
duties. However, competence is an important aspect and play role in determining workers
performance. Most of workers will perform effectively if they well occupy with knowledge, skills
and good behavior which are applicable in the work. Knowledge is the capacity to act effectively,
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so the factors that distinguish the effectiveness of tax inspectors in solving problems is the quality
of work which he/she performed.
Quality knowledge of tax inspectors can be formed through the transformation process of
organizational/sharing of knowledge that occurs through a process of interaction among various
members of the organization. More ever, transformation process results conversion implicit into
explicit knowledge (and vice versa) which is fundamentally and continuously produce the
organization of knowledge capital. Further, organization of knowledge capital produces excellent
organization performance. Transformation activities of knowledge in an organization are
fundamentally and continuously, which are realized through the implementation of knowledge
management.
Effectiveness of knowledge management implementation requires conducive working
environment for the transformation process/sharing of knowledge and information meaning, and
supported also by the quality of human/workers knowledge, information technology,
organizational learning culture, and leadership patterns.

Knowledge Management and Commitment

Knowledge management is a process of identifying and leveraging the collective knowledge in an
organization to help organization to compete (Alavi and Leidner, 2001; von Krogh, 1998).
Akhaven, Jafari, Fathian (2006) define knowledge management as a systematic manner of
capturing and controlling organizational knowledge with the goals of always having right
information available to the right person at the right time.
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Lim, Ahmed, Zairi (1999) based on Deming Plan-Do-Check-Act (PDCA) defined four steps that
will allow for KM to become an integral part of an organization’s quality strategy which are
capturing or creating knowledge (plan), sharing knowledge (do), measuring the effects (check),
and learning and improving (act). Following by Alavi and Leidner (2001) propose a bit different
a frame work that breaks down KM in organizations into 4 core processes: the creation, storage,
transfer, and application of knowledge. KM is not a one time project or even a set of projects but
rather a dynamic set of processes and practices, embedded in both people and structures. On
creating knowledge, a variety of knowledge repositories offer ways to capture knowledge from
external sources (competitive intelligence, vendor comparisons and analyses); structured internal
sources (marketing reports, customer profiles); and unstructured internal sources (meeting
minutes, lessons learnt). Sharing knowledge (do) can be done using electronic as well as hard
copies as a communication tool, as well as through informal or formal discussion groups to aid
sharing of knowledge.

Measuring the effects (check) can be performed by using outcome

measures to track the success of the above activities. This will be described in more detail in the
following section. Finally, learning and improving (act) is performed by hinging on the TQM
philosophy of continuous improvement, the measures above will lead the organization towards
further efforts to better the scores (Lim, Ahmed, Zairi, 1999) .

Scheel (2008) proved that engineering knowledge management framework provided many
benefits such as better alignment between managers of the team, better understanding of each
engineer’s capability of all managers, clear communication up, down, and across the organization
regarding the future direction of the team’s services, and the skills critical to continued success
and the important of the management team places on employ development.
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Building commitment involves engaging employees' emotional energy and attention. It is
reflected in how employees relate to each other and feel about a firm. In many cases, the
competitive pressures that require more employee commitment actually reduce it. Competition
demands more of employees; they must be more global, more customer responsive, more
flexible, more learning-oriented, more team driven, more productive, and so on. These demands
require committed employees who give their emotional, intellectual, and physical energy to the
firm’s success.

Unfortunately, many managers do not deal with increased employee demands effectively. They
continue to expect more and more of employees, creating not commitment but stress and burnout.
Employees may become depressed and experience various symptoms.

A company can foster commitment in three ways. First, it can reduce demands. Employees can
find new ways to do less so that they stay in balance. Second,it can increase resources.
Employees can find new resources to accomplish work. Third, it can turn demands into resources.
Employees have many demands of varying importance. Helping them separate legitimate from
groundless demands and then removing the unnecessary ones may balance their lives.

Prioritize can eliminate some demands. Some managers may think that if one high-performing
team works best for decision A, then every employee should participate in high-performing teams
for all decisions. Or if a training program works for one group of employees, all employees must
go through the program. These processes overwhelm employees. Setting priorities means that
some activities are worth doing well; others should be let go.
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Tools for developing commitment are control, strategy for vision, challenging work,
collaboration and teamwork, work culture, shared gains, communication, concern for people,
technology, training and development. Control: enable employees to control decisions on how
they do their work. On strategy or vision, offer employees a vision and direction that commits
them to working hard.

Challenging work provides employees with stimulating work that

develops new skills. Collaboration and teamwork: form teams to get work done. Work culture:
establish an environment of celebration, fun, excitement, and openness.

Shared gains:

compensate employees for work accomplished. Communication: candidly and frequently share
information with employees. Concern for people: ensure that each individual is treated with
dignity and that differences are openly shared. Technology: give employees the technology to
make their work easier. Training and development: ensure that employees have the skills to do
their work well.

Research Method
Analysis Unit, Variables, and Data
Research conducted at Regional Office South Jakarta. Government agency responsibility is
managing taxes to lower middle income groups in urban area of South Jakarta. Data collection
was conducted in February 2009.

There are two (2) research variables, namely knowledge management and commitment. Both
variables are latent variables, as measured using several indicators. The research model thus
formulated as can be seen in Figure 1.

Figure 1. about here
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Data Collection Techniques
In regards to research variables as latent variables, questionnaire was used as research instrument.
Questionnaires were distributed to all tax examiners in South Jakarta Office area, which consists
of 100 respondents.

Questionnaire with reference to Tjakraatmadja and Lantu (2006), Senge (1990) and Meyer and
Allen (1997) was developed to measure knowledge management variables. According to
Tjakraatmadja and Lantu (2006), knowledge management measurement consists of knowledge
transformation path/five discipline learning organization adopted from Senge (1990), knowledge
capital and leverage factors. As well, commitment variables measured with reference to
questionnaire developed by Meyer and Allen (1997).

This variable measured using three

indicators, such as commitment to affective commitment, continuous commitment, and normative
commitment. The questionnaire was developed in closed form, with anchored to five Likert scale,
i.e. strongly agree, agree, disagree, and strongly disagree.

Validity and reliability of research instrument was tested before distributed to respondents.
Testing for the validity deploys correlation method, and reliability with Alpha Cornbach.

Data Processing Techniques
To analyze data, in accordance with their respective functions, we differentiated into two parts.
First, we deployed descriptive statistics to describe observed data. We counted frequencies,
proportions/percentages, ratios, the size of the central symptoms (mean, mode, median),
measures the spread or dispersion (variance, standard deviation, and range). Second, we deployed
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parametric statistics by product moment correlation technique, to find the coefficient of the
relationship and to test the research hypothesis of the relationship variables.
Results and Discussion
Validity and Reliability Tests
Knowledge management variables are measured using three (3) dimensions, namely the enabler
condition, organizational learning, and organizational knowledge capital.

Further, each

dimension is measured using 14, 25, and 5 questions respectively. As dependent variable here is
commitment. Commitment is measured using 13 questions. Based on validity test, it’s found
that there are 2 questions are not valid. For the purpose of research continuing, these 2 questions
remove.

Reliability tests result shows that all dimensions are reliable. Alpha Cornbach values for the
three dimensions respectively are 0.9059, 0.9430, and 0.7585.

As for commitment, Alpha

Cornbach value is 0.7976.

Classical Assumption Test
Questioners were distributed to 97 respondents which all returned and filled out completely.
Prior to regression method application, it’s needed to perform classic test. First assumption
needed to be tested is normality. This test was performed using Kolmogorov-Smirnov test
(Liliefors). Result shows that data on all variables and dimensions are normally distributed.

The second assumption is the classic test of homogeneity. Homogeneity test of variance for
variable Y based on data clustering enabler condition (X1), learning organization (X2), and
organizational knowledge capital (x3) dimensions using the Levene test of statistic.
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This is a hypothesis test which conclusion based on total value of Levene compare to significance
level of test (α).

Homogeneity of the data is fulfill if total value of Levene is greater than α.

Since total value of Levene is greater than 0.05 of α, thus, it was concluded that the dimensions
of enabler condition (X1), learning organization (X2), and organizational knowledge capital (X3),
have a homogeneous population variance.

Descriptive Analysis of Respondents
However, respondent demography always useful to study in regards to their behavior. Such as
sex, marital status, age, and educational level are good characteristic to describe respondents.
Based on respondent sex, most of them are male, i.e. 63.9%. From the point of view of marital
status, it is shown that the comparison between married and single is about 50-50. Age can be a
good reflection in regards to knowledge management. Mostly, respondents age lie in 40-50 years
(56.7%), following by above 50 years in the second order (29.6%), less than 30 years in the third
(14.4%), and 30-40 years as the last order (8.2%). Respondents’ education level is from diploma
(21.6%) until master degree (47.4%).

As well, we also collected working experience information. Starting with the duration as a public
service worker, it is reported that most of respondents have been served for 3-5 years (43.3%),
followed with the duration above 5 until 10 years (36.1%), less than 3 years (15.5%), and above
10 years (5.2%). More specific, the duration of their service on tax audit is noted. Different with
the duration as public service worker, most of respondents have worked as tax auditor above 5
until 10 years, with percentage as much as 41.2%. The second order with 34% is 3-5 years
experiences, followed by less than 3 years, and the last one is above 10 years with statistics
10.3%. Positions in tax audit are categorized as tax auditing executor, first tax auditing, young
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tax auditing, and middle tax auditing.

Respondent composition in regards to that groups

respectively are 15.5%, 19.6%, 45.4%, and 19.6%. Most of respondent are in young tax auditing
group. Based on type or level of tax services office, it’s differentiated into two levels, i.e.
Pratama and middle offices. Respondents were chosen from “Pratama” office as much as 75.3%
and the rest from middle office.

Hypothesis Testing
Before pursuing to hypothesis testing, model analysis is performed with regards to constructed
theoretically. Model analysis prerequisite is all variables which will be tested are correlated with
each other. This requirement is needed due to path coefficient calculation employs correlation
coefficient. Thus the first step to do is to calculate the correlation of all dimension pairs. As
shown on Table 1, the correlation between dimensions is above 0.7.
Table 1. about here
There are six pairs correlation, ie r21, r31, ry1, r32, ry2, and ry3. There are three paths that showing
the influence of independent variables toward dependent variable (see Figure 2). Path of ρy1
represents the influence of X1 on Y; ρy2 shows the influence of X2 on Y, and ρy3 represents the
influences of X3 toward Y.
Figure 2. about here
The next step is to calculate the path coefficients of established model. Calculation of path
coefficient is showing on Table 2.
Table 2. about here
Based on the analysis above, the third path coefficient in the constructed model is tested
empirically to meet the testing standards. Thus the model of these pathways can be classified as a
good model and correct and nothing changes. Final model is illustrated in Figure 3.
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Figure 3. about here
Based on Figure 3, we see that the path has a value that is relatively large. ρy2 line depicting the
influence of learning organization on significant commitment which is equal to 0.375. The next
point of ρ that describes the influence of enabler conditions is equal to 0.356. The third position
between y3 and ρ describes the influence of organizational knowledge capital of the commitment,
and equal to 0.126. The power relationships between variables of knowledge management can be
explained that the strength of relationships with organizations leverage state learners indicated by
the correlation coefficient of 0.779, learning organization relationship with the organization of
knowledge capital of 0.807 and for enabler condition with organizational knowledge capital is
0.887. Value of the correlation coefficient between the knowledge management variables shows a
positive relationship and very significant.

These findings also reveal that the acquisition of the path coefficients of each variable of
knowledge management to commitment variables of tax inspectors can be considered quite
significant.

Thus, for while it can be concluded that there is a significant influence on the research variables
path. It demonstrates the commitment variations are influenced by tax inspector management
knowledge. However, the most influential is committed learning organization variable, while the
variables most closely associated with organization's knowledge capital is enabler conditions
which is equal to 0.887.
By considering the findings and research results as shown in Figure 2, it reveal empirically that
learning organization has the strongest impact and the greatest contribution to the tax examiner
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commitment. Enabler condition shows second strongest influence among the three variables.
Further variable that is lie in the third place, also provide a very significant contribution to the tax
inspector's commitment DGT is the organization of knowledge capital.

The findings of this study indicate that DGT tax inspectors commitment can be further increased
by improving the enabler condition, the process of learning organization, and organizational
knowledge capital continuously. These findings supported the acquisition of path coefficient of
the variable enabler conditions, organizational learning, organizational knowledge and capital to
the variable commitment of tax inspectors, where as enabler condition contributes 0.356,
organizational learning 0.375, and organizational knowledge to capital 0.126.

More ever we can show that this finding is in accordance with the results of empirical studies that
the habitat quality of organizational learning is influenced by the quality of leadership, which
could foster mutual trust and learning culture. In addition, the effectiveness of the process of
individual and organizational learning is influenced by the availability of qualify information, the
characteristics of organizational structure and reward systems. Furthermore it is stated that
organizational learning occurs through a process of sharing knowledge among members, so that
there's growth and development of knowledge that exceeds the sum of knowledge of its
members/employees (Tjakraadmadja and Lantu, 2006).

Research findings also are consistent with the findings of Hall (2005).

They argued that

individual learning can occur smoothly if the individual's level of understanding of new concepts
is deepened. Further they explained the five levels of elaboration of new concepts, namely the
conscious, understand, accept, engage, and commitment levels. Conscious level means that the
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individual knows about this new concept. Understand level reach when the knowledge level of
individuals increases.

Receive level occurs when he begins to join in the program, and

involvement level if he had contributed in the realization of the program. Somebody can reach the
level of commitment if the new program has become habit (behavior) of his/her daily activities
and he/she actively promote and sponsor the new program.

The influence of Enabler Condition on Commitment
Based on the results of data analysis as presented in Table 3, t value is 11.252.
Table 3. about here
Research hypothesis tested is Ho: ρ

y1

= 0 versus H

1:

ρ

y1>

0. The result shows that the path

coefficient (ρy1) is 0.356. Statistics t value is 11.252, compare to t table for α (alpha) 0.05 is
1.9858. This result reveals that t value = 11.252> t table = 1.9858 which means that Ho is
rejected and H1 accepted. That is, path coefficient is very significant. Enabler condition directly
affects commitment. In other words, we can conclude that the higher enabler condition, the strong
commitment of tax inspectors.
The findings of this study support the research of Senge (1994). They found that to build
individual who has a will and able to learn, requires a conducive learning environment. A
conducive learning environment can be described as a working atmosphere that can foster the
commitment of each individual to work and cooperate with other organization members.
Without learning environment, hard work and commitment will not result in significant added
value to the organization.

As the implications of these findings, in an effort to increase the commitment of tax inspectors by
the enabler conditions of knowledge management, one choice that can be done is to improve the
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quality of enabler condition in organizational knowledge management DGT. Enabler conditions
that can enhance the commitment of tax inspector requires a conducive learning environment
through: (1) promote mutual trust among the members of the organization; (2) fostering a culture
of learning which is characterized by a spirit of knowledge sharing customs and habits to keep
learning in a sustainable; (3) improve the quality of the adaptive information technology towards
the need of service tax and needs of individuals/employees as a learning facility in the process of
transformation/sharing knowledge; (4) the existence of a fair reward system and transparent to
motivate members of the organization/employees to increase knowledge through a process of
individual and organizational learning; (5) improve the quality of organizational structure which
is capable of rapid flow of information/smoothly, adjust the division of labor with flexible, has a
system of coordination and effective control system; (6) role and type of leadership that be
needed to support the learning organization is a knowledge-based leadership that is able to
provide information and encourage the creation of knowledge, taking part of the learning
organization and facilitate the individual/team to develop.

The Impact of Learning Organization to Commitment
Based on data analysis as shown in Table 2, it’s found that t value is equal to 11.047. Research
hypothesis is Ho : ρy2 = 0 versus H

1:

ρy2> 0. Based on the results as shown on Table 2, path

coefficients (ρy2) is equal to 0.375, and t value is 11.047. Compare to t table which is 1.9858 for
α (alpha) of 0.05, bring us to the conclusion the rejection of Ho. That is, the coefficient is very
significant point.
Table 4. about here
These findings can be interpreted that the learning organization affects commitment directly. This
shows that the learning organization is an important variable that should receive attention in an
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effort to increase the DGT tax inspectors commitment. In other words, the higher the quality of
learning organization, the stronger commitment of tax inspectors.

As stated by Hislop (2003), that in changing attitudes of employees, companies must take into
account the commitment, because commitment may be important variables that influence the
attitude of employees when participating in sharing knowledge/transforming their knowledge to
their friends.

The implication of these findings is in an effort to increase the commitment of tax inspectors
through

learning

organization/transformation

point

is

the

process

of

knowledge

sharing/transformation of knowledge among organizational members. A number of conditions
needed to improve the quality of DGT organization as learning organization include: (1) building
individual learning skills to produce personal skills; (2) to develop the ability to be team learning,
to improve the effectiveness of the process of sharing knowledge among members; (3) to build
organizational learning capacity, to produce human resources with excellent performance; (4)
leader commitment to make learning as an important part of the organization to achieve the
vision and mission of the organization; (5) leadership commitment needed to make the desired
changes in the model and a commitment to eliminate the fear in the organization; (6)
organizational culture that encourages community organizations to do the testing of new
methods, collaboration, innovation and knowledge creation process and the dialogue process
(shared values, vision, and knowledge) in order to build mutual intelligence.

The influence of Organizational Knowledge Capital towards Commitment
Table 5 shows the result of data analysis. It’s found that t value is 10.725.
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Table 5. about here
Research hypothesis is similar to the two hypotheses tested above. As can be seen on Table 4,
path coefficient between organization knowledge capital and commitment is 0.126. It’s also
found that t value is 10.725. Compare to t table with α (alpha) 0.05 which is its value is 1.9858
prove that path coefficient is very significant. It means that the organization's knowledge capital
affects the tax examiner commitment directly.

We can say then that the organization of

knowledge capital is an important variable that should receive attention in an effort to increase
the DGT tax inspector commitment. In other words, the higher the organization's knowledge
capital, more and stronger commitment to tax inspectors.

These findings support the result of study which was conducted by Agrawal and Thite (2003).
Their result shows that knowledge workers tend to have a unique personality and job
characteristics, one is more committed to their profession rather than the organization. They
mostly manage career and learning process. In seeking employment, knowledge workers are
constantly looking for positions that facilitate learning throughout his life and the process, they
are more committed to their profession than the organizations where they work. Because of lack
of trust and respect, they prefer to accumulate knowledge tacit and create pleasure for
themselves.

Referring to the implications of the study above, there are some things that can be formulated by
the organization in an effort to improve the DGT tax inspectors commitment by the organization's
knowledge capital (1) improve the quality of the knowledge of team members/employees through
skills training in a systematic problem solving, experimenting with new approaches, learn from
experience and from practitioners who work to enhance the intellectual competence of employees
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DGT; (2) improve the quality of the knowledge database and information technology that meet
the demand of excellent service quality and the needs of individual tax/employee for individual
learning process; (3) takes the role and commitment leadership to motivate and improve
employee behavior in achievement, innovation, learning behavior, and effective communication;
(4) DGT organization should formulate a formal and informal mechanisms to facilitate the
process of sharing knowledge, sharing of mental models and vision in the organization
effectively.

The influence of Enabler Condition, Organizational Learning and Organizational
Knowledge Capital toward Commitment
Table 5 shows result of data analysis in evaluating the influence of the three variables
simultaneous toward commitment. As can be seen on the table, F value is 55.327.

Research

hypothesis tested is “there is no influence organization knowledge capital on tax audit
commitment.
Table 5.about here
F value as can be seen on the table is 55.327. Compare to F Table for α (alpha) of 0.05 which is
equal to 3.96, lead us to reject Ho. This means that enabler condition, organizational learning, and
the organization of knowledge capital jointly affect the commitment of tax inspectors. In other
words, the higher the quality of knowledge management (enabler condition, organizational
learning, and organization of knowledge capital), the stronger commitment of tax inspectors.

These findings strengthen the opinion of Polanyi in Sangkala (2007) which is stated that
commitment is the most basic things in knowledge creation activities. In line with Polanyi's
opinion, Sangkala (2007) stated that the commitment and ability to learn is the most essential
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factor, especially when associated with the process of creating and sharing knowledge.
Furthermore Sangkala (2007) states that fostering employee commitment can be made when
organizations are able to formulate goals/vision and present it to them and linking organizational
goals with employee's thoughts and behavior.

Conclusion
A few conclusions can be made. First, we can conclude that the more quality enabler condition,
the stronger commitment. Thus, if the quality of knowledge management enabler condition is
improved, the commitment of DGT tax inspectors will be stronger. Secondly, the more quality
learning organization, the stronger is commitment. This shows that the quality of learning
organization will further strengthen the commitment of tax inspectors. Third, the more qualified
the organization of knowledge capital, stronger commitment of tax inspectors. Thus to strengthen
the commitment of tax inspectors, the DGT organizations needs continually improve the quality
of the organization of knowledge capital. Fourth, tax examiner commitment can be enhanced by
improving the quality of the enabler conditions, organizational learning and organizational
knowledge capital in other words enabler conditions, organizational learning and organizational
knowledge capital is a variant of the commitment.

Manager Implication
Based on the conclusions that have been described previously, the implications for top
management of DGT can be described as follows:
1. To improve the quality of the enabler condition as a supporting factor, organizational
learning and knowledge sharing, top management of DGT South Jakarta Office should be
able to create a culture of mutual trust and learning culture. She/he also should provide
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good

quality

of

the

organizations/individuals

information
in

technology

support of individual

adaptive

to

learning and

the

needs

of

organizational

commitment. Determining the structure of the organization and implementation of the
type of leadership that supports the learning process and the implementation of the system
organizational awards to employees who can enhance a learning culture and employee
commitment to the organization and profession.
2. Top management as well should consider to rise the organizational learning disciplines of
DGT such as systematically thinking, individual skills, mental model, vision sharing and
team learning.
3. Improve organization/staff knowledge trough training continuously and orderly under the
supervision of competence consultant/expert team so that tax inspector can improve their
knowledge and competency optimally.
4. Improve the management process quality through enhancement of enabler condition
quality, learning organizational, and organizational knowledge capital as whole and
integrated on all DGT organization levels.
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Figure 1. Model of study
Table 1. Correlation Coefficient Matrix Between Variable
Enabler
Condition
(X1)
1

Enabler
Condition (X1)
Learning
0.779
Organization
(X2)
Knowledge
0.887
Capital (X3)
Auditor
0.759
Commitment (Y)

Learning
Organization
(X2)

Knowledge
Capital (X3)

Auditor
Commitment
(Y)

1

0.807

1

0.753

0.744

X1
r1,2

ρy,1
ρy,2
Y

X2

r1,3

1

ρy,3

r2,3
X3

Figure 2. Path diagram of variables
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Table 2
T value and Significance of Enabler Condition (X1), Organizational Learning (X2), and the
Organization Knowledge Capital (X3) toward Commitment (Y)
Model

Unstandardized
Standardized
t
Sig.
Coefficients
Coefficients
B
Std. Error
Beta
1 (Constant) (Constant)
3.281
2.273
1.443 .152
Enabler condition
.273
.107
.356 2.564 .012
Organizational Learning
.160
.046
.375 3.448 .001
Organizational Knowledge
.265
.311
.126
.854 .395
Capital
a. Dependent Variable: Tax Audit Commitment

X1
(0.779
(0.887)

0.356
0.375

X2
(0.807)

Y

0.126

X3
Figure 3. Inter-Relationship Model Structural Variables
Table 3. T Value and Significance of Enabler Condition on Audit Tax Commitment
Model

Unstandardized
Coefficients
B
Std.. Error
6.805
2.287
.583
.052

1 (Constant)
Enabler
condition
a. Dependent Variable: Tax Audit
Commitment
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Standardized
Coefficients
Beta
.759

t

Sig.

2.976
11.252

.004
.000

Table 4.
T values and the Learning Organization significance to Audit Tax Commitment
Model

Unstandardized
Coefficients
B
Std. Error
6.338
2.371
.321
.029

Standardized
Coefficients
Beta

1 (Constant)
Learning
Organizational
a. Dependent Variable: Tax Audit
Commitment

t

Sig.

2.673 .009
11.047 .000

.753

Table 5. T value and Significance of Capital Knowledge Organization against Audit Tax
Commitment
Model

Unstandardized
Coefficients
B
Std. Error
7.760 2.310
1.568 .146

1 (Constant)
Organizational
Knowledge Capital
a. Dependent Variable: Tax Audit Commitment

Standardized t
Sig.
Coefficients
Beta
3.359 .001
.744
10.725 .000

Table 5. F value of Enabler Condition, Learning Organization, and Capital in Knowledge
Organization capital on Tax Audit Commitment.
ANOVA b
Model

Sum of Squares

df

Mean Square

F

Sig.

1 Regression

848.926

3

282.975

55.327

.000 a

465.432
1314.358

91
94

5.115

Residual
Total

a. Predictors: (Constant), Capital Knowledge Organizations, Learning Organizations,
Enabler Condition
b. Dependent Variable: Tax Audit Commitment
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Abstract
Processes of globalization are also connected with global ethical appeals for economy, which
is the component of human world. In connection with the continual process of economic
globalization the range of question is widening and that is the focus of Business Ethics. It
takes into account not only positive impact of economic globalization but negative
consequences as well, which are connected within this complex process. There are some
doubts whether globalization, which is a human ´product’, is really for the benefit of Man.
The activities of particular market subjects on the global market undoubtedly ask for not only
economic but also ethical thinking. From these reasons, the aim of Business Ethics is to
explore economic activities based on values and to judge activities in the whole sphere of
entrepreneurship from the moral point of view within all spheres of economic life. It is
supposed to react on many ethical appeals in globalization. The reason for integration of
moral ideas and evaluations of economic activities, which take place on the global market, is
mainly that they are connected with not only all the business subjects which are involved at
the global market, but with all of us. And thus, it is necessary for the applied ethics to react to
ethical appeals in globalization which are formulated regarding to the survival, development
of Man and of the mankind. More precisely, it means – to focus on impacts of entrepreneurial
activities on the global market for the man, society and nature, uncover the moral dimension
of particular problems which accompany the process of economic globalization on all the
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levels of entrepreneurship and draw attention of economic participants to take over the
responsibility for running processes on the global market, responsibility for themselves, for
other people as well as for the nature because beyond their responsibilities there is
a relationship to their own environmental conditions. Contemporary Business Ethics´ effort is
to have globalization with a human face and to become the means of really humane
civilisation progress.
Key words:
Economic globalization, global market, entrepreneurial activities, Business Ethics, ethical appeals

New millennium is significant with great social, cultural, environmental and economic
pressures on national entrepreneurial subjects. They are connected with the globalization,
which is a complex process notable not only in economics but also in politics, culture,
science, education and other spheres of human life. As it is generally known, this is a “longterm process of mutual convergence of people´s interests from the whole planet on all the
levels of social life.” (Putnová, A., Seknička, P., 2007, p. 13). It obviously brings not only
positives. On one hand, globalization itself hides a great potential, revealing possibilities for
humanely dignified development of the civilization, but on the other hand, it brings many
threats and risks.
Great attention should be paid to economic globalization; however, globalization means, first
of all, development of economic relationships on the whole-world, global level. After all, the
term ´globalization´ was used for the first time by Theodor Levitt, a professor in Harvard
University who used it in 1983 in connection with economics. Today, we can think not only
of new characteristics of world economics, development of economic relations in the world,
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global scale, quick economic growth, broadening of world trade, significant sharpening of
international competitions, growth of volume in international production or increasing of
flows, direct investments, growing integration of financial markets but simultaneously also
the new ethic appeals concerning processes and phenomenon on the global market, economic,
social, environmental and social impact of economic which are not only positive and there
are also some fears connected with them.
In the present phase of globalization 1, information and knowledge are gaining ground,
enabling a decrease of all the other inputs when creating richness and developing a global
competition at the same time. As it seems, consequences of the current phase of globalization
are more or less positive (material, energy, labour savings, creation and running of new
technologies, products, quality innovations, price difference etc.) and enable global economy
development. Information and knowledge have become the determination factors of economic
growth, which very often becomes the synonym of increasing the living standard, connected
with the ability of economic subject to save and replace the growth factors and increase
competition ability. Mainly the competition of economies is mostly determined by the ability
to transform the information into knowledge and intelligence. The product of globalization is
presented in the face of ´New economics‘in which information and knowledge (directly
displayed in innovation) play the primary role. The factor of success of a new economy,
which is given the attribute ´soft´, where there are innovations and entrepreneurship based on
knowledge and developed infrastructure of information as the Internet, databases and
telecommunication. Information and knowledge play the key commodities in the mutual
relations among the subjects and they have a great influence on the transformation of present
economy. After all, globalization stands for the qualitatively new, higher degree of
internationalisation of economic life under the revolutionary effects of information and
communication technologies, connected with the transfer of human society from the industrial
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to information one. And as the orientation towards people is a common vision of information
society, we expect that every man will be able to spread, use and accept information and
knowledge, use the potential of information and communication technologies (IKT) not only
for sake of economic growth but mainly to provide sustainable development, improvement of
quality of life and protection of human rights.

2

So-called ´new economy´ must respond to

other evaluation criteria (humanity, social justice, undisturbed environment) except of
economic prosperity, because otherwise it does not serve to the common prosperity even
though, it fulfills criteria of effectivness and provides economic growth. Its mission is to
search for and assert innovative economic tools with positive ethical and social impacts. And
thus also entrepreneurial activities, which are running in the economic sphere, cannot be
judged as moral and immoral, or regarding to efficiency or economic growth. They become
moral in connection with values which they aim to or create, or with the targets which are
achieved with their help. For example, if they run in the healthy competitive environment, if
their results are quality and healthy, green products and services, if they are produced and
provided with respect to the environment, etc. A new paradigma of economic thinking is
based on the idea of complexity of the society as a system, on co-evolution of economic,
ecological and ethical dimension and today´s Business ethics3 must be based on it, which in
the present globalizing world meets the requirement to react to ethical appeals for
globalization. There are no doubts that as for the other fields, globalization presents global
ethical appeals also for the economy, which is a part of the humane world. Ethics, as
an exclusively human matter, is present everywhere, in the behaviour and activity of certain
people or societal wholes. And thus, global economy can not exist without global ethics,
which defend the right of all the people for safe life, fair treatment, fulfiling the needs and
proper living conditions which enable them to develop. H. Küng formulated the requirement
for the process of economic globalization to undergo not only the legal but also the moral
1789

regulation, when he pointed out that “last but not least also the global market needs the world
ethos” (Küng, H., 1992 p. 42 ). That should be accepted by all the economic and
entrepreneurial subjects joining in the global market because except for the other forms of
regulations, the moral regulation is concerned, leaning on the highest human view by which
the man is able to judge his actions.
Economics and market have undoubtely very important influence on fulfilling the man´s
needs, whereby the globalization process is perceived from the point of view of its followers
as a key for meeting important human needs, then to development of cooperation and
overcoming the barriers which brakes the development of economic relations. Nowadays,
there is the ideology of a free market accepted with enthusiasm, and plays undoubtedly a very
important role in the life of a man in the society. However, there are following questions:
Which needs and to what extend they should be fulfilled, where and how it is necessary to
state the borders of limited natural sources consumption; how to provide technical
development, productivity; how to use energetic resources rationally, etc. Even the applied
ethics, such as Economic or Business Ethics, do not deny advantages of market mechanism
and deal with these and other questions, and they point at the fact that particular societies as
well as the whole globalizing market which “takes care“of fulfilling various needs of a
present man, is the subject of interest of not only economists, economic agents or bankers, but
also other citizens of the world. Business Ethics can appopriately react to changes which
appear on the market dealing with not only entrepreneurial subjects but all of us. Except of
searching the goals, process and results of entrepreneurial activity and other problems which
arise in the world of business, Business Ethics can not avoid the questions connected with
running economic globalization. Regarding the mentioned process, it is necessary to point out
which role is played by the economy at providing appropriate conditions for man´s life in
today´s world. The ways by which the economic doers strive for fulfilling man´s needs should
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be considered, the ways by which the profit is divided, as well as a labour and societal product
among particular participants of the market or among all the citizens of our world, taking into
consideration the fact that everybody has the right for dignified treatment and dignified life.
Market itself can not solve many problems which interfere with people in societies and the
„invisible hand” of the market, which is supposed to provide the fulfillment of interests, does
not work reliably. For example, the market is ruled by the prices which can not adequately
express human social values and so on – the market can not answer the questions if there
really is the fulfillment of man´s needs or if it is only evoking his “pseudo-needs“, Similarly,
there are questions if it is possible to judge the quality of life by economic indicators, or in
other words, to “measure“the welfare which can be reached, for example by exploiting limited
natural sources.
Liberalization of international business and scientific and technological progress are
regarded to be the main accelerators of globalizing processes, where the followers of
globalizations can see the only reliable way of creating wealth and opportunities for
everybody. They appreciate with enthusiasm mainly the anti-barrier transfer of capital into
the whole world, and the global economy presents turbulent competitive environment, as E.
Luttwark states, so-called “turbo-capitalism“ , which produces and offers an extended number
of products in extremely short time. (Šikula, M., 1999, p.27). Global economy is the economy
with modern communication networks built in the strong regional groups, in which the
competitivness is determined by the ability to transform information into knowledge and
intelligence, and which is based on versitile use of human creativity.
A globalization process enabled liberalization of an access to raw materials and mainly to
information. Globalists today consider a sophisticated economy in which inputs and outputs
will be based on knowledge and the value of knowledge will gradually replace the value of
labour. In the world which is based on such economy, there should consequently arise new
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opportunities of employment in different fields of economy, even if new work places will not
depend on information processing. The global market has to provide, not only to businessmen
but also to everybody, plenty of opportunities to fulfill various needs and realization. At the
same time, we can not avoid the fact that the market puts great demands on particular
entrepreneurial subjects where not everyone can face them adequately (Šikula, M., 1999,
p.27). We can not forget the fact, that except of new opportunities to meet human needs, the
globalization brings more risks and negative moments and therefore we think of ethical
appeals of globalization. As for example Rolný I. and Lacina L. state: “ The current level of
economic development, mainly a disproportion between developed countries and the
countries of the third world, becomes a global ethical appeal “ (Rolný, I., I. Lacina, R., 2004,
s.41) .
We can see, for example, that the gradual globalization is accompanied by careless
competition and the unlimited assertion of purposefully oriented liberalization within a sphere
of business, and thus causes total freedom of international capital movement. And at the same
time we have expected that liberalization will improve alocation of the world capital in a way
that it will rule the flow of financial means from the rich countries into poor countries. A
competition of many entrepreneurial subjects can not be marked as perfect, regarding
economic strenght; number and unfair approach to relevant information, which can help some
people influence or deform processes of demand, supply and price formation on the market.
Regarding the comptetition which has been running on a global market and still more rules
also international relationships, there is also a need to focus on the global dimension of so-far
non-existing social and ecological market economy which will extend narrow national
requirements.
Mainly the defendants and critics of globalization point out the negatives and risks connected
with the globalization process and obviously they are afraid of one-sided effects of
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competition on a global market. Some neo-liberally oriented economists assume that the “free
hand of the market“ will solve social, political, ecological or religious conflicts, and state the
level of understanding for people of this world. However, as it seems, influences of
globalization and their impact in the form of expenses or profits, are different for particular
countries or regions, whereby the problems arise mainly in the countries of the third world
with a not functioning legal system and weak economic stability. Antiglobalists point at the
fact that the country in which foreign companies dominate the economy gradually become
dependant on their economic strategy, by which the souveregnity and independence are
disrupted. According to them, after all, it is about bipolarization, which is a kind of division of
the world into the rich and strong countries on one hand, and the poor and dependant
countries on the other one. The rich countries are those which are home countries for
companies acting as multinational corporations and there are investments abroad coming out
of them (home countries). Poor countries are those which accept foreign investments and their
economy gradually becomes dependant on other countries (host countries).
It is possible to see some other negative examples, which are pointed at by antiglobalists in
the globalizing economy. They point out at foundation of new and powerful transnational
companies, at the fact that a construction of transnational industrial parks in some cases is
financed by the sate where the profit is given to entrepreneurial subjects, or they point out that
the state applies provisions in the form of tax allowances for private companies in order to
attract the capital whereby on the other side, some private companies change their location
after exhaustion of all the advantages. According to antiglobalists, the economic growth
makes the world dependant on the economy and all the spheres of life become subordinated to
economic principles. Some of them object that reaching profits of some people can
disadvantage other people or other groups, pointing at deepening unjustice of the growth of
living standards among developed market economies and less developed economies, at
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negative influences of the market and free business, creating a new model of a labour
division, they suppose that the unemployment will grow, as well as the polarization of
richness and poverty in the global and national level. However, some antiglobalists admit that
the globalisation helps reaching higher economic growth, but on the other hand they add that
entering the world markets is very difficult for many economic subjects and countries. It
means that not all the people, neither all economic and entrepreneurial subjecs as well as not
all the countries can or will feel advantages of globalization. And some antiglobalists assume
that globalization leads to an increase of unemployment, lowering wages or supply of such
products, or services that are actively evoked or artificially made. On the other hand, the
globalists are sure that globalization brings not only the economic growth, development of
business but also opening of economies, a growing integration of international markets
accompanied with growing transfer of goods, services and capital through national borders,
broadening entrepreneurial investments, finance, production, sales or information through
national borders; bringing a growing international division of labour and many other
advantages. We can probably agree with the fact that the migration of labour force for work
abroad unambiguously cannot be judged only positively. Even though it can be seen
positively from the moral point of view, regarding for instance the fact that profitable work in
international teams and with new technologies, or effort of an expert in increasing his/her
living standard and at the same time working on his own personality; the migration of work
forces has not had only positive sides. Mainly in the connection with business of highly
professional workers from a country which counted on them as a human capital 4, in this
connection there is a problem called “brain drain“. The countries producing these experts
expect that the expenses for education and practical training of such experts will be paid back
in a way. This problem calls for the problem of societal responsibility and in this case it is
about a societal responsibility of each individual for bonds towards his/her country.
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The sharpest critics of the major part of antiglobalists is about the wholeplanetary social
effects, increasing gap between the richness and poverty which doubts the vision that
globalisation will provide the fair possibilities to all the people. Despite that the economic
prosperity has been shifted within the globalization into many parts of the world where the
free market and entrepreneurial methods enabled the interpenetration of capital investments
into undeveloped countries and initialized development there; economic globalization is not
“ a cure“ for all the problems in the world and it cannot be connected only with positives. The
facts mentioned above and other objections and problems accompanying the globalization
process obviously create doubts whether the globalization, which is a human work, is really
on behalf of man. They call for societal responsibility of entrepreneurship which is nowadays
the global appeal in the world with globalizing process. Expectations of people regard the
economic structures and entrepreneurial subjects which can not focus only on national
interests but they also try to solve several social problems of the current world where there are
the values of a human character. Thus, also the requirement of the social responsibility in the
economic sphere into so-called planetary responsibility – which will , in todays world, respect
human rights, emphasize the meaning of human freedom and dignity, as well as it will focus
on our bonds towards humanity .“ (http://slovakia.humanists.net/manif2000.htm). This type of
responsibility points at the responsiblity toward people outside our national environment,
reminds the responsibility of Man at this planet not only for the welfare of members of our
community or the country, but also for the welfare of the whole human society at this planet.
A.Rich says that up to the present, when the economy has grown and got into a global
interconnection, into intransparent network of activities, it is still true that it is seen from the
point of view of its basic task – it is supposed to serve to fulfil the basic human and cultural
needs (Rich, A., 1994, p. 24). Taking into the consideration not only the basic purpose of
economy but also a human, social and ecological issue of economy, this thinker notes at the
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same time, that neglecting or absolutization of some values which are beyond these issues,
have long and serious consequences. He even admits that it can result in a complete
questioning the economy. And thus today, it is an ethical appeal for all the entrepreneurial
subjecs and that is to adjust to new conditions of a global market and try to profit by a
responsible action.
This appeal has appeared in the second phase of globalization

5

which was connected with

expansion of an industrial capital and growth of industrial production, as well as in the third
phase, which was in process from the 2nd World War and it was connected with an increase
of transnational capital and a global restructuralisation. In the present period of the running
globalization, the economic growth becomes an organizational principle of the global
economy where it is mainly going about the growth of a shift of productive factors among the
countries, where also the factors which were immobile in the past had become mobile; then
about a productivity labour grow, increase of technological progress. The economic growth is
understood as a synonym of a life- standard increase or it is a key of fulfilling still more and
more growing needs of man, to solving the problems of poverty and so on. Even though some
philosophers, who are trying to reveal the “true face“of globalization, do not agree with that.
For example L. Hohoš, appealing to Marx, who anticipated the process of globalization
regarding the leadership of world market penetrating and changing everything in 19th
century,. He says that “The substance of the problem called globalization creates
subordinating economic processes and interests above everything; its finality is a
maximalisation of utility “(Hohoš, L., 2008. s.220) . It is connected with uncompromising
pushing of economic interests forward up on the world level, it means, with maximalization
of utility or the profit without any obstacles.
Productivity has always been and still is the main component of economic growth but
sometimes it is to the detriment of not always responding quality. We think that the word –
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growth- uniquivocally can not be connected only with the growth of the economic potential of
the country, state and world. It is not only about an economic category regardless the
consequences on the society and its members. And in this connection, it is required to
interconnect the efforts of entreprenurial subjects on profits, economic growth and prosperity
with social responsibility towards subjects which are reached and impacted by their activities.
It should fulfill the task of moral guarantees in economic environments regarding the
ensurance of non-discriminating and fair approach to all the participants of entrepreneurship.
Their obligation is to guarantee human rights, freedoms and eliminate non-human practices,
based on which the economic productivity is reached.
The relation between entrepreneurship and social responsibility is a very recent issue of
Business Ethics and some other applied ethics6 which deal with moral regulation of economy,
entrepreneurship, and they try to explain the basic aspects of moral action of man in these
spheres of life. From their point of view, it seems to be misleading, or irresponsible to
interprete economic growth and then the whole globalization process only in a positive or
a negative light. They point at the fact that economic growth does not automatically bring a
higher quality of life of people in the society where they live. Within this connection it is
sometimes a thought of inner contradiction of economic globalization which is on the one
hand marked with its technological innovations and revolutionary changes in technological
ways of productions, but its economic, social, ecologic and social consequences are not only
positive. Z. Bauman thinks that with the help of massive and universal reduction of products
durability and services and uncertain production (part-time, flexible and short time job),
globalization “pulls“ the economy to be elusive caducous (Bauman, Z., 2000, p.76). Because
of the fact that man does not know the borders of his needs, every human need calls for
another one within production, fashion and advertisement. We expect that it is possible to win
correctly in a competitive fight on a globalizing market by the production or providing quality
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and healthy products and services and a permanent innovation on behalf of man, to whom the
economy should serve. Because the productivity and quality are, in fact, two sides of one coin
which should focus on satisfying the man.
A process of economic globalization thus clearly brings many problems or threats either from
economic, political, social, cultural as well as a moral point of view. We believe that
university students get these information, those who are being prepared for an active
participation on a global market. Even with the help of Business Ethics, which reacts on many
social and ethical problems piled in societies leaning on the market economy? At the same
time we think that teaching this applied ethics mainly on faculties and universities of
economic types is not an easy task. Nowadays, the most important thing for young economists
is mainly a profit which is a motivation and a stimul and very often a measurement of a
success in the economy focusing mainly on the economic growth. Business Ethics does not
deny that the profit is a main stimul of entrepreneurship, plays in the world of business a big
importance and thus adjusts a decision and the choice of entrepreneurial subjects. After all, it
is still the truth that, the higher the profits of particular entrepreneurial subjects are, the higher
is a social product of the whole economy, and the better realized is a general aim of economy
– higher life quality of citizens. Current Business Ethics focuses on moral aspects of
productions, reaching profit and asks a question if every profit can be morally defendable.
Businessmen do not decide only about individual economic aims, do not decide only on how
to reach profit but also implicitly decide on the whole socio-cultural level of the society. We
should find work opportunities beyond business profit for many people, which are the only
source of primary living standard, the only source of their real human life. And also – with the
profit of business opportunities of consumers should be connected also the quality products
and services in the community, where a businessman realizes his activities.Being
a businesman thus does not have to mean to be a private owner of capital and to use the
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capital carelessly. It requires, at the same time – to be a social responsible owner of capital
which means to work not only on his own behalf but also on behalf of the others who are
dependant on the positive economic development of the capital, meaning in the globalizing
world that it is necessary to work with it responsibly, on behalf of all the people in our world,
in our planet.
The profit and everything connected with it is one of the main problems which is a matter of
Business Ethics. Nowadays, in the globalizing world it becomes the more serious problem
because of widening space of freedom providing more possibilities to individuals to dispose
with their private property on behalf of reaching profit. Obviously, our future economists and
managers are in the preparation for their job acknowledged mainly about advantageous
rational economic behaviour on the market, with the aim to put themselves across, reach their
business aims or entepreneurial interests, increase economic growth and reach a high profit or
utility in some form. Majority of them really gain also strong motivation stimuls to
entrepreneurship on the global market and the information on possibilities brought by
economic globalization contribute to it. Information about evoking competition, effectivity,
brings simpler rules for business, entrepreneurship and financial transactions, lowers prices
whereby each participant of a global market can reach a profit in a way. And also information
on the fact that globalization enables to all the people in the globalizing world choose work
and the country to live in freely , it brings them a wider scale of products and services,
enables removing barries which could prevent the free flow of products, services and so on.
Among the modern competitive trends we can rank not only innovation, modernization but
also education, qualification, flexibility, creativity and new requirements of competitive fight
are coming into the centre of attention. Business Ethics should focus on new economic
activists´attention on the change of understanding competition from the fight or effort to gain
“vitctory at all price“into the competition requiring respecting the rules of mutual relations,
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making effort to act cooperatively on the market where the result should be a permanent
qualifying the living standard and highering social bliss“(Rolný, I., Lacina, R., 2004 s. 143).
Presently there are more reasons to be convinced that from the long-term point of view, the
ethical behaviour of enepreneurial subjects becomes as important competitive advantage as
there are, for example, the big innovations.
The Business Ethics effort is to contribute in acquiring motivation for active work on the
global market and to join into entrepreneurship mainly for young graduates of business
universities and faculties to acquire in the way, where they will use advantages brought by
globalization and reaching economic growth by the ways which bring profit not only to them
but in some way also to other people. Also for them to be ready for responsible activity on the
global market, to react responsibly to meet the people´s needs growing constantly in this
globalizing worldd and to help increase living standard of their country, some part of the
world or just to try to make the life in our planet of a higher quality, they need to think
ethically. “Because it does not mean that the person who acts ethically does not work
uneconomically“(Kišš, I., 2003, p. 41). Ethical thinking and behaviour is not aimed toward
economic thinking and against a profit. A profit as an economic aim or factual inevitability is
in the business as relevant as some social aims, which are met and last but not least, it is
a reward for meeting the needs of others, for increasing living standards of people in the
society and nevertheless also for taking entreprenuerial risk.
Some antiglobalists object that the quality of life is nowadays judged by economic indicators
where the cult of increasing production is regarded to be the same as the trend of highering
the consumption. In this connection, there is a demanding task – to find the difference
between the needs which should be met by the global market and take responsiblity for the
needs of man fulfilling by market participants. Meeting some needs does not enable to quality
and develop the life of a man but it can have consequences in health damages, disrupting
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personalities, damaging social relationships and so on. At last, today the market does not react
only to the needs of people but it offers new products and services. Mainly in the consumer
society as Z. Bauman says, there live consumers “from attraction to an attraction, from one
treat to another, from gulping one bait up to running after another one and each another
attraction, treat and bait is a new one, different from the previous one“ (Bauman, Z., 2000, p.
81). As Bauman says, the market of consumers cheats the customers and they want to be
cheated. The example of a consumer market does not make any difference between needs, and
it tries to fulfil all of them because it brings the profit. In these and similar cases it is mainly
on enterpeneurial subjects which take responsibility only for reaching economic aims and
fulfiling any needs for wich they expect a reward in the form of profit, competitive advantage
and so on. At the same time they are expected to bare responsibility for the fact that their
products do not present any risk for a man, society and the nature.
The requirement for economic growth to provide production of such products which are not
only useful but also valuable for man, is very close to an opinion of A. Rich who points out
the fact that it is necessary to make difference between the man´s needs, as well as to judge
by which have been met. And similarly, the question of a fair division of social product can be
seen differently. From the man´s point of view it is clear that the division of social product
can not be completely in concordance with the “laws of the market” based on demand and
offer but they must be joined in a decision making for social and human moments. The other
face of globalisation calls for moral responsibility for oneself, for the others as well as for the
nature because behind the man´s responsibility there is hidden the relation to our living
conditions. Moreover, antiglobalists assume that current businessmen as well as many other
people on this planet, are not motivated enough by distant threats and distant spaces as for
example growing consumption of non-renewable natural sources, the ozone holes, damage of
rainforests, and that is mainly connected with the questions: how much should be produced,
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how to produce and also with the question: where the borders of economic growth are
regarding the consumption of limited and non-renewable natural soruces. And this confirms
that in the connection with the progressing globalization. Individual conditions of our life are
still mainly directed by global, economic, natural, political and other conditions of the world.
Current ethics pays attention to the globalization process as it creates presumpositions of
effective development and solution of many global problems of safety, health, living,
productivity or some ecological problems which can not be solved by particular countriess. At
the same time it points out at the fact that people are concerned in many points. This process
is undoubtedly the challenge for current entrepreneurial ethics which should point mainly at
the needs – a care for fulfilling human needs for living, create in entrepreneurial environment
human work relations, it tries to divide living situations adequately and to honour the nature
when using its products, and thus it takes effort to protect mainly the values which stand
behind the purposes of economy ranked by A. Rich. 7

RESUME
As it is obvious from all the ideas on the global problem, we are coming out of the fact that
the basic value is man. Even the economy has to adjust to conditions in the globalizing world
so that the dignity of man does not suffer as well as his rights, freedoms and it has to care for
protecting the nature. There are all the ethical appeals formulated regarding the sustainable
development of man and the whole mankind. After all, globalization is a human product, not
a natural process. The whole process presents a challenge for man to take responsibility for
running processes in the world as well as for his future because uncontrolled and
dehumanized globalization could threaten man and lead the whole wolrd into crisis and
disturbances. This appeal consists of more conrete challenges out of which some become the
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stimuli for development of Business Ethics. Future economists and managers learn about the
problems which are the focus of Business Ethics through the education activities helld at
economic universities and faculties. Business Ethics reacts to more ethical appeals of
globalization, regarding the societies leaning on the market mechanism where the ethical
question is applied on all the human activities and decisions connected with the process of
economic globalization. We think that because of the still growing need of so-called planetary
responsibility, moral values in the process of economic globalization must be pointed out and
some moral proceeding must be designed which are connected with adjusting to the
conditions of the globalizing market and they help to solve some new problems. Thus, the
circle of questions of the applied ethics has been widening. Ethical appealls of globalization
are Business Ethics´ concerns mainly on a macro-level which presents the basic ethical
scheme, in which the economic actions take place. There are given priorities from the point of
view of an economic orientation, they solve the questions of the social, financial and tax
policy or they create mechanisms to eliminate antisocial and nonhumane practices of
economic subjects. On this level, statements are concluded towards the running and the results
of economic globalization not only from the point of view of the ethics, but some procedures
of reaching the profit are also regulated from the moral point of view and new approaches are
suggested mainly to human capital and natural richness of our world in a way that the
environment and natural resources will be protected. And because of the fact that thanks to
the globalization, a wide scale of opportunities for particular entrepreneurial subjects are
open, new tasks for Business Ethics are given also on a mezolevel,8 where they create an
ethical frame for entepreneurial subjects. The same thing works for a microlevel where the
Business Ethics deals with the moral action of individual participants in the global economy.
Taking into consideration the fact that even in spite of the fact that Business Ethics and other
applied ethics can not directly influence the globalization process and provide the individual
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interests of entrepreneurial subjects, cover both societal as well as generally human interests,
we consider that it can at least point the attention to the fact that the measurement of the
citizens´welfare of the planet can not be narrowed only to the economic profit or turnover. At
the same time it can react appropriately on some ethical appeals, and from the moral point of
view, it can judge, compare and conclude moral statements about majority of questions
connected with the economic globalization process. We also expect that from its point of view
this applied ethics will suggest a solution of some particular problems arising in a globalizing
economy. And thus, it can help build global economy according to humane principles and
enable to every participant to gain the status of a co-participant and co-reliable person.

FOOTNOTES:
1

We differentiate two phases: the first started in the half of the 19th century and it is

connected with revolutionary inventions as the steam engine, telegraph, railways,..and with
the development of machinery mass production, with development of markets, transport,
where the reached level of world economy was deeply disturbed with the first and the second
world war. From the end of the Second World War we can talk about the second phase of
globalisation in which the industrial development peaked and new production fields were
developed, not only the economic growth increased but also the growth of international
exchange. The model of growth connected with underestimation of energy evaluation
energies, raw and ecologic materials and shifts in the structures of costs led to dramatic
changes in the structure of international division of labour, in the structure of demand and
supply in the national and international scale and the centre of economic strategy has
gradually become economically unattractive inventions and Technologies. A need for
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qualitative change of material and technical base and radical revolution in technologic ways
in production all the fields arose. This transfer to the new technological way of production
started significantly to modify the structure of production factors and conditions of
international division of labour.
2

J. Stadtruckerová: Informačná spoločnosť – globálna výzva v novom miléniu. In:

www.blisty.cz/art/16601.html
3

Business Ethics is an applied ethics which is oriented towards the search for various aspects

of economic activity, where its aim, from the moral point of view, is to search the whole
sphere of entreprenurship on all the levels of economic life, to integrate humane views on
entepreneurship, explain it as an activity with moral requirements because it is made by
people and it serves for people. Its effort is for example to give statements on what should the
purpose and meaning of entrepreneurship be, which rules should be given, it should integrate
ideas on obligation, responsibility and justice, judge certain aspects from the moral aspect...
4

Human capital is seen as a result of investment into knowledge,” abilities or skills, where

this investment can have a form of formal education or workshop or practical education”
5

The first phase of globalisation is described the period of explorative ways and development

of merkantilistic capital in the 16th century.
6

mainly Economic, Managerial and Marketing Ethics

7

A. Rich ranked four purposes of economy – basic, human, social and ecological

8

In the professional literature there are considered three levels where Ethics and Economics

overlap: macrolevel, mezolevel and microlevel
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Knowledge and financial skills of consumers in Poland against the
background of selected countries in the world
M. Szafrańska1, R. Matysik-Pejas1
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Abstract: The paper aims to analyze the state of knowledge and financial skills of consumers
in Poland in comparison with other selected countries. As has been demonstrated by the
conducted analyses, Polish society has a poor financial awareness, even among people who
use various financial products. The level of knowledge and financial competences among
consumers in Poland depend on the gender, education, age and place of residence. It results
from different attitudes of consumers towards using loan and savings products, diversified
motives which drive them at the choice of financial product and preferences concerning the
sources of financial knowledge.
One of the ways to improve the situation is undertaking

commonly accessible

activities in the field of financial education because high level of financial education society
brings social and economic benefits.
Key words: financial knowledge, financial education, financial services

Introduction
Globalization most commonly denotes international connections between economies
involving widening trade exchange, capital, technology and information flow. One of the
segments in which the most dynamic globalisation progress is apparent are financial services.
Globalisation of world financial markets may mean rapidly progressing integration of so far
separate domestic financial markets. Globalisation may be also defined as an activity on a
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worldwide scale connected with developing products and services targeting world financial
markets and growing interdependence in the functioning of domestic banking systems
(Zawadzka, 2003).
In the face of financial markets integration, innovativeness, complexity and widening
scope of financial products, greater consumer knowledge about finances is crucial. In
conditions of globalisation professional and personal success of the citizens increasingly more
depends on their financial knowledge and associated practical skills. High level of financial
awareness allows consumers to select financial services most adequate to their financial
capabilities and also affects the correct assessment of risk connected with a given product.

Material and Methods
The article aims at an assessment of the state of knowledge and financial skills of
consumers in Poland in comparison with other countries and also identification of factors
shaping financial behaviours of Polish users of financial services. Also measures undertaken
in the sphere of financial education in Poland were characterized. The source of data used for
the analysis and deduction was primary information from Authors’ own investigations
(interview questionnaire) and secondary sources. Field research was conducted in 2009 on a
group of 546 respondents but the information gathered applies to the year 2008. The basic
population division criteria were: gender, age, education and place of residence.
Statistical analysis comprised structure indicators and non-parametric Chi Square test
(χ2) allowing for an assessment of the significance of relationship between variables if at least
one of them is non-measurable. All hypotheses were verified on the significance level α =
0.05. In case when the numbers of observations in the cells of contingency tables was lower
than 8, no testing procedure was conducted.
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Formula 1. Value of (χ2)

χ

2

=

r

k

∑∑
i =1 j =1

( Oij − Eij ) 2
Eij

Oij – result of measurement in the i-th line and the j-th column
Eij – expected value in the i-th line of the j-th column

The paper used also results of studies conducted in 2009 in Poland by Kronenberg
Foundation at Citi Handlowy. In order to compare financial behaviours of Polish consumers
with service users in other countries also reports of investigations, conducted among others in
Australia, Ireland, Canada, the US and the United Kingdom were taken into consideration.

The core knowledge and financial education
Financial knowledge of the society are the skills and qualifications which enable the
citizens to seek better, cheaper and more convenient financial products, adequate to their
financial situation as well as making rational and conscious decisions about their own
finances. Knowledge perceived in this way has become the subject of empirical research in
Poland quite recently. At present interest in these issues is stimulated mainly by the attitude of
the European Commission. In the European Union the issues of solid financial education were
addressed by the Commission White paper on Financial Services Policy (2005-2010) COM
(2005) 629, in Green Paper on retail financial services on the common market COM (2007)
226, Commission Staff Working Document: Initiatives in the area of Retail Financial
Services, a supplementary document to the announcement for the European Parliament,
Council of the Economic and Social Committee and the Committee of the Regions.: European
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Common Market in the 21st Century SEC (2007) 1520 an in the announcement “Financial
education” in which EC appeals to the member states and all interested parties to undertake
and unify measures aimed at improvement of citizens’ skills in finances (Szafrańska, 2009).
A high level of financial skills of the society brings individual, social and economic
benefits.
Solid knowledge on finances enables consumers to choose financial services most
suitable to their needs and financial capabilities, moreover it influences the right assessment
of risk connected with a given product. These issues are important particularly in the context
of better planning of financial future of the citizens (e.g. the unemployment periods or
retirement). On the other hand in the opinion of A. O’Connel (2007) high level of households’
financial skills helps to limit their excessive consumption, indebtedness and unnecessary
spending.
Excessive indebtedness is the situation when a person or a household is unable to pay
back their debts regularly due to a lack of balance between the income and expenditure levels,
together with accruals due to delay in the debt repayment caused by daily expenses, typical
for a household or media. Excessive indebtedness is usually a problem of people with low
incomes but may also concern persons with high incomes, used to extravagant consumption.
Superfluous indebtedness is a frequent cause of household bankruptcy (Iwonicz-Drozdowska,
Matuszyk, Nowak, Kitala, 2009).
On the other hand the advantages resulting from high level of the society financial
knowledge comprise: enlivening the cross-border activities in the area of financial services,
increased stability of the financial system owing to a decrease in the number of cases of nonrepayment

of

financial obligations (default) and greater diversification of saving and

investment products.
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Beside individual and economic advantages also social benefits may be pointed out.
Among the benefits for the society one should point to limiting the problem of so called
“financial exclusion”. Persons having some definite knowledge on retail financial services
generally do not use the services provided by more expensive providers or services burdened
with a higher risk (e.g. services of parafinancial institutions).
Financial exclusion is defined in different ways. According to L. Anderloni these are
difficulties in the access to the financial services they need (such as personal accounts, credits
or non-cash settlements) experienced by persons with low incomes and socially disadvantaged
(Iwonicz-Drozdowska, Matuszyk, Nowak, Kitala, 2009).

Table 1. Causes of financial exclusion in 14 European countries
Number of countries where
this

Type of factors

cause

of

financial

exclusion has been identified
Societal
factors

Demographic changes technological gap

10/14

Labour market changes

8/14

Income inequalities

8/14

Liberalisation of markets less attention to

6/14

marginal market segments
Liberalisation of markets disappearence
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5/14

institutions targeted to low income

Supply
factors

Demand

Social assistance

5/14

Demographic changes overindebted

4/14

Money laundering rules/Identity checks

3/14

Fiscal policy

3/14

Demographic changes young

2/14

Demographic changes migrants/minorities

2/14

Cash is common

1/14

Risk assessment

8/14

Marketing

8/14

Geographical access

7/14

Product design (terms and conditions)

7/14

Service delivery (eg internet)

7/14

Complexity of choice

7/14

Price

4/14

Type of product

1/14

Concern about costs

8/14
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factors

Belief that not for poor / low self esteem

8/14

Fear of loss of financial control

7/14

Mistrust of providers

7/14

Preference for alternative providers and

4/14

cultural factors
Religion

4/14

Opposition

4/14

Bad past experience

1/14

Fear of seizures

1/14

Fourteen countries have been studied: Austria, Belgium, Bulgaria, France, Germany, Ireland,
Italy, Lithuania, Norway, Poland, Slovakia, Spain, the Netherlands and the United Kingdom
Source: Financial Services Provision and Prevention of Financial Exclusion Study, 2008,
www.fininc.eu, January 2010

Financial exclusion is conditioned by social, sales and demand factors. As has been
shown in Table 1, in the group of determinants of social character, the main reasons of
exclusion comprise: demographic changes technological gap (the ageing population has
difficulty in staying up-to-date will all the new ways of dealing with money), labour market
changes (more flexible meaning, less stable incomes) and income inequalities (bring
difficulties of access to financial services). On the other hand in the group of sales factors one
1816

may distinguish: risk assessment procedures (generally they are becoming more and more
tight and thus create financial exclusion) and marketing methods (they can be unclear and
lead potential clients to abandon the request or to mistrust financial institutions and look for
other alternatives). Among the demand factors the most frequent causes of financial exclusion
are: belief that bank accounts are not for the poor or low self esteem and concern about costs
(potential clients fear costs might

be too high or lack information) (Financial Services

Provision and Prevention of Financial Exclusion Study, 2008).
According to the European Commission the percentage of financially excluded
consumers in Poland is about 40% of the population (these are people who do not use and (or)
have no access to basic financial products available on the market). The problem concerns
mainly Poles under 25, retired people or persons with low earnings, uneducated and
unemployed (www.edunews.pl, 2009).
High level of citizens’ financial knowledge may be achieved only in result of
developed efficient financial education strategy. Financial education is a set of diversified
methods used to upgrade the level of financial knowledge. On the other hand, Matul M. and
Pawlak K. (2005) define financial education as disseminating financial knowledge,
developing skills and establishing positive habits necessary for proficient money management
considering appointed future goals. Therefore, the European Commission prepared the basic
principles which should be observed while developing efficient programmes of financial
education. These provisions are in accordance with OECD “Recommendations on good
Practices for Financial Education and Awareness”.
Principle 1 focuses on the idea of continuing education, because financial knowledge
is necessary for the citizens at each stage of their lives (persons starting professional career,
unemployed or retired). The European Commission also suggests conducting investigations
on the current state of citizens’ financial knowledge, which will make possible developing
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efficient educational programmes for persons with various state of knowledge in this area and
with various needs (principle 2). The next recommendation suggests including basic
knowledge of economics and finances even in the primary school programme. The subsequent
recommendation concerns making citizens aware of their insufficient financial knowledge.
Consumers are not always aware of their lack of knowledge on finances and ability of risk
assessment. Principle 5 concerns the method of transfer of financial knowledge by the entities
offering financials services. The knowledge should be provided in an honest, clear and neutral
way (Szafrańska, 2009).
At present financial institutions involved in financial knowledge dissemination use one
of the three models: strictly integrated (financial education is an integral part of the bank
employees’ task, a parallel model ( a separate unit responsible for financial education operates
within a financial institution) and a partner model in the frame of which services in the areas
of financial education are provided by a different organization, e.g. local self-government
organization (Matul, Pawlak, 2005).
A subsequent principle focuses on a thorough and professional training of persons
passing knowledge on personal finances, so called Teaching the teachers (principle 6).
Recommendation 7 suggests a cooperation between subjects in the field of financial
education, both on national and international level. Principle 8 suggests periodical evaluation
of the implemented programmes of financial education (Szafrańska, 2009).

Financial education in Poland
Poland has not yet developed a national strategy of financial education (as is the case
in the US, United Kingdom or Czech Republic), despite the appeals of OECD (since 2005)
and the European Commission. Current initiatives recently present in Poland comprise
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measures undertaken only by selected entities, like the central bank, some commercial banks
or non-profit organizations.
Among the initiatives of financial education in Poland, attention should be paid in the
first place to the activities of the National Bank of Poland – NBP (central bank in Poland)
which for many years has been financing various initiatives aimed at an improvement of the
awareness and financial competences of Poles. Economic education is an important part of
Polish central bank mission. NBP has been developing educational activities since 2002 using
the experiences of central banks in the united States, United Kingdom or Germany. The forms
of educational activities pursued by NPB are diversified and comprise both training (eLearning or postgraduate system) and competitions, political debates and publications. These
activities target pupils, students, teachers, lecturers, journalists, leaders of associations, but
above all consumers. Particularly the latter group is an important beneficiary of educational
activities because economic awareness is created among it concerning both its proper
consumer rights and its obligations.
The National Bank of Poland conducts also numerous activities supporting financial
education, such as disseminating a lot of statistical data (appropriately transformed and with
comments), presents specialist reports and publications aiding the development of science
through promotion of various solutions describing the reality and economic future (e.g.
econometric models, economic projections, etc.) (Opolski, 2009).
Another entity involved in the financial education process of the society in Poland is
Polish Financial Supervision Authority (KFN). Initiatives undertaken by this institution
comprise organization of seminars for teachers of entrepreneurship, functioning of capital
markets but also patronage of such initiatives as “A Week of Saving” or “World Day of
Saving”, which were organized by Kronenberg Foundation in cooperation with Think!
Foundation and 17 local radio stations.
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A subsequent group of initiatives are educational activities undertaken by the banking
sector. At this point a Coalition for Non-Cash Settlement System and Micropayments should
be mentioned. The aim of the Coalition is intensification of the use of bank accounts and noncash payments by Polish society.
Also educational endeavours initiated by non-profit institutions play a crucial role.
One of these is Center of Microfinaces (MFC) operating in Warsaw since 1997. In 2004 A
consortium for financial Education for Persons with Low Incomes was formed. In Poland, like
all over the world the programme was financed by Citigroup Foundation and coordinated by
Microfinance Opportunities and Freedom from Hunger. In Poland the Consortium was joined
among others by Center of Microfinances (MFC) and Association of Polish Banks. In 2005
MFC conducted training for people with low incomes. The aim of the workshops on Financial
Education was convincing people with low incomes in Poland about the purposefulness of
planning their own finances and systematic saving. In 2007 new sources of funding were
acquired, therefore the activities in the area of financial education of persons with low
incomes were started again. The programme aims at creating a model financial education
distribution basing on the local network of agricultural advisory centers (Matul, Pawlak,
2005).
An important measure within the frame of financial education is education of young
people on the subject of “Bases of entrepreneurship”. The course is an obligatory part of
teaching programmes in upper secondary schools. Some of the issues which the course
addresses concern the operation of financial institutions and management of personal
finances.

Table 2.Comparison of financial education initiatives in Poland and in selected countries
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Initiative / PL

AT

AU

CA

CH

DE

GB

IE

USA

■■

■

■■

■■

■■

■■

■

■■

■■

■■

No

data ■■

educationa
l
programm
e
Personal

■

finances –

■

primary
schools
and upper
primary
schools
Personal

■■

■■

■■

■■

■■

■■

finances – ■

■■
■

secondary
schools
Personal

■

■

■■

■■

■■

■

■■

finances -

available

studies
Personal

■

■

■■■

■■■

■■

finances –

■■

■■

■

■

■■

■■

■■■

■

■

■

adults
Using
banking

■

■■

No data

■

availabl

(for

■

■
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account

e

immigrants
)

Solving

■

problems

■■

■■■

■■■

■

■■

■■

■

■■

■■■

■■

■

No data

■

of
excessivel
y indebted
persons
Promoting

■

■

No data ■

■

■■

■

non-cash

availabl

(jointly

availabl

payments

e

with

e

governmen
t
Explanations:
■ single initiatives occur
■■ numerous initiatives occur
■■■ numerous initiatives occur including those supported by the government
Source: Iwonicz-Drozdowska, Matuszyk, Nowak, Kitala, 2009

In many aspects the measures in the field of financial education undertaken in Poland
are less intensive than in the presented countries. In fact, Poland does not “stay apart” from
other countries only considering the training on using bank accounts and promoting non-cash
payments. On the other hand, as may be seen in Table 2, education on personal finances is far
less developed, except the secondary education, in comparison with the analysed societies.
The most serious gaps are evident in the education of adults, which intensified the scale of
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“financial exclusion” in Poland. There are no common or coherent initiatives which would
help to solve the problems of excessively indebted persons. Numerous programmes in this
respect are realized in a majority of the discussed countries, moreover these measures are
often coordinated by the government.
For instance in Canada, one of the institutions involved in helping excessively indebted
persons is Financial Consumer Agency of Canada (FCAC). It is an independent body, created
by the federal government in 2001 to enhance the supervision of protection of financial
services consumer rights and improving their financial education. Another institution dealing
with the discussed problem is Office of the Superintendent of Bankruptcy Canada – OSB. It is
one of the agencies supervised by the Canadian government department – Industry Canada.
Its scope of activities comprises among others debtors’ access to information on alternative
(before declaring bankruptcy) forms of minimising the results of excessive indebtedness or
access to professional financial consulting aimed at assistance in avoiding future bankruptcy.
On the other hand, in Switzerland, almost 30 organizations are involved in widely understood
financial education. Their main goal is financial education of the society and providing advice
to prevent excessive indebtedness (Iwonicz-Drozdowska, Matuszyk, Nowak, Kitala, 2009).
An example of financial education offered in the United Kingdom is a national
campaign Debt on Our Doorstep, aiming to counteract the phenomenon of credit trap and
promoting reliable financing by consumers their own needs.

Knowledge, attitudes and financial behaviours of households in Poland against the back
ground of other countries
In conditions of global economy and rapid development of financial markets,
professional and life success of an entity increasingly depends on the possessed economic and
financial knowledge and associated practical skills.
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Like in other countries, the financial awareness of the society in Poland remains on a
quite low level. It applies both to practical knowledge useful in everyday life and general
knowledge. Almost 62% of Poles declares “small” or “very small” financial literacy. For
comparison, in the United states the percentage is only about 50% ((Iwonicz-Drozdowska,
Matuszyk, Nowak, Kitala, 2009). Attitudes of citizens in Poland towards their financial
literacy are diversified by the region of residence. Inhabitants of the central and south-eastern
Poland better estimate their orientation in the world of finances (55% of the society estimates
their knowledge as insufficient), whereas the dwellers of the other regions estimate their
knowledge far worse (almost 67% of the citizens). Males feel far more comfortable in the
world of finances than females. The same tendency was observed in the other countries. For
instance in the United Kingdom, these are women who reveal a lower average level of
financial awareness and comprehension of financial services (Atkinson, McKay, Kempson,
Collard, 2006). Similar results were obtained also in research conducted in Australia.
Financial Literacy Score for males reached the level of 87.5, whereas the same value for
females was 81.8 (ANZ Survey of Adult Financial Literacy in Australia, 2008)
Studies conducted in Poland demonstrate that persons running businesses are the most
proficient in financial problems, whereas the retired persons and pensioners are least
knowledgeable. It is due to the fact that running a business requires a far more frequent
contact with financial institutions and necessitates a skilful and efficient using financial
instruments (e.g. full use of the opportunities provided by the current account). Therefore,
statistics show that financial education should be addressed not only to children or young
people (most financial education programmes in Poland and the European Union target this
groups of recipients), but also to adults (www.rp.pl/artykul/360595.html, 2009).
As has been demonstrated by the Authors’ investigations, on average every second
citizen of Poland does not understand the meaning of basic financial terms referring to
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personal finances. When asked about the “compound interest” only about 40% of the
surveyed were able to explain the idea of compound interest. Similar distribution of answers
was obtained for the understanding of term “annual percentage rate” (APR). The results are
convergent with the results obtained in research conducted by National Adult Literary Agency
in Ireland (NALA, 2005), which show that only 44% of citizens knows what APR means.
Verification using χ2 test confirmed the dependence, that the persons using a bank or
instalment credit, know the meaning of APR. It is understandable, because, in pursuance of
Act on Consumer credit (Journal of Laws dated 18.09.2001), from 19.09.2002 all financial
institutions in Poland granting consumer credit are obliged to state real interest rate for the
total credit amount in their advertising materials, offers and credit agreements.
The respondents revealed a much better knowledge on “debit” and “net income”.
Understanding of the “debit” term was most probably due to the fact that almost 65% of
discussed households possessed personal accounts. Verification using Chi Square test showed
a dependency between the understanding of “net income” term and place of respondents’
residence. As results from the studies, only every tenth person from the urbanized areas was
unable to explain the term. The level of knowledge was lower in studied rural areas (one in
every three respondents knew the term). Such situation is irrefutably due to the structure of
the sources of income of the respondent households. In case of the analysed group, income
from farm or pension or retirement pays constituted a considerable part of rural dwellers’
incomes. Income from work based on employment contract apparently dominated among city
dwellers.
Over 60% of the surveyed is unable to calculate the profitability of bank deposits. In
this case males are better educated (44% possesses this skill) than females (only 33% can do
this).The ability to compute the profitability is improving with education . Almost 80% of
persons who finished their education on the primary level is unable to calculate the bank
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deposit profitability. Among persons with tertiary education the percentage decreases to 40%
(www.rp.pl/artykuł/360593.html, 2009).
Credit cards may be counted among the “youngest“ financial services on Polish
market. As results from the investigations conducted by Kronenberg Foundation, almost 60%
of Poles does not understand the functioning of a credit card. In this case women are much
less educated, as almost 40% admits, that they have no idea how a credit card works, whereas
among men the percentage is 10% higher. The share decreases also with the age of the
respondents. It is the highest among the retired persons and pensioners and among the
unemployed.
The knowledge of basic financial terms is important because it allows citizens for a
better understanding of financial products and making rational decisions about their personal
finances. Sharp competition on financial services market causes that financial institutions
apply so called “hidden prices” strategy, which causes that in fact the price of a service is
perceived by consumers as lower, e.g. credit interest paid in advance (discount) or perceived
as higher than the real one, e.g. progressive interest rate on bank deposits. A definite majority
of Poles declares willingness to acquire knowledge on finances, but fewer answers positively
to the question if they want to learn more. It turns out that the willingness to devote one’s own
spare time to learning is rather low (www.rp.pl/artykul/360593.html, 2009).
As may be seen from the conducted studies, the dominant source of knowledge on
essential

financial services was television (50.5%), bank employees (45.1%), Internet

(39.6%) and newspapers (37.4%). Every third respondent indicated leaflet of financial
institutions advertising financial products, whereas every fifth mentioned recommendation of
family and friends. Radio, school education, courses and training on financial knowledge the
least affected respondents’ knowledge and the basic financial skills. Only 3% of the surveyed
persons attended courses in this field. Obtained results are the effect of economic and
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financial education system in Poland. A vast majority (75.0%) are persons who had no
courses connected with any economic phenomena during their school education.
Entrepreneurship course was introduced to school programmes in 2004, whereas a module on
economic life has been functioning as a part of a course on society in upper primary schools
since 1999. Therefore, the postulate of the European Commission of providing financial and
economic knowledge as early as possible and active supporting financial education at all
stages of life seems fully justified.
In market economy consumers are free to choose a financial institution, moreover they
may decide on an offer of more than one financial institution, but according to needs may
diversify suppliers of financial services. Conducted investigations show that almost 28% of
respondents does not use services of any bank. Almost 61% purchases financial services in a
single banking institution. Convergent results were obtained from research conducted for The
Financial Consumer Agency of Canada, which show that a majority of Canadian consumers
of financial services (60%) usually use services of one financial institution (www.createc.ca,
2006). On the other hand , every tenth Polish consumer uses services of two banks and only
over 2% is a client of three banks. Men, younger persons (below 30) and dwellers of
urbanized areas more often use services offered by banks. Results of studies demonstrate that
rural dwellers are characterized by a twice higher indicator of non-use of banking services in
comparison with city dwellers. This phenomenon is caused by a lack of or a limited number
of financial institutions in rural areas. Analysis conducted by means of χ2test revealed a
significant dependency between the place of residence and selection of a banking institution.
People from non-urbanized areas usually chose cooperative banks. It was due to well
developed network of these institutions in rural areas. On the other hand city dwellers were
mainly clients of commercial banks and only occasionally used services provided by
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cooperative savings and loan associations and other para-banking institutions (Szafrańska,
2009).
Every second respondent has no trust in banks or other financial institutions. In
comparison with the investigations conducted by Matul M., Pawlak K. And Guzowski K.
Yielded higher result (2005). Statistical analysis demonstrated that the level of trust assigned
to a financial institution depends on respondent’s place of residence. As much as ¾ of the
respondents who do not trust financial institutions are rural dwellers. The cause of the this
phenomenon is the respondents’ age. Every second person inhabiting rural areas is between
45 and 60 years old, whereas every tenth respondents is a person over 60. Elderly people are
less inclined to take risks. The distrust results also from so called negative demand.
Financial products available to households in Poland do not differ significantly from those
offered on the markets of highly developed countries. It results among others from the knowhow transfer between mother company and daughter companies. Moreover, financial
institutions often implement the same products, which for some reasons have been adjusted to
Polish market features. It is possible because financial services are easily “copied” and their
development does not require high financial outlays.
According to public opinion studies (Eurobarometr) conducted in the EU in 2005,
71% of the EU-25 population (the research did not include the countries which joined the EU
on 1 January 2007) over 18 possess current bank accounts. In Poland the percentage was 46%
and was higher only than the value noted in Lithuania (42%) and in Latvia (29%) (IwoniczDrozdowska, Matuszyk, Nowak, Kitala, 2009).For comparison, almost 96% of Canadians has
current accounts.
Current account was the banking product most commonly used by the surveyed
persons. In many cases the respondents were obliged to open the account because it was one
of the prerequisites for obtaining credit from a given financial institution, or the employer’s
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requirement. For this feature, verification using Chi Square Test revealed a dependency
between the place of residence and fact of possessing a bank account. Persons from rural
areas more rarely used personal accounts in a financial institution. It is undoubtedly due to a
more difficult access to financial institutions in these areas, but also to the fact that fewer
people (in comparison with city dwellers) are employed on the basis of employment contact
and are obliged by the employer to open personal accounts for salary transfers.
The obtained results are similar to the research conducted by P. Błędowski and M.
Iwanicz-Drozdowska (2007). Considering basic socio-demographic features, males possessed
a bank account more commonly (over 70%) than females (almost 67%), persons possessing
tertiary education (93%) and persons, employed on the basis of permanent employment
contract (83.2%).
As results from the studies conducted by Kronenberg foundation in Poland, 60% of
Poles has no savings. For comparison, results of investigations carried out in Germany show
that only 21% of the surveyed did not have any savings (European Commission p.82). In
Poland young people are more inclined to saving. In the group below 35 years of age almost
40% of the surveyed has some savings. It is due to the fact that young people start working
and therefore their monthly incomes grow and they are able to save a part of them. On the
other hand, only ¼ of the retired people admits that they have some saved money. Poles’
inclination to saving is also diversified regionally. Citizens in north-eastern Poland save the
least, whereas the highest level of savings was registered in the southern regions
(www.rp.pl/artykul/360595.html, 2009).
Results of the discussed studies are convergent with the research conducted by the
Authors in one of the regions of southern Poland. The studied respondent group revealed a
high tendency to saving. As results from the conducted analysis, every second respondent
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saved some money in 2008. However, the respondents revealed no tendency for systematic
saving. In their case it was only irregular and short time saving up money.
The main reason why the respondents save money are “hard times” (illness,
unemployment period) and expenses incurred by a house or flat renovation/purchase. The
other reasons comprise family occasions, such as wedding or christening party, education and
holidays. The factors diversifying behaviours concerning the goal of saving are gender, age
and place of residence. Women most often save for “a rainy day”, house repair or family
occasion, whereas men accumulate savings for the retirement period or for education. The
youngest citizens save money for education and retirement period, whereas the respondents
over 45 accumulate money for “hard times” and for repair/purchase of a house or a flat.
Verification using χ2 test revealed also statistical dependence between the aim of saving and
respondents’ place of residence. The surveyed from rural areas accumulate money for “a rainy
day” or family occasions, unlike city dwellers who save money for their retirement period.
Saving may be assume a formal or informal form. A majority of the respondents
chose the first one. In the structure of saving products, prevalent were savings accounts and
time deposits. In 2008 only every third household possessed a bank deposit or savings
account. The obtained results were influenced by the situation on the interbank market
connected with the problem of the lack of financial liquidity of some banks. Clients’ deposits
were for financial institutions a safe alternative of financial means borrowing. Therefore,
many offered deposits or savings accounts were attractive for clients because they promised
high interest rate (Szafrańska, 2009).
Smaller interest in bonds was registered. In the analyzed period it was caused by lower
interest rate of these financial instruments in comparison with the above mentioned deposits.
Units of investment funds were acquired only sporadically. The results confirmed a tendency
which appeared on the investment fund market in Poland in 2008. A decrease in profitability
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of this form of investment (a decline in a stock market – bear market) and sales of the units
connected with it. In 2008 the value of investment fund assets in Poland decreased by 46% in
comparison with 2007.
When asked to point out the most important factor influencing starting of saving,
almost 2/3 of the respondents indicated the adequate level of income (women and respondents
below 30). Every fifth person pointed to regularity and discipline (mainly inhabitants of
urbanized areas, respondents with tertiary education and men). For 13% the factor was
precisely stated aim of saving (respondents from the city and only men). The other
respondents mentioned high interest rate of saving products (in the opinion of women,
respondents from rural areas and persons with lower education).
Statistical analysis revealed also differences in perception of risk connected with
acquisition of appropriate saving products depending on the place of residence, age, education
and gender. Analyzed were the products most frequently used by the surveyed persons, time
variable interest rate deposits, individual retirement accounts (IRA), units of investment funds
and state treasury bonds. A majority of respondents from rural areas, almost 1/3 of men,
respondents at retirement age (50% of indications) and persons with lower education level,
were unable to point out in the discussed saving product group the products burdened with
the lowest and highest financial risk, although many of them were using these very products.
On the basis of conducted quantitative analysis it may be said that respondents
revealed a high tendency to incur loans. The most frequent were formal sources. In 2008
almost 60% of the respondents were paying back some bank credit. These were usually
consumer credits. Every second household was using

an instalments credit during the

investigated period. Its main advantage is the fact that in case of payment by instalments a
consumer may acquire a commodity at once and start using it, although he has no cash.
Despite the fact that instalments are relatively not too high, for many households they are a
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considerable burden to home budget, especially so as almost ¼ of Poles declared that their
financial situation worsened during the last year, whereas 9% of this group admits that they
fell

into

a

debt

spiral

and

took

high

loans

to

pay

off

other

debts

(www.rp.pl/artykul/360595.html, 2009). Statistical analysis conducted using χ2 test showed
also a dependence between inclination to incur credits and respondents’ gender, age and place
of residence. The borrowers were more often women (65%), rural area dwellers and persons
aged between 46 and 60.
As results from the investigations conducted by Kronenberg Foundation , half of the
respondents does nothing to ensure better incomes when retired. The percentage reaches over
70% among people with incomplete primary and primary education.
Currently, among the most popular forms of saving for additional retirement pay in
Poland is possessing an account in an Open Retirement Fund (ORF – 38%), possessing a life
insurance policy (20%), additional retirement insurance (4%) or private investments in real
property (4%). A half of the interviewed persons does nothing to ensure higher incomes
during the retirement period. Among persons possessing incomplete primary and primary
education the percentage exceeds 70%, for comparison, in the groups of respondents with
higher education the percentage is 15% (www.rp.pl/artykul/360595.html, 2009). Also women
are less active in this respect, despite the fact that they should be more interested in additional
security, in the first place because in Poland the retirement age for women is 60 (for men 65),
a bigger number of excluded periods connected with paternity leaves and also due to the
average life of women which is longer. All this determine the fact that future retirement
benefits for women in Poland will be very low.

Conclusion
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As results from the investigations, the level of knowledge and financial skills of
consumers in Poland is low, even among people who use various financial products. Such
situation is determined by respondents’ gender, age, education and place of residence (rural
areas, city or the region of Poland). This is due to various degree of development of financial
institutions infrastructure in various parts of Poland (the least number of financial institutions
are located in eastern Poland), different attitudes of city and rural dwellers towards using loan
and saving products, various reasons for saving and preferences concerning the sources of
financial knowledge.
There are many causes of this phenomenon, but the most important is the lack of
suitable, coherent programmes of financial education for the society in Poland which would
cover large recipient groups. The conducted analysis of measures undertaken in the field of
financial education in Poland and selected countries showed that in many aspects situation in
Poland unfavourably differs from the situation in other presented societies. Knowledge on
actual terms is neither common thorough. The most important recommendation in the field of
financial education is training primary school children and young people in lower secondary
schools. It will help future consumers to make rational decisions on using financial services
and facilitate responsible management of household budget. Also all initiatives targeting
adults should be developed as much as possible, because a comparison of the situation in
Poland and other countries demonstrated also considerable disproportions to Poles’
disadvantage. Issues connected with financial education are particularly important for persons
with low or unstable incomes who are unable to manage their own money.
Results of conducted studies suggest that one of the most efficient ways of
dissemination activities in the field of financial education are television programmes because
for over 50% of the respondents television provided an important source of knowledge on
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financial products. Therefore, the information disseminated by means of radio and television
should be reliable and independent.
Polish consumers use similar financial products as citizens of the presented countries.
It results from globalization of financial markets. On the other hand, the extend to which
households use the financial products in Poland is considerably different in comparison with
the highly developed countries. The disproportions are big, particularly concerning products
associated with saving and additional security for the retirement period.

References
ANZ Survey of Adult Financial Literacy in Australia, (2008), www.anz.com, March 2009.
Atkinson, A., McKay, S., Kempson, E., Collard, S., (2006), Levels of Financial Capability in
the UK: Results of a baseline survey, www.fsa.gov.uk, January, 2010.
Błędowski, P., Iwonicz-Drozdowska, M., (2007), Financial Services Provision and
Prevention of Finantial Exclusion in Poland, National Survey, www.fininc.eu, January 2010.
Financial Services Provision and Prevention of Financial Exclusion Study, VC/2006/0183,
(2008), www.fininc.eu, January 2010.
General survey on consumers’ financial awareness, attitudes and behaviour, (2006),
www.createc.ca, March 2009.
Iwonicz-Drozdowska, M., Matuszyk, A., Nowak, A., Kitala, R. (2009), Produkty finansowe i
edukacja finansowa w Polsce na tle wybranych krajów wysoko rozwiniętych. Raport z badań,
Warszawa, SGH.
1834

Konsumenci finansowi uczą się na błędach, (2009), www.edunews.pl, March 2009.
Matul, M., Pawlak K. (2005), W kierunku stabilnej przyszłości, http://www.edufin.org.pl,
January 2009.
Matul M., Pawlak K., Guzowski K., (2005), Edukacja finansowa dla osób o niskich
dochodach w praktyce, http://www.edufin.org.pl, March 2009.
NALA, (2005), Financial Literacy: Improving understanding, creating opportunity –
Summary, http://www.nala.ie, March 2009.
O’Connell,

A.

(2007),

Measuring

the

effectiveness

of

financial

education,

http://www.retirement.org.nz, January 2010.
Opolski,

K.,

(2009),

Edukacja

ekonomiczna

–

wymóg

nowoczesności,

http://www.rp.pl/artykul/5,387770.html, January 2010.
Skromna

wiedza,

niewielki

portfel,

brak

oszczędności,

(2009),

www.rp.pl/artykul/360595.html, January 2010.
Szafrańska, M., (2009), ”Knowledge and financial skills of rural dwellers in Poland”
OPTIMUM. Studia ekonomiczne, No 2 (42), pp. 213-221
Warto postawić na edukację, (2009), www.rp.pl/artykul/360593.html, January 2010

Contact Address
Monika Szafrańska, Renata Matysik-Pejas
University of Agriculture in Krakow
Department of Management and Marketing in Agribusiness

1835

Al. Mickiewicza 21, 31-120 Kraków, Tel.: +48 12 662 43 72
e-mail: mszafranska@ar.krakow.pl
rrmatysi@cyf-kr.edu.pl

1836

Globalization of the consumption -determinants and effects
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Abstract:
Globalization of the consumption is a sum of processes finding their reflection in all aspects
of consumer’s functioning on the market. It is possible to identify three fundamental areas, in
which globalization take place. The first plain of global consumption formation is market
environment of consumer and conditions determining fulfilling their needs. The second
dimensions of the global processes influence on the consumption are purchasing habits and
consumer behavior of individual consumers. The last sphere globalization of the consumption
is a structure and a hierarchy of purchasers needs, their system of values, attitudes and
lifestyles. Globalization is causing also new phenomena and trends in the consumption. It is
not possible to judge globalization of the consumption explicitly - bad or good. Globalization
of the consumption is carrying both positive and negative effects with it. Scope of its
influence is depending on a “base” to which is coming across in given country or region.

Key words: consumption, globalization, global consumers
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Introduction
Globalization is characterised by a multiplicity of links and interrelations of countries
and societies constituting contemporary world system. It is characterised by two dimensions:
range and intensity denoting gradual extending and deepening of various kinds of
relationships and connections in the world system (Malinowska, Kucharska 2006). Several
characteristics describing the globalization process may be identified (Klimek 2007):
-

multidimensionality (occurs simultaneously in various areas, i.e. economy, politics
and culture),

-

complexity and multithematic character

-

integrating or uniting activities conducted by entities on the international scale on
various levels of economies, branches, markets and enterprises,

-

international interdependence meaning that while participating in the integration
entities start to form a system; therefore, development of each entity (a country, region
or enterprise) becomes irrevocably connected with running and success of economic
activities conducted abroad; such dependence may be asymmetrical, i.e. one-sided
dependence on a stronger foreign partner or a world system,

-

relationship with scientific, technical and organizational progress,

-

compression of time and space (“shrinking world”, participation in events on all
continents, considerable mobility of people and commodities offered from all over the
world),

-

dialectical character (interconnected and dependant sub-processes and phenomena,
often of opposite character collide during this process development),

-

multilevelness, e.g. level of world economy, level of branches of economy, market
level, enterprise level),
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-

extending international range of conducted economic activity.

Multi aspect character of this term and diversity of connections reveal themselves as
possibility of its different interpretations. The first of likely interpretations of this
phenomenon refers to globalization understood as internationalisation. In this approach
globalization denotes an increase in trading exchange between countries and greater
dependence of the entities participating in the trade. In this context it is characterised by the
intensification of the exchange of goods, services and people over the countries borders.
Development of this process might be observed by the end of two last decades of the 20th and
at the beginning of the 21st century. The second of possible ways of globalization
interpretation refers to liberalisation. Liberalisation aims at creating world economy without
frontiers. Such character of globalization refers to the process of international economic
integration (abolishing barriers in international trade). The third meaning of globalization
process resolves itself into universalism (Micał 2008). In this aspect globalization may be
interpreted in the category of multidimensional dissemination of common world culture
leading to making societies alike – both in their nature and the way of functioning (Wątroba
2006).
Globalization processes may be regarded also on various levels, i.e. in the macro scale
if it applies to world economy as a whole; in meso scale, if individual branches of economy
are considered and in micro scale concerning market subjects, i.e. enterprises, market
institutions and consumers (Rymarczyk 2004).

Material and Methods:
The objective of this paper is to investigate the main determinants of globalization of the
consumption as well as its effects. The source of information used in the paper to present the
problem was secondary data coming from the literature.
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Spheres of globalization influence on consumption
Globalization processes have also a significant influence on consumption. Three main
areas where it is evident may be identified. The first area in which global consumption forms
is trading infrastructure and services including increasing number of super and hypermarkets
and associated dissemination of self-service form of services. These are factors shaping
market environment of consumers and conditions determining meeting their needs (Mróz
2006). Everyday consumption is therefore shaped by the influence of large trading networks
and trading centres, with supranational range and standardised offer meeting the requirements
of various customer groups.
Internationalisation of trading activity boasts a long, over a hundred-year-old tradition. By
the end of the 19th century, firms such as Woolworth, Harrods or Julius Meinl established
their shops out of their countries. However, for many years the presence of retailers on
foreign markets was rather modest, both concerning the number of firms conducting such
activity and in view of the number of their foreign retail outlets. Trade internationalisation
process accelerated only in the eighties of the previous century. At that time favourable
conditions appeared comprising among others (Szumilak 2004):
-

fast development of international trade in result of abolishing many earlier barriers,

-

restructuring of world finances conducted in industrialised countries and elimination
of barriers to investments as well as limitations which hitherto made difficult a
takeover of family firms by foreign capital,

-

increasing technological feasibilities in the area of physical distribution of
commodities and communication leading to a better possibility of organization of
logistitics,
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-

domestic markets saturation, stagnation of demand and legal constraints slowing down
the rate of constructing new large area facilities in retailers’ parent countries,
frequently preventing their further development on the hitherto occupied markets.

The self-service prevailing in super- and hypermarkets makes customers active seeking
commodities on their own whereas cooperation with the seller assumes the forms convenient
for the purchaser (Mazurek-Łopacińska 2007). At the same time these “temples of
consumption” create mechanisms of consumer addiction. They happen to be accused of
steering consumers and using them. Consumers buy too much and devote too much time to
shopping. An electronic monitoring system used by trading networks enables constant
watching customers whereas a system of computer data processing allows to learn a lot about
customers which limits their privacy and facilitates certain manipulation of their behaviours in
future. Subsequent market proposals are then prepared adequately to registered consumer
reactions and habits.
Activities of large and supranational concerns, developing trading networks on an
international scale and making a standardized offer accessible to the purchasers, actively
influence creating a “international consumer”.
The second sphere where global processes influence consumption are purchasing and
consumer behaviours of individual consumer segments, including the assortment and brands
of selected commodities and consumer services. Globalization processes cause that the offer
of commodities promoted on international markets becomes widely disseminated, which in
turn accelerates the processes of resembling patterns of consumption and consumer
behaviours in the scale of the whole globe. Consumers in different countries choose
international products and similarly respond to promotional campaigns.
An efficient brand strategy on a global market is important, particularly for fast
moving consumer goods (FMCG) or durable articles. Global brands undoubtedly have
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numerous advantages: are recognizable by consumers all over the world, are associated with
high quality, reliability in their use, prestige and many other positive attributes ascribed to
them by purchasers. For firms positive perception of products with well known brand names
is precious. Also marketing effectiveness achieved owing to benefits of scale, promotion of
global image and reputation, as well as global consumer loyalty are crucial. Creation of global
brands is undoubtedly favoured by new, previously inaccessible ways of reaching customers
all over the world offered by modern information technologies. They create conditions
advantageous for designing and realisation of sophisticated promotional campaigns planned
on a large scale and favouring international diffusion of consumer patterns (Mróz 2006).
According to the criterion of purchaser attitude towards global brands one may identify
their four main types, i.e. global citizens, global dreamers, antiglobalists and global agnostics.
The first segment comprises consumers sensitive to brand ”globality” expecting its pro-social
behaviours in various spheres. The second segment groups people who identify global brands
with widely disseminated myths about them and

expect that while buying them they will

become citizens of the world with full rights. Antiglobalists do not value global brands, on the
contrary they avoid purchasing them. On the other hand in global agnostics’ opinion, the sole
fact that a given brand is global is not interesting, it does not guarantee the high quality of the
goods. Studies conducted on a group of 12 countries including also Poland revealed that the
most numerous consumer group, on average 55% of all respondents consists of global
citizens. The second numerous group is made up of global dreamers – on average 23% of the
investigated. At the same time consumers evaluate global brands on the basis of four sets of
features. The sets were determined as (Bachnik 2007) :
-

promise of quality – consumers identify high quality of the goods with renown of
global brand,

1842

-

global myth – brands reflect certain cultural features and may be perceived as symbols
constituting an element of some universal message understandable for wide consumer
masses (their reference to the idols of the world of entertainment , sport or politics),

-

social responsibility – it is expected that global brands are involved in solving social
problems connected with the object of their activities,

-

American origin.

Among the features enumerated above the promise of quality is the most whereas the
American origin is the least important.
The last sphere of consumption globalization is the structure and hierarchy of
purchasers’ needs, their system of values, attitudes and lifestyles (Mróz 2006). Changes
caused by globalization and integration of societies are among the reasons for new trends in
consumer behaviours. These are evident in a majority of developed countries but also in fast
developing market economies, where the society tries to make up for lost distance between
them and west European countries. Among the most frequently indicated new tendencies in
consumption mentioned are the following (Słaby 2006): ecologisation, servicisation,
virtualisation and deconsumption.
Ecologisation of consumption does not only mean fulfilling food needs by means of
products originating from organic farming and processing. In economically developed
countries ecological awareness of consumption is becoming increasingly more popular which
is an effect of negative influence of industrial processes on human environment. The only
way to inhibit environment degrading processes and other which worsen life quality of each
human being is modification in the sphere of consumption to as much as possible reduce the
negative effects. Degradation of the natural environment was the reason of establishing so
called green movements. These are ecological movements, whose dominating objective is
protection of the natural environment of man against pollution resulting from dynamic
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economic development. During the last decades of the 20th century ecological movements
managed to create ethics of the natural environment, ecological awareness whose principles
were translated into consumer behaviours (Rachocka 2007). It has been emphasized that
unrestrained economic development and accompanying excessive consumption exhaust nonrenewable resources of the natural environment and disturb the ecosystem balance.
Ecoconsumption, or so called “green consumption” is meant as the counterbalance for such
course of action. It should manifest itself as (Bywalec 2007):
-

well judged or rational use of consumer goods,

-

reducing consumption of goods characterised by a high absorptiveness of rare, nonrenewable resources of the Earth and simultaneously produce dangerous postconsumption wastes,

-

acquisition and consuming goods leaving small quantities of post-consumption wastes,

-

consuming food originating from humanitarian animal breeding,

-

consuming goods which were not manufactures in result of slave or low paid human
labour.

Ecological awareness shapes ecological style and philosophy of life affecting consumption. It
may be presented as a synthetic rule of 4R, i.e. reduce, reuse, recycle and remove.
In countries with highly developed economies services constitute a leading sector of
economy. Increasing servicisation of economy leads to transformation of industrial societies
into so called service societies. Specific characteristics of these societies include services
share in generating GDP exceeding even 70%, high employment in services sector (mainly in
nonmaterial services), high professional activity of women, high expenditure of households
on services, high level of development reached by services such as among others: education,
health protection, tourism, social security, banking, insurances.
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Dynamics and structure of servicisation of consumption in case of individual society at
individual time is primarily determined by (Bywalec 2007):
-

kind of services and ways of their distribution: whether they are made accessible to
people as goods , i.e. purchased for money (private goods) or supplied free of charge
by public institutions, mainly state ones (public goods),

-

affluence of households expressed as the level of their current disposable incomes and
other assets (e.g. shares, bonds, bank deposits, real property, etc.),

-

prices of consumer goods, i.e. their absolute level, dynamics and interrelations
between prices of material goods and services,

-

socio-psychological factors, i.e. level of cultural development of the society (mainly
education), customs, demographic/population structure, social position, inclination to
imitation, etc.

Virtualisation of consumption involves a possibility to experience and fulfil needs by
means of Internet and television. Needs which owing to mass media may be realised are
diversified, as evidenced by the following examples (Bywalec 2007):
-

possibility to fulfil cultural needs (for instance through listening to music, watching
films or concerts) and educational needs (acquiring knowledge and upgrading skills),

-

opening up and maintaining personal contacts,

-

shopping,

-

seeking and obtaining information about the world, science and life,

-

creating alternative reality,

-

virtualization of culture (replacing the culture of sign by the culture of image).

The main feature of virtualisation of consumption is possibility of moving the needs of
public sphere to private sphere. In order to borrow a book or visit an art exhibition one does
not have to leave home: it is sufficient to find the appropriate website in the Internet or just
1845

press the button on a remote controller at the right time. Virtualisation of consumption is not
assessed unanimously: on one hand it helps to acquire a large amount of consumer goods at
relatively low financial and time outlays, on the other it is accused of obliterating true social
bonds and the fact that very often life becomes split into the real and virtual world, which in
consequence may contribute to total mutual penetration of both worlds and impossibility to
differentiate in which of the two worlds we actually are. (Bywalec 2007).
The development of electronic media was accompanied a significant changes in the
level and structure of cultural participation. Television set, video player and computer more
and more often replace the cinema, theatre, museum, sports stadium or even church. It is
possible to consume traditional products offered by these institutions without leaving home. It
is enough to press a button at the right moment. The attendance in cyberspace is growing , the
same as the number of TV viewers, whereas “temples of art” are getting empty. Constant
technological innovations highly accelerate processes of consumption virtualisation. Each
Internet user, apart from being a passive recipient may create their own contents and pass
them to other Internet user. Commonness of television and Internet way of participation in
culture in a significant way modifies the code of cross-cultural transfer and magnifies so
called visualisation and phonisation of culture. Currently the main source of information
about events is image. Visualisation of culture is accompanied by a development of receiving
and transferring many contents in a form of sound, i.e. phonisation. The world seen on a TV
screen or computer monitor is a virtual world. Using computer a man may freely move in the
time and space. Virtualisation of cultural transfer led to specific time and space shrinkage. So
far the greatest obstacle in the communication among people were distance and space. The
obstacle vanished owing to the television and Internet. Over a longer period of time
progressive virtualisation may lead to splitting human life in two: real and virtual life. The
body functions in a real world, whereas virtual world will become the space of mental life. It
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will be more and more difficult to distinguish between what is real and what is virtual
(Bywalec 2007).
Information society is connected with invisible civilization, whose functioning
depends on the knowledge and information and communication technologies. The epoch of
electronic technologies created new values and new features of consumption. Internet
provides vast operational opportunities for enterprises and societies in various areas of their
activities. It not only became the means of communication between the firm and consumer
but also allows for direct or indirect fulfilling newer and newer needs (Dąbrowska 2009).
A new tendency in consumer behaviour has been observed for several years in developed
market economies, which means limiting hitherto consumption. The phenomenon was called
a deconsumption. Further studies on the problem allowed to establish the main causes of this
state of affairs. It turned out that deconsumption may be regarded in three dimensions
(Bywalec, Rudnicki 2002):
-

limiting consumption due to increasing uncertain situation of present day households
(safeguarding consumption),

-

quantitative limiting consumption in favour of increasing quality aspirations,

-

limiting consumption in the material sphere in favour of non-material sphere,

-

limiting consumption in order to rationalize it.

The changes taking place recently are organizational ones. Their results are: recession,
increasing unemployment and uncertainty of household situation. The threats perceived as
marginalization, unemployment or civilisational diseases are no longer restricted to strictly
specified environments but became a problem of whole societies. Moreover, consumers are
anxious with various events happening in the world. It applies in the first place to terrorist
attacks, armed conflicts, political and social conflicts, ecological catastrophes, or withstanding
the forces of nature. This state of affairs causes that consumers reduce consumption of goods
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deciding to postpone purchases, prefer to save money than to borrow it. Such behaviors are
nothing else than cautious or prudent consumption aiming at protecting household against the
harmful outcomes of the phenomena mentioned above (Carpentier 1996). Consumers with
great interest watch all news concerning social problems, health and environment protection,
education, scientific research, humanitarian actions – which is reflected in purchasing
decisions because through realized purchases (or resigning from them) they may express their
acceptance for the individual phenomena or to condemn them (Bywalec, Rudnicki 2002).
However, different formulation in the sphere of consumption does not result exclusively from
the crisis situation. The “consumption era society” also feels the superfluity of former in
excess consumption and condemns it through its market behavior. Therefore, the quantitative
demand for purchasing and use of goods was replaced by growing expectations concerning
their quality. Societies in highly developed countries started to create qualitative changes in
consumption because, their quantitative needs have been fully satisfied. Contemporary
consumers more and more often using quantity criteria no longer aiming at acquisition of
growing amount of the same product, but trying to get something better and more attractive.
The basis for creating qualitative changes was provided by commodities with high usable
values (owing to modern technology), esthetical (design, colour scheme, taste and smell
compositions), symbolic (prestige and style), etc. The quantity/price relationship was replaced
by price-quality relationship because the quality is the factor dominating the market choices
(Zielińska 1999).
Deconsumption, caused by rationalization of the previously existing consumption patters,
limiting the quantitative purchasing of goods in favour of their quality, increasing importance
on non-material sphere, but also due to crisis and the feeling of danger to entities, may prove
one of the dominating consumer trends in highly developed countries in the 21st century
(Rachocka 2007).
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Apart from the main spheres of globalization effect mentioned above, the main factors
favouring globalization comprise also (Bywalec 2007):
-

increased people’s mobility in space dimension (tourism, job migrations ) and in
socio-professional aspect (promotion in professional and social hierarchy),

-

accelerated urbanization processes and emergence of large cities and conurbations, i.e.
densely populated areas,

-

shifting and disappearance of human life censures (childhood, youth, middle age and
old age), as well as economic emancipation of elderly people,

-

lifestyles of various age and social groups become similar as well as
detraditionalization processes of consumer behavior.

Characteristics of global consumers
Consumers who travel frequently and operate on an international scale due to the
professional position held or character of their job are particularly susceptible to global offer.
Purchasing global brands is their way of accentuating their modernity and manifesting their
affiliation to social elite identified with a higher life standard. In a group of global consumers
one may distinguish wealthy consumers who try to use selected products as means for
creating their own prestige and social position. In case of mass consumer goods it results from
their considerable mobility in space for business or tourist reasons. The next segment liable to
global offer are young people, who are under a strong influence of the latest trends of
cosmopolitan culture (music, film, fashion, sport, etc.). Young consumers are less attached to
national tradition and customs than older consumers, moreover they are more flexible, open to
new developments and more eagerly accept changes. The result of such personality profile is
greater susceptibility for diversifying one’s own market behaviour, ways of meeting needs
and readiness for changing systems and hierarchies of values. Young consumers value
particularly the brand of goods, their novelty and following the latest fashion trends, which is
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an important and often determining criterion of acceptance in the contemporaries group. A
specific segment of consumers are the experts, i.e. medical doctors, consultants, architects,
etc., who themselves choose or recommend global products to their clients because of their
professional knowledge or social and professional position (Mazurek-Łopacińska 2003; Mróz
2006).
Table 1. Segmentation of global customers according to objective and subjective criteria
Criteria
Objective

Segments
Level
affluence,
profession

Subjective

of Consumers with high material status, young consumers,
age, experts, high class specialists, political and diplomatic
elites

Aims, aspirations, People of success, aspiring to success representatives of
behaviours

national average wage

Source: Mazurek-Łopacińska, K. (2001) Globalizacja w aspekcie wpływu na zachowania
konsumenckie. Marketing i Rynek, No 3, p.14
Consumer inclination to approve global products to a considerable degree depends
also on the strength of their connection with local culture. Consumers deeply ingrained in the
local culture seem less inclined to accept global products. Short-lived products, whose
purchases result from habits, convention, nutritional routine or tradition of individual nations
are more strongly linked with the local culture (Mróz 2006). Studies on consumer response to
global product offer conducted in many countries provide also arguments against
globalization. Among these reasons Thompson points to the following (quoted after MazurekŁopacińska 2003):
-

consumers are not global by nature because they are characterized by national, cultural
and other differences,

-

no particular consumer demand for global products has been noticed,
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-

consumers are ready to pay more for individual and unique products, at the same time
participating in determining the character or even brand personality.

The outcomes of globalization of consumption
The assessment of globalization of consumption processes is not unanimous. It
generates both positive and negative results, whose scale and range depend on the level of
country socio-economic development (Tab.2).
Table 2. Outcomes of globalization of consumption
Outcomes of globalization of consumption
Positive
-

Negative

spreading

the

ethics

of

global

consumption,
-

wider

-

creolisation – artificial import of

foreign influence and products to local
accessibility

of

higher

tradition,

technology products,

-

-

habits,

better terms of meeting consumer

risk of changing local consumer

needs and expectations,

-

-

better life standard,

developed countries due to insufficient

-

strengthening consumer preferences,

information and education,

-

unification of legal regulations on

-

threats

to

consumers

in

poorly

dangers resulting form acquisition of

consumer safety,

global products at the cost of fulfilling

-

development of infrastructure,

basic needs,

-

acceleration

-

of

interpersonal

lack of correlation between market

communication (transfer of information

globalization

and

globalization

technologies to everyday life)

democratic and citizen institutions

of

Source: Authors’ own elaboration on the basis of: K. Mazurek-Łopacińska (2003):
Zachowania nabywców i ich konsekwencje marketingowe. PWE, Warszawa, p. 40.
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One of the most positive outcomes of globalization is wide dissemination of ethics of
global consumption which establishes certain way of consumer behaviours. It is expressed not
only in acquisition of worldwide recognized goods but also in using services allowing to
identify oneself with model-creating consumer groups. The features of global consumption
ethics comprise (Mazurek-Łopacińska 2003):
-

purchasing of goods recognizable worldwide,

-

acceptance of universal human values,

-

ecological awareness of consumers, sensitivity to harm done to the environment in the
course of product utilization, increased interest in pro-ecological campaigns,

-

increased consumer interest in problems of health and care for the proper functioning
of their organisms.

Globalization may be also understood as a global mélange (Mazurek-Łopacińska 2007). A
response to fast progressing globalization of consumption is among others growing of so
called consumer ethnocentrism. The term derives from a general ethnocentrism concept used
in sociology, anthropology and social psychology. The term ethnocentrism was brought into
the sphere of consumer behavior by Shimp and Sharma who defined it as a belief that
acquisition of imported products is wrong because it harms national economy. The other
author, who addressed the issue of consumer ethnocentrism was Myers. He defined
ethnocentrism as a belief that a product originating from one’s own cultural or ethnic group is
by its very nature better than as similar one coming from other cultural or ethnic groups
(Sajdakowska 2003).
Consumer ethnocentrism derives from the care for one’s own country and concern
about losing control over the economy in result of increased imports. It comprises incentives
prompting to cease buying products of foreign origin. For consumers with high level of
ethnocentrism, acquisition of foreign products is not only an economic problem, but also
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poses moral problems. The moral involvement causes that in extreme cases consumers buy
domestic products even though their quality is far worse than the quality of imported goods.
The level of consumer ethnocentrism is a sum of tendencies of single persons who are a part
of an individual social group. Therefore, consumer ethnocentrism is a form of economic
patriotism, whereas as a social phenomenon it is the result of conscious and purposeful
decisions. Among the main features of ethnocentrism one may point to a feeling of affiliation
to ethnic group, patriotism and national awareness, feeling of superiority towards other social
groups and even xenophobia and cultural traditionalism (Figiel 2004).
The bases of ethnocentrism have various shades (Mazurek-Łopacińska 2003):
-

fundamental (natural, psycho-cultural identification of the entity with its own group
and its values),

-

moderate (affirmative attitude towards one’s own values with a slight depreciation of
foreign patterns),

-

aggressive (absolute hegemony of one’s own values at simultaneous intolerance of the
other norms),

-

apparent (resulting from mistaking a brand with the product country of origin).

In the sphere of market and consumption ethnocentric attitudes are fully conscious
preference of domestic products over foreign commodities. The components of ethnocentric
attitude are composed of the effect of emotional attitude to the country of the product origin,
the effect of predisposition to specific behavior towards products of determined origin and the
effect of awareness of product features guaranteed by the country of its origin (Sajdakowska
2003).
Consumer ethnocentrism occurs irrespectively of the conditions of country economic
development. Among the factors determining its level one may point out two main groups
directly shaping it. These are groups of psychosocial and demographic factors. The
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psychosocial factors influencing the level of ethnocentrism include openness to foreign
culture, patriotism, conservatism and collectivism/individualism. Among demographic factors
attention should be paid to age, gender, education and incomes. The attitude towards imported
commodities may also differ essentially depending on the level of individual product
indispensability and perceived economic threat. At the moment when a product is perceived
as absolutely necessary, ethnocentric attitude does not play any role in opinion on its origin,
and ethnocentric tendencies are mollified by the necessity of fulfilling the need. Another
important factors enhancing the effect of ethnocentric attitudes is fear of foreign competition
and resulting job loss. At the moment when a given social group feels economic threat
resulting from foreign competition, intensification of ethnocentric attitude may be expected
(Figiel 2004).
Conclusion
Globalization should be regarded in a political, economic, social and cultural aspect.
Due to its range of influence and the outcomes it may be considered that it creates
contemporary reality. One of the platforms of globalization processes formation is
consumption. In this dimension globalization affects the ways of fulfilling consumer needs,
their purchasing behaviours, consumption models, system of values, attitudes and lifestyles.
Globalization processes contribute to formation and spreading of many new trends in the
sphere of consumption. Among those one may point out among others ecologisation,
servicisation and virtualization of consumption. The influence of globalization on the sphere
of consumption is not unanimous because it brings about both positive and negative results,
whereas their influence range depends on the “grounds” to which it finds its way. A
counterbalance for the pression of unified consumption models resulting from spreading
global consumption culture is a phenomenon of consumer ethnocentrism which is a form of
economic patriotism in the sphere of consumption.
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Abstract: The international quality standards series ISO 9000 Quality management systems
(QMS) have been developed by International Standard Organization in Geneva to improve
international business. Standards should enhance customer believe in products made by
external supporter. Therefore there have been developed international quality standards by
academic, administrative and industry representatives for all kind of organizations regardless
field of business or size. To impact all industry sectors the standard does not contain any
specific requirements for final product but focus on production methodology.
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Introduction: The international quality standards series ISO 9000 Quality management
systems (QMS) have been developed by International Standard Organization in Geneva to
improve international business. Standards should enhance customer believe in products made
by external supporter. Therefore there have been developed international quality standards by
academic, administrative and industry representatives for all kind of organizations regardless
field of business or size. To impact all industry sectors the standard does not contain any
specific requirements for final product but focus on production methodology.
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In case organization needs to prove to external parties (e.g. customers) it meets the ISO 9000
requirements it can ask independent certification body to verify quality management system
by witness audit. If organization implemented quality management system by ISO 9000
correctly the organization obtains three year valid certificate. There are annual external audits
conducted by certification body which should assure the quality management system in
organization is maintained according standards. The certification bodies are supervised by
accreditation body which guarantees their appropriation. There is one accreditation body in
each country. (e.g. United Kingdom Accreditation Service in the UK or Czech Institute for
Accreditation in The Czech Republic) There should not be certification bodies without
accreditation however they exist. The accreditation bodies are united in International
Accreditation Forum (www.iaf.org) in Europe.
Material and Methods:
The approach takes the form of personal interviews conducted with quality management
personnel within a range of electrical firms who were responsible for preparing their
certification submission. The people who manage the ISO 9000 quality system on a daily
basis were preferred. A sample of 25 ISO 9000-certified firms was restricted in the field of
electrical industry only and employee number can not exceed 50 persons. All the firms were
chosen in the Prague region. The method used for the study was exploratory, starting with
structured interviews with 25 independent firm representatives and draw logical conclusions
from the data gathered. Initially the literature concerning various aspects of ISO 9000 was
investigated in order to inform what questions to ask of the quality professionals. There are
four questions which the research is focused: a) Reasons for seeking ISO 9000 adoption? b)
Do the firms use consultant for designing their quality management system? c) Is the text of
the Czech translation of the standard understandable for users? d) Would the firm keep once
estabilished QMS if the external pressure disappears? This hypothetic question should explore
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how QMS is perceived within the firm. There were three hypothesis formulated and tested by
Fisher exact test for relationship between qualitative statistical dates. The level of significance
Fisher factorial tests were conducted to ascertain relationships between variables. The level of
significance was 10 per cent for all hypotheses.
H01: There is no relationship between Czech translation of the standard understanding and
QMS design by consultant.
H02: There is no relationship between Czech translation of the standard understanding and
QMS keeping without external pressure.
H03: There is no relationship between QMS design by consultant and QMS keeping without
external pressure.
Results:
The interviews with firm representatives show that all firm included in survey decided to
adopt ISO 9000 due pressure of important customer. Both large companies and state
administrative require do business with certified firms only. There was one firm only which
choice to adopt because of both external pressure and internal motivation.
The 88 per cent of firm used consultant for QMS design. The reasons were mostly lack of
experience and week ability to understand the standard. The consultant choice criterions were
price, local availability, references by partner firms or by certification body (This is very
similar to cooperation between consultant and certification body, which is illegal.). There
were three firms only which build QMS by themselves. The responsible persons in these firms
have enough experience with quality management from previous job or study.
The understandability of Czech translation of standard was criticised by users. The 84 per cent
cited 'hardly understandable' or 'understandable after repeating reading' to 'totally
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misunderstandable.’ There were 16 per cent respondents only who were able to understand
Czech translation of the standard easy and clearly.
The willingness to keep ISO 9000 without external pressure – the respondents were undecided
on this matter. There were three levels of reaction. The 54 per cent of firms would restrict the
various activities required by standard and would maintain useful parts only. There is not total
consensus about benefits of the standard, however ‘personal responsibility’, ‘process
description’, ‘personal competences’ were mentioned by most respondents. Obviously these
firms could not be certified however they do not keen to be. The 24 per cent of firms would
cancel ISO 9000 totally and immediately if they could. The rest (24 per cent) would maintain
QMS regard all standard’s requirements including certification. The main reason is that
complete QMS was found useful and benefit by them and no requirements was perceived
pointless. These firms impressed same benefits as above mentioned.
Conclusion:
The gained information was summarized by association tables. The different answers had to
be interpreted in dual expression only. E.g. the willingness to continue with ISO 9000 without
customer pressure had been restricted from three possibilities (yes, partly yes, no) to two
possibilities – yes or no. The correlation tables can not be done because relative small number
of answer in each category.
text understandability
yes
no
yes
6
17
23
consultant
no
2
0
2
8
17
25
Table 1 H01: There is no relationship between Czech translation of the standard understanding and QMS
design by consultant.

P1=0.093
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The hypothesis H01 can not be accepted on level of significance 10 per cent. There is
relationship between text understanding and consultant using in the phase of QMS design. In
author’s opinion and according interviews the lack of understanding is the reason to cooperate
with consultant. Obviously the firms would not pay consultant services instead to design
QMS by themselves if they could. The need to pass certification audit for the first attempt
makes firms to cooperate.
text understandability
yes
no
yes
6
0
6
QMS
keeping
no
2
17
19
8
17
25
Table 2 H02: There is no relationship between Czech translation of the standard understanding and QMS
keeping without external pressure.

P2=0.000158
The hypothesis H02 can not be accepted on level of significance 10 per cent. There is
relationship between text of the standard understanding and ISO 9000 keeping without
customer requirements. In authors opinion there is direct link between lack of understanding
and motivation to maintenance QMS.
QMS keeping
yes
no
yes
4
19
23
consultant
no
2
0
2
6
19
25
Table 3 H03: There is no relationship between QMS design by consultant and QMS keeping without
external pressure.

P3=0.05
The hypothesis H03 can not be accepted on level of significance 10 per cent. There is
relationship between consultant's using in the phase of QMS design and ISO 9000 keeping
without customer requirements. The confirmed hypothesis shows relationship between two
statistical varies however do not explain causality of variables. In author opinion there can be
found causal relationship between these varies.
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The survey results correspondent with studies published in journals and literature mostly in
west countries. The almost only one reason to adopt ISO 9000 was found to be external
pressure. Douglas. Coleman and Oddy (2003) concluded the main reason why organizations
seek ISO 9000 certification was to allow them to tender for work that would otherwise be
unattainable and external drives/reasons were paramount when considering certification. The
general review (Sampaio, Saraiva, Rodrigues, 2008) has found that ISO 9001 certification
motivations can be classified according to one out of two main categories: internal and
external motivations. Internal motivations are related with the goal of achieving
organizational improvement, while external motivations are mainly related with promotional
and marketing issues, customer pressures, enlarging of market share. Same triple authors
stated that it is important to mention that “customer pressure” is one of the main motivations
mentioned by companies to achieve ISO 9001 certification. For many organizations, ISO
9001 certification is a “necessary evil”, forced upon by purchasers, particularly large
organizations, which themselves sometimes are not ISO 9001 certified. Torre, Adenso-Diaz
and González (2001) claimed that on occasions the companies decided to obtain certification
due to customer pressure. However, it should not be forgotten that the obtainment of the
certificate is not end, but rather the beginning of the improvement of the management and/or
quality of products and/or services. Inaki, Landin, Fa (2005) founded by Delphi methodology
that there is a strong consensus among experts on this, independent of their backgrounds
(managers, auditors, consultants) – that external factors cause companies to implement the
ISO 9000 standard.
There can not be any study about understandability of Czech standard translation obviously,
however respondents claimed the text of the standard is hardly understandable. The high per
cent cooperation with consultant can be seen as indirect evidence this claim. The relationship
between these variables was proved however.
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The ability to understand the standard can be seen as prerequisite to design effective QMS.
According research 88 per cent firm cooperate with consultant at that point. It is consultant's
responsibility to build appropriate QMS. On the other hand willingness to maintain QMS
without external pressure can be seen as consequence of perceived degree of QMS efficiency
and appropriateness for the firm. The majority of respondents (54 per cent) would maintain
several chosen part of QMS and 24 per cent would cancelled it totally. That can be interpreted
QMS is little effective in there firms and it is evidence of poor achievement of consultants.
The firm which would continue QMS irrespectively to external parties confirm there is a way
how to design and run QMS effectively and gain benefits of it. Consultants should help to find
this form but they failed in 78 per cent of firms.
There is relationship between motivation and perceived benefits. Boiral and Roy (2007) stress
motivation for adopting the standard are the main drivers of business impacts and
organizational problems. As expected, external pressures alone were not sufficient to improve
the performance and organizational integration of ISO 9000. Gotzamani' and Tsiotras' study
(2002) included 85 big companies found that standard's contribution is proved to be higher for
companies that implement them focusing mainly on true quality improvement rather than in
order to satisfy market demand and pressure. The research paper included 713 organizations
in Spain (Matínez-Costa, Martínez-Lorente, 2007) published that (1) Organizations should not
undertake the certification process if they do not have customers that force them to do so. The
costs of implementation and maintenance appear to be greater than the possible benefits. (2)
Organizations should not choose their suppliers using their possession of an ISO 9000
certificate as a requisite, since they could be creating problems for their suppliers that, soon or
later, will result in increased costs to themselves. Rodriguez-Escobar, Gonzales-Benito,
Martinez-Lorente (2006) published the overvaluation and exaggeration of the possibilities of
certification and the consequent formation of unrealistic expectations give rise to the
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dissatisfaction of managers when the results do not measure up to their plans. This
dissatisfaction might be even higher for small companies given that they find more barriers to
achieve and exploit certification. The finding (Terziovski, Power, 2007) is that organizations
that seek ISO 9000 certification with a proactive approach driven by a continuous
improvement strategy are more likely to derive significant benefits as a result. Williams
(2004) the reasons to seek certification should be reviewed carefully before making the
investment. The findings of this study suggest that success in recovering the initial investment
in ISO implementation depend on the motivation that drove the company to seek registration.
Also, how it was communicated to the workforce and how it was perceived by the workforce.
This current study supported the thesis that customer pressure is still the driving motive
behind most companies’ pursuing certification. (Viadiu, Fransi, 2005) the companies that
show most interest in TQM derive the greatest benefit from introducing the standard and
generally take most advantage of the work of their consultants. In contrast, the companies that
are most sceptic about the standard have the worst perception of consultants and do not accrue
many benefits from implementing the standard.
According survey results the typical process of QMS evolution can be figured as:
external
pressure

standard
misundestanding

consultant
cooperation

QMS
inappropriate

lack of
wilinlgness to
maintain it

The questions above can be answered by research. The main reason for seeking ISO 9000
adoption is external pressure. The quality professionals in small size electrical firms mostly
do not understand the standard and cooperate with consultants. Only 22 per cent of
consultants design appropriate QMS for the firm. There firms would keep the QMS regardless
they are pressured or not. The current system of ISO 9000 in the Czech Repubic is to be
changed.
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Green Marketing – New Hopes and Challenges

S. Daxini
D.T.S.S. College of Commerce, Mumbai, India

Abstract: Green marketing is going main stream from grocery stores to car companies to
sporting goods manufactures. Some companies are succeeding, while others are receiving
sharp criticism of their “green” methods. This paper, explores the rise of green marketing over
the past decade and how companies are trying to develop CRM using to tap into consumers
spending habits. Green market strategies differ for each company and must be derived
from a company’s individual circumstances including its objectives, resources and
competitive advantages. Companies can implement green changes in their marketing mix but
that these should only be actively promoted when a product’s green attributes constitutes a key
selling point. Finally, it is the financial benefits, and the possibility of gaining a competitive
advantage, are the foremost incentives for implementing green measures.
Key Words: green marketing, green consumers, marketing mix
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Introduction
Changing Environment
In today’s businesses, enterprises and organizations are becoming more and more committed to
environmental issues due to tougher environmental legislation, economic and other
influences as well as an increasing concern about the environment among the general public. In
a competitive and global setting companies need to understand the caring for the
environment as part of their operations.
During the past 30 years, the society’s concern about the environment increased focusing on
ecological awareness, such as warnings of natural resource scarcity and loss of biodiversity.
The subjects have changed from local problems to more global questions, due to an imbalance in
the ecological system caused by excessive human consumption and behavior. For years,
mankind was unaware of its relationship with the natural environment but now has
recognized that resources are limited and their actions affect the environment both, in the short
as well as in the long-term. Companies changed their attitudes towards the environment and
considerations for it have gained importance in recent years, thus, carrying out their business
according to environmental principles. It is important to adapt the enterprise’s business
strategy to growing demands from consumers for responsible environmental behavior and so,
creating value for the customers. Therefore, managers have to be aware that the supplier
selection process, for example, is part of meeting environmental requirements and that
consumers are also aware of environmental issues and products. In addition,
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environmentalism affects more areas of society, thus becoming increasingly international.
So, a long-term perspective is necessary for company management. Businesses have to adapt
to customer requirements and also to changes in environmental policy. As globalization
increases, ecological issues require global solutions. More sectors in society have to become
involved in environmental policy and market forces play a huge role for environmental
initiatives in businesses.

Environmental interest groups cooperate with enterprises and

governments and consumers are more environmentally aware. In order to respond to critical
issues arising from world-wide climate change and natural resource conservation, concepts
emerged that focus on environmental responsibility as the need for large-scale
transformation. Terms such as ‘global warming’ and ‘green house effect’ have become common
terms in daily life, but yet only few enterprises have implemented a green strategy.

Results
The beginning of environmentalism can be referred to the 1960s and early 1970s with
increasing concern about the impact of consumption and production patterns on the
environment due to debates about health effects and the impact of economic and population
growth. But, despite some attention during this time the real idea of green marketing emerged
in the late 1980s with an increase in green consumerism.
Environmental awareness, increasing interest of consumers in green products and the
willingness to pay for green features led to corporate interest in green marketing, initiating
major changes and innovations. Green was ‘in’ during the 1990s and the green market was
growing remarkably. But despite this optimism, a significant gap between concern and actual
purchasing has been identified. Many companies launched their own green product ranges, but
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the substance was missing and many of those early green products failed because they were
expensive, hard to find and lacked functionality. This reduced the demand for green
products, being displayed by the decline of green marketing and pessimism about green
products, claims and the companies behind them. Many companies have to rethink in order to
concentrate more on sustainable issues and not only to exploit green agendas for commercial
ends. This old marketing approach could be seen as ‘image washing’ of companies,
constructing brands for industrialized manufacturing businesses by adding attractive
cultural images, personalities and descriptions. But active customer engagement is necessary
as well as knowing exactly which products consumers want, which price-performance trade-offs
they are willing to accept and what marketing approach they will respond to. Companies have to
establish a significant market presence in the long-term and successfully research,
understand and educate their customers in order to build brands, products and services
helping green things to find mainstream acceptance As there are many unnecessary,
inefficient, wasteful and harmful products and processes in everyday life, there is quite plenty
space for improvement in order to meet peoples actual needs and aims in a better way’
Therefore, business success depends on the ability of marketing to make green alternatives
appear normal and acceptable and to innovate in different ways Customer requirements and
needs can often be effectively met when creating environmental improvements by innovations in
market structures and in supporting services The importance of customer focus also in green
marketing activities becomes crucial. This is an orientation that was mostly not addressed
before.
The first definition of green marketing was according to Henion (1976); “the implementation of
marketing programmes directed at the environmentally conscious market segment”
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One of the latter definitions is Fuller’’s The process of planning, implementing, and
controlling the development, pricing, promotion, and distribution of products in a manner
that satisfies the following three criteria: (1) customer needs are met, (2) organisational goals
are attained, and (3) the process is compatible with ecosystems.

According to the American Marketing Association (AMA), ‘green marketing is the
marketing of products that are presumed to be environmentally safe, good for the
environment or are more sustainable’. Green marketing incorporates product modification,
changes to the production process, packing changes, as well as modifying advertising to
reflect the environment qualities of the product.
‘A

holistic and responsible management process that identifies, anticipates, satisfies and fulfils

stakeholder requirements, for a reasonable reward, that does not adversely affect human or
natural environmental wellbeing’.
Greener marketing reflects the emergence of significant changes to traditional consumption
patterns. There has been a growth in consumers and businesses, using ethical and environmental
criteria within atleast some of their buying decisions. Companies that recognise this and offer an
ethical or greener choice may provide opportunities for differentiation through organisational
factors, rather that pure marketing factors, as consumers, employees and investors seek to direct
their efforts into positive areas. Individuals and businesses do not just buy brands, but also buy
company philosophies and policies. Increasingly, individuals will vote on environmental, social
and ethical issues with their purchase, investment and employment decisions.
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Importance / impact of CRM
Nowadays, the concept of managing customer relationships is at the core of marketing.
Due to globalization and increasing competition, relationships are becoming more and
more intensive and international businesses have implemented elements of the relationship
marketing concept. On the one hand, managers have to successfully meet the demands of
consumers for greater value and satisfaction and on the other hand, the investor’s demands for
growth, profitability and shareholder value in order to extend relationships. Types of
relationships to be managed

are diverse and the manipulation of price, product, promotion

and place are today no longer sufficient to be competitive in the market place. Relationships
are not only tactically manageable, but correspond to a strategic approach. It is important to
find out about existing relationships before managing and sustaining them. Then, relationshipbased solutions have to be planned, organized, deployed and lead across the business. It is
important to find ways to secure competitive advantage and deliver superior added value and
business performance. Thus, strategic market relationships are the process of analysis
and formulation of a relationship strategy, whereas relationship management is the process
implementing it. Strong customer relationships are crucial for profitability and existing
customers are more important than new ones. But knowledge of the individual
customer is principal for the future direction of the business. Furthermore, value added in or by
a relationship is central, when considering strategic relationships. In this respect, intangible
values are difficult to identify, especially in consumer market relationships, as it is based on
a perception of the overall costs and benefits of the relationship Frequently this is related to
emotive, ethical values, such as value embodied in the brand and its personality. Ethical and
emotive values may strengthen the relationship and retain the consumer as relationship value
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can be linked into intangible emotions and preferences developed from the actions of a
company. These intangible values have been measured by concepts, like loyalty and retention
and can be advantageous However, relationships can be built on functional aspects or technical
options of a product or a service, entailing how the service is delivered and the degree of support
offered to enhance customer value and meeting user requirements. The manner in how
companies influence their sales and service system has impact on relationships, so that
credibility and customer bonding can be lost or enhanced in how companies communicate.

New perspectives
Keen competition has increasingly eroded the ability of companies to generate sustainable
profits from ongoing customer relationships. The large amount of new products and service
offerings provide customers with an immense number of options to choose from and the
Internet provides consumers the ability to compare value propositions. Furthermore,
paradoxical consumer behavior can be observed, as customers do not demonstrate behavior
consistent with categories. For example, a Jaguar might be in the parking lot of a discount
hypermarket, while a college student might shop in an exclusive wine store. This makes it
even more difficult for companies to identify and retain valuable customers. Nevertheless, the
environmental impact of products and practices became an important subject of debate and
concern. Through a combination of public

pressure

and

government

intervention,

stakeholders are being forced to consider environmental impact of their actions. There has
been direct impact of regulations on economy and business, including product and process
redesign to utilize environmentally friendly materials and processes, waste management,
recycling and reuse options Driven by that and the rapidly changing business environments
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and more demanding consumers, companies have to find new ways to achieve a
competitive advantage through customer intimacy and customer relationship management
(CRM). Thus, new strategic frameworks and cooperation along the whole value chain are
needed in order to deal with the changes in shopping patterns of customers and the influence of
climate, leading to green marketing activities In the future, governments, enterprises and
individuals play an important role in protecting the environment, developing a green
strategy helping an enterprise to make decisions that have a positive impact on the
environment. So, the creation of a green culture often involves reinforcing behavior that
people already want to adopt, but there is need for appropriate tools in order to change.
Marketing can help to sell new lifestyle ideas and introduce ecological products and
services. But have companies also realized that gaining competitive advantage through
customer satisfaction and customer retention is becoming more important today, even when
considering the rapidly changing business environments and increasingly demanding
consumers as well as the influence of green marketing.
Actually, there is a significant public interest and concern about the environment. Changing
environmental forces, such as green marketing and ethics, may lead to changes in consumer
behavior. So, marketing strategies need to be adapted to the requirements in the marketing
environment as well as to consumer needs. In a competitive environment goods and services
offered to current and, or potential consumers are quite similar. Additionally, customers are
not as loyal as before because changing brands is easy. So, emphasis has to be placed on value
creating processes, and if environmental issues become increasingly important to the broader
spectrum of consumers then, so do green marketing and relationship marketing in order to
enhance sustainable competitive advantage. Many companies have changed to ways of
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production with lower environmental impact or eco-labeled products and many indications of
green practices have taken place within organizations. Eco-labeled products, recyclable
packaging materials and green advertising messages are some of the indications of increased
greening in companies, making it difficult to find companies that are not responding in any
way to environmental issues.

Sustainable competitive advantage
‘CRM is a base requirement of operating in the 21st century and is not an
option’.
CRM strategy is to create a sustainable competitive advantage by better understanding,
communicating and delivering value to existing customers and as well to creating and
keeping new customers. It can be said, that CRM is a strategic instrument to attract,
develop and build relationships with carefully targeted customers in order to maximize
customer value and enhance company performance to benefit from sustainable competitive
advantage.
Gaining competitive advantage through customer relationships is crucial for companies, as
identified from the previous authors in the literature review. But, in order to deal with
customers’ environmental concerns and the changes in the environment, ecological
orientation is becoming important, as well, dealing with CRM, a customer differential might
result in advantages that can be used in green marketing activities, when managed carefully
to establish trust and confidence.
Environmental sustainability has become a part of corporate strategy and consumer choice
processes. Sustainable business practices are a result of the increasing awareness of the
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significant environmental degradation in the world.

Sustainability is transforming the

manner in which companies operate by integrating it in all activities of the company and as a
mindset of principles everyone in the company should use. So, sustainable business means
making decisions not just based on financial factors, but also based on the environmental
impact or at least claiming to do so due to environmental regulations from the governments.
Achieving sustainability requires fundamental changes in the technology used to create
products and services. Today, many companies have incorporated sustainability into their
strategic thinking. Taking the entire planet as the context in which business is conducted,
companies have to ask themselves whether they are part of the solution to social and
environmental problems or part of the problem. Thus, only when companies think in
those terms, as Hart (1997, p. 71) states, a vision of sustainability can develop. A more
external, strategic focus on sustainable development is required in order to work on
pollution prevention, product stewardship and clean technology.
Green challenges
A first step towards sustainable green marketing is to understand that green issues are
pointing to the need for step change instead of superficial and marginal improvements. The
occurrence of global warming is an evidence for climate change. It is stated that most of the
observed increases are due to the increase in greenhouse-gases, resulting from the use of
fossil fuels and reports predict a raise in temperature across the century on average between
1.8°C and 4.0°C. If emission levels do not change from their current level, global warming will
rise by 0.1% per decade and on current projections the actual number will be 0.2%.
Environmental concerns have grown gradually during the past decades and the world
concern persists to mount about the possibilities of global warming. Trends in the natural
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environment are increased pollution and increased government intervention, of which
managers have to be aware. So, substantial lifestyle changes are needed, technically but
also what it means for marketing objectives, because lifestyles need to change beyond
recognition.
It is a green challenge leading to a marketing challenge as it can be understood as being
influential in shaping people’s lifestyles and attitudes. Concern for the natural environment has
resulted in a green movement, in which some companies go beyond what government
regulations dictate and some develop more energy-efficient operations, better pollution
controls and recycled materials as this might also represent a matter of differentiating more
from competitors that merely fulfill standards and governmental regulations.

Green consumers and green marketing challenge
According to Grant (2007), marketing can make more people willing and able to ‘go green’ by
education and getting green living out of the green lifestyle niche, as well as extending
green culture and lifestyles beyond all classes and by acculturation. Currently, there is a
substantial wave in public interest and concern about the environment and a growth in ethical
consumer purchasing can be observed. The green consumer is someone who voluntarily
engages in consumer practices that are regarded as environmentally friendly. Certainly, the
green consumer is often subsumed under such terms as ethical consumerism. There are
numerous studies about the characteristics of green consumers, aiming at identifying typical
demographic qualities of green consumers. For instance, young people, females and people
with a relatively high education and income are most likely to engage in green consumer
behavior. But there are also studies that use psychographic characteristics, like political
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orientation and environmental concerns to identify a green consumer, which came out to be
better at explaining dissimilarities in green consumer behavior than demographic criteria. The
individual’s belief that their efforts will contribute to a difference has been indicated as
being useful in predicting actual buying behavior and experiences of environmental-related
problems are considered decisive to the buying behavior of green consumers. The green market
was typically divided into market segments based on the greenness of consumers, as can be seen
in the typology by US Roper Starch Worldwide 2000. Since eco-concern is found across a
wide range of consumers today, regardless of socio-demographic variables, such as age and
income, ecological concern cannot be explained by traditional segmentation variables.
Empirically observed, there is no such person as an environmentally concerned consumer,
who is concerned in all different situations at all times. Different behavioral situations
lead to environmental concern in some ways and not in others, so that ecological concern is
proposed to be more a multi-dimensional construct, including knowledge, attitude and
behavioral dimensions.

Thus, consumer behavior should be

more

focused

as

the

environmental problems were likely to depend more on behavior than on attitudes and
intentions.
■ True Blue Greens (9%): True Blues have strong environ mental values and take
it upon themselves to try to effect positive change. They are over four times more
likely to avoid products made by companies that are not environmentally conscious.

■

Greenback Greens (6%): Greenbacks differ from True Blues in that they do not take

the time to be politically active. But they are more willing than the average consumer to
purchase environmentally friendly products.
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■ Sprouts (31%): Sprouts believe in environmental causes in theory

but

not

in

practice. Sprouts will rarely buy a green product if it means spending more, but they
are capable of going either way and can be persuaded to buy green if appealed to
appropriately.

■ Grousers (19%): Grousers tend to be uneducated about ennvironmental issues and
cynical about their ability to effect change. They believe that green products cost too
much and do not perform as well as the competition.

■ Basic Browns (33%): Basic Browns are caught up with day- to-day concerns and do
not care about environmental and social issues.

These figures indicate that somewhere between 15% and 46% of the overall consumer
market could be receptive to a green appeal, depending on the product category and other
factors. And there are social, cultural and economic trends that could cause the size of this
target market to grow. One trend worth noting is the aging of the baby boomers — their
concern about living longer, healthier lives is leading them to place a high priority on
environmental quality.
Clearly, many companies have become committed to being socially responsible. Today on
practically every company Web site one can find corporate social responsibility reports
with titles such as “Corporate Citizenship,” “Environmental Health and Safety” or
“Sustainability Report.” As public scrutiny of corporations has increased throughout the past
decade, companies in nearly every industry have begun to integrate environmental concerns
into their product and service development. Businesses realize that they must be prepared
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to provide their customers with information on the environmental impact of their products
and manufacturing processes. Companies should consider the likely size of the green market
in their industry as well as their ability to differentiate their products on “greenness” from
those of competitors before choosing one of the strategies in the matrix. Some companies
have devised more effective production. Processes that reduce waste or the need for raw
materials (or both). Others have learned to design products that are better for the environment.
For example, Anheuser-Busch Inc. developed an aluminum can that is 33% lighter than
previous cans. The reduced use of aluminum, combined with an overall recycling plan, saves
the company $200 million a year. And McDonald’s Corp. saved 3,200 tons of paper and
cardboard in 1999 by eliminating clamshell sandwich containers and replacing them with
single-layer flexible sandwich wraps. This move was prompted by increased consumer
concern relating to polystyrene production and ozone depletion. There is little doubt that
companies will continue to take steps toward becoming better corporate citizens. The fact that a
company implements green procedures internally, however, does not mean that it should stress
such changes externally. If being green does not drive increased sales and market share or
enhance corporate reputation, then boasting about green activity may be fool hardy. If
Anheuser-Busch had publicized its recycling initiatives, for example, the green message would
not likely have resonated with Budweiser’s target market. In fact, a public campaign might even
have alienated some Budweiser drinkers. On the other hand, McDonald’s did publicize its
recycling efforts, a sensible tactic given that consumer outcry led McDonald’s to implement the
change in the first place. Such complexities make it difficult for managers to choose and
implement a profitable green strategy. A review of several possible strategies should make the
choices and trade-offs clearer.
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.

Choosing a strategy
Managers

must

ask

themselves

two

sets

of

questions

regarding

a

green-marketing strategy. (See “The Green Marketing Strategy Matrix)How substantial is the
green consumer segment for the company? Can the company increase revenues by improving on
perceived greenness? Would the business suffer a financial blow if consumers judged the
company to be inadequately green? Or are there plenty of consumers who are indifferent to the
issue that the company can serve profitably?
Second main question: Can the brand or company be differentiated on the green dimension?
Does the company have there resources, an understanding of what it means to be green in
its industry and the internal commitment at the highest management levels to be green? Can
competitors be beaten on this dimension, or are some so entrenched in the green space that
competing with them on environmental issues would be very expensive and frustrating? (Note
that answers to both sets of questions will help a company determine how much it should stress
greenness as a differentiating attribute in its marketing, not how much it should invest in
environmentally friendly business practices. How a company responds to that issue should be
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guided by a host of other considerations.) Depending on how these questions are answered,
companies should consider one of these strategies:
LEAN GREEN. Lean Greens try to be good corporate citizens, but they are not focused on
publicizing or marketing their green initiatives. Instead, they are interested in reducing
costs and improving efficiencies through pro-environmental activities, thereby creating a
lower-cost competitive advantage, not a green one. They are usually seeking long-term
preemptive solutions and want to comply with regulations, but they do not see substantial
money to be made from the green market segments. Lean Greens are often hesitant to
promote their green activities or green product attributes for fear of being held to a higher
standard — and not always being able to live up to it or differentiate themselves from
competitors. Despite some public setbacks, the Coca-Cola Co. can be characterized as a Lean
Green company. Most consumers do not know that the company has invested heavily in various
recycling activities and package modifications. Although Coca-Cola is concerned about the
environment, in most cases it has chosen not to market its efforts. One reason for this might be
the company’s wide tar-get market and brand breadth. If Coca-Cola directly tied its
environmental efforts to the overall brand, it would run the risk that all its products would be
pigeonholed as green. Also, by publicizing its green marketing efforts, Coca-Cola might actually
do itself more harm than good. Added scrutiny could lead to the unveiling of other issues that
had previously been unknown to the public. For Lean Greens, narrowly tying environmental
issues to one brand is the safer approach, as Coca-Cola has done with its Odwalla brand.

DEFENSIVE GREEN.: Defensive Greens usually use green marketing as a precautionary
measure, a response to a crisis or a response to a competitor’s actions. They seek to enhance
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brand image and mitigate damage, recognizing that the green market segments are important
and profitable constituencies that they cannot afford to alienate. Their environmental
initiatives may be sincere and sustained, but their efforts to promote and publicize those
initiatives are sporadic and temporary, since they do not typically have the ability to differentiate
themselves from competitors on Greenness. Aggressive promotion of greenness would be
wasteful and would create expectations that could not be met. Defensives will pursue actions
such as sponsoring smaller environmentally friendly events and programs. And they will
certainly defend their environmental records with public relations and advertising efforts if
they are attacked by activists, regulators or competitors. But unless they discover that they can
obtain a sustainable competitive advantage on the basis of greenness, they will not launch an
overt, significant green campaign. The huge clothing retailer Gap Inc. has often been cited as a
socially responsible company that is concerned about the welfare of the workers and
customers at its Gap, Banana Republic and Old Navy stores. On the environmental front, the
company has long promoted energy conservation and waste reduction, and its corporate
headquarters has been described as a prime example of sustainable building. The company
mentions these activities on its Web site, but it does not publicize them externally much
beyond that. In the late 1990s, the Gap became the target of considerable meant of its former
CEO, Robert Fisher (son of the founder of the company), and his relatives with the
Mendocino Redwood Co. Ltd. That company had purchased 350 square miles of Northern
California timberlands, planning to preserve most of it but also to do some sustainable forestry
in smaller portions of it. Their sustainability plans were not adequate in the eyes of certain
activist groups and numerous demonstrations, critical press releases from environmental
groups and boycott efforts followed.
SHADED GREEN. Shaded Greens invest in long-term, system wide environmentally friendly
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processes that require a substantial financial and non financial commitment. These
companies see green “as an opportunity to develop innovative needs-satisfying products and
technologies that result in a competitive advantage.” They have the capability to truly
differentiate themselves on greenness, but they choose not to do so because they can make more
money by stressing other attributes. Shaded Greens primarily promote the direct, tangible
benefits provided to the customer and sell their products through mainstream channels.
Environmental benefits are promoted as a secondary factor. The Toyota Prius is advertised
today as “an environmentally advanced, fuel-efficient hybrid.” However, when the Prius was
first launched in the U.S. market in 2000, Toyota Motor Corp. did not play up its
environmental attributes. The emphasis was instead on fuel efficiency — consumers would
spend less on gas and spend less time at the pump. The fact that the Prius reduced air
pollution was merely icing on the cake. This type of promotion works particularly well for
products that have the ability to help the consumer save on recurring expenses energy-efficient
appliances are another example.
EXTREME GREEN. Holistic philosophies and values shape. Extreme Green companies.
Environmental issues are fully integrated into the business and product life-cycle process of
these firms. Usually greenness has been a major driving force behind the company since day
one. Practices involve life-cycle pricing approaches, total quality environmental
management and manufacturing for the environment. Extreme Greens often serve niche
markets and sell their products or services through boutique stores or specialty channels.
Examples of Extreme Greens include The Body Shop, Patagonia and Honest Tea of Bethesda,
Maryland. Honest Tea is one of the fastest-growing organic tea companies in the natural
foods industry. Social responsibility is embedded in its identity and purpose, from
manufacturing to marketing, as illustrated by its biodegradable tea bags, organic ingredients
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and community partnerships. The value of the Honest Tea Brand is based on authenticity,
integrity and purity. But relatively speaking, Honest Tea and other Extreme Greens are few and
far between.

Influence of marketing mix in making choice of green marketing strategy
According to Polonsky and Rosenberger (2001), responsible green marketing has developed into
a complex, strategic, integrated and tactical process where traditional marketing and
management tools are inadequate. Analysis such as marketing audit fail to fully
incorporate the environmental implications of actions into the marketing process. In order to be
successful and yield long-term benefits, green marketing must be integrated across all
organisational areas; failure to do so will increase the likelihood that a firm’s efforts will not
match consumer expectations and ultimately render the actions ineffective from both a business
and an environmental standpoint.

Green marketing activities
According to Fuller, implementing a green marketing strategy gives a company a new mission.
This involves redirecting customer choices toward choices that are environmentally compatible,
reorienting the marketing mix to include such choices, and reorganising the company’s
delivery systems and enable them to meet environmental challenges.
Polonsky and Rosenberger say that green marketing activities, which take place in the
functional marketing areas, can be divided into three levels, tactical, quasi-strategic and strategic
green marketing. Tactical greening involves implementing limited change and limited
coordination across multiple functions. Quasi-strategic activities usually involve more
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substantive changes in marketing actions as well as broad based coordination among several
non-marketing actions. A holistic approach is required for strategic greening in order to integrate
all environmental issues of a firm in coordination with all actions, across every functional area.
Following table shows a number of examples of how these approaches to green marketing
can be carried out across the areas of the 4 P‟s and other functional areas.

Table 1: Green Marketing Activities at the Three Levels

Targeting

Tactical Greening

Quasi-strategic Greening

Strategic Greening

Ads mentioning green

A firm develops a green

A firm launches a

features are run in green

brand in addition to its

new

focused media.

other

strategic business unit

brands.

aimed at the green
market.
Fuji Xerox develops

Green

Switching from one raw

Life-cycle analysis is

Design/NDP

material supplier to another

incorporated into the

with more eco-friendly

NPD

processes.

process to minimize
ecoharm.

Green Positioning

A mining company runs a
PR campaign to highlight

its
Green Wrap paper to
be
more eco-friendly
from the
ground up.

BP Amoco redesigns its

The

logo to a sun-based

pursues

emblem to reflect its

environmental
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Body

Shop

and

its green aspects and

view of a

social

change

Practices

hydro/solar-based

improvements

future for the energy

encourages

business.

customers to do so as

and
its

well.
Green Pricing

Cost savings due to existing
energy-efficiency features

A water company shifts
its pricing policy from

are highlighted for a

flat

product.

monthly rate to a perunit-ofwater-used basis.

Green Promotion

A company rents its
products rather than
selling them,
consumers pay only
for use of the product.

An oil company runs a PR

A company sets a policy

As part of its

campaign to highlight its

that realistic product

philosophies

green practices in order to

eco-

The Body Shop co-

counter an oil spill getting

benefits should always

promotes one or more

bad press coverage.

be

social/eco campaigns

mentioned in

each

promotional

year with in-shop and

activities.

promotional materials.

The strategic activities a company can engage in are, targeting, pricing, design, positioning
and promotion. Although many consumer claim to be green, their willingness to actually
purchase green products has not been established, and therefore, a company should carefully
consider how their products are targeted. Much of the environmental harm that a product
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causes is unfortunately already designed into it and already exists in the associated production
process. For that reason environmental attributes need to be incorporated into products and
processes at the initial stages of design and new product development (NPD).When
giving a product a green position companies should ensure that all corporate activities support
the projected image so as not to mislead or disappoint consumers or the media. Consumers are
only willing to pay a small premium or none at all for green products, while expecting them to
maintain the same standard as other goods, making pricing a significant concern. Green
promotion is not likely to be an effective strategic measure unless it is supported by other
corporate

actions.

Any environmental

information

that

is

communicated

to

the

consumers need to have meaningful links to corporate activities.

Achieving competitive advantage through their green marketing
Generic Competitive Environmental Strategies

Orsato (2006) constructed a framework for determining which environmental strategy a
corporation should choose to implement. This resulted in four types of generic
competitive environmental strategies. The strategies are determined by the type of competitive
advantage andcompetitive focus that a company has. Competitive advantage can be
differentiation or lower costs, whereas competitive focus can either be on organisational
processes or products and services.
The suitable competitive focus and possible source of competitive advantage can be
determined by four factors:
1. The structure of the industry in which a firm operates.
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2. The company’s position within that industry.
3. The types of markets the company serves
4. The firm’s capabilities.

Orsato’s framework can be used to define a strategy for a single product or a range of products.
Since the divisions between the generic strategies are not rigid, it is fairly straightforward to find
the hidden competitive focus of environmental strategies. Following illustration of the
framework; each strategy is explained in detail below.

Strategy 1:
Eco-Efficiency

Strategy 2:
Beyond Compliance
Leadership

Organisational
Processes

Strategy 4:
Environmental
Cost Leadership

Strategy 3:
Eco-Branding

Products and Services

Strategy 1: Eco-Efficiency
This first strategy is based on Ryan’s (2004) theory referred by Orsato. Firms that
collectively need to reduce the cost and the environmental impact of organisational processes
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should select Strategy 1 - Eco-Efficiency. This is because cost reduction is crucial. The
majorityof companies that work on eco-efficiency strategies do so without a great deal of
display, and will

generally “develop

capabilities

to

continuously

increase

the

productivity of their organisational process while decreasing the environmental impact and
the costs associated from them” Thereby, this strategy can create some levels of savings in
principally all companies. Companies whom supply industrial markets, have somewhat
high levels of processing costs, or generate waste/by-products, will have greater potential to
generate a competitive advantage. Process-intensive firms working modestly towards ecoefficiency both internally and externally will be saving money while decreasing the
environmental effect of their process.
Strategy 2: Beyond Compliance Leadership
This second strategy is based on theory by Nash and Ehrenfeld (1997), referred by Orsato
(2006). Beyond Compliance Leadership differs from Eco-Efficiency largely due to most
companies within the Strategy 2 want their customers and the general public to know what they
are attempting, that is to say their attempt to be green. Beyond Compliance Leadership basically
means that the company goes the extra mile, giving them a first-mover advantage, until the rest
of the industry catches up and it then becomes the norm. Therefore, Beyond Compliance
Leadership is about continuously developing in order to gain

first-mover advantage. A

company may develop or improve their corporate image to create a positive influence within
the general public. This development is usually caused indirectly by organisational process
that is beyond compliance, thus ultimately affecting the purchasing behaviour of
consumers.
Strategy 3: Eco-Branding
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This third strategy is based on research by Reinhardt (1999), referred to by Orsato (2006).
“Today, ecology-orientated products and services represent a defined market niche explored by
firms worldwide”. Eco-branding is creating a credible green brand, often separate from a
company’s other products and brands. There are three basic rudiments for a company that
wishes to use Eco-Branding to create a competitive advantage. The first rudiment is that the
consumers must recognize a noticeable benefit for their purchase. It is vital in both industrial
and consumer markets that the consumer is ready to pay for the ecological
differentiation. The second rudiment is credible information for environmental product
differentiation. Since the consumer relies on information about the product and whether it is, for
example, environmentally friendly, the information must therefore be perceived to be reliable to
the consumer. The third and last rudiment is barriers to imitation. For the environmental
differentiation for the product to be successful, the environmental improvement should not be
easily imitated.
Strategy 4: Environmental Cost Leadership
Acquiring a price premium may be the only option for some companies whom offer ecologically
orientated products. This is because „being green‟ can cost more. The differentiation strategy
may be the only way that the companies can pay off theirecological investments. This can work
when niche markets are available for the companies to acquire these price premiums. There are
very few companies that can use this strategy. A reason for this is the radical innovations in
product design that are needed. The revenue basis the company also needs to use this
innovation. When a company has completed this, it can lead to a source of competitive
advantage and can also revolutionise industries. Furthermore, some companies may be able to
change over from selling products to selling the function provided by them, and thereby they can
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decrease not only their economic costs, but also their environmental impact.

Implementation considerations
To understand where a brand or company really stands on the two dimensions of green
market size and the ability to differentiate on the basis of greenness requires careful research. As
a good starting point for trying to understand the size of the green market segment, managers
should gather data from customer records or surveys to determine whether a significant
portion of a brand’s current customers fall within the True Blue Green, Greenback
Green or Sprout segments. If the brand is not currently appealing very much to those
segments, the company would probably not be able to capitalize on becoming greener.

On

the other hand, if any of the green segments are prominent within the current customer base,
estimates need to be made, again relying on customer records or surveys, of how much the
company stands to lose if perceptions of its greenness are diminished by a crisis. Estimates also
need to be made of what the company stands to gain if it is perceived by these segments as
improving in greenness. If a change in perceived greenness in either a negative or positive
direction would not affect the purchasing habits in these segment very much, the size of the
market cannot be considered large. However, if it is discovered that consumers in these
segments are very responsive to changes in greenness or that some of the segments might
grow when cultivated properly, the market size probably would be high and defensive green
or extreme green strategies would be appropriate. Choosing between a defensive or extreme
strategy in this situation should be guided by what is learned in additional research on
competitors and company capabilities. It should also be guided by consumer research on the
non green segments — companies want to be sure they won’t suffer costly abandonment of a
brand if it is perceived as “too green” by customer segments that are indifferent or even hostile to
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green product attributes. In addition to studying consumer responsiveness, it is also crucial to
gain an understanding of how competitors are perceived by consumers on greenness as
compared with the company’s brand. At the same time, gathering information about the reality
of how competitors are performing on greenness is also necessary. A critical eye must also be
focused on the company’s own green processes and its upper management commitment to
greenness. It must be determined whether consumers perceive the greenness of the company and
its competitors accurately or whether misperceptions are creating differentiation in the
markets. If a marketer feels that it is possible to truly differentiate a brand in a way that will be
honest, credible and long-lasting, a shaded green or extreme green strategy will be
viable. But if competitors are really better and are capable of maintaining this edge — or if
the cost of becoming greener than competitors does not seem worth the effort, given the
prospects for additional revenue — then a lean green or defensive green strategy will make
more sense. In addition to doing careful research to guide strategy selection, managers
should also cultivate the corporate culture. The organization and its people must support a
truly green marketing strategy in order for it to succeed. Managers should encourage the
increased participation of all employees in order to generate ideas and increase
enthusiasm. They should also keep in mind that most customers and employees get
satisfaction from being part of an organization that is committed to operating a socially
responsible Explaining how or why a product is environmentally sound can also make a big
difference. Product packaging or in-store displays can be a major source of information about
environmental action. Point-of-sale demonstrations and knowledgeable sales people can help to
educate consumers. Giving out free samples might be a good way to ease customers’ initial
reluctance to try a new product. Another key element of green marketing strategy is credibility.
Having

a

good

reputation

to

begin
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with

can

go

a

long

way

in helping to ease customer skepticism. Companies with socially responsible corporate
values will appear more credible to target audiences, but it is critical that they also back up
environmental claims. Customers are still worried about the “green- washing” (that is, false
or misleading environmental claims) that was prevalent in the 1980s and early
1990s.Nownewstandards and certifications allow customers to identify green products easily.
Finally, because consumers buy products and services primarily to fulfill individual needs and
wants, companies should continue to highlight the direct benefits of their products. They
should continue to tout the traditional product attributes of price, quality, convenience and
availability and make only a secondary appeal to consumers on the basis of environmental
attributes.’

Fulfilling the promise
Consumers, shareholders and society at large all stand to benefit when a company integrates
environmental friendliness into its marketing strategy. If properly implemented, green
marketing can help to increase the emotional connection between consumers and brands.
Being branded a green company can generate a more positive public image, which can, in
turn, enhance sales and increase stock prices. A green image may also lead consumers to
have increased affinity for a company or a specific product, causing brand loyalty to grow.
While there are obvious benefits to integrating environmental friendliness into consumer
marketing, there are also some significant risks. There is a lot at stake for companies that
choose to implement green marketing strategies, including the magnitude and risk of capital
investments, the rigors of regulatory compliance and the potential for consumer backlash. An
ability to anticipate and react to the next environmental issue could mean the difference
between maintaining a green reputation or losing status as a green company — and potentially
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much more. As understanding grows about the impact of human activity on the Earth’s
ecosystems, consumer concern about the environment and its links to health and safety will
intensify. At the same time, humankind’s passion for consumption will persist. The challenge
for companies will be to devise business practices and products that are friendly to the
environment while also meeting the needs of consumers.

Ecological issues
GREEN MARKETING
As mentioned above, there is no one and only definition of green marketing. If ecological
response is expected to require wide commitment of a company, extending into the
company’s culture and strategy, traditional marketing may not convince consumers that
products and companies are ecological oriented. It can be argued that eco marketing is neither
ecologically nor economically sustainable when it does not reflect eco management. The risk of
a short-term approach to inaccurate or inconsistent greening, leading to a positive company
image, may rapidly change into problems. So, environmental marketing and management is
dependent on each other and implies that the connection between a product and its companygets
closer. Consumers‟ purchasing decision, for instance, might be affected by the impact of the
producer on the environment, so that they evaluate products also to ecological attributes
related to values, actions and behaviors of the company behind the products. Consumers
might boycott certain products as a signal of their concern also in the production process and it
has been assumed that consumers‟ increasing ecological concerns affect the way they
evaluate companies and not only products. It can be assumed that consumers support
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companies that they rate as ecological oriented or hence, might boycott green products
signaling that they reveal something else.
Hence, green marketing requires that customers view all parts of a company and not only its
products or brands. Four different marketing strategies can be summarized according to
Mendleson and Polonsky (1995). These are ‘repositioning existing products without changing
product composition’ and ‘modifying existing products to be less environmentally harmful’
indicating more product marketing activities; ‘modifying the entire corporate culture to ensure
that environmental issues are integrated into all operational aspects’ and „the formation of
new companies that target green consumers and only green products’, indicating a broader
approach. Nestlés approach, for example, also goes beyond pure product marketing when
incorporating ecological issues in the entire company, as mentioned in their Corporate
Business Principles “our investments must be good for the company and for the countries
where we operate” and “we will not sacrifice long-term development for short-term gain”
(Nestlé, 2004, Nestlé Corporate Business Principles). So, green marketing needs to be
reflected throughout the company and the pursuit of sustainability needs to go beyond
long-term to become open-ended . Another framework, illustrating marketing strategies,
differentiates between tactical, quasi-strategic and strategic environmental marketing
orientation. Tactical environmental marketing is driven by changes and opportunities in the
marketplace, requires only inter-functional coordination and has short-dated effects that can
be changed and re-changed easily. Quasi-strategic environmental marketing strategies
attempt to change the company’s production process and products to improve the negative
consequences on the environment, such as pollution prevention and require intra-functional
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coordination. Based on the principles of sustainable development, strategic environmental
marketing orientation requires overall business system coordination and has long-lasting
effects.
Ecological issues have been integrated into various activities in the field of marketing, based on
a range of academic literature, such as planning, product and package design, pricing,
distribution, promotion, customer segmentation, marketing strategy and so on. Some authors
point at different approaches to green marketing, so that it becomes obvious that there is no
strict use of terms within the field. Rather green, environmental and ecological marketing are
used as synonyms.

Green marketing objectives
In order to avoid failures in green marketing, leading to cynicism, suspicion and thus,
mistrust, companies should be careful in setting their marketing objectives and to track
customers‟ actual needs and responses.
Grant (2007) distinguishes between three types of green marketing and terms them “green”for
setting new standards in responsible products, policies and processes, “greener” for sharing
responsibility with customers and “greenest” for supporting innovation, such as new habits,
services and business models. These three marketing objectives refer to whether they realize
just commercial outcomes, green outcomes or cultural outcomes and they operate as any
marketing on the personal, social and public level. Setting new standards is classical
marketing applied to green and responsible products, brands and companies, being greener
than competitors and substitutes as sustainability is a moving aim many companies want to
obtain. So, pioneering brands and products might be expected of all companies within the
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next years. Companies that set new standards address only the commercial outcomes, but can
also contribute to a green culture, for example, when they have grown the market for greener
product types or introduced eco-friendly-labeled products. But it is more usual marketing,
creating awareness and perceived superiority and it has to be questioned whether a company is
setting really new standards or is making only something normal seem green. This might
result in losing value and trust. So, in setting new standards a company has to announce about its
doing and make use of an eco label as well as being honest to customers for not being
exposed as a fraud. Through sharing responsibility with customers a company achieves
commercial as well as green outcomes. It is a collaborative and participative approach
involving word-of-mouth, brand experience, education and community. It might build
relationships and interest and the quality of perceptions of a product, because a company
is not selling its greenness, but trying to involve people in a public scheme, community or
activity. The greenest marketing objective, shaping a new culture of responsibility through
innovation, achieves commercial, green and cultural outcomes. Its challenge is the need to
combine radical new products, services and daily habits with totally normal and acceptable
systems. But this might not be possible immediately only because ecological concern increases.
Customers need to trust a company and its products. It might be difficult to fulfill this challenge
as customers, like mentioned previously, are not environmentally concerned in all different
situations at all time. Since the 1990s, there was only a very slight increase in green
consumerism and a gap between concern and actual purchasing existed. The National
Consumer Council of 1996 announced a decline in the frequency and prominence of green
claims and green products seemed to have achieved only limited success. So it was
questioned whether green marketing failed to change how businesses behaved and to move to
the economy towards sustainability. A reduction in internet advertising claims, inappropriate
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advertising campaigns as well as a reduction in specialist products can be interpreted as a
failure, leading to reduced demand for specialist green products. However, the most evidence
for the decline of green marketing has been the cynicism being displayed by consumers about
green products, green claims and their companies. As the marketing process and philosophy is
built around the customer and the relationship between the company and the customer, trust
and confidence is a central part in order to satisfy customers. If a company - customer
relationship is characterized by cynicism and distrust, companies are improbably able to
satisfy customers through the changes needed in order to move towards sustainability.
Today, there are many unnecessary, inefficient, wasteful and harmful processes and products
in life. Consequently, a challenge for green marketing is to make changes and make green
alternatives appear normal and acceptable. It is an opportunity to innovate and achieve
business

success

through

green

marketing

objectives.

But

green

marketing will not work in the face of consumer distrust as partly a result of the green
marketing types that companies have relied upon in the past.

Integration of ecological aspects
The need of a holistic approach to ecological orientation of companies has been addressed by
many authors (e.g. Peattie, 1995), integrating ecological issues into all functions as part of the
overall strategy of the organization. Further, there is also a need for strategic and cultural
change in responding to ecological issues. The importance of companies viewing ecological
issues as strategic issues and ecological response requiring company-wide commitment has
become generally recognized. In fact, many companies have chosen to communicate
environmental concern rather than to integrate environmental thinking into business actions
and performances, responding to environmental issues tactically rather than strategically.
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But despite various obstacles, a lot of companies are integrating ecological aspects within
their businesses, for instance, by integrating ecological aspects within the human resource
system. This means improving the environmental knowledge among staff, encouraging
members to find new ways to decrease the organization’s environmental burden and developing
ecological commitment among members.

Eco-labeling
One of the main instruments emerged from green marketing are eco labels which are intended as
a means for consumers to make choices that will reduce environmental impact and enable them
to influence how products are made. There is widespread interest in eco labels and
academically much effort has been invested in their design and use and how to make eco
labels more effective. Other studies include whether or not consumers recognize various
labels, if they understand their meaning and if they trust the labels‟ message. During the
last

30

years,

an

increasing

amount

of

eco

labels

has

been developed by individual companies, industrial sectors and non-governmental
organizations (NGOs) as well as national and international organizations (EU, 2001). Only in
Europe one can find 126 labels for eco-friendly products and services (Eco-labeling
Homepage). Companies expect from labels to legitimate its business practice, protect it from
public regulation and help to gain competitive advantages, whereas from a consumer’s point of
view it is important that labels reduce uncertainty about environmental performance of
products and enable to choose products causing less damage to the environment.
Eco Labels
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Several efforts have been made to move towards more sustainable and environmentally
friendly approaches, eco-labeling being one with increasing importance. Eco labels aim to
inform consumers about the effects on the environment from production, consumption and
waste phases of the products consumed.

So, it tries to provide consumers with more

information about environmental effects of consumption and to encourage producers and
governments to add to the environmental standards It has been claimed that green products
have certain specific inherent negative characteristics due to information problems to reveal
the environmental qualities of these products. In order to market them successfully those
problems have to be solved, so that governmental and non-governmental organizations made
efforts to ease the process by introducing and maintaining trustworthy environmental labeling
methods. Various forms of eco labels exist. A mandatory label is, for example, the EU
energy label which assesses the energy consumption for household appliances
.Voluntary labels are categorized according to the ISO standard into three types. Type I labels
are the so called ecolabels and are referred to the environmental quality of a product compared
to the rest of the products and are intended to encourage a change towards more
environmentally friendly consumption habits. Type I labels are the products of third-party
certification programs and are usually supported by the government because they aim at
certifying products and their production processes according to criteria relating to the whole
product life cycle. Examples of such voluntary labels are the EU eco label and the Blue Angel
in Germany. Type II are self-declared environmental claims made by manufacturers,
importers or distributors, referring to specific attributes of products, such as, ‘CFC free’
products. Type III labels are environmental product declarations, where quantified
environmental information is presented in a standardized way.
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Eco labels are used by a variety of stakeholders, such as policymakers, consumers, sellers and
other groups. Policymakers use labels to create incentives for business to change the market in a
more sustainable direction or as a first step towards increasingly pressure on producers, such as
from voluntary to mandatory labeling. NGOs use labels to put pressure on producers and
consumers to make progress towards sustainability or labeling initiatives may stimulate public
dispute. Companies use labels because of competitive advantages and improved market shares

Green standards
The International Organization for Standardization (ISO) developed a series of standards, called
the ISO 14000 as an international standard series for promoting environmental protection
and sustainable development. Since the introduction of the environmental management
system (EMS) - ISO 14001 in September 1996, it has attracted enormous attention from
organizations in various industries. As mentioned in ‘The ISO Survey -2005‟ (ISO, 2006, p.
9), the ISO 14001 has more than 110,000 members all over the world and is one of the most
widely accepted environmental standards

ISO 14000 AND SUSTAINABLE DEVELOPMENT
Sustainable development is the simultaneous improvement of the economy, the environment
and the well-being of the public. In a business context, sustainable development is defined as
adopting business strategies and activities that meet the needs of the company and its
stakeholders while protecting, sustaining and enhancing the human and natural resources
needed in the future. The dependence on the company’s economic activities on human and
natural resources is highlighted and stresses that economic activity must not irreparably harm
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these natural and human resources. However, sustainable development, as mentioned before,
cannot be achieved by a single business. So, ISO 14000 has been developed in order to
contribute to sustainable development and assist companies by attempting to bring
environmental issues into the mainstream of the corporate decision making process (Zhang et
al., 2000, pp. 141-142). In order to stimulate better environmental management practices by
businesses, ISO 14000 standards stand for a shift towards integrating sustainable development
principles into business practices. ISO 14001 promotes self-organizing and self-regulating,
representing the basis for continuous improvement of environmental performance. It also tries to
foster an alternative and more effective environmental ethic to product and process design,
material selection and transportation logistics throughout a product’s life cycle, which may
reduce its impact on the environment. The protection of non-renewable natural resources and the
development of reverse distribution systems, reclaiming recyclable parts at the end of a
product’s life cycle, are encouraged by the ISO 14001 EMS So, ISO 14001 offers a framework
for designing environmentally friendly products and processes for companies and offers an
integrated approach for improving regulatory compliance and supporting environmental
protection. Competitive advantages can be gained through better environmental performance,
such as in the field of waste minimization and pollution prevention. The ISO 14000
family standards may thus, considerably improve the environmental performance of
business activities as well as the consistency of theses activities with principles of
sustainable development. It is interesting to see whether companies only aim at fulfilling
standards or go a step ahead in the future as will be elaborated later on in the empirical
findings.

ISO 14001 FOR SUSTAINABLE DEVELOPMENT AND VALUE CREATION
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ISO 14001 is becoming one of the most widely accepted global environmental standards in
business as it provides a basic political condition for companies to make progress towards
environmental sustainability. Sebhatu and Enquist (2007)

critically discuss whether

ISO14001 can be used as a driving force for sustainable development and value
creation.
Thus, environmental responsibility and ecological orientation needs to be based upon the
entire business strategy of a company and implemented in its core principle in order to deal
effectively and efficiently, companies respond in different ways to ecological issues, through
eco-labeling, cooperation with NGOs, energy-saving production processes and so on.
The need for customer relationship commitment, trust, confidence and loyalty as a result of
satisfaction are not only important concepts in customer relationship management, but are
also key ideas in green marketing. The need for customer relationship marketing originates
from the changing requirements of the global marketplace and the changing requirements for
competitive success. Green marketing has increased in prominence in the business community as
the desire increases to control the effect of business activities on the environment and to
minimize environmental impact. Competitive advantage can be achieved by environmentrelated activities and motivates companies to go beyond mere legal compliance, so that
competition itself might promote more ecologically sustainable practices. The need to
address sustainability is crucial, as there have been some instants of farce in some early green
marketing claims, focusing only on company image and not on real environmental
responsibility. Moreover, there has been cynicism and distrust among consumers concerning
eco labels. Eco labels have emerged as one of the main instruments of market communication
for green certifications of products. Skepticism should be mitigated by providing consumers
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with better information about the environmental impact of products, thus creating trust and
confidence towards a company and its products as consumers rely heavily on the information
provided on labels. To be successful in green marketing, the need for a reliable and effective
cooperation with a NGO might be necessary as long as this cooperation is taken seriously and
trustworthy in consumers’ minds. The companies in this thesis have integrated eco aspects
within a broad variety of marketing as well as management activities and they seem to work
with green marketing in a more professional way in order to pursue this environmental
responsibility in the long-run and achieve sustainability, as the companies realized the need to
address sustainability as a serious issue.
It can be concluded that eco-labeling is not an illusion that actually increases consumption. It is a
way to inform consumers about environmental impact of products. Companies honestly have
to improve their dealings on eco-labeling and green marketing as they cannot rely
anymore on a first-mover advantage of going green. In my opinion, marginal effects of ecomeasures, when an entire market goes green, can be achieved through improved customer
satisfaction and trust, created through additional value provided by green issues and activities. So,
customers become loyal and rely on eco-measures of the company. Customer satisfaction and
trust are strongly important in CRM and green marketing.

Conclusion
Implications:
HOLISTIC
Although efforts to improve the environmental and social performance of a firm can be led by its
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marketers, top managers or environmental function, ultimately it needs to be a holistic response
involving all of the company if it is going to succeed. Externally focused on stakeholders
Companies that are able to prove themselves to be sensitive and responsible to environ-mental and
CRM issues are more likely to be those that are going to be successful in an increasingly sensitive,
globalised, fast moving and uncertain business world. Part of this change will be a trend towards
demand by customers for products and services that are environmentally and socially less harmful
throughout their life cycles. Making business more sustainable will present both opportunities and
threats, but companies need to be attuned to the development of the sustainability agenda to spot
and react to them. Internally value-driven. Existing approaches will need to be adapted to
encourage individuals to buy and invest in a more sustainable manner. But enlightened strategic
decisions will only emerge from a deeper re-examination of corporate ethics, philosophies and
policies. Although companies can pursue sustainability on the basis of the business benefits,
research suggests that it is the companies who believe in both the ‘business case’ and the ‘values
case’ that are the most successful in securing the benefits. Initiatives motivated by a search for
good PR are a very risky strategy, vulnerable to internal whistle-blowing and criticism from the
media and pressure groups. Beyond products broader questions concerning the formulation of
products and the processes used to produce products will increasingly be asked. Taking a proactive stance on environmental responsibly and CSR will mean anticipating change and
introducing if before it is made necessary. To develop more sustainable products and services,
companies will need to invest a considerable amount of effort to change their supply networks and
their in-house or contract manufacturing systems. Therefore, the results of some of today’s R&D
are unlikely to be seen for several years. For example, for products to be designed to be recycled,
rather than disposed of in landfill, there will need to be a considerable development in existing
recycling
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infrastructure. In addition, developing products that are easier to dismantle will require the reeducation of many product designers and engineers to think about the‘end of life’. One of the key
themes of sustainability and CRM is accountability. Access to information will become
increasingly important and formal initiatives such as the Global Reporting Initiative will have a key
role to play.
Future-orientated Sustainability means thinking about future stakeholders, and the pressures that
will flow from current stakeholders in future. The present younger generations are receiving
considerably more environmental education and the ‘baby boom’ generations are starting to move
into positions of influence. Younger people are becoming increasingly conscious of sustainability
issues through internet, global news networks, and world travel. It will be this group within the
next 10 - 20 years that will become key change-makers as consumers, employees and investors.
Companies will need to recognise and adapt to changing values if they are to survive and sustain
their development into the next millennium. Business must develop a proactive response and grasp
the opportunities that these developments present, or else competitive advantage will be lost.
Marketing

has

a

key

role

in

the

sustainable consumption and production debate. Marketers have been tremendously effective in
promoting

unsustainable

consumption

in

the

past,

they

now

have

the

opportunity to make a real contribution to promoting more sustainable consumption and product
development in the future. Many aspects of sustainability will mean reexamining some of the
traditional

principles

of

management

and

marketing,

leading

us

to

new types of stakeholder relationships, clearer accountability and openness, and higher levels of
innovation and co-operation. To survive and prosper companies and marketers will need to be able
to

identify

sustainability

waves,

design

board and then learn how to ride it!
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Abstract: From the economic theory point of view, an impartial necessity of agricultural state
support under conditions of the market economy is caused by unique characteristics which are
common for this sector, its place and importance for the state food security providing and life
of society. According to foreign and national experience, negative consequences of volatility
of internal and external environment have significant influence on parameters of agricultural
production development. Existing problems become significantly complicated under
influence of the crisis phenomena which periodically emerge during development of domestic
and world economy. It is really true: the global food crisis has been replaced by the financial
crisis. It needs detailed scientific researches concerning increase of the role and place of the
State in the economic processes regulation area in order to avoid possibility of crisis
phenomena appearing and to provide sustainable agricultural development for the long-term
prospect.
Key Words: domestic support, agrarian policy, wheat, WTO.

Introduction
Sales revenue from exports of agricultural goods and its products have significant part in total
income out of sales of domestic products on foreign markets. Essential income from exports
of agricultural products is provided by grain, so it governs necessity of its export potential
increase by rising production volume. For this purpose State fulfills domestic support of grain
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production. But model of such support of agricultural production in the aggregate and grain
production in particular is not perfect yet, that is why it has not become efficient incentive to
boost production volume. As an example we can take situation of 2005 and 2008 years when
despite sizeable crop in Ukraine large part of producers did not get appropriate profitability
level of grain production. In case such conditions to last, it may cause abnormal occurrence –
decrease of seeding areas of wheat in favor of other more profitable crops like rape seeds etc.
That’s why problem of agricultural economy sector support, its grain farming and wheat in
particular remain so important.
Ukraine, as the competent member of the World Trade Organization, making only first
steps, that’s why it can be stated that integration into world markets isn’t high enough and that
external crises has a bit smaller influence on the sector compare to its internal problems. In
future, when influence of world price conjecture on the domestic agricultural market to
strengthen, one of important tasks for state regulation will be to notify of the possible crisis
phenomena and to minimize negative influence on the Economy of Ukraine. Otherwise, there
arises a real menace for domestic agriculture to become a resource-based country for the
developed countries (Dibrova A., Dibrova L. 2009).
It is known that certain foreign countries channel significant financial resources for
production and export of grain. But these funds are not too burdensome for budget of these
countries. In recent years, our government allocates substantial funds, with regard to their
budgetary burden, to support agricultural economy sector and grain production in particular,
but unfortunately they do not bring adequate return. Projected growth and stabilization of the
world prices for agricultural products in the strategic perspective, which should take place to
achieve a compliance with the WTO requirements as to gradual reduction of domestic
markets protection level and export subsidies, shall create advantage for Ukraine as a country
with limited financial resources. In the context of above, the regular tracking of grain
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production support levels in Ukraine and foreign countries (main grain producers and
exporters), as well as levels of domestic and world prices shall be useful to determine national
grain farming competitive ability, as well as to protect our domestic grain market and to
ensure its self-sustainability.
The purpose of this research is to calculate and carry out a comparative analysis of the
domestic support indicators of wheat production in Ukraine and foreign countries –main grain
producers and exporters.

Material and methods
The given research is based on general scientific methodology. During the process of research
there were used a system analysis and synthesis, monographic, abstract, logical,
economically-mathematic, computational and balance methods of scientific researches.
In order to evaluate the effectiveness of agricultural policy and the level of domestic
support of agriculture there was used the methodology which is applied in the countrymembers of OECD. The methodology of the quantitative estimation of the state support is
substantiated in the works of such famous scientists as Josling (1973), Tsakok (1990), Webb
(1990), Lopes (1990), Penn (1990).

Results
In Soviet days "the government supported the grain producers by formation of high purchase
prices, prices subsidizing for the purchase of agricultural machinery, as well as by privileged
credits and capital investments. In addition, agricultural producers received the subsidies for
energy resources, fertilizers and soil modification.” As a result, in 80s of the last century,
Ukrainian grain producers gathered more than 42 million tons of grain per year at average.
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And in two consequent years 1989 and 1990 the grain production reached its peak: over 51
million tons. This value may be considered as a strategic tentative level for our commodity
producers. In the last quarter of the XX century, the worst period for grain production in
Ukraine fell on the second half of 90s: in 1996 and 1999 the grain crop amounted to 24.60
million tons and in 2000 to 24.46 million tons.
In the recent years the grain total crop has significantly increased (except for 2003
because of unfavorable weather conditions). This fact was caused by several internal and
external factors, including strengthening of the government regulatory function as to the grain
market, change in agricultural production structure, and favorable environment on foreign
grain markets. However, the grain production increase did not evidently influence the
financial condition of commodity producers. Furthermore, in the years unfavorable for grain
production, the agricultural producers gained greatest profits due to high prices.
To increase efficiency of the grain market regulation in Ukraine, new market tools
were applied, including commodity and financial interventions. However, it did not bring
expected results because of significant annual grain production fluctuations caused by
violation of agricultural production technologies, particularly incorrect application of mineral
fertilizers, by commodity producers. Thus, in 2008 Ukraine grew a record grain harvest
amounted to 53.3 million tons exceeding the average gross yield 2005-2007 by 19.4 million
tons (or 36.4%).
As far as global grain production volume is concerned, only few of grain producers
occupy the leading position, while significant and noticeable positions belong to rather large
set of countries. But global export volumes are generally provided by a small number of
countries. The largest world grain producers are, in addition to other countries, China (approx.
95–100 mln tons per year), India (65–75 mln tons), USA (60–70 mln tons), Russia (40–45
mln tons), France (35–40 mln tons), Canada (25–30 mln tons) and Germany (20–25 mln
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tons). But some of them shall even import to satisfy domestic demands. Generally, the global
grain production has amounted to 570-580 mln tons in the recent years. Ukraine considerably
cedes to the largest grain producers by its production volumes, but according to export
volumes, it is one of the main exporters of this product (Figure 1).
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Figure. 1. Total crop, harvested area and avarage yield of main
wheat producing countries during 1995-2001 yy. and 2002-2008 yy.
Source: Calculated according to Food and Agriculture Organization data.

The instability of total wheat crop in Ukraine is caused by its low yields resulted from
decline of farming agrotechnological culture and periodical additional impact of unfavorable
weather conditions. During the years of independence, the productivity per Ha on practically
stable seeding areas has rarely exceeded 3 tons, while in the leading European countries that
indicator was twice as large. But the sufficiently high wheat yields in 2001, 2002, 2004 and
2008, as well as favorable environment on the world market enabled the significant increase
in volumes of wheat export by Ukrainian grain traders. Based on the results of 2001/2002
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marketing year the wheat export from Ukraine amounted to 5.49 mln tons and in 2002/2003
and 2005/2006 marketing years to 6.5 mln tons per year. For that period Ukraine was the sixth
among the wheat exporting countries. However, due to record crop in 2008, the wheat export
from Ukraine increased significantly and amounted to 12,64 mln tons. In the meantime, the
Ukrainian wheat (mainly feed wheat) was exported to the EU, South Africa, Middle and Far
East. Therefore, starting from 2000s, the interconnection of Ukrainian and world wheat
markets became higher and this fact shall definitely be considered during development and
implementation of the state agrarian policy.
For the purpose of balanced agrarian policy development under the conditions of
market economy, it is very important to define accurately of its performance for those who
produce agricultural products directly. For this purpose and in accordance with the Estimation
method of state agricultural sector support (Methodology …), elaborated and used by OECD,
the Evaluation Market Price Support (MPS) indicator is calculated, defining the yearly
monetary value of gross transfers from consumers and taxpayers to agricultural producers
arising from state policy measures creating a gap between prices for certain agricultural
products on domestic and foreign markets (Figure 2).
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Figure 2. Market Price Support (MPS) and transfers to
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(ТPTfgcd) in the conditions of export
Source: OECD.

The MPS indicator is determined at producer’s prices and calculated by formula:
MPS = (Pp - Pw)*S2
where Pp – domestic price per production unit; Pw – world price per production unit; S2 –
domestic market supply; D2 – domestic market demand; S1 – domestic market supply at world
prices; D1 – domestic market demand at world prices.
This approach is based on the fact that any deviation of domestic prices from the
world ones may be treated as an indicator of the government intervention into the free market
mechanism. The price deviation value determines the level of such intervention and gives
quantitative characteristic of the state agrarian policy correspondingly.
Figure 3 show that the MPS indicator as to wheat producers in Ukraine for the period
from 1996 till 2007 had both positive and negative values. It proved the certain inconsistency
of the state support system. When the value is positive, the agrarian policy is directed to the
support of producers at the cost of consumers and the state itself. When the value is negative,
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the commodity producers’ revenue is reallocated for the benefit of consumers and other
economic groups (Dibrova A., Dibrova L. 2009).
Indicator "MPS" to wheat producers in Ukraine per 1 MT of grain, UAH
Indicator "NPC" to wheat producers, index
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An analysis is witnessed that beginning from 2005 there is a proof tendency in relation
to the increasing of negative index of MPS. Thus, if in 2006 on 1 ton of grain MPS was
amount to minus 94.4 UAH, in 2007 - minus 311.8 UAH. Such downswing of MPS index of
producers of wheat in Ukraine in 2007 was caused above all things through introduction of
licensing and quota of grain export which was abolished in 2008. Calculations, witnessed that
during 2005-2007 the MPS index of wheat producers had negative value, both due to transfers
from consumers and due to transfers from taxpayers (Figure 4).
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Transfers to producers for wheat from taxpayers per 1 ton of grain, hrv.
Transfers to producers for wheat from consumers per 1 ton of grain, hrv.
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Source: based on data of OECD.

On the base of conducted analysis, we can make a conclusion, that capabilities for
improvement of the state regulation mechanism are strongly restricted. The need in changing
approaches to the mechanism of state regulation is caused by a need in improving of socioeconomic parameters of agriculture development, and formation the whole system of state
regulation with the aim of prevention of a possibility of crisis phenomena appearance and
minimization of influence of negative results for the economy of Ukraine.
The value of the Nominal Protection Coefficient (NPC) for wheat producers obtained
(as the ratio of the average price the producer receives on the domestic market to the world
market price at producer’s prices) confirms the price instability and low efficiency of the
grain market regulation mechanism in Ukraine.
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But the countries have different points of view regarding the agricultural development
strategies. Specifically, two main concepts are distinguished: liberal and that of agrarian
protectionism. But the WTO rules stipulate the gradual liberalization of the international
agricultural products trade in future. One of the measures related thereto is a requirement to
reduce the domestic support of agricultural producers (Dibrova, A. D. 2008).
That is why to compare the level of domestic support provided to commodity
producers with the world leaders (reasonable in accordance with criteria and indicators used
in OECD countries) is important from scientific, methodic and practical point of view.
Consequently, it is possible to determine the real competitive ability of Ukrainian wheat on
foreign markets.
The world practice defines the efficiency of agricultural production domestic support
by means of comparing the domestic wheat prices with those on the world market. This
approach is based on the fact that without government intervention, i.e. in case of free
competition on domestic and foreign markets, the difference between domestic and foreign
prices would vanish.
An important indicator of the state support level evaluation is the Nominal Protection
Coefficient (NPC) that evaluates the domestic/world prices ratio. In 1996-2001 the NPC
(Figure 5) wheat producers amounted to 1.13. In 2002-2007 it reduced to 0.98. The
government introduction of licensing and quota allocation for grain export resulted in
domestic grain prices reduction compare to the world prices. And although this decision was
justified in terms of food supply security, it had has an adverse effect on revenue of domestic
commodity producers.
The NPC as an indicator of the producer nominal protection level on the market is
simultaneously an indicator of the hidden subsidy required to export certain produced volume
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of goods. It shall be noted, that producers of Australia, Canada and the USA sale wheat nearly
at the world prices with minimum government intervention, while wheat producers of Russia
and China sale their products at the much lower prices than those in the world. It proves that
Russia became a powerful competitor of Ukraine in the export price of wheat segment, as far
as principal advantage of Ukrainian wheat is and will be the price lower than proposed by the
traditional grain sellers.
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The essential task of the domestic grain support is the provision of prices stability
enabling the commodity producers to carry out the renewal and to expand business plans
horizons for production. But Figure 4 shows that average NPC data do not allow observing of
the wheat domestic prices deviation amplitude compare to the world prices. So, Figure 6
demonstrates the NPC dynamics for wheat in Ukraine and in the main grain exporting
countries for the period 1996-2007. The analysis showed the significant NPC deviation in
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Ukraine and Russia. This fact proves the imperfection of grain market regulation mechanism.
Besides, in Ukraine there is a consistent tendency to NPC reduction starting from 2004 and
showing the price disparity deepening on the grain market. In Canada and the USA the grain
is sold nearly at the world prices.
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Source: constructed according to OECD data.

The level of the domestic support for wheat producers in each country depends on the
international specialization of its production and export, resources potential, agricultural lands
differentiation, agro-industry intensity level, national traditions in the sphere of subsidy
assistance and regulation, etc. The leading wheat producing and exporting countries apply
different domestic support tools. But the common feature is that in accordance with the WTO
requirements as to reduction of the national agrarian commodity producers support, the focus
of the state aid has shifted from production support to the support of farmers’ income by
means of so-called unrelated actions, which don’t incite production growth.
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The USA, the EU and Canada are also gradually transferring from support of certain
commodity groups to support of farmers’ income. Canada proposes to annul export subsidies
but it is not going to significantly reduce the level of domestic farmers’ support by means of
direct payments from the budget. At the same time, the country withdrew from the market
prices support and this fact resulted in reduction of subsidy volumes for commodity producers
and of commodity market prices. In its agrarian policy, Australia follows liberalization
principle for agricultural commodities trade, like The USA and Canada it’s withdrew from
agricultural commodities prices support.
Domestic prices for wheat in Russia are lower than those in the world. That is why the
national market is unattractive for importers and potential exporters. the agricultural
commodities export is based on grain, but high transaction expenses and low capacity of main
traffic arteries and ports do not allow the country to realize in full its export potential of grain
production.

Conclusion
Thus, the current price formation system in agricultural complex makes it impossible to
realize expanded renewal processes in the sector, and the state support system only partially
compensates the short-received money from the market. It proves that the current market sale
price does not correspond to the producer’s needs as to the required exchange equivalency
level and recovery of assets invested into production. It is essential to step out from the
criteria related to comparison of support per Ha, as due to the imperfect pricing mechanism,
such support shall compensate the short-received funds from product sales, but the
commodity producers shall fail to recover their production potential to the sufficient for
balanced development extend. In our opinion, the improvement of the state agricultural
production regulation should be carried out in complex. In particular, it has to include both:
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the improvement of price regulation system for agricultural products and of sector state
support system.
Based on above, it may be concluded that:
•

current system of domestic grain production support is not perfect and open that does

not allow to use state budgetary funds effectively;
•

it is reasonable to link agricultural industry support programs directly with the

objectives of agricultural policy and to use special approaches for evaluation of budget
expenses efficiency: for this purpose, it is sound to apply the system of criteria used in OECD
countries;
•

the imperfection of state regulation mechanism is the reason of significant fluctuations

of grain producers support levels and, therefore, results in considerable budget expanses and
underutilized production capacities of the national grain farming;
•

specific feature of wheat producers’ support is its instability and sharp transitions from

subsidy assistance to taxation. It is caused both by fundamental reasons and by poorly
adjusted mechanism of state control;
•

the level of domestic wheat producers' support in the main exporting countries varies

greatly both in general values as well as in its constituents and time. In Ukraine, the support
level indicators during the research period occupy generally the middle positions among the
analyzed countries;
•

it became necessary to adjust agropolitic decisions regarding domestic support of

wheat producers’ in Ukraine both from the efficiency increase point of view and as to grain
farming competitive ability providing. From now on, it seems evident that applying
approaches of EU countries, where production costs are high and subsidies to producers reach
volumes which are too large even for financially powerful unions, is unreasonable;
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•

above mentioned wheat producers’ support indicators in Ukraine and other countries

of the world, being the main grain producers and exporters, may be used for improvement of
methodological principles and regulatory-calculation base of grain production mechanism to
adjust its stimulating role and strengthening of its forecast function. Forecasted data as to
yields, total crops, and production costs, domestic and world prices can be useful in the
process of wheat sales contracts conclusion (spot, forward and futures contracts).
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Traceability as an important aspect in the food chain
Z. Kapsdorferová1
1

Slovak Agricultural University, Nitra, Slovak republic

Abstract. Increasing global demand for originate food products from diverse sources,
outbreaks of disease in animals, presense of chemicals above acceptable limits in feed or in
food, global supply of genetically modified organisms (GMO) and the effect of environment
on the food products can treathen consumers. These factors and food scandals have resulted in
new regulations and building traceability systems in many countries and companies with the
main goal to swiftly identify unsafe foodproducts.
The aim of the paper is to present the importance of building and sustaing the traceability
system in the food chain. The main attention is devoted to definition of traceability system,
legal framework and traceability project.
Key words: traceability, food safety, product differentiation
Results
The definition of traceability is quite broad because the traceability is a tool for achieving
a number of different objectives. ISO 9000:2000 guidelines define traceability as the ability to
trace the history, application or location of that which is under consideration. The Codex
Alimentarius Commission (1999) defined traceability as the ability to trace the history,
application or location of an entity by means of recorded identifications. Regulation EC No
178/2002 characterized traceability as the ability to trace and follow a food, feed, foodproducing andimal or susbstance intened to be, or expeted to be incorporated into a food or
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feed, trough all stages of production, processing and distribution. Traceability in the product
sense relate to the origin of materials and parts, the product processing history, the
distribution and location of the product after delivery. Golan,E., Krissoff B. ,Kuchler F.,
Calvin,L., Nelson K., Price G. (2004) defines traceability systems as a tool to help firms
manage the flow of inputs and products to improve efficienty, product differentiaiton, food
safety, and product quality. In cases of market failure, where the private sector supply of
traceability is not socially optimal, the private sector has developed a number of mechanisms
to correct the problem, including contracting, third part safety-quality audits, and industry
maintained standards. Summary characteristis of traceability systems is in identification of
units-batches of all ingredients and products and information on when and where they are
moved or transformed. Nowadays, there exists six important elements of traceability which
put together, constitute an integrated agricultural and food supply chain mananagement
system: product traceability, process traceability, genetec traceability, inputs traceability,
desease and pest traceability and measurement traceability.
Why the traceability system is needed?
Nowadays we consume food from different parts of the planet. Consumers are more
discerned, informed and sophisticated but more price sensible. The are demanding high
quality food for lower price and that sometimes push producers to find cheaper sources to
fullfill their requirements. This low cost access sometime occure problems with safety and it
undermined consumer confidance. To ensure food quality and safety we have to know and we
have to have information about ingredietns and parts from which are the products produced.
These information are therfore important to know for both producers and consumers.
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Traceability systems and projects
Currently many efforts are underway to improve traceability in the food industry both on
international and national level. On the international level the effort involve the International
Organisation for Standardization (ISO), Programs of Food and Agricultural Organization
(FAO) and World Health Organization (WHO) and European Union - TRACE project.
ISO developed a new ISO 2005:2007 standard on traceability in the feed and food chain,
general principles and basic requirements for the system design and implemetation, throught
which establishes the principles and requirements for the design and implement of a feed and
food traceability system.
Tracing the origin of food (TRACE) is an integrated european project to provide complete
traceability of range of foods form source to shop and back again. The aim of the project is to
develop generic and sector specific traceability systems for use in the food industry. The
project started on January 2005 and has duration of 60 months with expences of 12 million
EURO. The traceability system will be tested in five sectors: meat, chicken, cereal, honey and
mineral water. Project separates the traceability to internal traceability and to chain
traceability. Internal traceability is ability to trace the product information internally in
a company. Chain traceability to trace the product information through the links in a supply
chain. The traceability system is supported also by RASFF network by enabling the rapid
exchange of information whenever a risk or feed safety is identified.
Currently there are two systems of information involved in produce. First, there are physical
labels on boxes and sometimes pallets. For general business purposes, it is important to be
able to identify the product in the boxes. There are various state law requiring box
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information and marketing orders also often require additional box information. Second
a paper or electronic trail allows traceback between defferent links in the marketing chain,
though each link may use a different links in the marketing chain, though each link may use
a different traceability system.
Benefits of traceability system in food industry
Traceability is not the product information itself, but it is a tool that makes it possible to trace
this information internally in a company. Consumer gain mostly hidden benefits from
traceability through the labbeling of the food because they optain information which enhanced
their confidence such as information about product and ingredient history.
Benefits of traceability system consists in:
• more accurate, easier and effective realization of managerial audits,
• direct linked date between raw materials and product,
• improving of process control,
• allows an organization to document and locate a product through the stages and
operations in the manufacture, processing, distribution and handling of the feed and
food,
• improved product safety,
• ensure the origin (producers of regional specialities migh be be sure that imitators
cannot make false),
• food fraud will be combated and fake products will be quickly traced and removed
from the market,
• increase consumer confidence and enhance consumer trust,
• helps to promote sustainable agriculture.
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Disadvantage of building traceability system are in high costs. Costs of traceability include
the costs of recordkeeping and product defferentiation. Recordkeeping costs are those
incurrred in the collection and maintance of information on product attributes as they move
through production and channels. Product differentation costs are those inccurred in keeping
products or sets of product attributes separate from one another for tracking purposes.
Summary
Building and sustainable improving of traceability systems in food industry is an important
part od quality assurance in regards to fullfill regulatory requiremetns and food safety. By
buiding this system the producers ensure not only the product quality but they also control the
safe production of specific products. On the other side consumers want to be informed about
the origin of the materials and parts form which was the product produced and they want to be
assured that what they eat is really what it claims to be. All of these needs and concerns have
resulted in the need for traceability in food industry.
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The most complete mandatory traceability system enables beef on sale within the EU to be
track to the county of birth. EU General Food Law Regulation contains requirements for
traceability in the food chain.
Traceability should be required from suppliers. Requiring all buyers to adopt their traceability
plan as a way to protect brand management throughout the supply chain.
The purpose of a health marking is to identify food throught the food chain for health and
safety control purpose. The mark consists of an indication of the country of processing, a code
to indicate the approved establisment wherer the product was last processed and thet the
product meets European Community requirements EC or EEC.
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Case Study of the challenges of the Hungarian Tourism and
LEADER Program

K.Kollár 1, A. Nagy 1, S. Takács 1, L. Péli 1
1,

Szent István University, Gödöllő, Hungary

Abstract
Hungary as a part of the European Union is a component of a bigger system. The
European development strategies and ideas are concentrating on the integrated approaches but
the practical adaptions of these programs are different from the ideal policies.
This research highlights the strong and weak points of the level of the integration of
the European Regional and Rural Development Programs. The Case Study of the
challenges of the Hungarian Tourism and LEADER program is a perfect instrument to
demonstrate that the EU is not a standard system it is more like a dynamic changing system
which is an organism whose internal mechanisms are transforming day by day. The paper is
based on a qualitative and quantitative research, which has been observed in Hungary.
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1. Introduction

The European Union has an active rural development policy because this helps us to
achieve valuable goals for our countryside and for the people who live and work there. The
EU's rural areas are a vital part of its physical make-up and its identity. According to a
standard definition, more than 91 % of the territory of the EU is "rural", and this area is
home to more than 56 % of the EU's population. Furthermore, the EU's fantastic range of
striking and beautiful landscapes are among the things that give it its character – from
mountains to steppe, from great forests to rolling fields. Many of our rural areas face
significant challenges. Some of our farming and forestry businesses still need to build their
competitiveness. More generally, average income per head is lower in rural regions than in
our towns and cities, while the skills base is narrower and the service sector is less
developped. Also, caring for the rural environment often carries a financial cost. On the other
hand, the European countryside has a great deal to offer. It gives us essential raw materials.
Its value as a place of beauty, rest and recreation – when we look after it – is self-evident. It
acts as our lungs, and is therefore a battleground for the fight against climate change. And
many people are attracted by the idea of living and/or working there, provided that they have
access to adequate services and infrastructure. This means that the EU's Lisbon Strategy for
jobs and growth, and its Göteborg Strategy for sustainable development, are just as relevant
to our countryside as to our towns and cities. The EU's rural development policy is all about
meeting the challenges faced by our rural areas, and unlocking their potential.1

The common agricultural policy and the Lisbon strategy
1
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On 2 February 2005 the European Commission relaunched the Lisbon Strategy for the
European Union (EU). The strategy seeks to tackle the EU's urgent need for higher economic
growth and job creation and greater competitiveness in world markets. It is a major EU
policy priority. The Lisbon Strategy aims to provide people with a better standard of living in
an environmentally and socially sustainable way. The guiding principles for the contribution
of the Common Agricultural Policy (CAP) to the Lisbon Strategy were set by the European
Council in Göteborg in 2001 and confirmed in the Lisbon Strategy Conclusions in
Thessaloniki in June 2003: "Strong economic performance" that goes hand in hand with
"the sustainable use of natural resources".2 These principles have shaped recent CAP reforms.
Without the CAP many rural areas of Europe would face major economic, social and
environmental problems. Rural development measures, in particular, can play a significant
role in fostering and maintaining prosperity in rural areas.

The CAP will continue to make a concrete contribution to more growth and jobs in the future.

Agriculture- the heartbeat of rural areas:

The agricultural and rural constituency is important. Rural areas cover 90 % of the EU's
territory and are home to approximately 50 % of its population. Agriculture and forestry are
the main land users and play a key role in the management of natural resources in rural areas
and in determining the rural landscape. Agriculture makes a valuable contribution to the
socio-economic development of rural areas and full realisation of their growth potential.

Agriculture's wider contribution to the EU's prosperity is considerable. The agri-food sector
(including beverages) accounts for 14.2 % of total EU manufacturing output, with EUR 675

2
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billion worth of production. It is the third largest employer in Europe and the second biggest
exporter of foodstuffs globally, with agricultural exports worth EUR 61.088 billion in 2002.
Europe's citizens are deeply attached to the diversity of landscape created by the wide variety
of agricultural structures and farming types in the EU. Safeguarding this means investing in
the future, creating new employment possibilities and encouraging rural diversification.
People must be offered opportunities to create wealth as well as long-term rewarding job
prospects.3 That is why the Lisbon Strategy is as important and relevant to rural areas as it is
to urban Europe.

Making the new CAP work for Lisbon

The CAP has been in a process of ongoing reform since the early 1990s. Reforms have
focused mainly on increasing the competitiveness of agriculture by reducing support prices
and compensating farmers by the introduction of direct aid payments. A decisive step came in
the 2003/2004 CAP reform with the decoupling of direct aids from production and a
realignment of the CAP with consumer concerns. This reform was a key step towards a more
market oriented and sustainable CAP.

The new CAP, post 2003/2004, is a fundamental contribution to the Lisbon process. The new
CAP focuses farmers on their businesses and places emphasis on market orientation rather
than market support. It removes many of the negative incentives within the old CAP. A more
entrepreneurial approach will require a change of culture and working habits in many
organisations and will require support and encouragement (both political and financial). This

3
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will remain a major challenge in the coming years. For these reasons, the instruments of rural
development will grow in importance.4
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2. Material and Methods

Rural development is central to the Lisbon process
Rural development is the key tool for the restructuring of the agriculture sector, and to
encourage diversification and innovation in rural areas. Enlargement has changed the
agricultural map and getting the restructuring process right is essential for macroeconomic
growth. Rural development policy can help steer this process towards a higher value added,
more flexible economy – in line with the Lisbon Strategy. In all Member States rural
development can help promote competitiveness in the agricultural and food processing
sectors.5 Innovation as well as information and communication technologies (ICT) must play
their role. As in other sectors, valuable research and development (R&D) must be moved out
of the lab and onto the farm. Local initiatives such as Leader, which has contributed to the
creation of new jobs, to the improvement of incomes and to the promotion of equal
opportunities in rural areas, and support for diversification (on farm and off farm), can play
an essential role in connecting people to European ideas and encouraging innovation and
entrepreneurship. The environment and associated tourism are a major source of income and
employment potential in rural areas. The prizes are there for those who are determined and
imaginative, as practical experience in the Member States already shows.

EU priorities for rural development

Rural development policy does not operate in a vacuum. Many measures are relatively smallscale. But rural development actions can ensure that small-scale local infrastructure is put in

5
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place to connect rural communities with major investments under regional and cohesion
policies. The significant EU structural funds invested in telecommunications, transport,
energy and water infrastructure can be capitalized on via local strategies for diversification
and development of agricultural and food sector potential. Rural development can help supply
the multiplier effect. The Lisbon Strategy focuses, among other things, on improving
education and training, research and development and the promotion of innovation and
sustainability. These are exactly the results the Rural Development tool-box can deliver.
Investing in human capital and skills is crucial to exploiting opportunities for growth and
employment in rural areas. These factors cut across the full range of rural development
activities as they can contribute to:
•

helping people adapt to a more market oriented agriculture

•

promoting new ways of selling/dealing with risk in competitive markets

•

raising economic and employment activity rates

•

encouraging development of micro-businesses

•

facilitating innovation and R&D take-up

•

fostering dynamic entrepreneurship

•

improving management of processes in the agri-food chain

•

encouraging the take-up and use of ICT

•

making use of opportunities from improved local infrastructure, and environmental
land management.

Agriculture and forestry remain by far the largest land users, shaping the rural environment
and landscape. The provision of environmental goods, particularly through agrienvironmental measures, can form a basis for growth and jobs provided through tourism and
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rural amenities.6 There is particular scope for innovative approaches that add value to the rural
economy by remunerating farmers for environmental services and linking these to
diversification into tourism, crafts and training. Similar linkages can be made in the non-food
sector. The adoption of precision-farming techniques can improve the economic and
environmental performance of farms. Environmental projects, including management of
Natura

2000

sites,

can

provide

important

spin-off

effects

by

acting

as

demonstration/tourism/training projects. There are opportunities to expand production of
biomass and renewable energy sources. This would not only create new economic
opportunities in rural regions, but would help Europe respect its greenhouse gas reduction
targets under the Kyoto Protocol. Measures to develop renewable energy raw materials and
processing capacity already operate under the CAP. One example is the aid of EUR 45 per
hectare available to farmers who produce energy crops.

Cost and benefit analyse

Recent surveys show that European citizens appreciate the benefits of changes in the ways the
CAP supports farmers and rural areas. 66 % of EU citizens consider the adjustment of the
CAP from a system based on production-linked subsidies to one which funds the protection
and development of the overall rural economy (as well as providing direct support to farmers)
as a good thing. Although EU public opinion clearly perceives the CAP as continuing to
provide value for money, improvements can still be made. The Commission has proposed an
amount of EUR 88.75 billion for the new single Rural Development fund over the period
2007-2013.7

6
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These amounts are necessary to achieve the declared objectives of rural development policy,
to permit innovation and diversification outside traditional agri-businesses, and to be able to
respond to society's expectations for a competitive agricultural, forestry and food sector which
is environmentally sustainable and underpins the socio-economic fabric of EU rural areas.
Rural development policy involves the cofinancing by the EU and Member States of a variety
of measures. Member States decide on the most appropriate measures for their rural areas
from a menu of measures proposed at EU level. The policy epitomises the 'partnership'
element of the Lisbon Strategy, and is essential due to the wide diversity of the EU's rural
areas.

The CAP and rural development policy 'make a difference'

In the agricultural sector, and in rural areas, the EU is pursuing balanced economic growth
and technological improvement, and the creation of new jobs, but without jeopardising the
future standard of living of any region and, above all, in a way that is environmentally
sustainable. A market-oriented CAP and a growth-oriented and innovative rural development
policy are central elements of this. Theoretically, individual EU Member States could decide
and operate completely independent rural development policies. However, this approach
would work poorly in practice. Not all countries in the EU would be able to afford the policy
which they needed. Moreover, many of the issues addressed through rural development policy
do not divide up neatly at national or regional boundaries, but affect people further afield (for
example, pollution crosses borders all too easily; and more generally, environmental
sustainability has become a European and international concern). Also, rural development
policy has links to a number of other policies set at EU level. Therefore, the EU has a
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common rural development policy, which nonetheless places considerable control in the
hands of individual Member States and regions.8

The policy is funded partly from the central EU budget and partly from individual Member
States' national or regional budgets.

Structure of rural development policy

The essential rules governing rural development policy for the period 2007 to 2013, as well as
the policy measures available to Member States and regions, are set out in Council Regulation
(EC) No. 1698/2005. Under this Regulation, rural development policy for 2007 to 2013 is
focused on three themes (known as "thematic axes"). These are:
•

improving the competitiveness of the agricultural and forestry sector;

•

improving the environment and the countryside;

•

improving the quality of life in rural areas and encouraging diversification of the rural
economy.

To help ensure a balanced approach to policy, Member States and regions are obliged to
spread their rural development funding between all three of these thematic axes.

A further requirement is that some of the funding must support projects based on experience
with the Leader Community Initiatives. The "Leader approach" to rural development
involves highly individual projects designed and executed by local partnerships to address
specific local problems. As before 2007, every Member State (or region, in cases where

8
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powers are delegated to regional level) must set out a rural development programme, which
specifies what funding will be spent on which measures in the period 2007 to 2013.9

A new feature for 2007 to 2013 is a greater emphasis on coherent strategy for rural
development across the EU as a whole. This is being achieved through the use of National
Strategy Plans which must be based on EU Strategic Guidelines.

This approach should help to:
•

identify the areas where the use of EU support for rural development adds the most
value at EU level;

•

make the link with the main EU priorities (for example, those set out under the Lisbon
and Göteborg agendas);

•

ensure consistency with other EU policies, in particular those for economic cohesion
and the environment;

•

assist the implementation of the new market-oriented CAP and the necessary
restructuring it will entail in the old and new Member States.

While Leader I marked the beginning of a new approach to rural development policy, which
is territorially based, integrated and participative, and Leader II saw the Leader I approach
put to more widespread use, with an emphasis on the innovative aspects of projects, Leader+
continues its role as a laboratory which aims to encourage the emergence and testing of new

9
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approaches to integrated and sustainable development that will influence, complete and/or
reinforce rural development policy in the Community.10

10
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1.1 Table: Leader+ is structured around three actions, in addition to technical assistance

Implementation of Action One is through Local Action Groups (LAGs) selected in an open
procedure based on the criteria laid down in the programmes. These include the rural nature
of the territories, their homogeneity in physical, economic and social terms, and integrated
and innovative development plans. Economic and social partners and associations must make
up at least 50 % of the local partnership, and the relevance and effectiveness of this
partnership is also taken into account.

Action Two:

Support for cooperation between rural territories Action 2 applies to rural territories selected
under action 1 (integrated rural development strategies) and is implemented under the
responsibility of a coordinating LAG. It expressly provides for the encouragement and
support for cooperation between rural territories, and foresees cooperation taking place
between regions in the same Member State (interterritorial cooperation) and between at least
two Member States (transnational cooperation). Cooperation is also possible with non- EU
countries.

Action Three:

Networking
In each Member State a National Network Unit exists to: collect, analyse and disseminate
information at the national level on good practice; organise the exchange of experience and
know-how; and provide technical assistance for cooperation (as above). Active participation
in the network is mandatory for Leader+ local action groups.
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The priority themes laid down by the Commission are:
•

making the best use of natural and cultural resources, including enhancing the value of
sites;

•

improving the quality of life in rural areas;

•

adding value to local products, in particular by facilitating access to markets for small
production units via collective actions;

•

the use of new know-how and new technologies to make products and services in rural
areas more competitive.

Commission Notice to the Member States of 14 April 2000 laying down guidelines for the
Community Initiative for rural development (Leader+) 2000/C 139/05

The New Hungary Rural Development Programme 2007-2013
The “New Hungary Rural Development Programme 2007-2013” (the “Programme”) has been
prepared by the Ministry of Agriculture and Rural Development in accordance with Article 15 (2) of
Council Regulation (EC) No 1698/2005 as a single programme for Hungary, and applies to the entire
territory of the country, covering all 7 administrative regions on NUTS 2 level.

1.1 Figures: 7 administrative region on Nuts 2 level in Hungary

Regions classified as “Convergence” objective
Pursuant to Commission Decision No. 2006/595/EC the regions eligible for funds under the
Convergence objective for the period 2007-2013 are as follows:
_ Central Transdanubia
_ Western Transdanubian Region
_ Southern Transdanubian Region
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_ Northern Hungarian Region
_ Northern Great Plain Region
_ Southern Great Plain Region
The region of Central Hungary, where GDP index exceeds 75% of the average GDP index of the EU25, falls under the scope of the Regional competitiveness and employment objective, and is, according
to Commission Decision 2006/597/EC, eligible for support on a transitional and specific basis
(“phasing in”).

Analysis of the situation in terms of strengths and weaknesses
Physical context and demarcation of rural areas: Hungary occupies an area of 93,030 sq. km. On
January 1, 2006 the number of inhabitants amounted to 10,077 thousand, showing a tendency of
permanent decline. Between 2000 and 2006 population decreased by 146,000 heads. Population
density is at 108.5 per sq. km. According to the criteria of demarcation already applied in the previous
programmes (unfavourable demographical situation and age structure, and underdeveloped economy
and infrastructure), 87% of Hungary was qualified as rural area in 2003 including 96% of the
country’s settlements, and providing home for 47% of the total population. These rural areas comprise
a special type of region characterized by low population density, heavy reliance on land as source of
livelihood, and a non-urbanized settlement structure (typified by villages, small towns, and, in certain
regions, by isolated farms). Rural areas also include the outskirts of those highly populated, thus noneligible settlements with above 2% of their population living there. Adjusted to the specific target
groups and to the specialities of each measure of Axis III, the demarcation of rural areas differs
measure by measure.11
Demographic situation: Demographically, the increase in population in these rural areas is low – to a
regionally different extent –, and the unfavourable age-structure characteristic of them demonstrates
the ageing of the population. The decreasing size of the younger generations and the otherwise
welcome improvement in life expectancy have resulted in a situation in which it gets for the younger
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people reaching employment age harder and harder to produce the sufficient funds covering the
pension of the older generations. The imbalance between the genders also seems to become stable:
while in the age group under 40-45 men dominate, in the older age groups women take over.
In the last decade migration from the rural areas has intensified, most of the people leave presumably
in the hope of employment and a better living. Positive changes occurred in this regard only in Central
Hungary and the Western and Central Transdanubian Regions, while the migration balance is the
less favourable in the regions of Northern Hungary and Northern Great Plain. If current tendencies
remain, we have to reckon with an unfavourable change in the age structure of the population in all
regions, the continuous decrease of the active-age population, and the concomitant rise in the number
of inactive citizens.
Economic drivers, productivity and growth: As an indicator of economic performance, significant
differences may be observed in the GDP among the main sectors. Growth in the industry and the
services sector exceeds the average rate of the national economy, while the contribution of agriculture
to the GDP lags behind both in terms of volume and direction. As a result, the GDP growth, on
branch level, reflects the trend of economic restructuring characterized by the gradual displacement of
agriculture. In addition development was geographically uneven and focused primarily on the regions
and regional centres with dynamism. This has in turn led to the handicap of the rural areas
predominantly based on agriculture. A characteristic difference in the structure of the economy in
rural areas compared to the national average is that agriculture, including forestry, game and fisheries
management has a significantly higher share. Although agriculture accommodates the lowest number
of undertakings, it plays a decisive role in the living of rural population, and is in fact the exclusive
source of livelihood in many settlements. Agricultural activities in rural areas carry an appreciably
greater weight, both economically and socially, than their quantifiable contribution to the GDP.
Enterprise density here lags behind the national average. In the rural but particularly in the
disadvantaged areas the rate of subsistence enterprises is also high, which refers to the limited
employment opportunities. The handicap of rural areas is evident also in the reluctance to launch there
enterprises and their reduced capability to attract capital. Services have approximately a 10% lower

1948

share in the total economy of the rural regions than the national average. In other words, the
gaining ground of the tertiary sector has not gone hand in hand with the agriculture’s losing ground,
and that causes severe employment and income problems among the rural population. The
transformation of the economic structure in the rural areas proceeds but slowly, with the traditional
production sectors – industry and agriculture – retaining their importance though slowly declining.
The spread of non-agricultural activities in the rural areas is relatively slow.
Labour market trends: The gradual displacement of agriculture as a major source of employment is
apparent in every region. The smaller population a village has, the narrower the job opportunities
locally available. In villages with less than 500-1000 residents inactive citizens needing social or
family support often amount to a higher than 70% rate of the local population. There are on the other
hand regions where agriculture continues to be considerable owing to favourable natural conditions,
long traditions of production, and certain comparative economic benefits. These areas include the
Southern Great Plain (where the share of agriculture is 150-250% of the national average), Southern
Transdanubia, and the Northern Great Plain, where counties show an unusually great variety of
moderate industrialization. The critical employment conditions and the lack of jobs in the
economically disadvantaged Northern Hungarian areas stress the importance of subsistence farming
and the social role of agriculture. Altogether the links of the villages with agriculture are by three to
four times stronger than those of the urban areas. The segment of the population relying on agriculture
for a living can be divided into two groups, remarkably distinct in size and composition. One of them,
and this is the majority, consists of individuals engaged in one or another sort of agricultural activity
with a variety of aims, and with looser ties to the sector. The much smaller minority comprises the
actual employees of the sector who are dedicated to agriculture with a life-long sense of vocation.
Between 1991 and 2004 the rate of individuals variously connected to agriculture was cut by more
than the half. In 2003 15.9% (1.3 million people) of the total population was engaged in actual
agricultural production (age groups over 15 years only), their share was yet 32.8% (2.7 million) in
1991. Between 2000-2003 the rate of population engaged in farming declined considerably, by about
30% (from 1.98 million to 1.35 million). The number of people employed in agriculture dropped from
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9% to below 5% in the last decade. One of the major obstacles to rural economic restructuring is the
discrepancy between the actual needs of the economy and the structure of education and (vocational)
training. There is a shortage of labour force with the education and professional knowledge required
by the prospering branches of the economy in the rural areas mostly due to migration from the areas.
Rural areas have a much lower rate of college or university graduates and even high school graduates
than the national average, with vocational secondary school or mere elementary school education
being the highest completed education of most residents.
Use and ownership structure of the land: The conditions for agriculture, including soil quality,
climate, and terrain, are favourable in international comparison. Depending on the fertility of soils
89% of the country’s area of roughly 9.3 million hectares is suitable for various agricultural and
forestry usages.12
Arable land therefore represents a vitally important resource of the country, and is thus one of the
fundamental factors of production. Within 63% of the country’s area actually under agricultural
cultivation in 2004 and 2005 48.5% was – plough-land, 11.4% grasses.
LEADER Pilot Programme
In 2001, the Ministry of Agriculture and Rural Development launched a LEADER+ Pilot
Programme with the aim of preparing the ground for the introduction and implementation of the
LEADER+ Community Initiative by creating the appropriate documents and procedures, and by
acquiring the hands-on experience that will be essential for the implementation on the local, regional,
and national levels. Financed from national rural development funds, the Pilot Programmefocuses on
three target areas: introductory training, the implementation of a limited number of local strategies,
and network construction. The Pilot Programmehas 14 local action groups active in 182 settlements,
affecting a total area of 3,686 sq. km and 285,088 residents. The Programmefinances 272 distinct
projects in 91 settlements.
The ARDOP LEADER+ measure
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The implementation of the ARDOP (ARDOP) LEADER+ measure started in May, 2005 by holding
briefings and preparatory training sessions at county and regional levels. The preliminary tender was
called in June, 2005 in the selection procedure of two rounds of the LEADER local action groups. The
preliminary tender attracted applications by 187 local potential action groups, representing 2,362
settlements (75% of the total) and 3,434,818 residents (34% of the Hungarian population).
On the average about 12 settlements and 18,000 residents belong to one applicant action group. Of the
186 action groups 149 qualified for the second round of applications. After the second round of
applications launched in November, 2005 70 LEADER action groups were selected, owing to the
support totalling 6.3 billion HUF. There are 920 communities located on the territory of the winning
action groups, where about 1.5 million people live.
In the framework of the LEADER+ measure the Hungarian LEADER Association is providing
information and experience exchange and building international relations for the Hungarian Local
Action Groups was selected in April, 2006. The winning action groups started the implementation of
their local rural development programmes in the summer of 2006. The action groups are characterized
by underpopulatedness and low number of settlements – as compared with the European practice, as
well as the dominance of local municipalities – resulting from the national settlement structure.
Through the SAPARD Programme, the Agriculture and Rural Development Operational
Programme (ARDOP) and the National Rural Development Plan (NRDP) a great number of
development actions have been effectuated in the Hungarian agriculture by promoting mitigation of
drawbacks of competitiveness of Hungarian farmers, better utilisation of production site conditions
and strengthening of environment-conscious farming activities, thereby also generating structural
changes. These programmes have also contributed to the moderation of differences between urbanised
and rural areas and the diminishing growth rate of the differences.
At the present programming period (2007-2013) Hungary builds on the achievements of the previous
period. Even though favourable processes have started, modest financial resources and the short
timespan (5-6 years) don't proved to be sufficient, therefore further efforts are needed for a continuing
improvement and consolidation of the results.
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As we have already mentioned the measures of Axis I. serve the aim of further modernisation of
production by encouraging farmers also to structural changes, resulting primarily in quality
improvement. Modernisation is handled in a complex manner through the harmonisation of measures,
in order to counterbalance the well-defined weak points and the utilisation of strengths. In terms of
complexity the technical development of agriculture and forestry are supported by measures serving
improvement of human resources (training, information, support of young farmers, early retirement),
and farmers are also helped by modernised and extended consultancy system. The measures support
cooperation of farmers (within producer groups), in the interest of their stronger market position. The
programme provides possibilities to economically unviable farmers to stabilisation and change of their
production structure. Development schemes targeting increase of value and improved quality of
agricultural goods and forestry products, moreover infrastructural development for meeting
community standards in technological modernisation, while on the other hand innovative development
schemes in the food processing sectorand participation in food quality systems are coming to the
forefront. The measures enhance channelling the cereal production surpluses by encouraging
bioenergy production (bio-fuel) and in animal husbandry through the creation of modernisation
opportunities. Agriculture and forestry can gain bigger role in bioenergy production. Beyond bio-fuel
production also the energy-oriented cultivation of forests as well as biogas production are supported
activities. Measures linked to more rational land use and protection of the environment are grouped
around
Axis II., forming basically two sub-systems. The measures compensating costs incurred and income
foregone resulting from respecting commitments going beyond the relevant standards belong to the
first one. By compensation-type support schemes a successful agro-environmental programme will
continue, involving also Nature 2000 areas into the sphere of support schemes. Through these
measures the farmers are encouraged to mitigate the burden on environment, to safeguard bio-diversity
and to help protecting living waters. Keeping a number of native domestic animals doesn't constitute
interest of the farmers from an economic consideration, but the valuable genetic basis, that they
provide, may be utilised also for crossbreeding purposes. In the interest of their conservation support
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is given to all those, who undertake raising this livestock. Support for regions with unfavourable
endowments have an important role in keeping extensive agricultural farming alive, providing thereby
assistance to landscape protection and also promoting employment. Measures connected with land-use
constitute the other sub-system of this axis. From an efficiency aspect, the change of land use (serving
the improvement of efficiency of production, if agricultural use is set back at the less favoured
agricultural areas, and afforestation) is of accentuated importance, however – especially in the case of
the afforestation of non-agricultural land and agro-forestry systems – is of importance also from the
aspect of retaining bio-diversity.
The measures under Axis III. are aimed at improving the income-producing possibilities and quality
of life of residents of rural areas, primarily through the promotion of income-producing investment
projects – being the focus-point of the axis – that results in creating and keeping jobs. The program
makes it possible to develop rural undertakings in a comprehensive manner, including technical
development, use of training courses and advisory services, and assurance of compliance with quality
standards. It promotes the creation of new undertakings, improving the quality and added value of
products and services and establishment of entrepreneurs' integrations. The improvement of the quality
of life is aimed at primarily by providing access to services missing in rural regions, realized in
integrated community services venues and solutions adapted to local needs to ensure cost-efficiency.
The expansion of cultural and recreational possibilities, preservation and sustainable utilisation of the
of rural heritage means not only the development of agri-tourism, but it is also an indispensable
condition for improving the quality of life of rural residents. The local development strategies
prepared by the co-operations of representatives of the public and private sector (Local Rural
Development Communities), established as a result of the improvement of skills and capacities, help
in laying the foundation for these developments, their embedment and being part of a framework. The
institutional framework of the above is provided by the network of Local Rural Development Offices
operating at micro-region level and covering the entire territory of Hungary.13

13

New Hungary Rural Development Programme 2007-2013
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As we have already mentioned the AXIS III. of the New Hungary Rural Development Programme
2007-2013 contains the tourism as well, which is an important priority in addition to the LEADER
program . That is why we would like to introduce the tourism economic competitveness regarding the
economic crisis.

Notes

5. Nagyne Percsi K. (2006): The impact of quality on the competitiveness of pork verticum.
The doctoral (PhD) dissertation., Szent István University, 2006, Gödöllő, 163. p.

6.,7. European Commission, Agriculture and Rural Development: The CAP and the Lisbon
Strategy, 2008.

8. Tóth K. – Kozári J. (2005): Methods of Privatization of the Extension Systems. In: Acta
Agraria et Silvestria. Polskiej Akademii Nauk, Kraków. Vol. XLIV/2. 2005. 229-237. p.

9. J. Káposzta – H. Nagy (2009): Eligible regions of Structural and Cohesion Funds in the
EU in 2000-2006 and 2007-2013 programming periods: in „New elements and research in
spatial economy”, edited by J. Káposzta, Research Institute of J. Selye University, Komárno,
2009, ISBN 978-80-89234-72-1

10.,11.,13. New Hungary Rural Development Programme 2007-2013

12. Káposzta, J.-Nagy, H. (2008): Gross domestic product as an indicator of regions’
competitiveness. VII. Alps-Adria Scientific Workshop, Stara Lesna, Slovakia, 2008. (Cereal
Research Communications, DOI:10.1556/CRC.36.2008.Suppl.1). ISSN 0133-3720.
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3 Material and Methods:
In our study we are dealing with tourism as one of the national economic sectors and its
relations with the economic competitiveness regarding the economic crisis. According to the
estimates of WTO, tourism produces approx. 10 % of the GDP globally. According to several
studies, in Hungary it accounts for about 5% of the GDP, although in the case of certain
regions it has even more significant role. In gerenal, tourism has become more and more
significant in the past decade both globally and nationally until the crisis occured. Based on
the long-term predictions, the rising trend will continue in the future: its economic role will
strengthen, resulting in the improvement of the economic competitiveness. However, due to
the unstable global economic situation, the increase in tourism significantly slowed down last
year. The crisis had and still has worldwide influence, which can be clearly seen in the
tourism sector as well. Trends, habits and demands are changing, but the people are ready to
give up a lot of things due to compromises, but not the travelling. Domestic trips may come to
the frontline, resulting the increase in the contribution to GDP and improving the economic
competitiveness. Based on the history, we can state that economic crises facilitate
developement, since they require serious efforts and cooperation. Moreover, the responses to
the short-term crises may be linked to the proposals for long-term problems.
They can strengthen the structure of the whole tourism industry which can have positive
effects on the economic competitiveness of Hungary. The financial collision and the global
economic recession made the situation of tourism more difficult, which moderate the
consumption both in short- and middle-terms. The crisis has negative impacts on not only
private people but on businesses. According to their difficult economic situation, the number
of business trips and conferences has also significantly dropped. The general tendency in the
holiday tourism is that foreign trips to close destinations and domestic trips are becoming
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more and more popular. The duration of stay and the money spent on trips reduce. In order to
reduce the costs, the passengers buy fewer services, while they insist on high quality.
The crisis has less influence on luxury trips, the demand for such trips is further increasing.
As mentioned in the abstract, the number of foreign holiday trips increased by an average 7%
annually between 2004 and 2007. However, it halted in the second half of 2008 and this
trend is expected to continue in 2009. In yr-on-yr comparison, the international tourism
declined by 8% in the first quarter of 2009. Between January and March, 269 million tourists
traveled abroad worldwide, which is 22 million fewer than in the same period of 2008. The
crisis had rapid impact on Hungary’s tourism, similarly to other industries. The number of
both domestic and foreign tourists has dropped, still we can benefit from this situation. Due to
natural, gastronomical and cultural endowments of Hungary, it can be a perfect place for
leasure-time activities. Based on the abovementioned, due to the income spent in the
country’s territory, economic growth and improved competitiveness are expected.
The aim of the study is to examine the changes in Hungary’s tourism due to the new situation,
paying special attention to the change in the number of foreign visitors and consumer
demands. We have based our research primarily on the database of the CSO available for
2008 and 2009. We present the changes in tourism on charts and graphs as well. In addition,
with the help of a SWOT analysis, we show how the competitiveness has changed in
Hungary, with special attention to the tendencies of tourism. Due to a lot of natural beauties,
spas, touristical attractions and busy cultural life, as well as its developing infrastructure and
reviving spa culture, Hungary is attracting increasingly high number of foreigners. Castles,
historical places, museums, cultural, archeological and folk inheritage welcome the visitors
here. Therefore we wanted to examine the number of foreign visitors to Hungary.
Hungary has long been among those receiving countries where there is a price-value
balance and where attractive travel offers and services wait for the visitors. In our opinion,
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tourism responds to the changed possibilities and requirements relatively fast.14 In the Table
below we can see the distribution of the foreign visitors according to continents:

1.2 Table: The distribution of foreigners visiting to Hungary

The Table above well displays the share of visitors between 2005 and 2008. In 2005, 38.5
million people visited Hungary, while in 2008 this figure was 1 million higher. Although we
need to add that in the years between we could observe continuous rise, so the data for
2008 is about 7% lower than that of 2007. Despite of this, the economic competitiveness data
reflect that the tourism still has favourable influence on the economy, since the money spent
within the country borders can be returned into the economy, boosting its development
(Magyar Turizmus Zrt., 2008). 98% of the foreign visitors came from Europe, 83% from the
European Union, while 70% from the neighbouring countries. 85% of those who crossed the
Hungarian borders from the neighbouring countries came from Romania, Slovakia and
Austria. As we mentioned earlier, in 2008 there was a decrease in the number of foreign
visitors compared to 2007. The figure in 2008 was 39.5 million, while that of 2007 was 42
million, therefore we can observe a halt in the continuous annual increase of 3–7%.
After examining the number of foreign visitors, we also need to examine the duration
of their stay. It would be interesting to see if there is coherence between the duration of stay
and the money spent, the quality and quantity of services taken. According to a recent survey
by Eurobarometer, due to the economic crisis only one in six Europeans goes on holiday
this year, and one-third state that the economic crisis has influenced their summer plans.

14

Villányi et al., (2007)
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However, those who go on holiday, travel for only shorter periods and especially in the preor post-season.
The signs of the crisis could alraedy be clearly seen both in the 2007 and 2008 touristical
data, because we can see the shift towards the short-term holidays. The number of visitors
coming for only one day has been slowly increasing since 2006, while that of those who come
for 4 or more days has been decreasing. The number of those who come for 1-3 days fell in
2007 by 7%, but the decline was not significant, because their number started to rise again in
2008.
1.2 Figures: The distribution of tourists visiting to Hungary according to the duration of
stay

We considered it important to examine how the crisis had influenced the duration of the
foreigners’ stay in Hungary. On the Table above we can clearly see that between July and
September 2008, the tourists preferred longer trips. Compared to this, there were only a few
who visited our country for 1-3 days. Athough, after the crisis, this figure dramatically
decreased and it started to increase again in the second quarter of 2009, reaching only the
50% of the previous figure. Among those who came for more than one day, the duration of
the short trips rose by 0.2%, while that of the longer trips dropped by 1%. The average
duration was 2.5 days.
Due to the seasonal character of our tourism, both the number of visitors and the duration
are the highest in summer – in the third quarter. 36% of the foreigners arrive in that period
with 34% of those who come for more than one day. Obviously, the high figures of the third
quarter can be considered the tendencies of the peak season as well. At the end of 2007,
Hungary joined the Schengen zone, resulting in the free border crossings among the
countries and the abolishment of the border control on the borders with Austria, Slovakia and
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Slovenia. Passengers coming from or going to any Schengen countries have not been
controlled at Ferihegy either since 1 April 2008. Opening the abovementioned borders has
clearly boosted the traffic.
As it was mentioned in our introduction, the Hungarian touristical regions are various from
several aspects, e.g. the quantity and quality of the touristical services and the related
competitiveness. In general, in those regions where there is a wide range of touristical
services, the GDP values are higher as well. Therefore, the spatial competitiveness shows also
favourable picture in those NUTS II regions.
In Hungary there are nine touristical regions with their own individual touristical supply.
These regions are as follows: North Hungary Region, Tisza Lake Region, North Great Plain
Region, South Great Plain Region, Budapest-Middle Danube Region, Middle Transdanubia
Region, West Transdanubia Region, South Transdanubia Region, Balaton.
The regions are defined on the basis of Act 4/2000. (II. 2.) by the Ministry of Economy,
defnining nine regions instead of the former eight. The territory of the regions differ from that
of the other administration units e.g. county, statistical sub-regions, holiday district and that of
the statistical regions defined by the Act 1996. XXI as well. We had to create them because
the European Union primarily supports the development of the regions and created a
statistical system called NUTS system. In Hungary there were two aspects considered when
creating the regions: the borders of the counties must match those of the regions and the
population of each region would be nearly the same.
1.3 Figure: Touristical regions of Hungary

Our most important sending markets had various representations in the different
touristical regions. At Lake Balaton and Budapest-Middle Danube Region the Austrian and
French visitors contributed to the positive balance, while in West Transdanubia Region the
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number of Italian, Austrian and American visitors increased sharply. In the other regions,
there was only slight increase in the traffic from the different markets. At Lake Balaton, the
number of German and American tourists has dropped, while in Budapest-Middle Danube
Region that of the Dutch, Polish, British, German, Romanian, Spanish and American visitors
had the same tendency. In North- and South Great Plain Regions the Romanian, in North
Hungary Region the Polish, in Middle Transdanubia Region the British and the German, in
West Transdanubia the German and Romanian tourists spent far fewer nights here than
earlier. The nights spent by tourists at Lake Balaton and in Budapest between January and
December 2008 were 2 and 3% lower than one year before, regardless that the number of
visitors to Lake Balaton showed decrease only.
The touristical traffic exceeded that of the same period of the previous year in West
Transdanubia, North Great Plain Region and South Great Plain Region. The share of
foreigners in the total number of visitors in the first three months of 2009 represented 42.4%,
while in the nights spent, their share was 47.6%. The incoming tourism was determining
primarily in Budapest-Middle Danube Region Region, where the foreigners represented threefourth of the guest nigths.
1.4 Figure: The share of foreigners who spent minimum one night in a Hungarian
region, 2008
We found it interesting that the rate of nights spent by foreigners was much higher in West
Transdanubia Region (39.8%), at Lake Balaton (36.4%) and in Middle Transdanubia Region
(34.6%) than in the other regions. It is in close correlation with the spatial competitiveness,
since apart from the competitiveness figures of Central- Hungary, the competitiveness
indicators were the highest in these three reions in the past few years.
The number of nights spent by foreigners shows high territorial concentration. More
than eight-tenth of the foreign nights were registered in the three most popular regions
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between January and March 2009: in Budapest-Middle Danube Region (62.6%), in West
Transdanubia Region (11.7%) and at Lake Balaton (11.5%). However, there is a remarkable
and unbelievable decline in the second quarter of 2009. While at the end of 2008, 43% of the
tourists coming for more than one day spent their leasure time in Budapest, this figure
decreased at the beginning of 2009, reaching only 9.5% in the second quarter. The same
dramatic decline could be observed at Lake Balaton, from 5.3% to 1.9%. The “competition”
in the second quarter of 2009 was “won” by Middle Transdanubia Region, South Great Plain
Region, West Transdanubia Region and North Great Plain Region.

The current unfavourable effects influence mainly the competitiveness of
Budapest. One of the reasons is that most of the business trips concentrate on the capital.
Companies either book for shorter periods due to cost-savings or cancel their bookings.
On the other hand, under more difficult circumstances the number of shorter trips in the
off-season decreases (e.g. sightseeing) and the internal demand cannot offset the decline in
the number of foreigners in the capital.

Those who come for more than one day – with an average duration of 7.1 days – came
mostly from Germany and Austria. The number of visitors has slightly increased from both
countries compared to the same period of 2008. The number of tourists coming for one day
rose by 7%, out of which 40% was just traveling through Hungary. The rate of daily
shoppers is also high (37%), rising to one and a half times higher rate in one year compared
to the previous year. Most of the people who come for one day and who are not from the
neighbouring countries just travel through our country and those coming from Bulgaria and
France all just travel through. Out of the neighbouring countries, the highest rate of those who
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travel through is from Romania (71%). The most people came from Austria and Slovakia with
touristical purposes.
In 2008, foreigners spent 97.4 million days in Hungary all together. Days spent by those
who came for one day – which represents one-third of the total number of days – was almost
unchanged compared to the data of 2007. The Figure below shows that their expenses have
increased significantly. They spent 90 million HUF more than in 2007 despite of the fact that
there was not any change in the number of visitors, which has a very favourable impact on our
economy. Despite of the crisis more people visited our country for one day in the first half of
2009 than in the same period of 2008, and their expenses exceeded the data of January-June
of the previous year with HUF 44 million. The cost per capita per day in 2004 was HUF
8,900, rising to HUF 10,500 to 2008. That figure is HUF 12,800 in the first quarter of 2009.

1.5 Figure: The number of people staying for one day and their expenses

The case of those who come for more days is the similar to that of those coming for one
day. In 2008, the number and the share of those who came for 1-3 days decreased, but their
expenses are in reverse correlation with it. According to the data fewer people wished to
spend some time in the country, but those who have come, spent almost HUF 20 million more
than in 2007.15 Comapring these data with the actual year we can state that though far fewer
tourists arrived between January and June in 2009 and such low figures could not be
observed in any quarters of 2008, they spent even far more on the services. In addition to
the analysis of the CSO data, we have also prepared the SWOT analysis of the Hungarian
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H. Nagy –T. Tóth (2008)
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tourism industry, thus we can have quality factors added to the quantitative features to find
out and define the fundamental correlations.
1.3 Table: SWOT analyse

After carrying out the analysis, it can be stated that tourism is one of the most dynamically
developing driving force in the world. Spectacular and successful developments have been
carried out in the sector in Hungary recently. The single European internal market, the everincreasing competition in tourism, the changing consumer demands and the traveling forms
all justify that the development of tourism must be done consciously and along definite
objectives.
Notes
14. L. Villányi – S. Zsarnóczai J. – L. (2007): Rural development supports for Hungary in
light of EU demands between 2007-2013, II. International Scientific Conference on “Hungary
and Azerbaijan: Dialogue of Cultures, Budapest, 2007.
15. H. Nagy – T. Tóth (2008): The Current and Future Trends of the Tourism Industry in
Hungary, Visits of Foreign Tourists to Hungary „Before and After Schengen”. XI.
International Scientific Days, Gyöngyös, 2008.
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4. Results

Taking part in tourism has several benefits. Based on our research we can highlight the
followings.
•

It is good to our health (going on trips, going to wellness spas, taking massage etc.).
Basically it may increase the years of our lives lived healthy (unfortunately most of
the Hungarians suffer from severe locomotor, rheumatic and neurotical diseases,
although we have a lot of thermal water which can be used for medical purposes);

•

It facilitates the gaining of new information, e.g. languages or our own culture and
the adoption of other cultures;

•

It has significant role in forming the approaches of new generations (friendliness,
hospitality, tolerance);

•

If it is done right, it maked more income, it creates and maintain jobs, thus it
increases the standard of living.

Based on our research we can characterize the status of the national tourism with the
following thoughts: Regarding the money spent by one tourist we are in the middle of
Europe, reflected by the competitiveness ranks related to tourism as well. We lag behind our
possibilities,which is due to the lack of high quality and complex services and the
inappropriate price/value rate, especially in the countryside. The territorial concentration is
quite high; Budapest and the Balaton region represent almost 50% of the performance of the
tourism. It needs to be highlighted that the seasonal concentration is very high. There are
only few attractions that are suitable for making the season longer, so the peak season is very
short making the touristical service providers maximalize their profits.
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Furthermore, according to us, we need to focus on quality-oriented behaviour, so that the
acknowledged and high quality as well as the physical and communication access may
come to the frontline instead of the price-competition and so that the major competition factor
among the competitors could be the supply of attractive additional services. The sector must
provide safe existence and attractive perspective for both the entrepreneurs and employees,
the rentability of businesses must improve to take the enterprises aiming at short-term profits
away from the market. We need to distinguish those destinations and services that form our
activity to become environmentally conscious. Due to the development primarily of the
health tourism, cultural, natural and landscape attractions as well as congress tourism,
Hungary may become even more well-known and preferred destination in the coming 8-10
years.
Overall, we have come to the point that the touristical regions cannot be handled in their
current structure in long-terms, because they are based on the county borders. The
destinations should be dealt with according to their endowments in their own natural unit.
Regarding the preferred destinations, the international market position of Budapest has to
be maintained, while in the case of Balaton, the aim is to form it to the largest multiseasonal leasure center of the country in the next decade. Based on the abovementioned,
we have drawn up a few recommendations to improve the competitiveness of the touristical
regions:
•

It would be recommended to focus on the domestic market and the neighbouring
countries as well, targeting our resources and marketing actions to the these countries
more than earlier;

•

A more moderate and maintaining marketing is necessary on farther markets;

•

It would be important to take advantage of the benefits of transit traffic; to create the
service background along the highways and motorways;
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•

In order to receive visitors, we need accomodation supply that meets the market
demand. It is important that the territorial distribution of accommodation and
catering places must match that of the touristical attractions, i.e. to cretate
complex touristical supply. The quality of the famous Hungarian hospitality must
reflect its fame and friendly and reliable places must serve both the tourists and the
local population;

•

Meeting the EU’s subsidiarity principle, the objective is that the funds and the
decision-making levels must be at those levels where the touristical tasks are
carried out in the most efficient way.

5. Conclusion
On one hand Leader+ was one of four initiatives financed by EU Structural Funds and was
designed to help rural actors consider the long-term potential of their local region. Rural
development should give an impulse to the human and communal resources, the local
management, the entrepreneurs and the innovation, and should also contribute to the
deliberate and effective cooperation of the population.
As we have already mentioned the LEADER programme provides tools for the communities
themselves, who -more than anybody- are aware of their needs and are willing to implement
the long-term development objectives of their own inhabitancies. It enables the residents of
smaller settlements to decide on the changes of their own immediate environment.
Prior to the EU accession, Hungary had launched an Experimental Programme for the period
2004-2006 as preparation for entering the LEADER+ Programme. The majority of the work
started in summer 2005 when the Ministry of Agriculture and Rural Development called for
the selection of action groups. 70 action groups were granted subsidy in March 2006 to
implement their local rural development plans. The action groups covered only 1/3 of the
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country’s territory. In accordance to their development plans, 85% of the subsidy was
obtained by the final beneficiaries through local tendering procedures.
Majority of the projects financed by the program are still in implementation. The program
continues in the period of 2007-2013. Hungary is a young explorer on a long road, but with
good program and plans, by utilizing the financial possibilities and by territorial collaboration,
the results will speak for themselves. 96 Local Communities were approved in which the
presence of the public sector is in minority besides local enterprises and NGO’s. Planning
process is focusing on improving economic value in the frame of axe of rural development,
especially tourism, protecting rural heritage, development of micro enterprises, renewal of
villages etc. The Hungarian Ministry of Agriculture and Rural development has implemented
singular software in Europe for the planning process. As a first step the program requires the
state of the current situation from which it generates problems and gives alternative solutions
for them. The needs of local players and the solutions generated by the program should be
harmonised at the end of the planning process in order to reach sustainability.
On the other hand summerizing the abovementioned we can state that the crisis has
worldwide impact and this can be established by the touristic tendencies as well. The trends,
the habits and the demands have changed, but the volume of the income originating
from tourism has not changed in Hungary. Therefore, tourism still has positive influence
on competitiveness. In our opinion, today’s world money has a very determining role and the
increase in the figures might be due to the decrease in the costs. But the case could even be
worse if people did not think in a way as they do nowadays. The are ready to make
compromise, to give up a lot of things, but the demand for travels, for relaxing and for new
experience is still in all of them and it will not change.
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1.1 Table: Leader+ is structured around three actions, in addition to technical assistance
Million EUR
Action

1:

Support

integrated

for 4.377,6

Share (%)
86,75

territorial

development strategies of a
pilot

nature

based

on

a

bottom-up approach
Action

2:

cooperation

Support
between

for 504,8

10

rural

territories
Action 3: Networking

68,7

1,36

Technical assistance

95,4

1,89

Source: New Hungary Rural Development Programme 2007-2013, 2007.
1.1 Figures: 7 administrative region on Nuts 2 level in Hungary
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Source: http://upload.wikimedia.org/wikipedia/commons/1/16/RegionsHungary.png

1.2 Table: The distribution of foreigners visiting to Hungary
2005

2006

2007

2008

FROM
WHICH

Thousand people

CONTINENT
Europe

37649

40008

41471

38553

Asia

344

348

373

368

Africa

17

20

22

21

America

490

521

533

549

Australia

54

66

68

63

Total

38554

40963

42399

39554

Source: CSO, own designing, 2009.
1.2 Figures: The distribution of tourists visiting to Hungary according to the duration of
stay
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1.3 Figure: Touristical regions of Hungary

Source: http://wikitravel.org/upload/shared//thumb/d/d7/Hungary_colour.png/500pxHungary_colour.png
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1.4 Figure: The share of foreigners who spent minimum one night in a Hungarian
region, 2008

Source: CSO, own editing, 2009.

1.5 Figure: The number of people staying for one day and their expenses
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1.3 Table: SWOT analyse
•

Strengths

•

Weaknesses

•

Central location in Europe

•

High seasonal concentration

•

Widespread touristical investment

•

The country is not really well-known,

opportunities
•

Various touristical attractions

•

Lake Balaton is the biggest sweet water

lack of image
•

term profit maximalization
•

lake of Central-Europe, suitable for
family holiday and sports
•

Lack of client-oriented approach, short-

Inapprorpiate utilization of cultural
values

•

Budapest is a unique metropolis

1975

Inappropriate infrastructure

•

Medical factors for touristical purposes,
the leading thermal water supply of

•

Shortages in environmental culture

•

Lack of complex products and services

•

Lack of language skills

•

High territorial concentration (Budapest,

Europe
•

Individual gastronomy

•

Architecture, rich cultural heritage

•

Traditional craftsworks, art life

•

Bridge between cultures
•

Balaton)
•

•

Opportunities

•

Targeted development policy

•

Strengthening role of World Heritages

•

Threats

Lagging behind in sustainable
development

and national parks on the touristical
markets
•

Lack of necessary development funds

Expanding demand for new, special

•

Occuring of terrorism

•

Influence of cultures on one another

•

Worsening price/values rate

•

Fashion-oriented character of the

touristical attractions and events
•

Increasing need for guaranteed program
holiday travels’ market
supply

•

Continous development of the role of IT
and internet

1976

•

Expansion of the creative incentivedemand

•

Increasing number of health touristical
investments and programs

•

Increasing role of air transportation

Source: own research, 2007.
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Technical efficiency and X-efficiency
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Abstract: The objective of this paper is to show the difference between the concept of
technical efficiency and X-efficiency. Using firm-level data from the sample of farm data
obtained from the Research Institute for Agricultural Economics and Nutrition in Bratislava.,
the difference have been demonstrates empirically.
Key Words: technical efficiency, x-efficiency
Introduction:
Technical efficiency is defined as the ability and willingness of an economic unit to produce
the maximum possible output from a given combination of inputs and technology regardless
of market prices of outputs and inputs, and demand (Farrell, 1977).
Leibenstein argued that X-efficiency involves firms using their resources in a rational manner
consistent with some empirically determined performance standards to produce the maximum
possible output. (Leibenstein, 1978).
Profit maximization may be considered as an empirically determined performance standard.
Then, X-efficiency is composed of two components – technical and allocative efficiencies. In
other words, X-efficiency refers to the concept of economic efficiency. The only difference
between the neoclassical concept of economic efficiency and X-efficiency is that unlike the
former analysis, the latter does not assume internal (technical) efficiency within the firm.
Following Leibenstein's arguments, achieving internal efficiency depends on the levels of
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effort exerted by firms. Therefore, when someone measures technical inefficiency, it need not
be always X-inefficiency.
Studies which have synonymously used the concepts of technical efficiency and X-efficiency
include Martin and Page (1983), among others. Recently, Chi (1988) discussed intra-firm
differentials of X-efficiency of Taiwan's sugar industry, while estimating only technical
efficiency. The objective of this paper is to set up a simpler and empirically testable form, the
notions of these efficiency measures which are applicable in the context of non-price and
organizational decisions of the firm, using the sample of farm data obtained from the
Research Institute for Agricultural Economics and Nutrition in Bratislava.
The next section briefly discusses the model to measure both technical and X-efficiencies
which are firm-specific using the frontier production function methodology. The following
section explains the estimation procedures. The next section examines the empirical results
and final section brings out the overall conclusions of this paper.

Material and Methods:
Consider the basic concept of the production function in the neoclassical theory of the firm

y = f i ( x1 , x2 ,...xm ) / T

i = 1, 2,...N

The above production function of the ith firm is in conformity with the neoclassical theory of
production and shows the maximum possible output y, for the given levels of the inputs xi’s
and technology T. This is called the frontier production function of the ith firm in the literature
(Aigner, Lovell and Smith, 1977 and Meeusen and Van den Broeck, 1977). This is also
named as the outer bound production function by Friedman (1967) and Leibenstein (1966),
implying a limit to the inputs-output transformation for a given level of technology. Now, a
modified neoclassical production function can be defined as follows. The logic behind the
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(1)

situation in which the ith firm may be producing below the production function (1) and so
lower than y*, can be explained in two different ways. One, the conventional production
analysis, generally assumes that differences between the maximum possible an actual outputs
are not very important and are distributed randomly across firms. Two, the frontier production
methodology and Lebenstein’s outer bound production approach assume that such observed
differences are not just random or non-economic events, but are due to the influence of certain
non-price and organizational factors.
These non-price and organizational factors which are firm-specific are difficult to measure.
Nevertheless, the combined influence of these factors on the difference between the maximum
possible and actual outputs can be modeled as follows:
yi = yi∗ exp(ui )
Where yi refers to the actual output realized and ui refers to the combined influence of nonprice and organizational factors which are firm-specific. In other words, these additional
factors influence the technical aspects or technical efficiency of producing y in (2). Once, this
influence is accounted for, without measurement errors, the differences between the
maximum possible and observed outputs should become insignificant and may actually
disappear.
When u takes the value zero, the firm realizes its technical efficiency fully and produces the
maximum possible output; u takes a value less than zero, if the firm does not realize its
technical efficiency fully (that is technically inefficient), and produce the output smaller than
its maximum possible output. Further, the maximum possible output can vary either randomly
across firms, or over time for the same firm. On this interpretation, the maximum possible
output is stochastic and accordingly, the firm-specific actual output is given by adding a
statistical random disturbance term v to (2) as,
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(2)

yi = yi∗ exp(ui + vi )

(3)

A measure of technical efficiency is then defined as follows:

exp(ui ) =

yi / ui
y exp(vi ) / ui = 0
∗
i

This measure necessarily varies between 0 and 1 and does not involve the components of
price efficiency. Therefore, technical inefficiency can be measured as 1 − exp ( ui )  . Two
observations should be made about this measure of technical efficiency. One, as this measure
compares the firm’s actual output with its own maximum possible output, given its resources
and environment, it provides a realistic measure of the firm’s efficiency. Two, even though
technical efficiency measures may be the same for a number of firms, this does not mean that
all these firms have obtained the same actual output levels.
Leibenstein (1978) claims that the concept of technical efficiency is within the domain of
neoclassical economics and that X-efficiency is a much broader concept, both these
approaches can be reconciled. The argument that the maximizing behavior can be interpreted
as reaching empirically determined performance standards still leaves intact the fundamental
equilibrium concept of economics, while this need not lead to the automatic presumption that
firms always intend to achieve their best (Rozen, 1985). Thus, it can be argued that the Xefficiency theory does not reject the neoclassical framework but facilitates explanation for
differences in performance observed. Frontier production function methodology can be used
to explain and measure X-efficiency at the firm level. Basically, X-efficiency means the
extent to which firms fail to use their resources consistent with the determined performance
standards to realize their production potential given by the maximum possible output. The
maximum possible output which is rationally consistent with the firm’s resources is identified
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(4)

with the point of tangency between the frontier production function defined above in (3) and
the firm-specific price or the budget constrains indicating the set performance standards.
A measure of X-efficiency of the ith firm in terms of output level can be defined as the ratio of
actual output to the x-efficient output. Let this ratio be named as K.

X-eff : K =

yi given ui
yi given ui = 0

The above measure of K can be ≥≤ 1, depending on both the actual level, and the point of
tangency of the price plane with the frontier function. When K > 1 , this mean that firm’s
production are not consistent with the empirically determined performance standards (profit
maximization) because they are overutilizing their inputs, even if they are on their frontiers.
Next, K < 1 implies that firms are underutilizing their inputs, even if they are producing on
their frontiers. When K = 1 , firms are said to be x-efficient. When K ≠ 1 , this means that
firms are x-inefficient. Therefore a measure of x-inefficiency can be obtained as 1 − K .
It is evident that the X-efficient output is both technically and allocative efficient. However,
there is a distinction between this technical efficiency component of the X-efficiency and the
technical efficiency measured by equation (4). The former involves efficient employment
(technical efficiency) of optimal combination of factor proportions (allocative efficiency),
while the latter concerns efficient use of the actual combination of inputs employed which
may or may not be the appropriate factor combination at market prices.
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(5)

Results:
The data employed for the stochastic frontier analysis are taken from a sample of farm data
obtained from the Research Institute for Agricultural Economics and Nutrition in Bratislava
(VÚEPP) in 2000.
The sample summary statistics for these variables are presented in Table 1.
Table 1 Summary statistics for variables (logarithmic values) of the stochastic frontier production model
variable |
mean
min
max
sd
cv
N
---------+-----------------------------------------------------------Output | 9.100563 6.761573 10.81302 .8638162
.094919
256
Labour | 7.913062 5.209486 9.350711 .7574985 .0957276
256
Material | 8.706071 7.007601 10.72676 .7101655 .0815713
256
Capital |
9.83516 7.682482 11.42071 .9093246 .0924565
256
Services |
7.45316 5.105946 9.051696
.744634 .0999085
256
----------------------------------------------------------------------

mean = arithmetic mean, max = maximum, min =minimum, sd = standard deviation,
cv = coefficient of variation, N = number of observation
Source: own calculation

A Cobb-Douglas type of production function was estimated, using the above data
ln(output ) = β 0 + β1 ∗ ln( Labour ) + β 2 ∗ ln( Material ) + β3 ∗ ln(Capital ) + β 4 ∗ ln( Services) + ui + vi

The maximum likelihood estimates of the parameters of the above Cobb-Douglas function are
given in Table 2. The production parameters are significant at the 5 percent level and they do
have theoretically acceptable signs. The parameter γ, which is the ratio of variance of firmspecific characteristics to total variance, is significant at the 1 percent level. This means that
the variation of firms’ actual output from their maximum possible outputs – technical
inefficiency – are not just due to unexplained random shocks but due to their unidentifiable
specific characteristics, which are denoted by the random variable u. The inclusion of the
random variable u, in explaining the variations of the dependent variable in equation (6), is
further tested using a generalized likelihood ratio. If the random variable u is absent from the
model, then the ordinary least squares estimates of the remaining parameters of the equation
(6) are maximum likelihood estimates.
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(6)

Table 2 Maximum likelihood estimates of the parameters for Cobb-Douglas production function
Stoc. frontier normal/half-normal model

Number of obs
Wald chi2(4)
Prob > chi2

Log likelihood = -3.5449985

=
=
=

256
1635.83
0.0000

-----------------------------------------------------------------------------Output |
Coef.
Std. Err.
z
P>|z|
[95% Conf. Interval]
-------------+---------------------------------------------------------------Labour |
.2346021
.0228863
10.25
0.000
.1897458
.2794584
Material |
.6266504
.0403333
15.54
0.000
.5475986
.7057022
Capital |
.0585333
.0235538
2.49
0.013
.0123686
.1046979
Services |
.3072674
.0228102
13.47
0.000
.2625603
.3519746
_cons | -.7701164
.2767353
-2.78
0.005
-1.312508
-.2277252
-------------+---------------------------------------------------------------/lnsig2v | -4.437071
.4798198
-9.25
0.000
-5.3775
-3.496641
/lnsig2u | -1.876005
.1847726
-10.15
0.000
-2.238153
-1.513857
-------------+---------------------------------------------------------------sigma_v |
.1087683
.0260946
.0679658
.174066
sigma_u |
.3914089
.0361608
.3265813
.469105
sigma2 |
.1650315
.0242559
.1174908
.2125721
lambda |
3.598557
.0585518
3.483798
3.713316
-----------------------------------------------------------------------------Likelihood-ratio test of sigma_u=0: chibar2(01) = 27.44 Prob>=chibar2 = 0.000

Source: own calculation

The firm-specific individual technical efficiency measures are presented in Figure 1. The
results show that there is a wide variation in technical efficiency among the sample farms.
Technical efficiency measures vary from 0.213 to 0.959.
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Figure 1 Distribution of level of technical efficiency with normal density plot
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The firm-specific individual measures of K are given in the form of frequency distribution in
Figure 2. Again a wide variation in the ratio of actual to the X-efficient output at the firm
level. As expected, some sample farms seem to be overutilizing their inputs, while some
appear to be underutilizing, as K is greater than and less than 1 respectively. The ratios range
from 0.820 to 1.019. Firm-specific X-inefficiency measures can be obtained as 1 − K ,
because when K = 1 this means that farms are X-efficient. The X-inefficiency measures range
from 0.001% to 17.929%
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Figure 2 Distribution of K with normal density plot
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Conclusion:
The measurement of firm-specific technical inefficiency is determined by examining whether
firms are able to produce on their production frontiers. The measurement of firm-specific Xinefficiency is determined by not only examining whether firms are producing on their

1985

frontiers, but also examining whether they are using the combination of inputs consistent with
some set performance standards. This means that the concept of technical efficiency is
different from the concept of X-efficiency. The hypothesis tested in this paper is that the
possibility of the measure of X-inefficiency being overestimated by the measure of technical
inefficiency cannot be ruled out. This study also demonstrates that it is possible to measure Xefficiency within a modified neoclassical framework, using the frontier production
methodology.
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THE SIGNIFICANCE OF FARM MANAGEMENT IN
EXTENSION PROGRAMMES IN HUNGARY
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1

Szent Istvan University, Godollo, Hungary

Abstract: Following the political and economic transition in Hungary most of the agricultural
producers who acquired land after do not have the information needed for effective
production. In order to ensure the necessary information the government has created a multilevel extension service structure which has changed and improved significantly over the last
seven years. As a result of this improvement more and more producers recognise the
possibilities in extension and each year there are more people demanding these services.

However, up until now the synchrony between the needs of producers and the services offered
by consultants has not been established. Evidence of this fact is that the consultants working
in the field of farm management have many more contracts than those working in the field of
production technology.

In this study the needs related to farm management knowledge by producers and the services
provided by consultants are analysed. Our aim is to contribute to making extension and the
education of farm management more effective by our recommendations based on the
conclusions.

Keywords: farm management, agricultural extension, advisors
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Introduction

Due to the effect of the political and economic transition in Hungary, begun in 1989, a
privatisation procedure took place which had a great influence on the agricultural sector.
Before transition the proportion of private land ownership was 2.5%. According to the
changes in the law regarding land-ownership almost 90% of the area of agricultural
production went into private ownership.

The transformation of co-operatives was carried out in the first half of 1993. The
transformation procedure involved individual and team secessions and splits. Probably these
changes influenced 25-30% of the total co-operative assets and one third of the membership of
co-operatives. A fraction of the succeeded co-operative members wanted to make use of their
land and these assets became private property within the framework of the already
transformed, new-type co-operatives, while other members started their own businesses on
their newly privatised land.

Often small enterprises could not solve the problems they faced and failed to receive answers
to their questions related to production. The reasons for this were partly that they did not have
agricultural qualifications and partly that the practical experience gained from large-scale
production was not appropriate for managing their own multi-level agricultural production.

The extension services operating in Hungary in the pre-transition era specialised on specific,
detailed technical problems and were oriented to large-scale production systems. Small-scale
producers could rarely gain information specifically beneficial to their needs.
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In 1989 the government began information providing aid-provision for producers as part of
the state-supported extension service, and separated input materials and services from the
supported and recommended technology distributed by companies, and those services of
interest provided by representatives.

According to the government regulations, only natural persons independent from interest
groups and legal entity corporations who held appropriate qualifications and practical
experience could register themselves as consultants at the Ministry of Agriculture. Currently,
we have a background of 7-years experience.
The purpose of this present study is to reveal the changes which have taken place to the
government-aided extension service system, including which specialist groups are supported,
what areas are covered by their activities, as well as their role in the farm management
extension service.

As background to the study the following research tools were employed:
•

the results of a questionnaire collected from producers and active consultants (between
2005 and 2009)

•

applications for support of extension services submitted to the Ministry of Agriculture and
Rural Development. From these proposals submitted we gained a view of the speciality
areas and programmes launched by consultants over past years.
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1. Background and institutional setting

Agricultural extension work in Hungary is carried out by three types of organisation working
in parallel, according to the nature of information offered. The system of extension is depicted
in figure 1.1.
Figure 1.1 Structure of the Hungarian Extension System

Extension carried out by County Agricultural Offices.

The Ministry of Agriculture and Rural Development has created County Agricultural Offices
in all the counties (19 counties in total) for more effective co-ordination of agricultural
production and subsidy. The Offices employ 30 to 60 village agriculturists, according to the
size of the county. Village agricultural managers, in their own area (15 to 20 thousand
inhabitants per area), carry out the registration of agricultural entrepreneurs, keep official
statistical and data registers, inform on government rulings concerning agricultural policy,
provide information concerning acquisition of government subsidies and further the
development of links between farmers and extensionists. They do not provide other
professional information. The target group of village agriculturists includes all agricultural
producers (both primary producers and entrepreneurs).1

Weak points: Farmers consider village agriculturists to be bureaucrats rather than advisors.
The primary reason for this is that they have to perform administrative tasks beside their
advisory work.

1

Káposzta J. – Nagy H. (2009))
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Extension work of registered freelance extensionists
The government created a decree regulating government subsidised extension in 1993,
distinguishing their services from extension available from companies disseminating input
materials and services, or specific technologies or the extension services available from
business federations. According to the regulations, natural persons with relevant training and
practical experience and independent of interest groups, as well as economic associations with
legal personalities, could be registered as advisors with the Ministry of Agriculture.

The government-subsidised extension system is implemented by freelance extensionists
registered and supervised by the Ministry of Agriculture, who establish relationships with
clients themselves. The list of registered extensionists is published from time to time in the
official journal of the Ministry of Agriculture.

Farmers who make contracts with a registered extensionist can reclaim a proportion of the
consultancy charges stated in contracts according to the figures in Table 1.1.

Table 1.1 Upper limit and proportion of subsidy

Currently in Hungary 600 registered advisors are active and provide advisory services.
Extensionists are obliged to participate in on-going training organised by higher educational
institutions each year. This on-going training is backed-up with examinations.

Registered extensionists prepare a report on their annual activities to the County Agricultural
Office. Contracts between the extensionist and the ministry authorities are extended on the
basis of the activities presented in the report and the feedback invited from the clientele.
1991

Weak points: Since the system depends on the inclination of the experts as to what field of
expertise and in which region of the country they have themselves registered, gaps in the
service will appear both professionally and geographically. That is, farmers have access to
advisory services which can vary regionally.

Extension work carried out by Regional Extension Centres
Freelance extensionists only serve those clients who have an annual income of between 1
million and 30 million forints. Primary producers with annual incomes of less than 1 million
forints can not take advantage of this extension service support. From January 1991 the
government also wanted to support this segment of the farming community, and accordingly
formed Regional Extension Centres at 11 institutions of higher education.

The task of the Regional Extension Centres is to provide a free of charge group advisory
service for farmers with incomes of less than 1 million HUF.
Groups of farmers (a minimum of 10 farmers) may apply for extension services to village
agriculturists serving their area, or directly to Regional Extension Centres. On the basis of
these requests the centres organise group extension services (primarily lectures,
demonstrations or courses), provide the sites and the extensionists (subject matter specialists).

Participation in the programmes is free of charge.
The resources necessary for the implementation of these programmes are provided by the
Ministry of Agriculture and Rural Development or the centres through the County
Agricultural Offices. Regional Extension Centres prepare a report every year to the County
Agricultural Offices.
1992

Weak points: The list of primary producers is not publicly available for the extension centres,
and thus information on extension services can reach the target group only in a roundabout
way, by the use of indirect marketing methods.

Notes

1. Káposzta J. – Nagy H. (2009), The role of agriculture in the Hungarian national
economy and in the development of rural areas. Delhi Business Review, Vol. 10, No.2.
July-December

2. Supported target groups

In Hungary, according to the matters listed above, government subsidises extension for
farmers with zero to 30 million forints income. Larger production co-operatives do not receive
extension subsidy, as they are able to employ their own specialists ensuring effective
production.
Extensionists serving small-scale farms apply several methods of information transfer in their
work. Registered extensionists, in the course of their compulsory annual on-going training, get
acquainted with the methods of knowledge transfer and accordingly apply these methods.

According to our survey extensionists give preference to the methods shown in Table 2.1.

1993

Table 2.1 Extension methods used by extensionists

Weak points: According to the data shown in Table 2, almost 60 per cent of extensionists do
not hold lectures for their clients and more than 90 per cent do not notify their clients of
current changes through the media.

Table 2.2 shows in what speciality areas extensionists had themselves registered. An
extensionist could be registered in a maximum of three fields of activity.

Table 2.2 Distribution of registered extensionists according to their activities

Weak points: in The fields of activity extensionists deal with shows a very uneven distribution
nation-wide. The Ministry could encourage the registration of more extensionists by ensuring
additional subsidies in some regions.

So far, we were able to meet all demands from farmers through the extension centres. This
was made possible by the involvement of agricultural higher education institutions. Recently,
the agricultural policy of the EU has appeared as a new element among the fields of activity.
Farmers (as already indicated in point 3) undertake an active part in selecting the themes of
the group extension programmes. Only those programmes demanded by them will be
implemented. The village agriculturist, with the input of local farmers, submit a report on all
programmes realised, including the title of the programme, its time and place, names of those
present, their address, main themes of the programme, names of lecturers and evaluation of
the programme. As a result, in the course of two years, a staff of extensionists has developed
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who are able to transfer new knowledge in a form appropriate to farmers and in language
suited to their education.2

Notes

2. Kozári J. (2000), Evaluation of Extension Systems. 2nd Conference on Central and
Eastern European Agricultural Extension. Eger. pp. 45-55.

3. Current status of farm management within the extension service system

The majority of agricultural holdings, which evolved after the change of regime, re-possessed
only the main areas of previously owned lands. The farmers’ means of production, capital and
technical knowledge indicate serious deficiencies. This being the case, the farmers main
objective has been survival, cutting expenditure by any means available, but there has been
little success economically. Available resources have been focussed only on the acquisition of
absolutely essential inputs (it is widely recognised that there has been a sharp decrease in the
use of chemical fertilisers, pesticides, certified seeds, etc., during this period). This frugality
also affected the employment of consultants (advisory services).
In the first years after the transition, extension services subsidised by the state were not
implemented, and so farmers were dependant on their own knowledge of production methods
based on their experience from working on co-operatives, or else would seek advice from the
former leaders of co-operatives (who would be agronomists).

2

Kozári J. (2000)
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Typically, the information sought above all related to production methods and technology.
Requests for consultancy have basically not increased, even in the years since the introduction
of government-funded, freelance extension services. The reasons for this are partly
attributable to the inadequacies of the extension service system:

1. Farmers were not aware of the mode of operation of consultation services. The
structure was introduced without adequate publicity.

2. Contrary to the previous practice of free advise, consultants now charged money for
the information and services they offered.

3. Making use of the assistance of consultants was accompanied by new bureaucratic
obligations.

As a consequence of the above less than 3 % of farmers took the opportunity to make use of
extension services up to 2008.3

Although the number and ratio of farmers employing consultation increased only slowly,
radical changes are observable in the information required.

Today, the proportion of farmers who can basically stabilise their output and attain basic
technological knowledge is growing continually, and thus agriculture is being strengthened by
them.
3

Kozári J. (2004)
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In addition to the solution of current production problems, increasingly an economic
management approach based on long-term planning, optimisation of costs, parameters of
economical production, etc., is developing. In business management, market orientation
comes to the fore.

Although old attitudes to agriculture which focus solely on production are still in currency,
most farmers are now getting the message that successful farm management necessarily
integrates marketing activities as well.

This recognition of the importance of management knowledge for farmers was also deepened
by the changes to the support system.

Following the change of regime, the national normative-based agricultural subsidy policy
shifted towards competition system.

In order to submit a substantial subsidy application, such as a credit application, business
plans, economic project calculations, market planning, cash-flow and in-depth sensitivity
studies need to be undertaken. At first these tasks were considered as unavoidable necessities
by farmers, but once an application was made and support or credit won, they were not
concerned with further implementing the prepared business plans due to their other tasks.
Several farmers however recognised the value of economic planning, and attributed their
success in stabilising their budges partly to this planning work. There are good examples of
this under the investment support schedule, under the framework of the 1996-98 PHARE-IPP
programme.
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In order to gain financial support it was obligatory to make a business plan, and in order to
undertake this it was possible to employ the services of an external consultant. Initially, this
requirement was seen by farmers as a necessary administrative burden, but during the course
of monitoring, confidence of farmers increased as returns on investment were profitable
without exception. Farmers recognised the significance of this demand on them, in spite of the
demands on their time and expertise.4

Methods of farm management were also hindered by poor record-keeping of production data.
A certain pressure was required in order that development could take place. From 1998
farmers were required to register themselves if they wished to take advantage of state
agricultural support programmes. Farmers experienced in the field of production technology
began to become increasingly conscious that improving their knowledge of business
management was a key to their success. After 1999 the emergence of free group consulting
programmes providing information on farm management could be seen as a natural
development to service farmers needs.

Examples of such farm management courses are offered below:
The importance and application of time-preference in economic calculations (compounding,
discounting, annuity etc.; The economic appraisal of long-term investments (NPV, IRR, DCF,
etc.; Utilising of machinery and equipment (selection and purchasing of machinery,
replacement of machinery, optimal life-time, acquisition of new or second hand machines,
leasing or hiring, etc.); Optimisation of livestock fattening times, replacement of breeding
livestock, planning the cropping system, optimisation of production structure of farm.
4

Kozári J. – Tóth K. (2005a)
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Notes

3. Kozári J. (2004), The Role of Higher Education and Extension for Environmen-friendly
Agriculture in Hungari. Extension Service in Rural Areas for Protecting Natural
Resources. RENE Conference Proceedings. Mosonmagyaróvár. pp. 206-213.
4. Kozári J. – Tóth K. (2005a), Privatization of Economic Policy Background of
Agricultural Extension in Western European Countries. Conference on „The role of
Education in the Process of Transition”. Prague. pp. 75-82. ISBN 80-213-1384-6

4. Farm management training and materials

Farm management teaching can be found as subject matter of both medium and higher level
education.
Between the ages of 14 and 18 students can get to know the fundamentals of farm
management. The knowledge acquired provides a sufficient basis to manage private farms.
In higher education (colleges, universities) students can become familiar with planning,
organisation, control and supervision of production, finances, marketing and personnel
management. The subject matter taught in Hungary is comparable with the subject matter
taught at universities of other countries.
Extensionists registered with the Ministry of Agriculture and Rural Development are obliged
to undergo annual refreshment training. Costs of the training are covered by the Ministry.
In the refreshment training of extensionists, in addition to the usual management knowledge,
the system of on-going agricultural administration, the administration of subsidies, knowledge
concerned with the EU, information knowledge and methodology of extension are parts of the
subject matter.
1999

Weak points: In the on-going training of extensionists and specialists of various fields no
emphasis was laid on the questions of management related to the field. For example, in the
courses dealing with plant protection only new chemicals were made known and the
mechanism of their action and methods of application. The course did not deal however, with
the questions of input-output relations and cost minimisation.

As already described in Point 3, the initiators of extension programmes are the farmers.
Programmes are started only where and in those themes which the farmers request.
In the field of farm management (decision making support) training programmes were started
on the request of the farmers as follows:
-

Safe food production by ensuring the conditions of quality production.

-

Taxation and book-keeping tasks of agricultural enterprises.

-

Agricultural policy of the EU from union level to farm level.

-

Development possibilities of sustainable agriculture with special regard to the questions of
production quality assurance, market regulation and integration related to joining EU.

-

Timely questions related to accession to the European Union.

-

Resource possibilities of production and investment.

-

Enterprise Economics: Finances and taxation.

-

Enterprise Economics: Legislation.

-

Enterprise Economics: Book keeping, documentation, agricultural subsidies, taxation,
VAT reclamation.

-

Managing support applications. Selling on markets.

-

Knowledge of taxation of primary producers.
2000

-

Regulations of taxation and Social Security payment.

-

Business economics knowledge.

-

Up-to-date book-keeping and accountancy knowledge.

-

Preconditions of starting up agricultural enterprises.

-

Agricultural regulators, agricultural subsidies.

Participation in the short, 4 to 8 hour programmes was free of charge, costs being covered by
the county agricultural offices out of the annual agricultural support grant.
Beyond this training, institutions initiate farmer training courses on their own initiative.
In Hungary themes of farm management are touched upon to various depths at the various
levels of farmer training. The main topics of the courses organised by Szent István University
are the following:

Fundamentals of decision making
The process of decision making
Classification of decisions
Tools of farm management
Definition of the aims of farm enterprises
Instruments of decision making
Economic principles
Production functions
Choosing the level of production
Setting up the accountancy system of the farm
Accounting periods
Methods of accounting
2001

Financial statements on the farm
The balance
Profitability statement
Financial statement
Analysis of enterprises and branches of production
Account information
Output factors and the past
Branch accounts and analysis
Planning and cost calculation methods
Processes of investment analysis
Compound interest
Steps of investment analysis
Risk evaluation and management
Resources of the farm
Forms of enterprise
Life cycles of farm and family
Size and growth of the farm
Relationships of costs and size
The growing process of the farm
Acquiring capital and credit
Buying and leasing land
Labour management
Planning labour demand
Recruiting farm employees
Fundamentals of human relations
2002

The above training programme, beyond the transfer of theoretical knowledge, contains
practical elements as well. Farmers, through examples, learn the more important calculations,
the processes of planning and decision making.
Costs of courses organised by educational institutions are refunded to a level of 50 per cent by
the Ministry of Agriculture and Rural Development.5

Weak points: This level of training is requested by less than 10 per cent of the farmers. The
overwhelming majority of farmers are willing to make do with a comparison of income and
output.
Notes

5.Kozári J. – Tóth K (2005b), The Role of Extensionin the Technical Improvement of
Agricultural Enterprises. 17. European Seminar on Extension Education. Izmir. pp. 169174.

5. Stakeholder needs assessment
The free of charge group programmes which we organised (527 in total) based on the request
of producers were evaluated by the Mid-Hungarian Regional Extension Service Centre (Szent
Istvan University). It should be remembered that the free of charge programmes could be
attended only by the owners of the smallest enterprises.
Table 5.1 shows the results of the surveys:

Table 5.1 Training topics demanded by producers
5

Kozári J. – Tóth K (2005b)
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By examining the table we can see that the management related courses were those least
demanded by the owners of the smallest enterprises.
The result was different in the case of larger properties and of those farmers who employed
the services of government-supported freelance consultants. These producers paid attention to
the changes in yield expenditure and their business plans and requested the help of their
consultants to a greater extent. Table 5.2 demonstrates this trend:

Table 5.2 The typical areas of activities carried out by contracted consultants for
producers
It is clear from the table that the farm management related topics made up 35.83% of
consultations. This high proportion is surprising if we consider table 3 which shows that only
59 people undertake farm management consultations. Presumably, the consultants working in
the field of farm management have signed more contracts than those who registered
themselves in other fields. This also suggests that producers qualifications are lowest in the
field of farm management.

It can also be seen in the table that within farm management the most demanded topics in
order of popularity were: Enterprise improving consultations, Making business plans,
Supporting market information, Financial consultations, Taxation consultations,
Strategic planning, and Public accountancy consultations.
Based on the survey carried out on the consultants in 1999 it became obvious that 50% of the
consultants would like to improve their knowledge in the field of farm management during
consultant training. Table 5.3 provides information on this:
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Table 5.3 The topics demanded by consultants for their training

Half of the consultants consider that management extension should be improved. Based on
practical experience it became clear that most problems arise through a lack of knowledge in
management.

Our surveys revealed that the demands for courses by producers differ depending on their
qualifications. It is remarkable that those producers who are most self-assured about their own
practical experience of production tend to have the lowest level of education. The case is
similar in the field of judiciary knowledge. Financial and taxation knowledge gain surprisingly
high scores even among entrepreneurs having the lowest level of qualification. This shows
that even this entrepreneur group has to recognise the role and importance of financial
processes in production. It is a pity that the importance of environmental knowledge was
recognised and appreciated only to a very limited extent, though it is a positive sign that the
importance of market information knowledge was consistently considered significant.

The application possibilities for applying sources of information were differently rated by
entrepreneurs. Less than half of the producers with less than 8 years elementary school
education regularly made use of published information booklets, while three-quarters of
university or college graduates would use such a service. The data suggests that the more
educated a producer is the more varied can be the sources of information used by consultants.

On the basis of land area our experience was that people producing on larger areas found it
more important to be kept regularly informed (Table 5.4).
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Table 5.4 Correlation between the land size and the demand for extension services

A consultant must trained continuously in order to be up-to-date in our fast changing world.
Most of the consultants questioned gain new information from agricultural journals and
publicity materials. Unfortunately utilisation of computer databases and international literature
is not yet well developed.
The information sources made use of are shown in Table 5.5

Table 5.5 Information sources of consultants

In the questionnaire consultants were asked to give suggestions regarding improving their
activities. The most common responses are listed in Table 5.6

Table 5.6 Suggestions regarding improving extension service

As is evident, the suggestions focus mainly on gaining information and establishing technical
background. There were no suggestions regarding information disseminating equipment,
though such facilities could help the efficiency of knowledge dissemination significantly,
particularly in the field of farm management. There is still much to be done related to issues of
production and financial record-keeping.6
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Notes

1. Kozári J.– Tóth K. (2005c), Privatization of Economic Policy Background of
Agricultural Extension in Western European Countries. In: The Role of Education in
the Process of Transition, from Consumer Society to Knowledge Society. Czech
University of Agriculture. Prague. 2005. pp. 75-83..

Conclusions and recommendations

One of the biggest problems in Hungary is the slow uptake of intellectual products, scientific
results and outstanding practical experiences.

According to technical sources the time required for new methods to become utilised takes 34 times longer in Hungary than in developed countries. It is a common experience all over the
world that extension services are a prerequisite for agricultural development work in the
process of planning, realisation and further development.

It can be stated that there is an class of agricultural producer developing in Hungary (though
slowly and with problems), which is not the traditional group of small-scale producer, but
rather similar to the producers of developed countries regarding their methods of production
and consciousness. For the production of goods and market orientation it is necessary to make
use of technological and economic knowledge, and in order to gain this knowledge this new
strata of agricultural producers are willing to sacrifice time, energy and material resources. In
other words there is a solvent market establishing self, which demands the information
spreading activities of extension services.
2007

The Hungarian extension service structure is based on a system of three parallel operating
institutions, which all employ different goals and methods. Nevertheless it can be stated that
currently in Hungary all producers can achieve extension appropriate to their needs. The fact
that the extension service in practice can only be used under contracted arrangement, with
significant financial sacrifices is an inhibiting factor.7

The individually registered consultants have themselves registered mostly in the field of
production technology. The ration of those working in the field of farm management is less
than 5%. However, the demand for extension in farm management, (mainly among producers
producing goods) is increasing continuously and the number of contracts per consultant is 6-8
times that of those consultants working in the field of production technology.
The producers require mostly enterprise developing consultations; making business plans,
handing out market information, financial consultation, taxation consultation, strategic
planning and public accountancy consultation within farm management.
Farm management education both for consultants and producers can be considered a
functioning activity in Hungary. The rate of under-graduate and post-graduate educational
programmes is high. The role of consultants in this field is to draw producers attention to, and
encourage the registration of production and financial information.
The following recommendations are made based on the results of our survey:
1. The work of extension services operating in Hungary should be developed.
2. Databases should be created that are accessible for all consultants without discrimination.
3. There should be special support given to those regions where there are only a small
number of registered consultants.
7
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4. There should be a greater emphasis put on marketing of extension services. Establishing a
registration list of producers could help a lot in this field.
5. There should be a greater emphasis put on studying knowledge dissemination methods and
farm management topics in the field of education of consultants.
6. In the producer training programs, independently of courses offered, the importance of
registration of financial and production data and the method of recording them in practice
should gain more attention.
7. Publicity materials, demonstration materials and other resources which assist in the
dissemination of activities by consultants should be improved.

Our hope is that we can contribute to making extension service and farm management
education more effective.
Notes

2. Kozári J. (2006), Szaktanácsadó képzés fejlesztésének lehetőségei Magyarországon. In.:
A szaktanácsadási struktúra átalakítása az EU tagországaiban. Nyugat-Magyarirszági
Egyetem. Mosonmagyaróvár. 4 pp. 5-51.
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Appendices

Figure 1.1 Structure of the Hungarian Extension System
Ministry of Agriculture
and Rural Development

County
Agricultural
Offices

Research
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Higher Level Educational Institutions
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Extensionists
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Extension
Centers

Village
Agricultural
Managers

Subject Matter
Specialists

F a r m e r s
Registration,
Government support

Professional advisory
service with contracts

Free of charge professional advisory
service for the supported circle of
farmers

Table 1.1 Upper limit and proportion of subsidy
Annual income of farmer
(1 000 Ft)
1 000 – 5000
5 000 – 15 000
15 000 – 30 000
Source: Magyar Közlöny

Proportion of subsidy
(percent)
75
50
25

Maximum level of subsidy
(Ft/year)
75 000
100 000
125 000

Table 2.1. Extension methods used by extensionists
Method of extension

Proportion of extensionists using the
method (%)
100
100
42
17

Farm visit
Office consultation
Lectures
Group discussion
2011

Organised courses
Organised demonstrations
Newsletters
Articles
Other media (TV, radio)
Use computerised information systems
Source: Own research

3
68
7
4
2
2

Table 2.2 Distribution of registered advisors according to their activities 1998
Activity
Arable cropping
Horticulture
Viticulture, wine making
Animal feed production
Grassland management
Irrigation
Small animal husbandry
Plant protection, nutrient husbandry
Forestry
Technical activities
Biological production
Mushroom production
Others
Management (economy, finances, farm organisation)
Total
* Only one advisor was registered in 3 separate fields of activity.

No. of advisors
323
133
43
143
109
69
254
179
54
66
49
1
147
59
1629*

Source: Own research

Table 5.1 Training topics demanded by producers
Speciality
Plant production
Animal breeding
Horticulture
Plant protection
Organic production
Agrarian policy, Rural development,
Sapard Programs
Management (economy, taxation,
Finances)
Mechanisation, Architecture

Ratio of Programs %
15.3
12.6
9.0
10.0
12.0
10.3
4.9
8.6
2012

Information related to European
Union
Forestry
Total:
Source: Own research

10.3
7.0
100%

Table 5.2 The typical areas of activities carried out by contracted consultants for
producers
Activity
Making applications
Plant protection
Crop production
Animal breeding
Enterprise improving consultations
Technological consultations
Making business plans
Horticulture
Supporting market information
Financial consultation
Taxation consultation
Organising training
Strategic planning
Public accountancy consultation
Forestry
Animal hygiene consultations
Aid in Material Supply
Source: Own research

%
11.85
11.25
10.30
8.76
8.76
7.21
5.67
5.67
5.15
4.63
4.12
3.60
3.60
3.09
2.57
2.14
1.63

Table 5.3 The topics demanded by consultants for their training
Speciality

Demanded speciality in the
percentage of consultants
63
54
51
50
23

Law instructions
Information technology
Methodology of Consultation
Management
Production technology
Source: Own research
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Table 5.4 Correlation between the land size and the demand for extension services
Land size (ha)

No demand

0-10
10.1-50
50.1-300
Source: Own research

56.7
51.2
40.9

Infrequent Demand
For extension services
36.8
36.3
46.5

Regular demand
6.5
12.5
12.6

Table 5.5 Information sources of consultants
Denomination
Agricultural magazines, brochures
Expert consultation
Technical books
Training
Educational and research institutes
Presentations organised by Ministry of Agriculture
Brochures issued by Chamber of Agriculture
Own experience, own research
Study trips
Participation at Shows
Development of Computer Database
Exhibitions
Conferences
Radio, TV
International literature
Source: Own research

%
74
49
29
23
17
11
11
10
9
8
3
3
3
2
1

Table 5.6 Suggestions regarding improving extension service
Denomination
Supporting information availability
Increasing subsidies
Organising continuous training for branches
Re-organising training (short term and specific topics)
Establishing government extension
Development of computer information system
Alteration of subsidy system (support for informatics, technical
equipment)
Organising study trips abroad
Making shows more frequent
2014

Percentage of questioned
people
43
37
26
20
11
9
9
8
6

Informing consultants about their professional development,
results
Making administration work easier
Organising 3-5 days training before appearing on the list of
consultants. Topics:
• Methodology of Extension
• Administration related to Extension Work
Source: Own research

Contact adress:
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TSPKOSA – a Module Supporting Teaching the Traveling
Salesman Problem

I. Krejčír1, P. Kučera1, H. Vydrová1
1

Czech University of Life Sciencis Pratur

Abstract:
This paper deals with the development of a freeware software module which is aimed at
supporting the teaching of the traveling salesman problem. The first part briefly summarizes
the solved problem; the reasons why such software is necessary follow. Finally, the last part
deals with the development procedure and joining students as a target user group into testing.
Key Words:
Traveling salesman problem, NP-complete problems, approximation algorithm
Introduction:
The traveling salesman problem (TSP) belongs among the called NP-complete problems.
From the mathematical point of view, finding the exact optimal solution of such problems is
very demanding and complex. To find the best possible solution, though not the precisely
optimum one, we often apply only approximation methods. Throughout the recent years, the
members of the Department of Systems Engineering (DSE) FEM CULS have developed
freeware software for many other methods from other branches of the operations research
taught at the department and commonly used by students. However, for the traveling salesman
problem such a software is missing and thus the students have not a possibility to check
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quickly the results of their self-study. Moreover, it is a common practice that in practically
oriented bachelor and master theses this problem is often solved manually.
The availability of professionally developed high-quality software packages solving problems
in operations research area can be sometimes problematic. Their accessibility and their further
copying to private student’s PCs are often restricted by authors’ rights and license cost, which
usually exceeds students’ possibilities. Within the FRVŠ1 project the software called
TSPKOSA is being developed. TSP means the traveling salesman problem and “KOSA” is a
traditional part of add-ins names according to the former Czech name of the DSE. The project
should make this situation easier for the students.
The aim of this paper is to explain briefly the traveling salesman problem and introduce
TSPKOSA software. In addition, the paper can be considered as the offer of this software to
other universities and departments that also teach operations research and would find of this
module useful.
Traveling salesman problem
Traveling salesman problem belongs to the class of NP-complete problems2. The computation
hardness of such problems rapidly increases subject to the range of the problem (the number
of nodes in this case). See (Cook, 1971) or (Kučera, 1983) for more details. The Problem is
based on the connection of n places (nodes, towns) in such a way that a traveller visits every
place only once and then returns to the first place to complete the cycle with the shortest
possible length.
If we define the problem in graph theory terms, the problem is to find Hamilton cycle with the
minimal sum of arc weights in a complete graph (with at least three nodes). The graph has

1

The project of TSPKOSA is being developed with the support of the “Fund for Universities Development”
(FRVŠ, www.frvs.cz) No. 2678/2010.
2
NP means problems that are soled in nondeterministic polynomial time.
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weighted arcs, where weights are positive numbers. For full explanation in graph theory terms
see (Korte, 2000).
Mathematical formulation of the travelling salesman problem:
n

1)

n

∑∑ c x
i =1 j=1

ij

ij

= Z(min)

Where n is a number of the places/nodes to visit, cij are cost coefficients/weights (e.g.
kilometres, time) of the arc xij (path between place i and place j).
n

2)

∑ x ij = 1; j ∈ { 1, 2,..., n } and
i =1

n

∑x
j=1

ij

= 1; i ∈ { 1, 2,..., n}

This means every place/node will be visited only once.
3) x ij ∈ {0, 1}
Where xij are the so called bivalent variants, 1 means the path is used, 0 means the opposite.
4) x i1 j1 + x i2 j2 + ... + x ik jk + ... + x in jn = n , j1=i2,…, jk-1=ik,…, jn=i1
or with the use of the Tuckers conditions
u i − u j + nx ij ≤ n − 1, i = 1, 2,..., n, j = 2, 3,..., n, i ≠ j, u i ∈ R.
This provides the integrity of the cycle.
See (Havlíček, 2003; Pelikán, 2001) for more details.
These apparently simple conditions often result in high difficulty and time severity. From
combinatorial point of view if each pair of the nodes is connected with the arc (it means n2 – n
arcs), Hamilton cycle can be constructed in n! different ways. It is clear that some cycles are
identical (only with a shifted sequence of nodes), which results in (n-1)! of possibilities. In
addition the number of different cycles lowers to (n-1)!/2 if forward and backward paths are
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of same values (i.e. TSP is symmetric)3. In 1954 the record optimal cycle consisted of 49
nodes (Danzig, 1954). In present the research focuses on problems with more than 85
thousand nodes (Applegate, 2009). Despite the development of optimization algorithms and
IT approximation algorithms are still useful and in use. Approximation algorithms are easy to
handle and comprehend, and what’s more they are cheap. Moreover, the difficulty of real
problems is usually increased by additional conditions (e.g. maximal load, time intervals for
some nodes etc.).
The final version of TSPKOSA for year 2010 will consist of three well-known basic
approximation algorithms:
Nearest Neighbour Method
This method is perhaps the simplest possible method for solving the TSP. Its name directly
describes what it is based on. The algorithm is simple:
1) Choose first node/city, i = 0.
2) Find the arc ij with the lowest weight/cost coefficient cij. This arc must not complete the
cycle with a smaller number of nodes than the range of the problem (n).
3) If the number of included nodes is smaller than n, then i = j and go to (2), else add the last
arc from the last node to the first for completing the cycle.
It is recommended to choose all cities as the first city and select the best cycle from the obtained
results.

Vogel approximation method
This method is primarily constructed for the transportation problem, but its principles can be
easily applied on TSP (Van der Cruyssen, 1978, Webb, 1971). It is clear that the integration

3

This can still result into a very high number e.g. n = 20 means 60 822 550 204 416 000 different cycles.
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of one arc into the cycle can consequent into the impossibility of the integration of another
one. Vogel approximation method is based on the avoiding a maximal increase of the cycle
weight caused by the loss of the arc inclusion possibility.
1) Calculate the differences of two lowest weights/costs in each column and each row for all
rows and columns that belong to nodes that aren’t included in the cycle yet.
2) Choose the arc with the lowest weight from row or column with the biggest difference.
This arc must not complete the cycle with a smaller number of nodes than the range of the
problem (n).
3) If the cycle is not complete, go to (2), else algorithm is finished.
Savings method
The savings method, first published in (Clarke, 1964), is a heuristics for the TSP. It is based
on comparing lengths of the straight route between any two cities/nodes and the route via
another chosen city. The algorithm follows:
1) Choose arbitrarily first city. Let us denote it 0.
2) For all pairs of other cities (i, j) compute the savings sij = ci0+c0j–cij.
3) Sort arcs according to the descending order of the savings sij. Arcs are included into cycle
according to this order. Chosen arc must not complete the cycle with a smaller number of
nodes than the range of the problem (n).
4) In the end add the city 0 to complete the cycle.
Again, it is recommended to choose all cities as the first city and select the best cycle from the
obtained results.
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Impact of TSPKOSA
With regard to the good experience with existing software developed by the members of DSE
CULS Prague and according to the hardness of TSP, TSPKOSA seems to be the missing part
of functioning system. There exist these SW packages commonly used by students:
LINKOSA – computer program focused on the linear optimization.
MCAKOSA – computer program focused on the multi criteria analysis.
DUMKOSA – computer program focused on the transportation problem.
SRANALKOSA – computer program focused on the structural analysis (i.e. input output
tables).
TSP is explained in several educational tests of the DSE. Because of its attractiveness, it is the
subject of several bachelor and diploma theses every year.
The computer software focused on the above mentioned approximation algorithms will enable
students to check the results of their self-study. Moreover, it allows emphasis on the
economical interpretation of the results. Software is also the way to facilitate the coping with
DSE courses for students with abilities from different areas. TSPKOSA will be useful tool for
bachelor and diploma theses purposes. Above that, it represents the more practical point of
view, real problems are rarely solved manually – software support is common for the real
business problems.
The beta version of the TSPKOSA will be downloadable from system moodle.czu.cz for both
students in a regular and a distance form of study. Feedback from the students will be useful
for debugging. The target group is represented by 150 students in the distance and 650
students in the regular form attempting subject Mathematical methods in economics II. In
addition, 200 students in the regular and 1500 students in the distance form attempting the
lessons of Mathematical methods in economics and management. TSP is also subject for other
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smaller courses thus output of the project will be used by more than 2500 students only from
FEM CULS Prague.
Results:
Main output is software TSPKOSA in programming language Visual Basic for Applications.
The main advantage of VBA is its availability, low cost and the user interface of MS Excel
that is well known for the students. Program is implemented as add-in for MS Excel (.xla).
TSPKOSA keeps the user interface of older DSE add-ins (e.g. UserForms and their sequence)
and in conformity with other DSE products it is in Czech and English language.
Solved problem can be of maximal 250 nodes, which is quite enough for educational purpose.
Specific part of the program is also a generator of random symmetric problems. The program
code is written with perspective of further development and implementation of other
approximation methods. Show of actual version will be part of article presentation.
Conclusion:
TSPKOSA brings no new algorithm of TSP; it also doesn’t include the newest or most
sophisticated algorithms. Its main purpose is support of teaching and studying of the most
common methods and it is primarily meant for the students of basic courses of operational
research. It represents the software without need of any additional expenses (only the
common desktop software is necessary). But the analysis of real effect on the education can
be realized only after the release of the full version.
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Guerilla marketing – new trend in marketing communication
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Abstract:

Guerilla marketing is a new trend in marketing communication. It is quite different from
tradition marketing effort and represents an unconventional system of promotion. Guerilla
marketing tactics are unexpected and often aggressive. It „wants“ to get maximum results
from minimal resources.
The main signs of guerilla marketing are originality, low budget, creativity and also ability to
catch the public notice in a wholly unexpected way. Often it is connected with the ethics. The
guerilla marketers use professional and personal contact too. Guerilla marketing is
specifically geared for the small companies and entrepreneurs. It should be based on human
psychology instead of experience, judgment and guesswork. Instead of money, the primary
investments of marketing should be time, energy and imagination.
Generaly, the slovak market of advertising is very similar to markets in Europe or in the
world. Despite the fact that almost all slovak companies know the terms „new marketing
trends“ or „guerilla marketing“, it is very rare even to see it. Usually the firms combine
classical methods of marketing communication with non-classical. All marketers are looking
for different ways to gain new custumers, try to use unstandard media or standard media in
unstandard way and gradually prefer alternative methods of communication.

Key Words: new marketing trends, marketing communication, guerilla marketing, company
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Introduction:

Guerrilla marketing is the art which seeks to attract attention through unconventional
respectively original marketing. The aim of guerrilla marketing is basically to give attention
through striking, surprising, original, unique, clever and fun event and if possible at low cost.
Guerrilla marketing campaign is usually single, terminable and seldom reproducible.1
Guerilla marketing can be described as unconventional strategy, unconventional
methods, unconventional media, unconventional costs and unconventional response. It can
cause extreme reactions and gain attention. It works with a specific defined target group to be
well known.2
Unlike traditional marketing, guerilla marketing considers time, energy and
imagination as a major investment. It can not afford any estimate and therefore uses
psychology and laws of human behavior. It also acknowledges the cooperation with
competition and mutual support to make a profit, but only temporarily and adopts the current
technology which is easy and unrestricted in use.3
The basis of effective guerilla marketing is correctly formulated tactics which must
include three defined areas that need to draw attention in preparing a marketing campaign.
They are:
 bump in unexpected places,
 focus on exactly specified goals,
 immediately back off.4

1

PAVLŮ, D.: Perspective new trends of marketing communication – chalenges of the age. In: New marketing
trends. Trnava: UCM, 2008, 529 p.. ISBN 978-80-8105-006-0.

2

RYCHTAROVÁ, M.: Fight on the market with the guerilla using. In: Fresh magazine – number 8, volume
III, 2007. Prague. ISSN 2801-4480.
3
VESELÁ, J.: Twelve principles og guerilla marketing In: Fresh Magazín – number 12, volume II, 2006.
Prague. ISSN 1801-4480.
4
LENDEL, V. – KUBINA, M.: Guerilla marketing and it’s successful implementation. In: Marketing
Inspirations:, volume 3, 2008, number 1, 38 s. ISSN 1336-nr. 1, 2008.
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Scheme 1

5

Tactics how to use guerilla marketing

Source: Lendel – Kubina (2008)

Material and Methods:

The main objective of the paper is to assess the Slovak market in the field of marketing
communication, in particular knowledge and using of new trends in marketing
communication. We focused our attention on one specific new trend - guerilla marketing, its
position within Slovak companies, but also the application of alternative marketing techniques
in Slovakia in the future.
In order to achieve the aim of the paper - to obtain information and documents about
using the new trends in marketing in slovak companies, several methodological apparatus
have been applied as a logical method, association analysis, synthesis, induction, reasoning,
comparison. Interview method was also used. Interview was carried out electronically - using
a methodological tool questionnaire.
5

LENDEL, V. – KUBINA, M.: Guerilla marketing and it’s successful implementation. In: Marketing
Inspirations:, volume 3, 2008, number 1, 38 s. ISSN 1336-nr. 1, 2008.
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To obtain the underlying data, we did not contact only Slovak companies but also
foreign companies operating in Slovakia, marketing agencies and agricultural cooperatives.
The questionnaire survey was carried out on a sample of randomly selected 65 respondents companies from all over Slovakia. To correctly fill in the questionnaire, we assumed that the
respondent (company) had experience in marketing communications. We sent 65
questionnaires to the companies, only 50 were completed and returned for the evaluation.
On the basis of marketing research, we set the main hypothesis. "Companies
knowledge, attitudes and preferences in the area of marketing communication in Slovakia,
with particular focus on guerilla marketing, depend on identifiers - legal form of the company,
company´s lifetime and parent company´s domicile ."
The main hypothesis was tested on the basis of partial hypotheses formulated for every
matter under consideration. We used systematic dependencies testing between individual
responses to the questions and fundamental identifiers of respondents (legal form of the
company, company´s lifetime and parent company´s domicile). Partial hypotheses were
accepted or refused on the basis of output of statistical programm Statgraphics.
Null hypothesis: row and column classifications are independent.
Alternative hypothesis: row and column classifications are dependent.
Row of contingency table contains various options for the answer to this question, in the
column of the table are one of the three selected respondent characteristics (legal form of the
company, company´s lifetime and parent company´s domicile). There was verified
dependence between the row and column. We carried out comparing the empirical and
theoretical multiplicity for each category of selected features using Chi - square test of square
kontingencie. Null hypothesis H0, which assumed independence between the qualitative
features, was verified using the test criteria, which we calculated by the relationship:
r

( Ei − Ti ) 2
Tij
j =1
s

χ 2 = ∑∑
i =1
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where r is the number of first character of the category, s is the number of second category
code, Eij is the observed frequency in the i-th row and j-th column, Tij means theoretical
frequency in the i-th row and j-th column.
Null hypothesis H0 implies that there is no dependence between the qualitative
features, an alternative hypothesis H1 means the opposite, namely that there is a correlation
between qualitative characteristics. The critical χ2 value calculated with α = 0.05 level of
significance and (number of rows - 1) * (number of columns - 1) degrees of freedom. We
accept null hypothesis H0 if the calculated value of the test criterion (χ2) is less than the
critical value (χ2tab) calculated by the degrees of freedom.

Results:

In these days big changes in marketing and marketing communication come up all around the
world. People face supplies, advertisment, permanent marketing communication, and new
inovations which do not work, fall down and are doomed to failure on the market. That is why
majority of firms and advertising agencies using traditional media are also looking for new
communication channels and non traditional advertising tools and media to unexpectedly
witty and reach the public.
Guerilla marketing belongs to the major means of communication, which have found their
place in most countries in Europe. The fact that guerilla marketing is nothing "unclean" shows
a list of known companies in which a guerilla marketing is increasingly being used.
Guerilla marketing is becoming a popular mean of communication not only for small and
medium-sized firms whose advertising funds are very limited, but currently it also used by a
significant proportion of large companies that spend millions on advertising. Among the
guerilla marketing"fans" we can include the following companies: Dresdener Bank, IKEA,
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Sony Ericsson, Heineken, Rowenta and many others. Their advertising campaigns of
companies in Europe are very well known and popular among customers.
While guerilla marketing already belongs to popular marketing practices in Europe and in the
world, in Slovakia it is still seen as something "exotic". According to many marketing experts
Slovak advertising market is developing rather dynamically and there are slowly emerging the
same or similar marketing trends like in other EU countries or even worldwide.
Guerilla marketing is used very infrequently in Slovakia, although a few campaigns
characterized by elements of guerilla marketing has been created until now. However, none of
these campaigns was such successful that would win the media and the public interest over.
There still remains the perception that the Slovaks are conservative, they do not like to take a
new - previously unknown things and prefer advertising campaigns „decorated in the
traditional style“.
Slovak market is open to an efficient and effective innovation in marketing communication.
Dynamically changing marketing environment affected and still affects companies, which
represent a random sample of respondents in our survey. Individual respondents - companies
were divided into groups based on our chosen identifiers - legal form of the company, parent
company´s domicile - whether it is a Slovak company or foreign company based in the Slovak
Republic and the last identifier was company´s lifetime - how long has company operated on
the market. Based on these identifiers there has been studied a sample consisting of 50
companies - 18 incorporated companies (36%), 26 limited liability companies (52%) and 6
cooperatives (12%). Among the respondents the most represented were Slovak companies 36 companies (72%), followed by the companies, whose parent company is located some EU
country and they are operating in Slovakia - 10 respondents (20%) from the sample and the
smallest group represented global companies based in the United States - 4 companies (8%).
Based on the company´s lifetime respondents were classified into four categories:
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-

15 companies (30%) with the lifetime less than 10 years,

-

followed by 16 companies (32%) whose lifetime is in the range of 11 to 30 years,

-

the smallest category represented companies with a duration of 31 to 50 years - 5
companies (10%) and

-

to the last category belonged companies operating on the market more than 51 years 14 companies (28%).

Based on a questionnaire sent to companies in Slovakia, we detected the guerilla marketing
status on the Slovak market now, to what extent is it familiar and used in practice in Slovak
companies.
Next, we wondered what marketing practices are currently prefered in Slovak companies, if
the new directions in marketing have been already used or which are planed to use in the
future. Questionaire was sent not only to large but also smaller Slovak enterprises and
companies from the field of food and agriculture.

1.question: Do you know the term guerilla marketing?
The first question was used to measure knowledge of companies about the guerilla
marketing and its significance. Based on the responses we have come to the knowledge that
84% of companies are aware of the existence of guerilla marketing and only 16% of the
interviewed do not know about this method of marketing communication. This can be
regarded as very acceptable finding. All of findings are shown in figure 1.
Since guerilla marketing is one of the major tools of marketing communication not
just abroad, but also for example in the Czech Republic, our questionnaire finding is not
surprising - 84% of respondents know the term guerilla marketing. Many advertising
campaigns using guerilla marketing are valued by experts and recognized via the Internet to
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raise awareness of people anywhere in the world. They did not go around Slovak marketing
market.

Figure 1

Do you know the term guerilla marketing?

Source: own research

Using association analysis, we ascertain if there is statistically a conclusive correlation
between response to the matter under consideration and some of the identifiers. First there
was examined dependence between the response to the first question and the identifier - legal
form of the company, whether there can be expected that knowledge of guerilla marketing
depends on the identifier - legal form of company. Null hypothesis H01 states that
dependence between answer the question and legal form of the company does not exist, the
alternative hypothesis H11 is opossite of null hypothesis. Based on the formula
r

( Ei − Ti ) 2
Tij
j =1
s

χ 2 = ∑∑
i =1

we calculated value of the test criterion (23.0362) and compared it with the tabular value
(9.4877) found in the significancy level α = 0.05 and degrees of freedom (r-1) * (s-1) = 4.
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The calculated value of the test criterion is greater than the tabular value, the alternative
hypothesis is accepted - there is a correlation between legal form of company and answer the
question. Otherwise, the null hypothesis would be accepted. Other identifiers were also
similarly tested (company´s lifetime and parent company´s domicile), where null hypothesis
were adopted, there is no dependency between identifier and answer the first question.
Table 1

1. question dependency testing

Conitngency table

χ2 cal

χ2 tab

H0

H1

Legal form of the company

23.0362

9.4877

Refused

Accepted

Company´s lifetime

1.5837

7.8147

Accepted

Refused

Parent company´s domicile

0.8928

5.9914

Accepted

Refused

Source: own research

2.question: Have you ever used guerilla marketing in the advertising campaign?
Here we tried to find out whether companies in Slovakia have already used guerilla marketing
in their advertising campaign in practice. Despite the finding that companies knowledge of
guerilla marketing is sufficient, it is interesting that it is hardly ever used in practice. Only
14% of respondents answered the question positively. Guerilla marketing has not been used
by up to 86% of respondents in their communication with customers. The figure 2 shows all
of the findings.
Despite the fact that the advertising campaign using guerilla marketing remarked significant
achievements in many countries, this technique of marketing communication has occurred
rarely in companies practice in Slovakia. There remains the perception that the Slovaks are
conservative, they do not like to take a new and previously unknown things and prefer
advertising campaigns decorated in the traditional syle. This is one reason why guerilla
marketing is barely used in Slovak companies in practice.
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Figure 2

Have you ever used guerilla marketing in the advertising campaign in your

company?

Source: own research

When examining the dependence between the response to the second question and individual
identifiers we reached the result: there is no correlation between response to a question and
legal form of company. We adopted a zero hypothesis.
Table 2

2. question dependency testing

Conitngency table

χ2 cal

χ2 tab

H0

H1

Legal form of the company

1.1244

9.4877

Accepted

Refused

Company´s lifetime

2.9742

7.8147

Accepted

Refused

Parent company´s domicile

13.5474

5.9914

Refused

Accepted

Source: own research

The zero hypothesis was also confirmed at the identifier company´s lifetime, but we adopted
an alternative hypothesis by the last identifier. There is the dependence between the response
to a question and parent company´s domicile.
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3.question: Do you prefer the time-proven marketing communication scheme or a new
alternative ways of advertising?
Using this question we wanted to examine whether companies prefer the time-proven
marketing communication scheme or put forward new alternative ways of advertising. The
greatest popularity (60%) among companies has clearly a combination of time-proven
communication tools with the new trends. Another option was usage of traditional means of
marketing communication only, which prefers 30% of respondents. Last 10% of companies
try to discover and exploit the new directions of marketing communication. Our findings
document the figure 6.
Figure 3

Prefered marketing communication scheme or ways of advertising

Source: own research

Even the marketing department staff and marketing agencies in Slovakia are well aware that if
they want to take not only permanent but also new potential customers on the market and to
sell as many products or services, it is necessary to find new and alternative solutions in
marketing communication, to differentiate from competition, to be most visible. As a results
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of our survey the gradual transition from traditional methods of marketing to non-standard
procedure will be more visible in the near future, even though companies are now
increasingly seeking to combine the time-proven scheme with new trends. In particular, it is
advertising on television, in periodicals and radio. Using association analysis in third question
in the order we found out there is a correlation between the answer and two identifiers - the
legal form of company and parent company´s domicile. In the third identifier (the company´s
lifetime) we accepted a zero hypothesis.
Table 3

3. question dependency testing

Conitngency table

χ2 cal

χ2 tab

H0

H1

Legal form of the company

20.3418

15.5073

Refused

Accepted

Company´s lifetime

12.2500

12.59

Accepted

Refused

Parent company´s domicile

11.444

9.4877

Refused

Accepted

Source: own research

4.question: What non - traditional instruments in the field of advertising have you already
used to promote your products, respectively to create an advertising campaign?
This question we wanted to know what non-traditional advertising instruments have
companies already used for increasing interest in their products or services. In the surveyed
firms, the most widely used advertising was outdoor advertising - 26% of companies applied
this to increase sales of their products. 16% of companies used viral marketing. Only slightly
less companies (14%) preferred guerilla marketing in the advertising campaign and product
placement was used by in 12% of interviewed. No company decided for mobile marketing
and the social marketing tried only one of the surveyed companies. 30% of total surveyed
companies have not used any of these ways of advertising in marketing communication yet.
Information obtained from the survey are shown in figure 7.
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Figure 4

Non - traditional advertising instruments which have companies already used

to promote their products, respectively to create an advertising campaign

Source: own research

Generally speaking, outdoor advertisment is one of the most visible ways of marketing
communication and it is interesting for many companies as a form of products or services
visibility. Other frequently used mean of marketing communication is viral marketing.Using
viral campaign companies may opt for different forms and its advantage is undoubtedly the
low cost of viral marketing. Product placement as a communications equipment is a very
desirable form of marketing. It is possible to see it especially in films and series and it has a
significant impact on consumers. Even in this indirect way companies try to attract attention
to themselves and sell their products.

Table 4

4.question dependency testing

Conitngency table

χ2 cal

χ2 tab

H0

H1

Legal form of the company

25.4127

36.4150

Accepted

Refused

Company´s lifetime

20.0844

28.8693

Accepted

Refused
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Parent company´s domicile

15.2079

21.0260

Accepted

Refused

Source: own research

Using association analysis here we came to the conclusion that there is no statistically proved
depenency between answer the question and identifiers in all cases, that is why we accepted a
zero hypothesis.

5.question: Do you plan to use non-standard practices in marketing communication
in the future?
The last question in our questionnaire we were reviewing how it might looks like in using
guerilla marketing and other alternative forms in the future. If companies want to be
successful in high competition, it is necessary to gradually introduce new communications
technologies. Significant portion of surveyed firms answered the question whether they plan
to use non-standard procedures for communication with customers future unequivocally yes.
68% of companies will surely find ways how to most effectively address and prepossess
customers. 18% of companies still do not know the scheme which will be applied in
advertising and 14% of companies currently do not plan to change the traditional practices of
unproven forms. Guerilla marketing, outdoor advertisment, viral marketing and product
placement are the most popular among the new marketing directions. Obtained data are
documented in the figure 5.
All of new marketing instruments have certain peculiarities and particularities. They represent
the new procedures how to be successful in the market and get the most customers.
Companies will undoubtedly recognize this fact and they are aware that if they want to
prosper, they must adapt their marketing approach to the new trends. Last question in our
marketing survey also confirmed this conclusion, where most of the respondents plan to use
alternative methods of marketing communications in the future. Among the subjects who
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answered the question negatively belong especially cooperatives, which have not had
experience with the new means of communication yet. Currently they do not plan to use nonstandard communication marketing instruments.
Figure 5

Do you plan to use non-standard practices in marketing communication in the

future?

Source: own research

Using association analysis we found out there is no statistically proved depenency between
answer the question and identifiers - company´s lifetime and parent company´s domicile.
Based on this we accepted the zero hypothesis in these two cases. As regards legal form of
company, we concluded there is a correlation between response and an identifier legal form of
company, thus we have adopted an alternative hypothesis.

Table 5

5. question dependency testing

Conitngency table

χ2 cal

χ2 tab

H0

H1

Legal form of the company

28.1165

15.5073

Refused

Accepted

Company´s lifetime

8.5499

12.5916

Accepted

Refused
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Parent company´s domicile

6.1659

9.4877

Accepted

Refused

Source: own research

There was set a hypothesis in the part “material and methods” of this paper: "Companies
knowledge, attitudes and preferences in the area of marketing communication in Slovakia,
with particular focus on guerilla marketing, depend on identifiers - legal form of the company,
company´s lifetime and parent company´s domicile." Based on the findings, association
analysis and subsequent verification of partial hypotheses, our hypothesis was partially
confirmed in the following specific cases:
 there is dependency between the legal form of companies and knowledge of the term
guerilla marketing,
 there is dependency between the use of guerilla marketing in practice and parent
company´s domicile,
 there is dependency between legal form of the company and also parent company´s
domicile and priorities of company within the marketing communications,
 there is dependency between the legal form of company and plans to use alternative
methods of marketing communications in the future or not.

Conclusion:

Guerilla marketing is a new and different way of marketing communication. It belongs to very
rare and unique tools in marketing and occurs only rarely in Slovakia. Often it is portrayed as
one of the entertaining and interesting marketing techniques. The main features of guerilla
marketing are creativity, courage, low cost and a clear assignment. Advertising campaigns are
shocking and raising people emotions.
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Guerilla marketing can bring unexpected success, but also major problems. The main
objective of the company is financial gain; it tries to attract the interest of media. It features
the single "interference" in unexpected places, at unexpected time and then back off. It
requires a perfectly developed marketing plan and courage, which is often balancing on the
border of legality.
The main goal for each company is being successful in the market and to maximize profit.
Problem and unfulfilled goal for many companies is to currently enforce in hyper-competitive
market. Marketing communication is one of the most important resources, if not most, how to
achieve business goals. It is becoming the alpha and omega not only for business but also for
marketing agencies. Any company observes the changes that are happening in the marketing
world which may benefit businesses and ensure success. Online marketing, event marketing,
outdoor and guerilla marketing, product placement - this is just part of new marketing tools
that will gradually replace the accepted, traditional communication media.
Guerilla marketing is form of advertising which is now under-utilized in Slovakia in
comparison with other countries in the world. Maybe it's the constant questioning of guerilla
marketing ethics page, distrust in it or in doubt, as would be the trend received by the Slovak
customers. Although the company decided to use it, they usually focus on the target group of
young people who impresses anything unusual and shocking. However, marketing world
offers many examples of advertising campaigns, which use just guerilla marketing and which
has been extremely successful. If the company does not want to stay stereotyped in
communication, it will have sooner or later to adapt to the market, which is increasingly
emerging alternative methods of marketing communication.
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Impact of Information Technology in Indian Industry: The Shift
in Paradigm
R. S. Meena1
1

Banaras Hindu University, Varanasi, India

Abstract: In the era of electronic, innovations of methods, process of information,
communication and knowledge are taking place. These innovative changes demand new
knowledge and skill for effective execution and dissemination of information technology is
the uphill task. How information technology use has surface from the past to present and in its
further use in the future. The usage, relevance, importance, diversified field, the different
users of information technology are well elaborated.

India is now known globally for its new mantra- Information Technology; which has its roots
in the ‘strategic infection’ started by the success of India’s export led software industry. Just a
few years ago, a small group of initiators ‘within’ the government and entrepreneurs ‘outside’,
visioned the opportunities and started branching from export of software to ‘IT Enabled
Services’. The government responded to this move by being a silent spectator, rather than
imposing rules and controls. But within two years of this great initiative, even the government
has come up with full support to change the environment for Information Technology (IT).
While the initial phase of IT in India witnessed a very small segment of public representatives
in the government and entrepreneurs managing the micro environment to get more and more
Information Technology related business to India, the government will now enable a
paradigm shift to "Hub to Globally Competitive value services" as against talent provider
(Long Term National IT Policy), thus working as a catalyst to change the macro environment
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to suit this opportunity. This has transformed Information Technology Business in India from
a small sector to a large and growing industry. This change in status is leading to a major shift
in paradigm:

from

to

1. IT as a sector

IT as an Industry

2. Providing satisfactory services to existing

Adding value to sustain the growth

increase in demand

3. Government controlling infrastructure

Government facilitating infrastructure

and
and technology

technology

4. IT for specialists

IT for masses

5. Fulfilling external demand

Creating internal demand

I. Information Technology ‘Industry’

Till a few years ago, Information technology did not have an industry status and was being
dealt with the same rules as those applicable to conventional manufacturing industry. But
today, this industry is being provided the required support as a non conventional service
industry.
With the objective to help India emerge as an Information technology super power, a task
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force on IT was set up in May 1998. This task force submitted 3 reports:
1) Information Technology Action Plan I (Software)
2) Information Technology Action Plan II (Hardware)
3) Information Technology Action Plan III (Long Term National IT Policy)

These reports are forming a solid base for the present policy development to build India’s
infotech industry and proliferate use of IT in the country. The industry and government are
now working together to form suitable strategies to not only capture this market but also add
value to it.

II. Value Addition

The information technology policies being drawn by the Indian government are based on the
ongoing recommendations of the National Association of Software and Service Companies
(NASSCOM), the business strategist for Infotech for the government of India. This
association is leading to policies that focus on the interdependence of business opportunities
and social environment. The main focus in India is

• Adding value to Information technology as an industry

• taking IT to masses

Government of India as well as many state governments has started providing a special thrust
towards

I.T.

Enabled

Services.

Central
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Government

through

department

of

Telecommunication has formed a ‘Telecom Group on IT Enabled Services’ to promote these
services. The IT Enabled services have also been recognized as a key opportunity area for
India. This has also urged industry and government to work together in order to form suitable
strategies to capture this market. Govt. of India has moved rather proactively on this front and
some encouraging developments can be seen.

• A strong thrust is being provided to facilitate supportive infrastructure for proliferation
of IT enabled services through out the country, especially in "non software" cities. ‘Hi
Tech Habitats’ in rural hinterland adjacent to suitable cities are being promoted. While
the location for five such habitats has been decided, the plan is to set up 50 such
habitats by empowering the state governments to autonomously nucleate them within
a technologically progressive and administratively liberal set of guidelines which will
be prepared by the special Group on Hi Tech habitats to be set up by the taskforce An
important amendment in the tax laws has been made that is of high benefit to
companies

providing

some

of

the

IT

enabled

services.(www.teleworkingindia.com/Senario.htm)

• Dept of Revenue, Ministry of Finance has issued a notification whereby units engaged
in call center services will now be allowed to import capital equipment without import
duty and/or additional duty. Accordingly, units under STP/ EHTP scheme can
undertake development of software, data entry and conversion, data processing, data
analysis and control, data management as well as call center services for exports out of
India

• In an effort to offer entire gamut of services and solutions to companies wanting to set
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up call centre’s in India, Netscape Communications and Electronic Research and
Development Center of India(a scientific society under ministry of Information
technology) have entered into an alliance to set up an internet based Application
Service Provider (ASP) service, a customer relationship management competence
center and a voice and web based call center facility (Financial Express, New Delhi
25/8/2000)

For IT services to be developed and sustained, it is necessary that the infotech infrastructure is
established and made available to the working level staff. Following the proposal of IT
Ministry, the government is considering making literacy in Information Technology
compulsory for recruitments by 2002. The proposal also envisages that all IT enabled services
be made web centric so that they are accessible to public through the
internet.(Business Standard New Delhi 25/8/2000)

To further make the administrative environment IT savvy, a ‘Center for e governance’ now
offers services such as technical consultation, proof of concept and thematic presentations,
besides creating awareness amongst decision makers at the central and state level and helping
them in defining and implementing process and policy changes

Call Center Operations in India:

The GoI has recently released first set of terms and conditions for call center operators in
India. The new policy initiatives are broad based and are aimed at liberalizing call center
operations in India. The salient features of the announcement made through a press note
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issued by the Department of Telecommunications are:

• Call Centers are being permitted on non exclusive basis against the requests received
from IT service providers. These call centers can be international or domestic call
centers.

• However, no interconnectivity of the international and domestic call centers is
permitted. But interconnection of two domestic call centers of the same company is
permissible, subject to prior written approval from DoT.

• International call centers will be permitted on IPLCs (International Public Leased
Circuit) only and will cater to calls from foreign end PSTN (Public Switched
Telephone Network). However, no PSTN connectivity will be permitted at Indian end.
On Indian end, even linking to any private or public network is not permitted for the
IPLC, even if ti is of the same organization

• The domestic call canter can have PSTN connectivity at one end or both ends or at the
multipoint’s in a more complex configuration, with only incoming and with outgoing
disabled at all places wherever PSTN termination is provided.

No other interconnectivity, except permitted as above, with any public or private network,
shall be permitted to the call center set up.

With an objective to catalyze shaping the future of Indian trade and commerce, a newly
formed electronic commerce network will establish itself as an interface between members
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and the govt and other regulatory authorities and represent the country’s e commerce interest
internationally. This network will interact with overseas associations and bodies to import
new technologies and ideas and will be engaged in analyzing the
resources available and required in the future to meet set targets.

Steps are now being taken to expand on the existing competitive advantages. Some of the
concrete measures included in the long term National IT Policy are:

• With India having the largest pool of English speaking IT manpower in the world, the
GoI will now encourage furtherance of this strategic advantage for increasing software
export. Special incentives will also be given for increasing the language advantage in
exports by promoting sections of IT manpower to cultivate other languages like
European languages, Russian, Japanese and Chinese. For internal spread of IT culture,
the knowledge and experience gained in language computerization will be adequately
extended to all the Indian languages by the year 2003.

• Migration of mathematical talents into mathematically oriented software development,
through adequate number of scholarships as well as promotional retraining
programmes, is also being encouraged now. This is important in view of the fact that
one of the factors attributed to the software success of India is the mathematical and
logic expertise in the background of more than 2000 years of mathematical culture.

• To create confidence among the recipient organizations in the developed countries for
Indian software export, the existing copyright law, which is one of the toughest in the
world, will be implemented in practice by suitably enforcing the existing laws. (IT
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Action Plan Part III)

III. Facilitating Infrastructure and Technology

With a resolution to make India a global IT super power, many revisions and additions have
been made to the existing policy and procedures. One of the objectives for this revision is to,
“Accelerate the drive for setting up a world class Info Infrastructure with an extensive spread
of Fiber Optic Networks, Satcom Networks and Wireless Networks for seamlessly
interconnecting the Local Informatics Infrastructure (LII), National Informatics Infrastructure
(NII), and the Global Informatics Infrastructure (GII) to ensure a fast nationwide onset of the
INTERNET, EXTRANETs and INTRANETs." (IT Action Plan Part I)
Bandwidth requirements

The National Bandwidth Advisory Committee in India believes that supply must precede the
demand for bandwidth in the country if the bandwidth issue has to be tackled. The
government plans to offer bandwidth on demand as soon as it gets clearances from various
departments. Videsh Sanchar Nigam Limited (VSNL) would be doubling its internet band
width from 325Mb to 780Mb by the end of this year.

Nasscom’s project Operation Bandwidth has recommended setting up toll free numbers
facility to connect the international telecommunication links to Public Switch Telecom
Networks (PSTN) on either side to software export companies. It has also asked to allow
interconnectivity between networks of different service providers.

Nasscom has suggested a drastic reduction in tariffs to encourage more value addition from
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India and has recommended steeper volume discounts so that the companies can take more
bandwidth and provide better customer service. A survey done by the association pointed out
that connecting international telecommunication links to PSTN would help India become a
customer service hub in the future and attract various organizations to set up their customer
service centers in India.

Operation Bandwidth has other recommendations to add value to ITES. Some of the most
important ones include:

• Interconnectivity between networks of different service providers

• Drastic Reduction in tariffs to encourage more value addition.

• Steep volume discounts to help companies take more bandwidth and provide better
customer service.

• This business alone was projected to bring in an additional $ 30 billion in foreign
exchange by 2008

• IT enabled services cost be permitted to directly negotiate capacity requirements
with fiber optic companies

• Web based call centers
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Legal framework for IT

India is also realizing the need to redesign the laws of the industrial age to those of the
information age. The government feels that some areas immediately demand e-support in law,
such as internet pornography, safety of children, protection of privacy, taxation, jurisdiction
regulation and competitiveness, IPR in cyberspace, universal access, internet education,
consumer protection, internet gaming and effective censorship.

Further to make e things happen, a combination of government regulation, industry self
regulation and consumer education is essential. For this it is essential that the National
advisory committee works out

(a) Industry code of practice

(b) E-commerce code for personal information protection

(c) Parents advisory group for protecting children interests

Government regulations such as electronic transaction acts involving digital signature,
certification authorities, computer misuse acts and denial of service attacks acts. This follows
an e-cooperation in ASEAN nations to work out a uniform e-law within the region to transact
the business within and outside the region. (Information Technology and Development I:
Commercial and Industrial Dimensions; UN-ESCAP- Regional Roundtable on IT &
Development., New Delhi, May 2000)
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Human resources

According to the Ministry of Information Technology (MIT), there will be no shortfall of
manpower supply till 2008. On the demand side, it has worked out a figure of 23.67 lakh in
three categories - 2 lakh in software products, 5.77 lakh in IT services and 12.9 lakh in IT enabled services and e- business.

India produces about 73,000 students every year in the field of information technology. The
government is planning to double the intake of number of technology students in the next
academic session in professional colleges. As part of the plan to boost technology graduates,
it is focusing on about 60 to 70 institutions, including academic bodies and private companies
offering education in information technology.(Observer of
Business and Politics 08/09/2000)
Infrastructure and the states

Many state governments are also taking initiative in developing suitable fiscal incentives,
infrastructure facilities, coupled with adequate pool of skilled manpower. The state of Andhra
Pradesh was one of the first to announce a special policy for IT Enabled Services industries.
The states of Karnataka, Tamil Nadu, Maharashtra, Himachal Pradesh, Delhi, Goa, Gujarat
and Orissa have also announced special and attractive
initiatives. Karnataka is developing ‘Grameen Data Processing Centers’ around the Silicon
Valley of Bangalore in places such as Mysore. Some state governments are also developing
strategies for wooing large companies to set up IT Enabled Services units in their states. Some
other states like Rajasthan, Delhi, Himachal Pradesh and Uttar Pradesh are in the process of
announcing special policies for IT enabled services.
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The state of Maharashtra has also chalked out an ambitious IT infrastructure plan for setting
up 15 information technology parks with built up area of 41.40 lakhs sq. ft. spread over 900
acres of land. The state’s FT vision hinges on a five fold strategy of providing infrastructure
connectivity, fiscal and non fiscal incentives, human resource development and institutional
frame work, state industries and water.(Business Standard, Mumbai, 22/08/2000)

IV Information Technology for Masses

The Information Society Index, prepared by the World Times and the International Data
Corporation, gives one way of measuring a country’s preparedness, across four types of
infrastructure.

a) Information: Creating the capacity to send and receive information by telephone, television,
radio and fax.

b) Computer: Extending access to computers in schools, workplaces and homes, building
networks and using Software.

c) Internet: Expanding the internet in schools, workplaces and homes and enabling electronic
commerce.

d) Social: Building people’s capacity to use information through education, freedom of the
press
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and civil liberty.

The Indian government’s target of IT for all by 2008, set in its action plan is in accordance
with this index. This target has to be achieved through acceleration of "the rate of PC/set -top
-box penetration in country from the 1998 level of one per 500 to one per fifty people along
with a universal access to internet/Extranets/intranets by the year 2008...........The existing
over 600,000 public telephones/ public call offices (PCO’s) will be transformed into public
tele-info-centre’s offering a variety of multimedia information services. (Information
Technology Action Plan Part I)

Like many other countries, the internet in India is presently used by limited segments of the
population. Sixty eight cities and towns in India constitute 92% of the total internet users
(NASSCOM survey). Over half (59.2%) use the internet as an info source, 11.3% as an
educational tool and just under 8.2% for entertainment. India had a subscriber base of one
million on June 30th 2000, which is likely to grow 23 million by December 2003. This
penetration rate will serialized with the implementation of government plans about
improvements on band width and penetration through PC’s as well as cable TV.

With increased accessibility of internet through cable, more and more people (24% by March
2005) are likely to shift from dial up subscription to cable. This is likely to increase the band
width requirement for cable internet access to 8.4Gbps by March 2005.

One way of increasing internet penetration in multi lingual India is through the development
of software’s in regional Indian languages. IT is not reaching many segments in India because
of its base in English, while not more than 3 to 4% Indians can communicate in English. More
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emphasis is now being laid on developing regional language software and encouraging
multilingual multifont sites like indialanguages.com and apnamail.com. the Andhra Pradesh
IT policy has especially emphasized on the development of regional languages software,
which is one of the main reasons for quick spread of IT amongst the masses in that region.

V Creating Internal Demand

Besides setting high targets for exports, the IT Action plan also focuses on creating policy
ambiance for expanding the domestic market for IT.

• Recognizing info tech as a ‘critical enabling tool for assimilating, processing and
productizing all other spheres of knowledge’ the government plans to launch
‘operation knowledge’ to universalize computer literacy. (IT Action Plan -Part I)

• As mentioned earlier a proposal has also been put forward to make literacy in IT
compulsory for recruitments by the year 2002. This will also become essential in view
of the steps being taken by the Government of India and many states towards e
governance. Government sites of some states have already started graduating from
static to interactive ones.

• The newly set up Centre for e governance discussed earlier will also create demand for
IT by encouraging it in governance.
Innovative governance already started when the ministry of IT put the entire draft of rules for
enforcing the landmark information technology act on its website for citizen reaction. For any
law the government usually prepared the all important rules behind closed doors and notified
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them without checking up with the public. For a change, the information technology ministry
invited citizens’ reactions to its set of rules at the ministry website.

VI Recommendations

Country

Market

Local

Infra-

Cosmo-

Cost

Access

Market

Structure

politan

Base

2

2

-

2

3

2

Kuala Lumpur

1

2

-

2

2

2

Japan

1

2

1

3

1

3

Hong Kong

1

2

2

2

2

2

India

3

2

2

2

3

1

UK

1

2

2

3

2

3

New Zealand

Workforce

- 1 denotes low - 2 denotes average- 3 denotes high
Source: www.teleworkingindia.com/scenario

A comparison amongst some countries in Asia Pacific highlights the need for extra efforts
that need to done by India in two areas: Infrastructure and Cost base.

While a lot of steps have been taken towards a stronger infrastructure and reduced cost base,
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some focused efforts need to be done in the following directions, as also suggested by
Nasscom:

1. PSTN connectivity

There is a strong need to permit PSTN connectivity at the Indian end, to international call
centre’s as well as for software companies in India (who provide software support from
India). To promote teleworking, Government of India should allow Internet leased circuits to
be connected to PSTN at the Indian end, so that teleworking in its true form can take place.

This is important not only for larger establishment of international call centre’s (a great source
of export revenue and employment) but also to encourage software companies to enable their
employees to work as teleworkers. Further there should be no distinction between domestic
and international call centers as far as interconnectivity is concerned.

2. Income Tax Exemption

Currently, some of the IT Enabled Services units are able to claim tax exemption under
Section 80 HHE of the Income Tax Act. However, the government needs to exempt all of the
IT Enabled Services of Income Tax.

3. Global Parity in Telecom Infrastructure

There is an urgent need to provide reliable communications infrastructure in India at globally
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competitive rates. In this context, some of the immediate steps, which need to be undertaken
is to provide excellent affordable and on-demand connectivity with 100% uptime and
reliability.

4. Inter-connectivity of International Call Centers/IT Enabled Services

There is a strong need to permit inter-connectivity between call centers or other units of
IT Enabled Services. The drivers include:

• Ramp up ability for Disaster Recovery

• Load Sharing between the Centers for optimum utilization of expensive resources
(International Bandwidth).

• Interconnect two facilities through fibre optic cable: This helps companies to establish
customer/expertise specific centers of excellence. They should be viewed as
extensions of the first. International call center. DoT maintains that it is not permitted.
The guidelines need to be reviewed in consultation with the industry.

5. Reduction in tariffs for International connectivity

There is a requirement of large bandwidth from India to its customers internationally. Also the
tariffs of high speed data communication need to be reduced drastically to encourage more
value addition from India. The volume discounts must be steeper as well so that companies
can take more bandwidth and provide better customer service.
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As compared to international standards, the bandwidth tariffs in India do not get discounted
with increase in volume. The cost of a 64 Kbps link from US to UK is around $ 2000 per
month and the discounts are deep for higher speeds. The charge for a 64 Kbps link to India
from US is around $ 5000 per month. For 1 MB, the charge is $ 30,000 per month.

6. Interconnectivity across multiple networks

All forms of content, be it voice, image or video, are getting converted to IP traffic and are
sent over the same network. End user phones are becoming digital and one can use a PC or an
IP-phone to talk to a remote person, he/she being on a regular phone, mobile phone, PC or IPphone. As world class IT companies we are expected to leverage technology to provide
ubiquitous access to our employees to corporate network as well as to customer networks. For
example, an employee must be able to check e-mail using a remote PC, a regular phone or a
PDA. This requires interconnectivity between all forms of networks.

In India, multiple service providers are emerging to provide connectivity solutions. Some of
these vendors can provide connectivity solutions; some of them can provide these solutions
faster; and some of them can service the requirements better. Sometimes, alternate service
providers other than DoT are the only solutions available
based on available capacity. Here also, interconnectivity between networks of different
service providers must be allowed.

7. 7x24 support of DoT links
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Indian IT companies operate beyond the normal 8-hour workday; sometimes, they operate
round the clock. In IT Enabled Services, 7x24 support is a must. DoT is not totally equipped
in all cities to provide 7x24 supports needed to operate in the global markets. Also, most
companies are dependent on DoT to provide the last mile of connectivity and the service
becomes critical to the survival of the IT companies.

8. Reduce Delays in Provisioning of International Bandwidth

International bandwidth is the lifeline for the IT Enabled Services business. INTELSAT (the
only carrier permitted) transponder capacity is constraining. This is severely restraining the
industry from realizing the true potential of a huge international opportunity. It may be
worthwhile to mention that ISPs have been already permitted to establish international
gateways and use alternate satellites. It is suggested that the IT Enabled Services ( at least call
center) companies be permitted to establish their own international gateways and use alternate
satellite networks.
9. Scarcity of International bandwidth on Fiber

Many processes of IT Enabled Services companies are dependent on high uptime of telecom
links. Unfortunately, the options permitted are limited. It is therefore suggested that the IT
Enabled Services companies be permitted to directly negotiate the capacity requirements with
the international satellite companies.

10. Build Supply Base of best knowledge workers

Introduction of courses on IT Enabled Services (ITES) as a vocational course under various
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schemes of Government of India as well as Private Training Institutes. For different kind of
ITES services, accent training, diction learning, high accuracy, CAD/CAM, animation are
also some of the important skills required which require specialized training. Also, we need to
have national standards for ITES training.

11. Grameen Data Processing Centre’s

Government needs to encourage setting up of Grameen Data Processing Centre’s. This would
facilitate employment in smaller towns. The initial purpose of these centers would be
`digitize’ all the relevant and archival government data. Such data processing centers are more
cost-effective in smaller towns. Moreover, the country has lots of educated young men and
women in smaller towns.

12. Creating the Ideal regulatory environment

Modify labour laws to support the IT-enabled service industry. For example, some states need
to amend laws to enable women to work on night shifts etc. Layout Clear and transparent
rules governing IT-enabled service industry, such as industry categorization, so that ITES unit
can be started in residential areas; no power cuts are accorded to the industry etc.

13. IT Policy to encourage women entrepreneurs and employment

India has a large number of educated but unemployed women. Teleworking or working from
home would provide immense opportunity for women to work from their houses. Central and
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state governments need to announce special policies to encourage women to encourage
entrepreneurship in the IT Enabled sector amongst the women. The incentives can be in the
form of easy access to venture capital/bank loans, subsidized computer education, easy loans
for procuring hardware/software etc.
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Abstract: The flower – as a general product – became more and more widely fashionable in
the second half of the XX. century. The welfare of the customers is strictly connected to their
flower consumption: one percent growth of the GDP results two percent of growth in the
flower demand.
The leading country in the production and the distribution of flowers is the Netherlands. In
addition, they are not only the number one in Europe, but also the most important player
world-wide in this market.
The most wide-spread tool of the flower wholesale is the flower auction, also known as the
Dutch type auction referring to the origin of it. This most effective tool is used worldwide and
not to sell only flowers: this system is applied in other parts of the commerce.
The main aim of this paper is to give a general overview of the world’s flower markets and to
give an economical background for the theory of the flower auctioning systems. The Dutch
flower sector will be described and an introduction of the Hungarian flower market and the
characteristics of the local consumption are also part of the paper.

Key words: flower market, auction, Dutch auction, Netherlands, Hungary
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Introduction
The flower – as a general product – became more and more widely fashionable in the second
half of the XX century and its trade shows continuous growth. The welfare of the customers is
strictly connected to their flower consumption: one percent growth of the GDP results two
percent of growth in the flower demand.
The auction systems are used by the mankind already for thousands of years in order to
influence the market prices with a competitive basis. At the beginning mainly agricultural and
food products were sold in this way, therefore commodities and animals were the subject of
such deals, not to mention the slaves for hundreds of years. Parallel with the industrialization
of the world, the trade systems implemented this method so nowadays different types of
auction systems are present almost everywhere.
In the second half of the XIX century Dutch vegetable producers introduced that type of
auction which nowadays is used in the flower distribution. In the present the majority of
flower products sold to the wholesale dealers is distributed by the so-called Dutch auction. On
the other hand it is important to mention that buyers in monopole position are trying to avoid
these auctions in order to use their strength and satisfy their demand for a lower price (which
is below the market prices set up by the auctions).
The core element of the study is the Dutch auction system. In order to understand the role of
the Netherlands on the world cut flower market, the first chapter provides an insight into the
cut flower industry and introduces the key actors measured by production area and export
value. Based on the available data, there is no doubt that the leading country in the production
and the distribution of flowers is the Netherlands. In addition, they are not only the number
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one in Europe, but also the most important player world-wide in this market. After giving an
overview of the world flower market, the next chapter describes the methods of auction and
the four main different types of auction. The third chapter is about historic background of the
flower auctions. The following chapter is dedicated to the most significant actor on the
world’s flower market, the Netherlands. It gives basic information on the auction halls with
special attention to the network of Flora Holland. In the fifth chapter some other flower
markets and auctions will be presented from all around the world. Based on these results, the
last two chapters analyses the Hungarian flower market, its present and future prospective.

1. The world flower market
Before the analysis of the auctions and the Dutch system built on that will be analysed, it is
essential to give an overview of the world market of cut flowers. In general it is a growing
industry with high future potential regarding the above mentioned reasons, especially the tight
connection between GDP growth and flower consumption. In our opinion, the two major
elements of describing this market are production area and export value. The first one gives
the physical size of the production, while the second one is about export orientation.
Comparing these two values to each other, some conclusions can be drawn of productivity
and effectiveness of the production. The following table shows the production areas of cut
flowers by countries.
Table 1: The cut flower production areas and the shares of countries
Countries

Area (ha)

Share (%)

China

286.068

53,67
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India

65.000

12,20

Mexico

21.129

3,96

USA

19.405

3,64

Japan

17.914

3,36

Brazil

10.285

1,93

Thailand

8.320

1,56

Italy

7.976

1,50

The Netherlands

7.884

1,48

Germany

7.640

1,43

Colombia

7.500

1,41

Republic of Korea

7.185

1,35

United Kingdom

6.769

1,27

Spain

6.140

1,15

Australia

5.400

1,01

France

5.232

0,98

Costa Rica

4.500

0,84

Ecuador

3.441

0,65

Israel

2.700

0,51

Kenya

2.180

0,41

Others

30.305

5,69

Total

532.973

100,00

Source: authors’ calculations based on (1)

As it can be seen from table 1, more than half of the production area of cut flowers can be
found in China, where the cut flower market is expanding rapidly and based mainly on the
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national markets. Due to the increasing GDP/capita value in China more and more people can
afford to buy flowers. In line with the propagation of international traditions like Mother’s
Day or Valentine’s Day, these elements are the main driving forces of the growing Chinese
flower market.
Beside the production area, the other important determinant of cut flower market is extent of
export. As it is probably well-known, The Netherlands can be found on the top with around
2.700 million euro export value in both years. However its share has decreased from 2006 to
2007, but that was still above 40%. The second one is Colombia with less than 1 billion euro
and around 13% share from the world cut flower export market. The most noticeable growth
can be seen in China where the export value has more than tripled from 2006 to 2007.
However if we combine the share of cut flower area of China with the share of export, it is
obvious that not only the majority of Chinese production goes to the national market, but also
the productivity and effectiveness of the production are below the world average. It is more
noticeable if we compare this data to the Dutch one even if we should have kept in mind that
the Dutch export contains imported cut flowers beside the national production. The total value
of world export has increased by 10% (from 5.750 million euro to 6.300 million). Table 2
gives an overview of the TOP10 cut flower exporter countries, their export value and share.

Table 2: Cut flower export of the TOP10 countries
2006

2007

Countries
Value (mill. €)

Share (%)

Value (mill. €)

Share (%)

The Netherlands

2.653

46,14

2.697

42,81

Colombia

770

13,39

813

12,90
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Ecuador

354

6,16

293

4,65

Kenya

259

4,50

459

7,29

Israel

140

2,43

150

2,38

Ethiopia

90

1,57

90

1,43

Zimbabwe

80

1,39

80

1,27

China

77

1,34

274

4,35

Thailand

70

1,22

80

1,27

Italy

61

1,06

60

0,95

Others

1.196

20,80

1.304

20,70

Total

5.750

100,00

6.300

100,00

Source: authors’ calculations based on (1)

According to the most recent data, the world’s flower market shows a continuous growth
which can be anticipated for the future as well. The elements of this growth are the increasing
purchasing power of the most populous countries like China and India.

2. Methods of auctions
We can make distinctions in the auction systems based on the bidding rules and the
characteristics of the goods to sell. Private-value auction is when the matter of the auction is
worthy for a different value for each possible buyer and therefore the price is set up based on
the individual preferences (e.g. a picture). On the other hand at the common-value auctions
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the value of the goods to sell is the same for everybody and the difference in the bid prices is
because of the different estimations (e.g. the exploitation of an oil field).
Picture 1: The most important tool of the Dutch auction: the clock

Source: own source
Based on the bidding rules four main different types of auction could be distinguished. (10)
The English auction is the most common form of auction in use today. The auctioneer set up
the reserve price which is the lowest price the goods could be sold for. The bidders offer their
bids for an increasing price. The goods are sold for the highest bid. The English auction could
be used almost for every kind of goods to sell.
On the contrary, at the Dutch auction system the auctioneer set up a high price which is
continuously decreasing and the first buyer who indicates the will can take the product. The
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biggest advantage of this system is the quickness therefore usually perishable goods are sold
with it.
At the first-price sealed-bid auction all bidders simultaneously submit sealed bids but no
bidders are aware of the bid of the others (in most of the cases the bids are handed in
envelops). The highest bidder pays the price that was indicated in the offer. This method is
used very often by the governments to make contracts and tenders.
Last but not least the Vickrey auction should be mentioned. This method is also known as a
sealed-bid second-price auction because in this case the only difference compared to the firstprice sealed-bid auction is that the winning bidder pays the second highest bid.
The economical efficiency of the different types of auctions should be examined based on the
principles of profit maximizing and Pareto efficiency.
The English auction stands the proof because in this case the goods are sold to the bidder with
the highest indicated value for the price of the second highest price plus the bid increment. At
the Dutch auction the situation is more complex. Whether the transaction will be Pareto
efficient depends on the strategy of the bidder. In case of the reservation prices of the other
bidders are misestimated the transaction could not be Pareto efficient. From this point of
view the first-price sealed-bid auctions are very similar to the Dutch auctions. Moreover, with
fake bids it is possible to manipulate the final price. This problem is solved at the Vickrey
auction. As the winner has to pay the second highest price everyone is interested in telling the
real reservation price for the goods. (6)

3. Appearance of the flower auctions
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Until the mid of the XIX century mainly the English auction was used almost everywhere,
especially in Britain and in the British colonies. In the second half of the century the idea
occurred of the farmers in the Netherlands that with cooperation higher prices could be
achieved than selling the products individually. Therefore many producers (mainly vegetable
producers) became member of several cooperatives. In 1870 some cauliflower producers in
the Netherlands started to use the system which later became the so-called Dutch auction.
Later on other producers also adopted this approach and the improved infrastructure of the
system is used nowadays mostly by the flower producers. (4)
The first flower auctioning hall was opened in 1887 in Broek op Langedijk and the next ones
in Aalsmeer and Westland followed it soon.
One of the biggest advantages of the flower auctioning halls was that the players of the
market are physically concentrated to the same place. Therefore the information could be
gained from the relevant players within a very short time. The importance of the fast
information played even a greater role that time when the information channels were not that
developed like in the XXI century.
The quickness of the Dutch auction is a key element in the system. From this aspect,
transportation is one of the most important issues affecting the marketing of cut flowers (1).
As cut flowers could be stored for 8 days without significant loss in the quality and value this
system is the most suitable for transactions made in the flower business.
An interesting aspect of the Dutch flower auctions is the noticeable price flexibility, which
provides the opportunity of market timing strategies for the producers in order to reach higher
prices by simply adjusting storage circumstances. (7)
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4. The Netherlands - the original homeland of the flower auctions
Netherlands is a world power in the horticulture. Especially in flower production the country
plays a key role not only in Europe but in the whole world. Although the territory of
Netherlands is only half of the size of Hungary, for flower producing purposes eight times
more land is used. (5) The infrastructure in this sector is highly developed not only in the
producing methods but also in the selling channels. Moreover, Netherland is also the number
one distributor of Europe: almost all of the flower products from all around the world are
coming through them to the old continent. Because of the above mentioned elements, the
Netherland acts as a marketing and logistics centre within Europe (12). Research and
development is also very important and the several kinds of hybrids developed by the Dutch
specialists are highly appreciated everywhere.
Companies of the Dutch flower production sector are expanding outside of the country; they
are present in Spain, in the USA but also in the Far-East.
Without any doubts, Netherlands is a net exporter in flower trade. Moreover, around 60% of
the total flower export of the world is coming from here, while many dominant flower
producing countries (e.g. Kenya, Israel and Thailand) use the highly-developed Dutch flower
distributing system. In addition to this, they largely depend on the Dutch marketing
institutions as well, especially Kenya (11). Because of the important turnover of the country
the flower auction halls of the Netherlands have a great influence even on the prices of the
world market.
At the moment Netherlands has nine flower auction halls. Out of these nine halls six are
belonging to the network of Flora Holland. The biggest hall is situated in Aalsmeer (described
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later) and became part of the network in 2008. The merger was the biggest transaction of the
sector ever.
Table 3: The auction halls of the Flora Holland network
Facilities
Aalsmeer
Clocks
14
Auction rooms
5
Auction buildings surface 1.250.000
area [m2]
Owned by traders/customers 210.000
[m2]
Number of customers with 600
accommodation on auction
site
Surface area cold store [m2] 49.000
Number
of
processed 4.148.551
stacking carts and Danish
containers
Number of docks
523
Source: Flora Holland

Naaldwijk
10
4
721.000

Rijnsburg
6
1
400.000

Venlo
4
1
108.100

Bleiswijk
3
1
123.000

Eelde
3
1
45.875

185.400

66.000

63.600

90.957

100

450

220

42

81

0

43.000
2.568.574

37.500
1.031.688

16.375
314.391

3.800
253.398

3.440
110.265

502

296

104

114

22

The six auctions offer their customers the broadest and deepest assortment of flowers and
plants (20.000 different varieties every day), produced all over the world (Table 3). From the
auctions, the Dutch and European markets are serviced by wholesalers and exporters. After
Schiphol and the port of Rotterdam, Greenport(s) Holland (of which Flora Holland is a part)
forms the third major trading hub in the Netherlands.

As from Table 3 it is visible, every auction hall has at least three auction clocks which is the
most important tool of the Dutch auctions. On the clock every important data of the product is
available: type of the goods, quality, and quantity, the name of the producer, the reserve price
and the bid increment.
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The auction is a cooperative, owned by over 5.000 members from the Netherlands and other
flower-producing countries (Table 4). Daily over 9.000 growers from all over the globe
supply their products to the six locations. The aim of the cooperative is to achieve the best
possible market position for its member-growers at the lowest possible cost. Flora Holland
employs over 4.000 people. The network of market locations has a combined annual turnover
in flowers and plants of more than € 4 billion.
Table 4: Associates of Flora Holland
Associates
Suppliers
Of which: Cooperative members
Traders
Employees
Employees
Source: Flora Holland

2008
8 967
5 124
3 587
4 524
3 555

2007
9 633
5 323
363
4 593
3 612

The auction hall of Aalsmeer is 1.250.000 m2 (more than the size of 200 football field) and
with this size it is not only the biggest auction hall of Netherlands but also the biggest
commercial building of the world. The fourteen clocks make it possible to serve the traders
and producers very quickly and the closeness of the Schiphol airport improves its logistics
possibilities. With the biggest surface of cold store it is possible to distribute the sold flowers
almost as fresh as they arrived to the facility from the producers.

Picture 2: The auction hall of Aalsmeer
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Source: own source
The auction hall was founded in 1911 and the turnover exceeded the one million gulden
already in 1919. Because of the continuously growth in 1976 the complex already took nine
hectares of land and this growing process helps to implement every time the newest
technological background.
Since 2006 it is already possible to be member of the cooperative for non Dutch citizens as
well. The merging process of the Aalsmeer auction hall and the Flora Holland network started
in 2006 and after the fusion the leading flower distributing system of the world was
established.

Table 5: Main characteristics of the Aalsmeer auction hall
Number of members

apr. 3.000
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Number of regular suppliers

apr. 5.300

Number of dealers

apr. 1.050

Market share

44.2 %

Main import countries

Kenya, Israel, Ethiopia

Main export countries

United Kingdom, Germany, France

Number of annual visitors

102.000

Number of daily transaction

44.000

Source: http://www.flora.nl/en/AboutFloraHolland/Press/Pages/Factsandfigures.aspx

The three most important services available for members is the sale with clocks, the
traditional intermediary purchases and the services of the logistic system. Based on the
relationship with Flora Holland the producers and traders could be divided into three groups:
fully entitled members, partly entitled members and contractual suppliers. Fully entitled
member could be a member who assures that all of his/her products are sold through the
auction system. They have to pay EUR 1.400 annual membership fee and one percent of their
turnover as liquidity contribution (this second amount of fee is refundable for them after nine
years with interest).

Right to vote and share of the profit is available for fully entitled

members. The partly entitled members are the ones whose products are not fully sold through
the auction system. They don’t have to pay any contribution but they don’t get any share of
the profit either.

Table 6: Main financial characteristics of the Aalsmeer auction hall
Average daily turnover

EUR 6.9 million

Average daily turnover

19 million cut flower and 2 million plant
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Annual turnover in 2006

EUR 1.75 billion

Net annual profit

EUR 5 million

Source: http://www.flora.nl/en/AboutFloraHolland/Press/Pages/Factsandfigures.aspx

The contractual suppliers have the most informal connection: they have possibility only to sell
products in a contractual amount. Contractual suppliers could be only members of other
auction halls and they have to pay a registration fee and a turnover-based contribution as well.

5. Flower markets and auctions – from all around the world
Relevant flower markets are existing outside of the Netherlands as well, almost all around the
world – in every continent – we can find one. In general we can say that the annual turnover
and the capacity of these flower markets are much less than the ones in the Netherlands,
especially the flower market of Allsmeer. On the other hand the method of their operation is
very similar to the Dutch system.
In the following paragraphs the most important flower auctions from outside of Europe will
be shortly described.

Table 7: Main characteristics of the Dutch and other flower markets
Dutch flower markets

Other flower markets

huge building complexes

smaller complexes

influence on the world market prices

regional importance

target market: the whole world

influence only on the regional markets
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ancient tradition, decades of experience

“young” initiatives with only some years of
experience

professional distribution

sometimes small, family-run businesses

Source: own composition

Christensen flower market – Brisbane, Australia
This family-run-business was founded in 1980 and that time the company was dealing with
fresh cut flower and dried flower. Because of the successful growth during the years the
company became the leading flower auction therefore a need for a distributing system for
whole Australia occurred. Nowadays already more than 800 Australian producers’ product is
sold through the company to the more than 450 trader/buyer. It is an interesting phenomenon
that the 56% of the growers and the 88% of the buyers are from the province of Queensland.
It also confirms the regional importance of this flower auction.

United Flower Growers – Burnaby, Canada
The special purpose of the United Flower Growers was to help the flower producers of the
county British Columbia of Canada to get to the markets and coordinate the supply and
demand needs in an effective way. Because of the high level of the infrastructure a very
sufficient system could be developed: more than 4.000 transactions are made by every clock
per hour. While the majority of the producers are coming from the county the buyers are from
all around Canada and the United States of America, mainly traders and nurseries.
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United Flower Auction – Auckland, New Zealand
The flower auction of Auckland was founded in 1987 by the local producers and the company
is still owned by them. Their main purpose was to sell their products in an effective way while
also make efforts in the field of the marketing activities. The auction clock set up like in the
Netherlands is operating from the very beginning and the producers have to pay a contribution
linked to the turnover.

Multiflora – Johannesburg, South-Africa
The biggest flower auction of Africa is situated in Johannesburg. It was founded in 1945 and
since that time a continuous growth is observable. The infrastructure of the clock auction
system was set up in 1975 and the entire structure is fully electronic. The service of the
flower market is mainly used by the local producers: the majority of the flowers are produced
within a 300 km radius. On the other side the buyers are coming from the neighbouring
countries as well, not to mention the foreign (mainly Dutch) clients. The influence of the
former colonizers plays a significant role not only in the infrastructure but also in the structure
of the owners.

Flower Auction Japan – Tokyo, Japan
The Flower Auction Japan is situated in the middle of the capital, therefore mainly the
demand of Tokyo is the target group of the company. Like in other fields of the Japanese
economy, the efforts toward sustainability are observable in the flower market as well.
Therefore the highest level of logistics plays a very important role.
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6. Flower market of Hungary
In this chapter the Hungarian flower market will be shortly described.
The wholesale trade plays an important role in the Hungarian flower business. Before the
accession of Hungary to the European Union the importers were the most dominant player of
the markets. (8) They purchased the products from Western-Europe (mainly from the
Netherlands) and sold it to the Hungarian wholesale traders. After Hungary became part of the
common market the administration got easier therefore more and more wholesale traders
started purchasing the products directly. The market share of these companies is growing year
by year.
In Hungary there are two cooperatives that holds the majority of the producers. The
Virágpaletta Hungarian Flower Producing Retailing and Purchasing Cooperative (VHFPRPC)
was founded by 36 individual producer in 1997. Now they have already 65 members with 22
selling facilities in Hungary and 1 abroad. The main purpose of the cooperative was to defend
the selling channels from the Dutch distributors and to help the Hungarian producers to sell
their products in the Hungarian market. The new members of the cooperative have to pay an
entrance contribution that covers the cost of the common investments. The other important
cooperative is the Floranet which was founded by ten wholesalers. It is rather an informal
cooperation between the members; the most important goal is to harmonize the purchases and
the representation of the interests.
Very important players of the Hungarian flower market are the direct wholesale markets. (9)
There are numerous direct wholesale markets in the country, mostly close to Budapest and to
big cities (like Szeged and Győr).
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The most dominant direct wholesale market is the Flora Hungaria. It was founded by 48
individual producer but now it is owned by 488 members. The company is located in
Szigetszentmiklós and with the size of 17 hectares it is the biggest flower market of the whole
Central-Eastern European region. The market hall has 750 selling places and a very modern
logistic system is also developed (mainly for overland transportation). The Flora Hungaria has
a great influence on the prices of the whole region.
Altogether we can say that the Hungarian flower market has some similar tendencies like the
Dutch (e.g. concentration, cooperatives) but the infrastructure is much less developed.

7. A country where a flower auction system could play an important role
Hungary is situated in a strategically key location of the whole Central and Eastern-European
region. As far the radius of the overland transportation of flower products could be estimated
around 1.200-1.500 km, the scope of Netherlands ends somewhere in this region. (2) Because
of this phenomenon for larger distances the Dutch products are not competitive anymore.
Therefore Hungary has a great opportunity to become the “Netherlands of the region”, the
biggest distributor of flower products for the whole Eastern-European region, and after the
general economical conditions are improved the Balkan is also a potential and huge target
market.
Enormous business opportunities are given in this field therefore to establish a flower
auctioning and distribution system would be necessary either from strategic and logistic point
of view. Moreover the great traditions, competence and the favourable climatic and soil
conditions of Hungary are also supporting this initiative.
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The 55% of the Hungarian flower production is coming from the greenhouses of the region of
Szeged and as far a new-built highway is also crossing the region it is advisable to set up the
flower distribution centre of Hungary somewhere in this area. (3)
The first steps are already made by the community of Kistelek (smaller city close to Szeged)
where the long term goals are engaged with the initiative of the flower auction. The local
government offered an area of 400 hectares and a brand new cold storage is built to support
the products of the coming flower market.
Finally it is worthy to summarize the situation of the Hungarian flower market in a SWOT
analysis.

Strengths
Promising flower market. The flower industry of Hungary is strengthened in the recent years
and clear market conditions are set up.
Good economic growth potential. As the flower consumption is highly related to the
economic welfare of the society the increasing purchasing power of the Hungarians forecasts
a growing demand.
Weaknesses
Lack of proper infrastructure and logistics. Especially compared to the Netherlands the
Hungarian infrastructure and logistics system is underdeveloped. Though already numerous
flower market halls exist as far no auction hall is completed.
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Investments are expensive. The investments to achieve are quite expensive and though
Hungarian companies are lack of capital they are afraid to use foreign (especially Dutch)
funds in order to preserve their independence.

Opportunities
Out of the reasonable Dutch carry distance. The radius of the competitive Dutch flower
products is expired in the territory of Hungary. Therefore the central location of the country
could be a possibility to become the flower distributing centre of the region.
Increasing GDP/capita. As it was already mentioned the increasing GDP/capita of Hungary
and the other neighbouring countries could increase the demand for flower products.
Excellent geothermal resources. As the energy costs are continuously getting higher the
abundant geothermal resource for cheaper heating could be the base of the competitiveness of
the Hungarian flower sector.
Threats
GDP/capita is below the average of the EU-15. Just like in the other Central and Eastern
European countries the GDP/capita is below the average of the old member states, therefore
the present consumption is less in these countries.
Strict regulations on geothermal energy use. Though the geothermal energy is a huge
possibility the strict regulations of the present make it very difficult to use it in an efficient
way.

8. Conclusions
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In the first chapter we could see that world market of flower products is quite concentrated.
The biggest area for cut flower production is used in China but because of the inefficient
production system and the continuously growing internal demand this country has only a
small influence on the export markets. On the other hand, the leading exporter and distributer
country is undoubtedly the Netherlands with almost 50% share of the overall export of the
world.
In the second chapter we could read a general overview of the four main different types of
auctions. The English, Dutch, first-price sealed-bid and Vickrey auctions are used for
different purposes, for flower auctions the Dutch auction system is the most commonly used.
The third chapter dealt with the history of the flower auctions. The first flower auctioning hall
was opened in 1887 in Holland based on the auction method used by the vegetable producers.
The quickness of the Dutch auctions makes it possible to sell such perishable goods like cut
flowers.
Fourth chapter was about the Dutch flower market, focusing on the auction halls. Out of the
nine auction halls of the Netherlands six belong to the network of Flora Holland. The biggest
auction hall of the world is in Aalsmeer which deals with almost 44.000 transactions every
day. The auction halls are mainly cooperatives owned by individual growers, therefore the
membership is the key element of the cooperation.
The fifth chapter mentioned some other flower auctions from all around the world. The annual
turnover and the capacity of these flower markets are much less than the ones in the
Netherlands, especially the flower market of Allsmeer. On the other hand it was visible that
the method of their operation is very similar to the Dutch system.
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Chapter six gave a general overview on the Hungarian flower market. AS it was mentioned, in
Hungary the flower sector also has some cooperative which try to help the Hungarian
producers to sell their products. On the other hand the biggest influence on the Hungarian
flower market is hold by the direct wholesale markets.
Last chapter highlighted that the perfect location of Hungary could make it possible to
become the flower distribution centre of the region. In order to achieve this goal a Hungarian
flower auction hall should be set up preferably in the region of Szeged which is the flower
producing centre of Hungary.
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Abstract: This paper appraises investments into the solar fotovoltaige electricity plants on
agricultural households’ buildings. The efficiency of such an investment project depends on
investment support measures and guaranteed purchase prices for the purchase of electricity,
which is produced by the solar electricity plants on agricultural household’s buildings. We
employ the regression analysis on the monthly data to estimate the production and revenue
functions in the case of the solar electricity plants focusing on natural sunray conditions and
economic policies by the received government subsidies, real guaranteed purchase prices for
the solar electricity, and real market prices of electrical energy. The crucial revenue factors
are the purchase price for the solar electricity and the subsidy to producers, which both
depends on the government policy. Production of solar energy depends on the technical
supply-side factors suchs as the installed capacitiy of the solar fotovoltaige electricity plants,
but the sunray weather conditions can contribute to the monthly variations. The awaranes on
the importance of the investments’ efficiency into the solar fotovoltaige electricity plants for
agricultural households employment and income generation, and the improved public opinion
on the competitive abilitities for the renewble solar energy production are important
determinants to assure the greater importance of the renewable solar energy in the long-term
sustainable rural developments.
Key Words: Agricultural households’ buildings, solar renewable sources of energy,
production function, revenue function, sustainable rural development
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Introduction
Solar energy is similar as water and wind energy natural renewable source of energy.1 and 2 We
focus on Slovenia, where the solar energy is still less utilized source of energy.3, 4 and 5 The
European Union (EU) within the climatic-energy package with support for the use of energy
from renewable sources of energy for Slovenia by the year 2020 are defined two objectives:
25% share of energy from renewable sources of energy in the final use of energy and 10%
share of energy from the renewable sources of energy in the final use of energy in transport.6, 7
and 8

To achieve these objectives, countries support investments by investment grounds and

with some other measures such as a guaranteed price for the purchase of the solar electrical
energy. In Slovenia, Ministry of Agriculture, Forestry and Food9 supports the investments into
the solar electricity plants by the investment support measure within the rural development
program and with the measures of diversification of non agricultural activities for supports of
setting up and development of micro enterprises. Moreover, a special state Eco fund provides
supports for crediting of environmental investments into the solar electricity plants. The
government provides incentives for investments into the solar electricity plants by the
guaranteed purchase price for the electrical energy, which is produced from the renewable
sources of energy. During the years 2002-2009, the real electricity price from the solar
electricity plants has increased by 6.7%.
The paper contributes to literature in three significant directions. First, it provides investment
appraisal in the case of the solar electricity plant on the roof of agricultural building by using
static and dynamic investment appraisal methods and indicators. Second, we employ
regression analysis to estimate the production and revenue functions for the solar electricity
plant on the roof of the stable in the school farm in the Gorenjska region as well as in the case
of the revenue functions some other electricity plants in this region in Slovenia. Finally, in
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addition for electricity production and agricultural households’ revenues and employment
generation, the approaches used in the paper and derived findings have important research and
policy relevance as well as are important for education, promotion, research and development
activities with exchange of good practices from the studied case study for the solar electricity
plants’ investments on agricultural buildings in the country and for comparisons with
particularly other EU countries.
Material and Methods
In 2001, the first solar electricity plant in Slovenia was connected on the electricity network.
In 2006 on agricultural buildings was built 35.6 kW solar electricity plants (Table 1). The
investments into the solar electricity plants on agricultural buildings are increasing.

Table 1: Growth of the installed solar electricity plants on agricultural buildings 2006-2008
(kW) by statistical regions in Slovenia
Gorenjska Gorišk Osrednje Zasavsk Savinjsk Korošk Podravska Pomurj Total
a

-

a

a

a

e

slovenska
2006

0.0

0.0

35.6

0.0

0.0

0.0

0.0

0.0

35.6

2007

109.6

4.5

0.0

0.0

0.0

0.0

0.0

0.0

114.1

2008

125.7

0.0

67.2

15.7

42.1

71.4

4.2

55.4

381.8

(kW)

235.4

4.5

102.8

15.7

42.1

71.4

4.2

55.4

531.5

Total (%)

44.3

0.8

19.3

3.0

7.9

13.4

0.9

10.4

100.0

Total

Source: www.engis.si; Papler (2009a, 2009b)7, 8 and 10
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In the structure of investments into the solar electricity plants on agricultural buildings by
their size are important the largest plants with the installed power more than 50 kW (Table 2).
The smallest solar electricity plants on agricultural buildings are important by their number,
while the medium-sized between 20 and 36 kW are also important for production of electrical
energy. In development of the solar electricity plants on agricultural buildings an important
role plays the measures and grounds for rural development. Our special focus is on the
analysis of the solar electricity plant Strahinj, which is build on the roof of the stable of the
Biotechnical centre and implications for similar investments, particularly on agricultural
households’ buildings.

Table 2: Investments into the solar electricity plants on agricultural buildings by the size of
the installed power
Size
Year

More than 50
Up to 3 kW

3 - 10 kW

10 - 20 kW

20 - 36 kW

Number

kW

Number

2006

0

0

2007

0

2008

36 - 50 kW

kW

kW

Number

kW

Number

kW

Number

kW

Number

kW

0

0

0

0

1

35.6

0

0

0

0

0

1

4.5

1

19.8

0

0

0

0

1

89.8

1

1

4

26.5

3

39.4

4

113.4

1

48.3

2

153.2

Total

1

1

5

31.0

4

59.2

5

149.0

1

48.3

3

243.0

Share

5.3

0.2

26.3

5.8

21.1

11.2

26.3

28.0

5.3

9.1

15.8

45.7

(%)

Source: www.engis.si; Papler (2009a, 2009b)7, 8 and 10.

As the methods of the analysis are used: static measure (period of return) and dynamic
measures for investment appraisals (internal rate of return, net present value, indicator of
economy, indicator of profitability of investment, and indicator of profitability of expenses).11,
12 and 13

The period of the investment return is defined as:
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t=

N
N
=
ar Rr − Re

where t is the expected period of investment return in the number of years, which are
necessary to return the initial capital investment; N is the value of investment, ar = Rr – Re is
the annual return or annual profit from the investment, where Re means investment and
operational costs, and Rr means revenues from purchased electrical energy from the solar
electricity plant.
Net present value (NPV) is the difference between present value of revenues (PRr) and
present value of expenses (PRe):
NPV =

i = n = 25

∑

( Rr − Re) ⋅

i =1

1
=
(1 + r ) i

∑

i = n = 25
i =1

Rr ⋅

1
1
i = n = 25
,
− ∑ i =1 Re ⋅
i
(1 + r )
(1 + r ) i

where NPV should be positive: PRr > PRe, r is discount rate (derived from average market
interest rate for long-term deposits) and i is time period of investment.
Internal rate of return (IRR) is defined as:
IRR = r p + ( rn − r p ) ⋅

NPV
NPV

p

p

− NPV n

where rp is discount rate for positive NPVp and rn is discount rate for negative NPVp.
Iteratively, it should holds: 0 =

n

∑
t=0

( Rr − Re) i ,
(1 + r ) i

where Rr is total return (revenue) of the project in year i and Re is total expense of the project
in year i, r is a discount rate when holds NPV = 0 and r = IRR, n is the project life time period
in years, and i is the current index of time periods i = 1, 2, …, n.
Indicator of economy (E) of investment is defined as a ratio between total business effects
(Rr) and costs (Re) of the project in constant prices:
E=

Rr
.
Re

Indicator of profitability (O) of investment is defined as:
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O=

Rr − Re
⋅ 100(%) , which shows annual profitability (in %) from invested capital.
N

Indicator of profitability of expenses (Oe) is defined as:
Oo =

Rr − Re
⋅ 100(%) , which shows annual profitability (in %) from all expenses of the
Re

project.
In addition, as the method of the analysis we employ regression analysis to estimate
production and revenue functions on time-series data.14 and 15
First, we estimate the production function for the monthly electrical energy production in the
solar fotovoltaige electricity plant QSE (in kWh) as the dependent variable, which is
explained by the natural factors regarding the monthly sunray per surface, which is estimated
at the meteorological station at the airport of Brnik (SBrnik in Wh/m2), at the meteorological
station at the airport Lesce (SLesce in Wh/m2), at the location of the solar photo voltaige
electricity plant Strahinj (SStrahinj in Wh/m2), and the average temperature of the sunray
module ( Tmod ule ).

QSE = f (SBrnik , S Lesce , G Strahinj , Tmodule ) .
Second, we estimate the production function for the monthly electrical energy production in
the solar fotovoltaige electricity plant QSE (in kWh), which is explained by the monthly
sunray per surface, which is estimated at the meteorological station at the airport of Lesce
(SLesce in Wh/m2) and the additional the meteorological data on the average monthly
temperature in the neighbourhood of the solar fotovoltaige electricity plant (°C) ( Tn ) and the
speed of the wind at the location of the solar fotovoltaige electricity plant in meters per
second (Wind):

QSE = f ( S Lesce , Tn, Wind ) .
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Third, we estimate the revenue function, where the dependent variable is total revenue from
the sale of electrical energy from the solar fotovoltaige electricity plants in Euro ( TRSE ),
while as the explanatory variables are received subsidies for investment support into the solar
fotovoltaige electricity plants in Euro ( Subsidies SE ), revenues for the sale of the solar
electricity energy with the guaranteed price in Euro ( Sale _ g SE ) or alternatively, revenues for
the solar electricity sales under market conditions in Euro ( Sale _ m ):

TRSE = f ( SubsidiesSE , Sale _ g SE ) or
TRSE = f ( SubsidiesSE , Sale _ m) .
In addition in the revenue functions, we control the regressions the additional explanatory
variables by S Brnik , S Lesce , S plant - monthly sunray per surface, which is estimated at the
meteorological station at the location of the solar electricity plant (in Wh/m2), and Tmod ule .
The regressions for the production functions and revenue functions are estimated by using the
ordinary least square (OLS) method. The production functions and the revenue functions are
estimated in the logarithm form on the basis of the average monthly data. The data used are
collected at the solar fotovoltaige electricity plants for electricity production and for the
installed capacity, and at the meteorological stations for the evidence on the sunray,
temperature, wind, and other average monthly weather conditions, and from the statistical and
governmental sources for the guaranteed purchase prices and government subsidies. Data on
the Sunray variables are obtained from the Agency of the Republic of Slovenia for
Environment at the Ministry of Environment and Space.
Therefore, in this paper we consider the supply-side technical, economic, and meteorological
data as explanatory variables, but less the demand-side consumers’ variables such as the
consumer price of the solar (electrical) energy and consumer prices of the substitutes.
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Results

Investment appraisal for the solar electricity plant Strahinj on the roof of the stable of the
educational farm
For the appraisal of economic efficiency of investment our focus is on dynamic methods of
investment appraisals. The solar modules are the most expensive part of the solar electricity
plant, which through the photo effect dissemble solar energy into the electrical energy. During
the construction of the solar modules on the roof (328 modules on the roof of the cowshed and
99 modules on the roof the stable) a special attention was given to the design and appearance
of the solar electricity plant. The power of the photo-voltage field on the roof of the cowshed
is 68.9 kW and on the roof of the stable 21.0 kW.

Table 3: Economic indicators for the 1st and 2nd stage of construction of the solar electricity
plant Strahinj
Strahinj, 1st stage

Strahinj, 2nd stage

Strahinj, 2nd

82.74 kWp (2007)

89.835 kWp (2008)*

stage (10 %)**

Investment

5,197 €/kW

5,120 €/kW

5,120 €/kW

Cost price

0.21331 €/kWh

0.18079 €/kWh

0.180791
€/kWh

Simple period of return of investment

15.13 years

13.59 years

15.19 years

4.99%

5.7%

4.62%

39,750 €

63,062 €

31,817 €

Indicator of economy (revenues per costs)

1.081

1.071

1.063

Indicator of profitability of investment (%)

8.8

7.7

6.92

Indicator of profitability of expenses (%)

8.1

7.1

6.3

Internal rate of return – ISD
Net present value

* Discount rate 5%; ** discount rate 4% with 10% lower sale price.
Source: Authors’ calculations.

The foreseen annual production of electrical energy is 92,667 kWh, which covers for onethird of the needs of the Biotechnical centre Naklo or 26 average Slovenian households with
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use of 300 kWh of electrical energy per month. The calculations are made by the use of entry
parameters such as the power of the electricity plant, meteorological data, and the position of
the selected location.
The solar photo-voltage electricity plant Strahinj is by the installed power and annual
production among the largest in Slovenia. In 2008, it covers with production of electrical
energy 31.7% of needs by the school or 27.9% of consumption of electrical energy of the
whole Biotehnical centre Naklo (school, sport hall and public lightening).
The investment into the solar photo-voltage electricity plant Strahinj amounted to 460
thousands Euro or 5,120 Euro per installed kW. The photo-voltage modules represented
83.7% of the investment costs and the remaining 16.3% other investment costs. The return
period of investment is 13.59 years and the internal rate of return 5.7% (Table 3).
Total money flow includes all revenues and expenses, also own and foreign funds during the
project life period. The project liquidity, which represents the differential between the sum of
revenues and expenses have to be always positive (Figure 1).
Value in thousand €
1,100
900
700
500
300
100
-100
Year0 Year2 Year4 Year6 Year8Year10Year12Year14Year16Year18Year20Year22Year24Year26Year28Year30
-300
-500
Cumulative total return (€)

Return (€)

Expenses (€)

Figure 1: Total money flow and liquidity of the project solar electricity plant Strahinj
The real money term means all returns and expenses of the investment project during its life
period. The return period of the investment is the time, when the sum of net returns from the
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real money term covered the investment costs, which are 15.13 years for the 1st stage of the
investment and 13.59 years for the 2nd stage of the investment (Figure 2).
Value in thousand €
500
400
300
200
100
0
Year0 Year2 Year4 Year6 Year8Year10Year12Year14Year16Year18Year20Year22Year24Year26Year28Year30

-100
-200
-300
-400
-500

Cumulative net return (€)

Return (€)

Revenues (€)

Figure 2: Real monetary flow and return period of the investment project solar electricity
plant Strahinj

Production of electrical energy at the solar electricity plant Strahinj
In addition to production of electrical energy the spill-over effects of the solar electricity plant
Strahinj are on the awareness and promotion of the use of the renewable sources of energy.
The solar electricity plant Strahinj monitors the system of all important parameters that the
important for monitoring of the operation of the solar electricity plant and ecological
parameters, which provides empirical basis for further analysis of production of solar
electrical energy. One of such parameters is solar cells, which energy of sun directly
dissembling into the electrical energy. Of particular relevance is total sunray treatment per
unit of surface of the sunray cells in a given time period, which depends on astronomical,
relief and meteorological parameters.
On the basis of the data obtained from the Agency of the Republic of Slovenia for
environment at the meteorological station Lesce and estimated data at the solar electricity
plant Strahinj, Figure 3 present correlation between actual sunray treatment per unit of surface
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and production of electrical energy in the solar electricity plant Strahinj by months in the year
2008. Further analysis is based on the established system for direct monitoring of technical
and meteorological data on more solar electricity plants in longer time period.
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Figure 3: Correlation between sunray treatment and production of electrical energy at the
solar electricity plant Strahinj

On the basis of the measuring of production of electrical energy at the solar electricity plant
Strahinj as well as additional solar electricity plants in the region (Radovljica, Labore, FERI,
and Preddvor) in 2008, Figure 4 presents estimated variations of production of electrical
energy at the solar electricity plants by months during the year.
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Figure 4: Estimated share (in %) of the monthly solar energy production by the solar
electricity plants in Gorenjska region for 2008
Source: Authors’ calculations.

Reduction of CO2 emissions
The reduction of CO2 emissions is considered as a substitution of the electricity production
from non-renewable sources of energy (particularly coal) by the renewable solar electrical
energy in a given consumption. Considering the actual production of solar electrical energy in
the solar electricity plant in 2008, the ecological savings in the CO2 emissions in an amount of
49.205 tonnes were achieved. The sources of energy for the Biotechnical centre Naklo create
411 ton CO2 emissions: fuel oil 204.2 tons, natural gas 36.8 tons and electrical energy
according to the Slovenian structure of production, supply and distribution 170 tons of CO2
emissions (Figure 5). In the partnership cooperation and purchase of electrical energy from
the renewable sources of energy –hydroelectricity plant of the company “Gorenjske
elektrarne” – they have reduced CO2 emissions. In the case of the solar electricity plant
Strahinj they have reduced CO2 emissions for 192 tons. Moreover, with the hydro electricity
production and solar electricity production, the Biotechnical centre Naklo has reduced CO2
emissions by 53.3%.
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Figure 5: Reduction of CO2 emissions due to the use of renewable sources of energy at the
Biotechnical centre Naklo
Authors’ calculations.

Regression analysis: solar electricity production
Production of electrical energy in the solar electricity plant Strahinj we describe by the
estimated regression function, where the dependent variable is production of electrical energy
from the solar electricity plant ( QSE ), and the explanatory variable is the sunray treatment,
which was estimated at the nearest meteorological stations Brnik ( S Brnik ) or Lesce ( S Lesce ).
For the solar electricity plant are used the unique data, which are obtained with the set up
monitoring system for the measuring of the meteorological data for the sunray treatment per
surface at the location of the solar electricity plant Strahinj ( S SE ) and the average temperature
of the sunray module ( Tmod ule ).
The estimated production function shows that the average sunray treatment at the
meteorological station Brnik for one percent increases production of the solar electricity by
0.795%, while the one percent increases of the sunray treatment at the meteorological station
increases production of the solar electricity at the solar electricity plant Strahinj by 0.659%
(Table 4). The increases in the sunray treatment at the surface at the location of the solar
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electricity plant Strahinj by one percent increases production of electrical energy by the solar
electricity plant Strahinj by 0.892%. The increases in the average monthly temperature of the
sunray module by once percent increases production of electrical energy by the solar
electricity plant Strahinj by 0.158% at similar sunray treatment, which was estimated at the
meteorological station Lesce. The increases in the average monthly temperature of the sunray
module by one percent decreases production of electrical energy by the solar electricity plant
Strahinj by 0.231% at similar sunray treatment, which was estimated at the location of the
solar electricity plant Strahinj. This suggests that when there is an over-warming with a
surplus of temperature at the sunray modules, which is observed by the monitoring at the solar
electricity plant during the hottest period of the summer, there is a technological effect, which
causes a reduction in production of electrical energy.

Table 4: Regression function for the solar electricity plant Strahinj, 2008
Average
Solar

Constant

electricity

temperature
of the sunray

plant

module (°C)

Sunray

Sunray

treatment

treatment
2

Brnik (Wh/m )

Sunray
treatment
2

Lesce (Wh/m )

Strahinj

AdjR2

F

0.959

256.806

0.885

85.720

0.941

81.226

0.875

70.736

0.911

52.242

2

(Wh/m )

Strahinj
ln(Constant)
1

2

3

4

5

ln(QSE)
Jan-Dec08
ln(QSE)
Jan-Dec08
ln(QSE)
Jan-Dec08
ln(QSE)
Jan-Dec08
ln(QSE)
Jan-Dec08

ln(T_module)

ln(S_Brnik)

5.354

0.795

(24.063)

(16.025)

ln(S_Lesce)

4.411

0.987

(9.084)

(9.258)

5.570

0.158

0.659

(15.033)

(3.968)

(7.267)

ln(S_Strahinj)

6.531

0.574

(22.050)

(8.410)

5.726

-0.231

0.892

(12.804

(-2.167)

(5.668)

ln – natural logarithm. In the brackets are t-statistics.
Source: Authors’ calculations.
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Moreover, we use a unique plant level data obtained from the actual measuring at the solar
electricity plant Strahinj. These are additional meteorological data on average temperature in
the neighbourhood of the electricity plant ( Tn ) and the speed of the wind ( Wind ) (Table 5).
The estimated regression function shows that the increase of the temperature in the
neighbourhood of the solar electricity plant Strahinj by one percent increases production of
solar electrical energy by 0.171% at similar sunray treatment on the nearest meteorological
station Lesce. The increases in the speed of the wind at similar sunray treatment at the nearest
meteorological station Lesce causes cooling of the sunray modules during the hottest seasonal
temperature with an increase of production of solar electrical energy by 0.245%.

Table 5: Production function for the solar electricity plant Strahinj, 2008
Speed of

Solar
electricity

Constant

the wind
(m/s)

plant

Average
temperature in

Sunray treatment

the

Lesce (Wh/m2)

AdjR2

F

0.926

63.826

0.963

131.591

neighbourhood

Strahinj
ln(Constant)
6

7

ln(QSE)
Jan-Dec08
ln(QSE)
Jan-Dec08

ln(Wind)

ln(T_n)

ln(S_Lesce)

5.594

0.171

0.656

(13.187)

(3.302)

(6.256)

5.308

0.245

0.661

(19.366)

(5.457)

(9.498)

ln – natural logarithm. In the brackets are t-statistics.
Authors’ calculations.

Regression analysis: revenue function
We employ revenue function, where the dependent variable is total revenue from sales of
electrical energy from the solar electricity plants (Table 6). The revenue function is estimated
in the natural logarithm on the basis of the monthly data for the period 2005-2008 for the solar
electricity plants Radovljica, Labore, Strahinj and Preddvor. The increases in the premium for
the solar electricity plant by one percent increases total value of revenues at least by 0.6%.
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The increases of the guaranteed purchase price for solar electrical energy by one percent
increases total value of revenues at least by 0.39%. The increases of market price of electrical
energy by once percent increases total value of revenues at least by 0.148%. The regression
coefficient pertaining to the S Brnik and S Lesce , respectively, is higher in specification with the
market price variable than the guaranteed price variable.

Table 6: Revenue function for the solar fotovoltaige electricity plants in Gorenjska, monthly
2005-2008
ln(TRSE)

ln(Constant)

(1)

1.021
(9.635)

(2)

2.317
(55.653)

(3)

3.242
(8.923)

(4)

2.265
(46.946)

(5)

2.676
(6.026)

0.148
(5.812)

1.200

0.989

0.143

(7.784)

(27.288)

(3.627)

(6)

ln(Subsidies SE) ln(Sale_gSE) ln(Sale_m)
0.597
0.390
(13.456)
(8.975)

ln(S_Brnik)

ln(S_Lesce)

ln(S_plant)

0.048

0.947
(100.123)

AdjR2

F

0.998

21704.8

0.995

8488.6

0.570

60.6

0.995

8651.0

0.557

57.6

0.988

818.5

(4.191)
0.150

0.669

(6.001)

(8.181)

0.946

0.059

(101.649)

(4.424)
0.787
(7.903)

ln – natural logarithm. In the brackets are t-statistics. Dependent variable: TRSE = monthly
total revenue from the sale of electrical energy from the solar fotovoltaige electricity plants
(in constant Euro). Explanatory variables: SubsidiesSE = subsidies received for investment
supports into the solar fotovoltaige electricity plants (in constant Euro), Sale_gSE = average
monthly revenues for the sale of the solar electricity energy under the system of the
guaranteed price (in constant Euro), Sale_m = average monthly revenues for the sale of the
solar electricity energy under the market conditions (in constant Euro), S_Brnik = monthly
sunray per area at the meteorological station at the airport Brnik (Wh/m2), S_Lesce = monthly
sunray per area at the meteorological station at the airport Lesce (Wh/m2), and S_plant=
monthly sunray at the location of the solar fotovoltaige electricity plant (Wh/m2).
Source: Authors’ calculations.
In addition, we have also tested the association between the revenues of the solar electricity
plants and the installed capacity of the solar electricity plants (in kW), and find to be a close
to linear association depending on an additional control explanatory variables.

Policy measures, guaranteed real price developments and policy implications
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From technical point of view, for solar electricity plants are crucial roof locations with a
relatively large surface of roofs, a suitable orientation and slope of the roof. The building
needs also to have a reasonable static. However, in addition to the technical roof
characteristics, the economic efficiency of investment depends significantly on the
government policies concerning the investments supports and the price support system for
electrical energy from the solar electricity plants.
The investment into the solar electricity plant and its connection on the distribution network
for the sale of the solar electricity energy require project documentation with the construction
permission for the solar electricity plant, measuring place and low-voltage connection place
and economic investment appraisal for an efficient investment. However, the economic
efficiency of the investments into the solar electricity plants is significantly related to the
government support measures such as investment grounds inside the rural development
programme with measures for diversification of non-agricultural activities and support
measures for setting up and development of micro-enterprises, then credits for ecological
investments from the Eco found, and by providing the government guaranteed purchase price
for electricity produced from the renewable sources of energy from the solar electricity plants
for the period of 15 years from the start of the invested solar electricity plant operation.
The government rural development support measures for the co-financing of investments aim
is to speed up the setting up and advancements of non agricultural activities on agricultural
households and in rural areas to create new jobs and additional sources on incomes on
agricultural households and thus to improve socio-economic conditions for agricultural
households. These support investment grounds are also targeting co-financing of the
investments into the solar electricity plants on agricultural households either as a main or a
supplementary activity of an agricultural household. However, in the case of the investments
into the renewable sources of energy, the value of investments should not be greater than 480
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thousand euros. The investment grounds from the public sources are up to 50% of the
investment value, while the remaining 50% is covered by the investors. In addition, the
investor can receive up to 200 thousand euros during the least three budgetary years. This
investment grounds have attracted attention by the agricultural households.
The support measures for the setting up and development of micro enterprises is also another
possible financial source for investments into the solar electricity plants on agricultural
households. This can be as an entry of micro enterprise or as a self-employment
supplementary activity on agricultural households.
The Eco fund aims for crediting of ecological investments, including investments into
efficient use and renewable sources of energy at favourable interest rates. In addition, it can
be without interest rate for loans, which are for crediting of ecological investments of
households in the areas, which have been damaged by the natural disasters. It is worth
mentioning that there has been a great interest for loans from the Eco fund in 2009
particularly for investments into the solar electricity plants.
The guaranteed price system is rather favourable for smaller solar electricity plants, which can
be favourable for agricultural households.16 The guaranteed purchase price for electrical
energy includes uniform annual price, which is composed from uniform annual premium for
state support for investment into solar electricity plants and price for electrical energy. The
price varied by the size of the solar electricity plants, but since 2006 it has been abolished.
Figure 6 presents developments of prices electrical energy for micro solar electricity plants.
As can be seen, since 2004, there has been a slight decline in the real uniform purchase price
of electrical energy for micro solar electricity plants up to 50 kW.
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Figure 6: Real purchase prices of electrical energy for micro solar electricity plants of the
power up to 50 kW, 2002-2009.
Source: Authors’ calculations.
Even more visible is the decline in real purchase price of electrical energy for small solar
electricity plants from 50 kW to 1 MW (Figure 7). This has deteriorated economic efficiency
of this smaller solar electricity plants.
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Figure 7: Real purchase price of electrical energy for small solar electricity plants from 50 kW
to 1 MW, 2002-2009.
Source: Authors’ calculations.
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Within the uniform annual purchase price of electrical energy for both micro and small solar
electricity plants around nine-thirds is the uniform annual premium and only around one-tenth
is the guaranteed purchase price of electrical energy. This clearly indicates the crucial
dependence of the economic operational efficiency of the micro and small solar electricity
plants on the government policies regarding the uniform annual premium. Under only pure
market conditions and market price of electrical energy their economic investment appraisal
and operational efficiencies are still much more questionable.
Nevertheless, solar electricity plants on agricultural households have entered into the
businesses in Slovenia. It is expected they will take a greater role in future with the decline of
investment costs caused by the technology improvements and the increasing competition
among the technology suppliers worldwide. The solar electricity plants on agricultural
households, but with the commercial sale of electricity, might become widespread similarly as
it has happened with computers and the use of internet. How fast this will be the process, in
the short- to medium-term it will depend also on government investment support and
electricity price support mechanism to promote the bridging the gap between the current
commercially still questionable investments and the needs of the society for renewable
sources of energy, including electrical energy, at a reasonable and competitive price.
Conclusion
We have investigated the economic efficiency appraisal into the solar electricity plant, the
solar energy production and revenues from the solar electricity plant on agricultural
households’ buildings in Slovenia, which is still less utilised source of energy in the country.
We have illustrated the case of the solar electricity plant Strahinj at the Biotechnical centre
Naklo, which is also used for didactical and education purposes. The students can on a real
case study investigates the efficiency of production of solar electrical energy as the renewable
source of energy, which is also important for raising ecological awareness.
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The economic efficiency of investments into the solar fotovoltaige electricity plants depends
on both market conditions, and particularly on the government investment support measures
and guaranteed prices for the purchase of the solar electricity as the renewable source of
energy. We have analysed both the investment support measures and the real guaranteed
purchase prices for the solar electricity with a special focus on the solar electricity plant on
agricultural households’ buildings. The regression analysis for the revenue function in the
case of the solar electricity plants on the monthly data confirms the importance of the received
government subsidies, real guaranteed purchase prices for the sold solar electricity, and real
market prices of electrical energy. Production of solar energy depends on the technical
supply-side factors of the installed capacitiy of the solar fotovoltaige electricity plants.
However, the sunray weather conditions are a factor that contributes to the monthly
variations.
In the development of the solar fotovoltaige electricity plants on agricultural households’
buildings the crucial is the investment appraisal efficiency, which should includes the
appraisal of the crucial supply-side and demand-side technical and economic factors, weather
conditions and ecological factors, and particularly the measures of the government policy.
Our focus has been on the solar photovoltaige electricity plant, which is situated on the roofs
of the agricultural buildings of the Biotechnical centre Strahinj as well as in the case of the
revenue functions also on some other solar photo voltage electricity plants in the Gorenjska
region in Slovenia. We have illustrated different potentials and opportunities to use the solar
energy as the renewable source of energy for agricultural households’ production, job creation
and income determination on agricultural households and in rural areas. So far this has not
been exploited yet in a great extent. At the same, there have been also some initial
shortcomings in the developments of the solar electricity plants on the agricultural
households’ buildings as reasons to improve the awaranes on the importance of the
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investments’ efficiency into the solar fotovoltaige electricity plants on agricultural
households’ buildings, and concering the improved public opinion on the competitive
abilitities for the renewable solar energy production. The solar electricity plants on
agricultural households’ buildings are indeed expected to take a greater role in energy
production and in electricity sale from the agricultural households as a potential to create
employment and increase households’ incomes and to assure the greater importance of the
renewable solar energy in the long-term sustainable rural and the country energy
developments and energy uses.
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Abstract: Organized pharmacy retail business is growing in India. Newer challenges and issues
are ahead to face by veteran retail marketer.

Apart from issues of spurious drugs and

counterfeiting products, availability of large range of products and brands with zero supply chain
defects is a big issue which has to be addressed. The entire complex process of distribution of
drugs to end consumer must be error free. To identify the gaps between the customer’s
expectation and service provider perception is of great importance to improve on service quality
in organized retail pharmacy. This study will investigate the expectations and perceptions of
customers and service providers respectively. It will measure the gaps of the service quality
dimensions and to evaluate the usefulness of the model in organized pharma retail sector. This
study will also determine the store image and its influence on loyalty patronage behavior of
customers.
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Introduction
The $6 billion pharmaceutical retail market in India is witnessing major changes. The old
unorganized pharmacy stores are being replaced by organized large formats that allow shoppers
to a vast range of products including not just medicines. They are dealing in the skincare,
personal care and Nutraceuticals etc. This is a paradigm shift of the retail pharmacy business
from highly fragmented to organized one. There are total 800000 retail stores in the country out
of which organized sector is controlling only 2-3% of stores. The retail pharmacy growth rate is
approximately 15% as compared to 35-40% of organized sector. To meet out the same growth
pattern each organized player has to open seven stores a month. These new age pharmacies
believe in offering enhanced services to customers. Most of them have introduced several value
added schemes like free home delivery of medicines, round the clock services, loyalty programs
with reward points, Information centers and helpline for queries related to medication, free health
capms and free newsletters. Apollo pharmacy also offers free heath insurance for regular
customers. Many pharmacies also stocks alternative medicines like homeopathy and ayurvedic
products. Thus we can say these outlets are striving for one stop shop for all beauty and healthcare needs of the customers. In spite of a heavy investment and promotion companies are not
getting desired footfall of customers at their stores. This study will find out the gaps in the
services provided by them and what is the loyalty patronage behavior of the pharmacy visitors.
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Objective of the study
•

To analyze customer expectation part on five factors like tangibles, reliability,
responsiveness, assurance and empathy.

•

To prioritize services in terms of convenience (of location and hours) its impact on
pharmacy selection.

•

To measure customer’s trust in organized pharmacy retail chain.

Material and Method
This study will be based on Servaqual model. Study focused on scaling and measuring the service
quality of the organized pharmacy stores from the customer’s point of view. It means that only
the final gap between organized pharmacy stores –customer’s expectations of service and the
perceived performance of the service will be investigated. For determining the store image and its
influence of customer’s patronage behavior shall be calculated as follows.
SI= ∑ Bi * Wi
Where
‘SI’ is store image
Bi = evaluative aspects towards attributes for a particular store
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W i = Weight of perception towards a particular store

Sample design
150 respondents have been interviewed who have come to visit organized retail store from 15
organized retail chain stores. Selection of store sample for the study includes Convenience store,
High streets stores and pharmacy stores in shopping malls from south Delhi area. Two separate
questionnaires were designed to interview the visitors. One questionnaire was to identify the gap
the in services whereas a separate questionnaire to retrieve the information for loyalty patronage
behavior and store Image among pharmacy visitors.

Literature reference
What is Servaqual?
•

This is a scale to measure the performance of services. It identifies the gaps between:

•

Gap1: customer expectation-management perception

•

Gap2: management perception-service quality specification gap

•

Gap3: service quality specifications-service delivery gap

•

Gap4: service delivery-external communication gap

•

Gap5: difference between customers expected and what they perceived was delivered.
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•

The ultimate goal in improving service quality is to narrow the fifth gap as much as
possible. But to achieve this, service providers may have to reduce /close the 4 gaps
discussed above. The strength of this gap model is its generic insight.

Service quality is the comparison of customers’ expectations of services (E) with their
perceptions of the actual performance of the service delivered (P). The gap score is evaluated in
accordance with the disconfirmation; if E<P, it is positive and if E> P, it is negative
disconfirmation.

Benefits of study
This study will helpful in identifying the service quality gap of organized retail pharmacy stores.
It will helpful to understand customer retention and increasing the footfall further. It will also
helpful in identifying the customer’s loyalty patronage behavior. It will also be useful in
academic institutions to discuss as case study.

Data analysis and Results
Respondents had to rate their level of expectation and level of perception after visiting and
experiencing the services provided by the organized retail pharmacies. The scale was given them
to rate the service quality on different service parameters ranging from 1 to 5. Once the data
collected from the respondents the gap has been calculated by simple subtraction of the scores of
level of expectation and level of perception. The average of the gap score has been taken and
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cumulative frequency and frequency was calculated. After finding the frequency of responses a
curve has been plotted to understand the distribution pattern of the gap.

Parameter-1: Tangibility of services
Cumulative
Range

Frequency

Frequency

-1

0

0

-0.8

0

0

-0.6

0

0

-0.4

4

4

-0.2

10

6

0

20

10

0.2

41

21

0.4

77

36

0.6

91

14

0.8

98

7

1

102

4

Table-1
Tangibility of Services
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Figure -1
Interpretation – out of 102 respondents 82 are of the opinion that the tangible aspects of a
organized retail pharmacy meets their expectations. Similar characteristic is appeared in the
distribution curve (figure no.1)

Parameter-2: Reliability of services
-1

0

0

-0.8

0

0

-0.6

0

0

-0.4

1

1

-0.2

5

4

0

20

15

0.2

43

23

0.4

74

31

0.6

90

16

0.8

101

11

2163

1

102

1

Table-2
Interpretation – reliability of services in organized retail pharmacies is equally good as tangible
aspect. Customers are having faith on the quality and rice of the products they purchase from
their outlets.80.39% respondents are in favor of the reliability of organized retail pharmacy.

Reliability of Services

Figure-2
Parameter-3: Responsiveness of services
-1

0

0

-0.8

1

1

-0.6

10

9

-0.4

18

8

-0.2

34

16

0

44

10

0.2

63

19

2164

0.4

79

16

0.6

89

10

0.8

94

5

1

102

8

Table-3
Interpretation- responsiveness of the organized retail pharmacy seems to be poor. Only 58 out of
102 respondents (56.86%) are of the opinion that responsiveness of the organized retail pharmacy
is satisfactory. Where as equal number of respondents have dissatisfactory experience. Similar
characteristic appears in the distribution curve.

Figure-3
Parameter-4: Assurance of services
-1

0

0

-0.8

0

0

-0.6

4

4

-0.4

9

5
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-0.2

24

15

0

41

17

0.2

62

21

0.4

77

15

0.6

94

17

0.8

99

5

1

102

3

Table-4
Interpretation- 61 respondents out of 102 respondents are in favor of that the assurance of
services provided by the organized retail pharmacy is satisfactory. Where as 43 (42.15%)
respondents are not satisfied with the assurance of services. Similar characteristic is appeared in
distribution curve.

Figure-4
Parameter-5: Empathy of services
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-1

0

0

-0.8

0

0

-0.6

0

0

-0.4

0

0

-0.2

11

11

0

29

18

0.2

59

30

0.4

82

23

0.6

96

14

0.8

99

3

1

102

3

Table-5
Interpretation- 73 respondents out of 102 respondents are of the opinion that they are satisfied
with the empathy shown by the store staff of the organized retail pharmacies. Whereas a small
percentage have shown disagreement to it.

Figure-5
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Determination of loyalty patronage behavior of organized retail pharmacy visitors

For calculating the loyalty patronage behavior of organized pharmacy visitors following
parameters have been considered.
Convenience of store location
Convenient hours of operation
Expectation level met
Weight given to following aspects are .25, .25 and .50 respectively.
Calculation of the loyalty patronage behavior is
SI= ∑ Bi * Wi
(Average of location responses* .25) + (Avg. of convenience of operation * .25) + (avg. of
tangibility*.1+avg. of reliability*.1+ avg. of responsiveness*.1+ avg. of assurance*.1+ avg. of
empathy*.1) =
(.88.25) + (.85*.25)+ ( .8*.1)+ ( .8*.1)+ ( .57*.1)+(.6*.1)+(.72*.1)
= .72
72 out of 100 organized retail pharmacy visitors are loyal to the store once they visit the store.

Results
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Tangibility
Out of 102 respondents 82 are of the opinion that the tangible aspects of a organized retail
pharmacy meets their expectations. Similar characteristic is appeared in the distribution curve
(figure no.1)
Reliability
Reliability of services in organized retail pharmacies is equally good as tangible aspect.
Customers are having faith on the quality and rice of the products they purchase from their
outlets.80.39% respondents is in favor of the reliability of organized retail pharmacy.

Responsiveness
Responsiveness of the organized retail pharmacy seems to be poor. Only 58 out of 102
respondents (56.86%) are of the opinion that responsiveness of the organized retail pharmacy is
satisfactory. Where as equal number of respondents have dissatisfactory experience. Similar
characteristic appears in the distribution curve.
Assurance
61 respondents out of 102 respondents are in favor of that the assurance of services provided by
the organized retail pharmacy is satisfactory. Where as 43 (42.15%) respondents are not satisfied
with the assurance of services. Similar characteristic is appeared in distribution curve.
Empathy
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73 respondents out of 102 respondents are of the opinion that they are satisfied with the empathy
shown by the store staff of the organized retail pharmacies whereas 23 percent respondents have
shown disagreement to it.
Determination of loyalty patronage behavior of organized retail pharmacy visitors
72 out of 100 organized retail pharmacy visitors are loyal to the store once they visit the store.

Conclusion
The above study shows that the service quality offered by the organized retail chains in India is
satisfactory on certain parameters of service quality like tangibility, reliability and assurance.
Whereas they have to work more on a few parameters of service qualities like responsiveness and
empathy which needs improvement.
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motive difference among segments in the community pharmacy market”, Journal of
Pharmaceutical marketing &Management, 1(4), 19-33
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ANNEXURE-I
Questionnaire format (General)
Name of the respondent:

Age group: young / middle / old

Gender: MALE

FEMALE

Income/month:

< 20,000

> 50,000- < 1Lakh
Occupation: Service

Family size:
>10,000 - < 50,000

above 1 Lakh
Business/professional

Do you visit organized retail pharmacy store frequently?
2171

Student

Housewife

Yes

No

Have you ever recommended to someone to visit organized retail chain?
Yes

No

What are the factors you feel responsible, when you select a store? Rate your responses by giving
your preference 1, 2 and 3, 1 = highest and 3 is lowest)
A: Convenient location of store
B: Convenient hours of operation
C: Store services

Questionnaire for Service quality level

Items

Level of expectation

Level of perception

Lowest

Lowest

Highest

expectation expectation

perception

perception

Clean and approachable store

1

2

3

4

5

1

2

3

4

5

Modern looking equipments

1

2

3

4

5

1

2

3

4

5

Advanced billing system

1

2

3

4

5

1

2

3

4

5

Neat appearing professional

1

2

3

4

5

1

2

3

4

5

Highest

and ambiance of store

employees
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Visually appealing

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

Fulfillment of task at the time 1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

Willing to help

1

2

3

4

5

1

2

3

4

5

Delivering prompt services

1

2

3

4

5

1

2

3

4

5

Never be too busy to respond

1

2

3

4

5

1

2

3

4

5

Polite and respectful staff

1

2

3

4

5

1

2

3

4

5

Staff’s adequate product

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

promotional brochure and
offers
Provide right information
about the prescribed
medicines
Completion of promised
tasks like availability of
prescribed medicine

promised
Showing concern when you
have problems
Informing time schedule of
services and schemes

knowledge
Instilling confidence in
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customers
Customer feeling safe in

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

1

2

3

4

5

transactions
Caring for customers specific
needs
Operating hours are available
to all customers
Customer feeling respected
and honored
Having customer’s best
interest at heart
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Influence of land resources and labour on agricultural
productivity in Poland and in selected Polish farms
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Abstract: Twenty years after economic system transformation Polish agriculture still differs
from European standards. Even though the efficiency of land is only half of that than achieved
in the agriculturally developed countries of the EU, labour efficiency is only one quarter of
the average performance across the national economy and as low as one fifth of the labour
efficiency of Western European farmers. Development of agriculture will be possible if land
and labour productivity grow systematically in all types of agricultural production:
conventional, sustainable and ecological. To achieve this it is necessary to carry out
comprehensive and detailed research on the impact of land and labour resources on
agricultural productivity in specific macro- and microeconomics conditions. This paper has
characterised the resources of land and labour and productivity in Poland, in its different
regions and selected 100 farms. A statistical analysis of the impact of using these resources
for their productivity in the selected farms was conducted. It has shown statistically
significant factors determining the growth of agricultural productivity in specific conditions.
Key Words: agriculture, land resources, labour resources, productivity.
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Introduction
Agriculture is the oldest branch of the national economy, and its principal aim is the
production and delivery of foodstuffs and industrial materials through cultivation of plants
and raising of livestock. Agriculture is simultaneously characterised by worker productivity
that is several times lower than that of industry, an excessively high number of persons
employed and out-of-date production capacity. The outcome of agricultural producers’ work
are not solely a result of the level and effectiveness of inputs, but also of external conditions.
Agriculture is inextricably intertwined with nature, soil, climate and biological rhythms.
Modern agriculture is eliminating that dependence on natural conditions and directs biological
processes with increasing effectiveness [Borkowska 2009].
Socio-economic and political changes that have taken place since 1990, when Poland went
from a centrally-controlled economy to a free-market one, have resulted in Polish agriculture
finding itself in a different economic environment and a new market structure. It underwent
processes of restructuring, internal and external competition, and adaptive mechanisms in
common agricultural policy. These factors resulted in an increase in the diversity of
production and economic behaviors of agricultural producers, which differ by region. As
Józwiak [1998] and Radwan [2009] write about their selection; the main determining factors
are endogenous ones, and among them are the area of land under cultivation and possession of
capital.
As a member of the European Union since 2004, Poland has been executing the Common
Agricultural Policy with the limitations resulting from accession. The scope of agriculture and
rural areas in Poland is significant. Rural areas encompass 93.2% of the area of the country
and are inhabited by 38.5% of the population. For a significant portion of the rural population,
jobs and incomes in agriculture constitute the basis for their livelihoods.
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Polish agriculture is characterised by a high degree of variation in regional conditions, both
natural and socio-economic. These factors, aside from varied patterns of land division and
intensiveness of production [Michałek et al. 2008], contribute to varying degrees the
utilisation of production possibilities [Krasowicz 1996, Wasilewski, Mądra 2007].
The productivity of farms in a region is important for many reasons. Aside from providing the
greater quantity of food, an increase in the output of farms in a region impacts the prospects
of economic growth and competitiveness on the agricultural market, the rates of earnings and
savings, and economic migration. An increase in the agricultural productivity in a region
means more effective distribution of limited production assets.
Efficiency, or productivity, is universally recognised as one of the most important indicators
of the processes of development in any economy. Its growth leads to reductions in costs,
increase in supply of less expensive goods and services, development of the market and also
influences the growth of buying power, and thereby the level of affluence of societies. In the
light of those, it can be stated that regardless of the specific socio-economic conditions, study
of worker productivity should always be a central topic of research and practice.
Increase in agricultural productivity also leads to economic growth for the nation, to reduction
in poverty in poor and developing nations, in which agriculture, as in Poland, often employs
the largest portion of the population.
The modern challenges standing before the Polish economy put the issue of its productivity in
a very harsh light. It seems that they result from two premises. Firstly, low effectiveness of
labour presents one of the primary barriers to starting onto the path of growth of a
transforming economy. Secondly, in large measure, it will determine the speed and costs of
the progresses of integration into the economies of Europe and the world. This applies
particularly to agriculture, where productivity is significantly lower than in other sectors of
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the national economy, and its changes do not indicate distinct or lasting symptoms of growth
[Gołaś, Kozera 2003].
Development of the economies of developed countries is universally accompanied by a
decrease in the proportion of agriculture as part of GDP. This results from the developmental
mechanisms of those economies, based largely on the relatively rapid development of nonagricultural sectors, and especially the technology sector (High-Tech), the service sector, and
also as a result of growth in the proportion of those industries surrounding agriculture that add
value to food products. Thus, economic growth, which translates into advances in the
development of agriculture, is associated in general with a decrease in the importance of that
sector of the economy. Two basic economic theories can be distinguished that describe this
phenomenon. The first is tied to the demand-based approach and notes that the low elasticity
of demand for food products limits the potential for expansion in the agricultural sector. The
second theory highlights the difference in effectiveness of production factors and the
proportion of changes in production resources between agriculture and non-agricultural
branches. Among the conditions of transformation of the economy in Poland, one other factor
is speeding the rate of reduction of agriculture as a proportion of GDP, which is the
disintegration of the food economy. This refers especially to the weakening of integrated links
in the farm to processor chain, as a result of which market risk has risen and the market
position of the agricultural sector has worsened. It can be presumed that the tendency of
further lowering of the proportion of agriculture in GDP in Poland will be continued with a
significantly slower rate of decline. The causal factors of that process must be sought in the
growth in the degree of processing of foods as well as in the relatively rapid development of
non-agricultural sectors. Not insignificant also may be the forecasted growth in nonagricultural activity in rural areas, which reduces the relative role of agricultural incomes in
the incomes of rural family homes. It should also be noted that the engagement of such
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significant production resources in agriculture in Poland means that their low productivity has
a braking effect on growth processes throughout the economy. At the same time, reduction in
the proportion of agricultural production as a part of GDP does not automatically mean a
decrease in its competitiveness in the market, since it does not determine a rise in productivity
of the production factors in use [Grzelak 2008].
The issue of competitiveness of agriculture and food economy is the subject of many
discussions whose discourse depends above all on the assumed view of the very category of
competitiveness examined by some authors from the perspective of conditions, and by others
of results [Rębisz, Figiel 2006].
In the evaluation of competitiveness, relative productivity assumes a basic significance. This
results from the importance of productivity in the processes of competition. The achievement
of competitive advantage by a farm and the choice of instruments used to attempt to achieve
that advantage is determined by its location. This influences the choice of market and is also
shapes the availability of production factors [Zwolińska-Ligaj, Guzal-Dec 2006].
The basic measurements used to assess the level of productivity and modernity of agriculture
are land productivity and labour productivity. They determine the competitiveness of
agriculture in the international arena, and also define the production capacity by unit of
cultivated land area as well as the directly employed manpower [Michałek, Grotkiewicz
2009].
LAND
In agriculture, just as in all branches of material production, the essence of economic activity
is production. Agricultural production, like all other types of economic activity, requires
adaptation of specific resources of production factors. In agriculture those factors are divided
into three main groups: labour, land, and capital. [Poczta 2003]. This is a simplified division.
Nevertheless, for the purposes of this article it is sufficient to study the resources of labor, and
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land, and the relationships between those factors. These are the elements, which, in large
measure, determine the developmental possibility of agriculture.
Production factors resources are characterized by a low degree of mobility and this applies
both to agricultural land and family labor resources and real capital. Land resources have
particular significance because both the sector-wide and regional scale they cannot be
increased, and an increase in particular economies is possible only under the condition of
reduction through sales or leases in others [Czudec 2008].
Differentiation in the productivity of land depends foremost on its size, the method of
cultivation, and exploitation of labour inputs and capital [Wiatrak 1989].
Due to the specific character of land, the farmer has limited influence over its quality and
layout. The factors that are dependent on man that can improve the profitability of agricultural
production and worker productivity are the area of land in the holding and the structure of its
use. In order to increase production in an individual farm in a meaningful manner, it is not
sufficient to increase the level of production inputs per unit of land area. Most of all, the
amount of land used for production must be increased. In the farms studied, the method for
increasing agricultural use was land lease. In a time of dramatic socio-economic
transformations, changes are also taking place in the usage of land resources. The area and
quality of land used determines the economic profile and influences the formation of the
farm’s economic situation.
An increase in the area of farms influences not only the situation in a given production unit,
but indirectly effects the situation in a given area. However, changes in agricultural land
distribution are also being accompanied by changes in the population levels of rural areas
[Soczewska 2006].
LABOUR
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The only active and productive production factor is labour. Other factors, creating conditions
for conducting business and leading to the production of goods serve supporting roles. Labour
constitutes a direct production factor, and land and capital are indirect factors. However,
analyzing the development of agriculture in western European countries it can be concluded
that the replacement of manual labour with mechanized labour, or the reduction of labour
resources engaged in agricultural production, aside from the structure of agriculture,
constitutes the basis for maintaining the ability to compete on the international arena.
It is known that four paths leading to full utilization of resources of family labour exist in
individual farms: Permanent migration from existing farms, increase in employment outside
the farm without change in the place of residence, increase and change in the structure of
production and improvement in land distribution among farms toward an increase in the
proportion of farms that are larger in area [Tabor, Prusak 2008].
From studies conducted [Tabor, Kuboń 2004, Tabor 2006], it has been evidenced that there
has been a lack of substitution of manual labour with mechanized labour in crop production.
This comes as a result of the fact that technical and technological advances in crop production
do not free up large surpluses of manpower. It can, however, be predicted that the release of
the surplus of labour will only occur when the process of introduction of instruments of
technical progress are accompanied by an increase in the area of farms and the associated rise
in worker productivity. Then will it be possible to take advantage of economies of scale and
to achieve an increase in the productivity of inputs applied. The above mentioned factors
indicate that Polish agriculture and persons employed in farming are faced with a great
challenge in the form of a socio-technological transformation toward the forms of agriculture
practiced in the highly developed countries of the European Union. A side effect of those
transformative processes will be the freeing up of a large surplus of manpower. Under the
current system of farm retirement pensions, this will not cause an increase in unemployment.
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In the future, however, it may constitute a problem which limits agrarian changes. For that
reason, the creation of non-agricultural jobs is a basic condition of unburdening agriculture of
unnecessary manpower resources and improvement of worker productivity in agriculture
[Kolarska-Bobińska et al. 2001].

Goals and methodology of study
The goal of the project was to describe the influence of land resources and labor on
productivity of agriculture and to pinpoint of the factors, which determine increase in
productivity under a defined set of cultivation conditions. The project characterised land and
labour resources as well as productivity in Poland, in its specific regions, and in one hundred
selected farms.
Productivity is the relationship between the quantity of production in a given period and the
amount of initial production inputs utilised or consumed. This means that productivity can be
interpreted as the efficiency of the use of input resources of a system to produce the goods
and services that constitute that system’s output. In this document productivity of land was
calculated as the relationship between the value of product of a farm to its area under
cultivation. In the interest of describing labour resources, two quantities were used: The
number of persons working on the farm in contractual annual work units (Annual Work Unit
– AWU), which is the equivalent of the total annual work input of a person employed full
time. The AWUs are calculated by dividing the number of hours worked over the course of a
year by the number of hours equalling a full-time work year. In Poland the equivalent of a
full-time work year is 2120 hours of work, or 265 workdays of eight hours each. In the
calculation of work inputs expressed in AWU (according to the Eurostat methodology) the
condition was observed that for any one person no more than 1 AWU could be calculated,
even if that person really worked more hours. Economic productivity (efficiency) of labour is
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expressed in the global value of products per person fully employed (AWU) and per person
working in agriculture.
To better depict the variety of labour and land resources and their productivity, statistics
published by the Main Statistical Office from the entire country were analysed, as were
statistics from six regions of Poland (in accordance with the Nomenclature of Territorial Units
for Statistics). The regions studied were: the central region, the southern region, the eastern
region, the northwestern region, the southwestern region, and the northern region.
Original research in the form of directed interviews was conducted at 100 farms situated in
the southern region of Poland and concerned the research period - the year 2007. The farms
were divided into four groups based on their economic size, expressed in Economic Size
Units (ESU). The ESU size of a farm was established on the basis of standard coefficients of
all economic activities taking place on the farm and equals to the equivalent of 1200 Euro (1
Euro = 3,9740 PLN). In this work, the principles of the FADN system of classification of
farms were used. The following size classes of farms apply: very small (up to 4 ESU), small
(4-8 ESU), medium small (8-16 ESU), and medium large (16-40 ESU).

Discussion and results
Table 1 shows the area and proportion of agricultural land in Poland and in the regions
analyzed in 2007. The area of agricultural land in farms equalled 16.1 million ha, including
over 15.6 million ha of land used in good agricultural practices. The agricultural land area had
grown by 1.7% compared to 2005. The typical agricultural area per one farm carrying out
agricultural activities in 2007 was 6.63 ha, or 0.44 ha (7.1%) larger than in 2005. The eastern
region contained the largest area of agricultural land, encompassing over four million ha,
while the smallest amount was in the southern and southwestern regions. The central region
and the northwestern region had similar amounts of agricultural land, around 20% of the total.
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Arable land in farms occupied over 12.1 million ha and constituted 77.5% of the agricultural
land.

Table 1. Agricultural land and its proportion in Poland and in specific regions in
thousands of hectares in 2007
Agricultural land
Proportion (%)

Detailed list
(thousands of ha.)
Central Region

3213,8

19,9

Southern Region

1167,9

7,2

Eastern Region

4077,9

25,2

Northwestern Region

3289,6

20,3

Southwestern Region

1538,1

9,5

Northern Region

2889,8

17,9

Total Poland

16177,1

100,0

Source: materials compiled by the authors based on source data from the General Statistics
Office.

The number of farms conducting agricultural activities in Poland and in specific regions of
Poland divided into groups based on the economic size of the farms in 2007 is presented in
table 2. In the year studies there were approximately 2391 thousand farms, including 1741.6
thousand individual farms with an area of over one hectare of agricultural land. About 90% of
the farms conducted economic activities with a value under 8 ESU. The number of large
farms, over 40 ESU, was only about 18.7 thousand. The eastern region of Poland had the
largest number of farms, making up 33.5% of the farms in the country. In that region,
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however, farms of the lowest economic size predominate (up to 8 ESU), of which there were
751 thousand. The largest farms are found in the northern and northwestern regions, and the
least such farms are in the southern region.

Table 2. Farms by economic size in 2007
Number of Farms
Region

Economic size of the farms in ESU
Total
<8

8 to 40

> 40

Central Region

485 918

424 981

57 799

3 138

Southern Region

421 761

412 339

8 691

731

Eastern Region

802 091

751 086

48 755

2 250

Northwestern Region

274 218

218 574

49 785

5 859

Southwestern Region

186 218

167 647

16 417

2 154

Northern Region

220 748

170 982

45 182

4 584

Poland Total

2 390 954

2 145 609

226 629

18 716

Source: materials compiled by the authors based on source data from the General Statistics
Office.

In 2007 the percentage of people in Poland working in agriculture equaled 15.0%, and was
the highest among all countries in the European Union with the exception of Romania
(30.6%). In the remaining countries of the EU that proportion ranged from about 1% in Great
Britain to about 8-12% in Bulgaria, Greece, Lithuania, Latvia and Slovenia. People working
in Polish agriculture made up about one fifth of all persons working in agriculture in the
European Union [Frenkel 2008]. The number of people contributing labour input to farms in
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Polish agriculture in the year studied equalled about 5 million, but counting only persons
employed full-time, it was significantly lower and equalled 2,246 thousand AWU. In spite of
the fact that employment in Polish agriculture is in need of a gradual reduction, it still requires
significant labour resources. The appearance of a surplus manpower above and beyond the
real need of farms created the appearance of a phenomena of unemployment concealed in
agriculture. Labour resources used in specific regions are presented in figure 1.

Figure 1. Number of persons working in farms in specific regions of Poland in thousands
of persons and thousands of AWU in 2007
Source: materials compiled by the authors based on source data from the General Statistics
Office.

The eastern region was distinguished by having the highest number of people working on
farms, where that number equalled over 1.7 million. This results from the fact of poorly
developed other branches of production and services and a concentration of small farms in
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that region. The highest proportion of manpower above the real needs of farms was noted in
the southern region. The best utilization of labour resources (over 50%) took place in the
central and northern regions.
The value of agricultural products produced by Polish agriculture equals 43.3 billion PLN,
which constitutes 5% of the output produced by farmers in European Union countries. The
productivity of land in Poland and in the specific regions in the years 2002-2007 is presented
in figure 2.

Figure 2. Total production per hectare of agricultural land in PLN during the years
2002-2007
Source: materials compiled by the authors based on source data from the General Statistics
Office.

The median productivity of land in Poland was the highest in the last year studied and
equalled 4107 PLN per hectare. On the basis of the chart presented, we can observe a trend of
2125

growth in that indicator. Over the course of the five years studied an average increase of 16%
was achieved. The central region is characterised by a steady trend of growth in land
productivity and by the best results in Poland. In the remaining regions of the country a
significant drop in total production by hectare of agricultural land was noted in 2006. This
was caused by lower yields of the main harvests, whose main cause was a periodic drought.
The lowest land productivity indicator was reached by farms in the southwestern and eastern
regions.
An important measure of assessment of the level of effectiveness of land management are
worker productivity measured in relation to agricultural output per person working in a farm
and per person employed full-time.

Figure 3. Worker productivity in Poland and in specific regions in 2007
Source: materials compiled by the authors based on source data from the General Statistics
Office.

Results of median productivity for that resource in Poland and in particular regions is
presented in figure 3. The median worker productivity in Poland is only a little over one
quarter of that in the EU. In 2007 it equalled 36.3 thousand PLN per person employed full2126

time and 16.3 thousand PLN per person working in agriculture. The lowest value of that
measure was noted in the southern region, in which there was the lowest level of utilisation of
available resources of manpower as well as in the eastern region, which had the largest work
force. The northwestern region stood out for having the highest worker productivity at 70.2
thousand PLN per AWU, as well as 33.9 thousand per person employed.

The scope of the research used data from 100 individual farms located in four communes in
the southern region. A brief description of the farms studied divided into specific groups
according to the ESU indicator is presented in table 3. 28 sites belonged to the group of very
small farms; the group of small and medium small farms included 27 sites, while the group of
medium large farms consisted of 18 sites.

Table 3. Character of farms studied
of Economic size of the farms in ESU

Unit
Characteristic
measure

<4

4 to 8

8 to 16

> 16

Number of Farms

-

28

27

27

18

Median agricultural area of farm

ha

3.22

7.75

11.27

14.52

Proportion of own land farmed

%

92.6

78.4

67.0

57.2

Proportion of leased land farmed

%

7.4

21.6

33.0

42.8

Median amount of arable area

ha

2.63

5.62

9.18

12.28

Median area of green usage

ha

0.57

2.08

2.07

2.24

LSU*

64.75

85.97

74.14

80.91

Livestock

per

100

ha

or

agricultural land
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Proportion of cattle in livestock

%

76.2

72.8

64.3

68.3

Proportion of hogs in livestock

%

17.8

23.0

35.0

31.5

%

6.0

4.2

0.7

0.2

Proportion of other animals in
livestock
LSU* (LU, LSU – Livestock Unit) - unit of livestock quantity raised on a farm according to
the Polish norm equalling one cow of a mass of 500 kg or its equivalent.
Source: authors’ original research.

Based on the data in table 3, it can be stated that the farms studied were small in area, which
is characteristic of the region in which the research was conducted. The proportion of
agricultural land under lease is growing along with the rise in surplus directly derived from
activities conducted. The proportion of green lands in the structure of agricultural lands was
ran from 15.4% in the group of medium-large farms to 26.9% in the group of small farms.
The smallest livestock inventory per 100 ha was held by the farms in the group under 4 ESU,
where 76.2% of the stock was made up of cattle. Among farms generating a direct surplus
from 4 to 8 ESU the largest livestock inventories were observed.

Table 4. Number of person working in farms studied
Economic size of the farms in ESU
Persons working in farms

Persons employed full-time (AWU) in farm

<4

4 to 8

8 to 16

> 16

0.35

0.78

0.82

1.01

10.91

10.10

7.27

6.98

Persons employed full-time (AWU) per 100 ha
of agricultural land
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Persons working in farm

1.52

2.20

2.16

2.28

47.04

28.43

19.14

15.72

Persons working per (AWU) per 100 ha of
agricultural land
Source: authors’ original research.

The labour resources present in the group studied per one farm or per 100 ha of agricultural
land are presented in table 4. On the basis of the data presented, it can be stated that the
number of persons providing labour inputs into farms shrinks along with growth in the
economic size of the farm. The greatest labour resources are used in the smallest farms, where
per 100 ha of agricultural land there were 47.7 persons working. The real workforce needs in
large farms equaled one person per farm or 7 persons per 100 ha. Farms deriving a direst
surplus of under 4 ESU at a rate of only 23%, which indicates that a significant proportion of
the people in that group worked on a less than full-time basis. The lowest differential between
needed and present workforce was noted in farms over 16 ESU. Low utilization of work force
available is caused by high amount of small farm size among the sites studied.
The farms studied were characterized by higher land productivity compared to the median
results attained in Poland and in particular regions (table 5). The total production output from
one ha of agricultural land rose along with the rise in the economic size. The highest median
land productivity in the group studied equaled about 100 thousand PLN per hectare and was
twice as high than in the farms that fell into the group of those under 4 ESU in economic size.
Of that, 56.3 was influenced by total production from cultivated plants. It can also be
concluded that along with a fall in the size of farm the influence of livestock production
grows in the land productivity achieved.
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Table 5. Productivity of land and labour in farms studied
Unit

of Economic size of the farms in ESU

Productivity
measure

<4

4 to 8

8 to 16

> 16

5.29

5.95

7.31

9.97

%

47.3

39.2

49.9

56.3

%

52.7

60.8

50.1

43.7

11.24

20.91

38.22

63.42

48.46

58.83

100.64

142.76

Thousands of
Total production
PLN/ha
including: Proportion

of

plant

production
Proportion

of

livestock

production
Thousands of
Total production per person employed
PLN/person
Thousands of
Total production per AWU
PLN/ha
Source: authors’ original research.

The values of the indicator of worker productivity (table 5), both in by person employed full
time and by person working, were higher than average in the southern region. It is possible to
observe a correlation between the economic size of the farm and the indicator that emerged in
the research. The productivity of a single person working on a farm of a size of over 16 ESU
was almost six times higher than on very small farms. This results primarily from better
utilisation of the work force, caused by small differences in the number of people working on
farms that are disposed of differing land resources.
Total production per one contractual annual unit of work in the farms studied was much
higher than the median value in the region. In medium small farms (8 to 16 ESU), as well as
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in medium large farms (over 16 ESU), it was respectively five and six timed higher than the
average for the southern region.

Table 6. Results of statistical analysis – analysis of correlation
Land productivity Labour Productivity
Value
TP/ha

TP/AWU

TP/person

ESU

0.61

0.39

0.84

Leased agricultural land

X

0.36

0.55

Arable land

X

0.29

0.59

Area of grains

X

X

0.33

Area of root vegetables

0.21

0.28

0.51

Area of grasses

X

-0.21

0.25

Industrial Areas

0.53

X

0.25

Area of vegetables

0.45

0.39

0.42

Green usage area

X

-0.21

X

Direct EU payments

X

X

0.58

Livestock inventory

0.27

-0.22

0.45

Hogs

0.41

X

0.43

0.30

0.32

0.66

0.34

X

0.52

Material inputs for field crop
production
Material inputs for livestock
production
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Internal feed circulation

0.30

-0.21

0.41

* TP -Total production
Source: authors’ original research.

The results of analysis of essential factors at the level of significance α=0.05 is presented in
table 6. As dependent variables, the measures defining productivity of land and labour
resources were accepted.
Every type of production produced on the farm influences the agricultural income, which is
designated for the development of the farm and the livelihood of the farmer and people
working on the farm. This second aspect of the allocation of income in especially essential in
the case of farms small areas, which predominated in the population of farms studied. On
small farms, management directed toward limiting of expenses predominated, while in
medium farms – cost management, and in large farms – increasing revenues. Therefore all the
factors, which determine the value of products generated, have a decidedly larger influence on
the productivity if persons working on farms than on those employed full-time. This applies
primarily to areas of particular crop cultivation, livestock inventories, and most material
inputs applied to agricultural production. It should, however, be remembered that a significant
portion of the products generated constitute internal circulation, which is consumed to
continue the production processes. This confirms the weak, but essential correlation between
internal circulation of feeds and land productivity.
Because the number of people employed full-time is decided by the work load, correlations
between production factors and productivity of persons employed full time does not occur or
are very weak. In the case of such factors as area of grasses, green areas, livestock inventories
and internal circulation of feeds correlations are negative. The value of all the factors
discussed here is dependent on the intensiveness of livestock production. In smaller farms the
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majority of the tasks involved in tending to the livestock is carried out manually. Therefore
that area of production uses primarily labour resources and not capital resources. Under those
conditions, an increase in livestock production causes a more rapid increase in labour inputs
along with a significantly slower rise in the value of product produced. As a result,
productivity of persons employed full-time decreases along with a simultaneous growth in
land productivity. A converse relationship is observed in mechanized crop production. Even
on the smallest farms that activity uses primarily capital resources, and labour resources play
a significantly smaller role. Therefore a increase in material inputs applies to crop production
more powerfully influences growth in labour productivity than land productivity. Branches of
crop production, in which labour resources predominate are vegetables and industrial crops,
particularly tobacco. With a small proportion of those crops planted, their area of cultivation
did not influence an essential manner of the growth of material inputs which was applied in
the entire field of crop production. However, high utilization of labour resources, with a
simultaneous high productivity in those fields of crop production mean that growth in the area
cultivation area of industrial crops and vegetables has a more powerful effect on the growth of
land productivity than on labour productivity.

Summary and conclusions
In the group of farms studied, correlations between production factors and productivity of
persons employed full time does not occur or are very weak. The cause of that phenomenon is
the small land area of the farms, which limits the possibility of substitution of manual labour
with mechanization.
On farms with small land areas, which are based on the growing of their own feeds, livestock
inventories are limited. The result of such processes of land management is a disadvantageous
relationship between the utilization of labour and capital resources, where the majority of

2133

work with livestock is carried out by hand. In the case of such factors as area of grasses,
green areas, livestock inventories and internal circulation of feeds, correlations are between
these factors are negative.
An increase in material inputs applied to crop production influences growth in land
productivity and worker productivity. A high utilization of capital resources alongside limited
utilization of labour resources determines is the deciding factor in that relationship. At the
same time, this indicates the possibility of further increase in utilization of the production
potential of land resources.
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Abstract:

The article refers to the problemacy of realization of managerial functions in the chosen
companies and to its comparison. The text is divided in five main parts. Four of them
represent every managerial functions individual and the fifth one is a summary and offers
some suggestions how to improve the quality level of managerial functions` realization.
The authors focused on the setting of criteria for the effective realization of managerial
functions (each criteria is briefly described) and on evaluation of the quality of their
realization in the chosen companies. Each criterion represents an aspect of main managerial
functions and was evaluated separately. The results are summarized in tables and visualized
by charts.
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Managerial functions, comparison, evaluation, quality level, suggestions.
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Introduction:
The term of quality of realization of managerial methods is very complex one. We
divided the set criteria into four areas according to four basic managerial functions (planning,
organizing, leading and control). There are seven criteria in every area (without wages, so
each one is as important as the others, this will be changed in the future). Our aim is to
develop the criteria system in a more complex one to be able to evaluate as many aspects of
management realization as possible. This article is supported by the Scientific Grant Agency
(VEGA) of the Ministry of Education of the Slovak Republic and the Slovak Academy of
Sciences (Grant No. 1/0230/09 "Competitiveness of the Slovak Agri - Food Enterprises on the
European Food Market").

Material and Methods:
Participants of research were ten agricultural companies. The research was anonymous.
That is why we refer to companies as to company 1, 2 etc. The data is collected via interviews
and some of the companies we visited personally.
We evaluated the listed criteria in all ten companies. If the company fully (or let` s say
mostly) matched the criteria we granted two points. If the company matched the criteria just
partly we granted one point and if the company mostly did not match the criteria we granted
zero points. Then we set three intervals in which we included each company according to the
reached score. The last part of article offers some suggestions how to improve the quality of
realization of managerial functions.
Results:
Research results are divided into five parts, the fifth one is conclusion. There is short
introduction to every managerial function followed by the explanation of expectation by
criteria which should be matched. The reached score is summarized in tables.
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Planning
Successful management process starts with function of planning. Planning is a process
where objectives and possible ways to meeting these goals are defined. Importance of
planning in company is very big. Efficiency increasing is one of many. When employees
know the goals they try to do everything for meeting them. Plans reduce risk because
company is prepared much better for possible changes. Another importance is connected with
manager’s personal development. They must consider each decision into the future and they
must still self-educate and self-improve in the managerial skills. Plans also support standards
development. All standards must be defined clearly, smartly and really. It helps to fulfil all
important objectives in company.
There are many requirements for planning process. Planning process has to start with
analysis of environment. It is necessary to scan internal and also external environment of
company because environments influence business. After business environment analysis the
system of goals for whole company must be determined. Objectives must be defined on basis
of SMART principle. It means, that each objective must be Specific, Measurable, Accepted,
Realistic and Time limited.
There are two basic possibilities how to set the system of objectives in company. First
one is Top-Down planning. In this way, top management develop sketchy plan for middle
management. Middle management specifies this plan into partial plans for function areas and
these partial plans are sketchy plans for first line management. The biggest advantage of this
approach is that all objectives of each level are harmonized. The biggest disadvantage is
connected with direct manner of defined plans, which can be not accepted by lower levels of
management. Second possibility how to create the system of objectives in company is
Bottom-Up where objectives are suggested from first line management. Suggested partial
objectives are going up and top management than defines overall plan which is a sum of all
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partial objectives. This plan is obligatory for whole company. The biggest advantage is that
lower managerial levels have lot of information about objectives and about market and can
flexible react on changes much better. However, partial goals can be inconsistent with other
plans.
Process of planning continues with suggestion of alternatives how to reach objectives.
Each objective can be accomplished with several ways. It is up to managers create separate
scripts of plans. There is no exact method for number of alternatives. Planning is not only
about objectives, but also about ways how to accomplish goals. Objectives without ways and
sources mean nothing. You can have ambitious objectives, but when you do not know how to
fill it, you will never reach it. After setting alternatives, all possibilities are evaluated. It is
necessary take into account positive and negative sides of each alternative and to think about
their impacts into future development of company. The best possibility is accepted and it is
implemented in company.
Each plan must be flexible. For this reason objectives are still monitored and compared
with reality. Many times there are differences among plans and real state. Managers must
consider some remedies for better accomplishment of objectives. Plans have to be flexible and
must react on all changes. Last part of planning process is its evaluation.
In this paper seven basic criteria of planning function are evaluated. Those are criteria
for best planning process in company. We evaluated this criterion with 2 points if it is exactly
fulfilled. If there are some problems with accomplish that criterion, company reach 1 point.
Finally, if company does not fill it at all, reach 0 points. As we can in the table 1 evaluated
criteria are: analysis of internal and external environment, strategic plan existence, creation of
production plans, creation of economic plans, human resources plan, flexibility of planning
and involvement of all management levels in creation of plans.
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First criterion is analysis of internal and external environment. Managers must scan
opportunities and threats of external and strengths and weaknesses of internal environment.
This criterion was exactly fulfilled only in two of ten searched companies. The biggest defect
of this criterion was in bad external analysis. Companies did not seek new opportunities in
external environment. Only internal analysis for business improvement was mostly done in
companies. The financial, economic and material environment was scanning most frequently.
In three companies there was no environment analysis. When these companies would like to
be competitive they must consider doing this analysis for finding new customers, suppliers
and partners.
Very important part in planning is strategic plan existence. In companies where strategy
is formulated there is better precondition for economic results improvement and for higher
satisfaction of employees. The strategic plan guarantees that all employees do their work for
meeting common goals. Strategic plan is important for continual improvement of all
processes in company. It is necessary to define all partial plans for function areas from this
strategic plan. Strategic plan and plans of departments must be harmonized. In our research
we find only two companies where strategic plan is not defined properly. In these cases main
vision and actual specific strategy are missed.
We evaluated agribusiness companies which have plant and animal production. It is a
reason why we checked existence of production plans. They are important for setting sources
(human, financial, material) for production. All production plans must be created on basis of
customer requirements. Managers have to take into account contracts with purchasers. They
have to have information about market, how much of their products can company sell (1).
When they have this information it is possible to set range of production branches. Natural
production and range of production branches must me included in production plans. Only in
two companies where production plans specified properly. In six cases possible purchasers
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and range of production branches were missed. In two companies there was no production
plan on paper.
When company would like to be profitable, first step for good economic results of
organization there is process of economic planning. It means economic indicators must be
predicted and planned. Indicators of costs, gains, profit, profitability, productivity and
liquidity are required in these economic plans. It is useful to do economic plans also for each
production branch separately. Managers must consider evolution on the market and in the
company. In half of searched companies were economic plans defined properly with all
important economic indicators. Also the predicted evolution of indicators was done. Other
companies missed some important indicators (mostly profitability, productivity and liquidity)
in economic plans. Only in one company there was plan contained only planned profit of
company.
Human power is the most important force of development. In this criterion we found
many problems. Only two companies fulfilled this criterion exactly. Three companies had not
it at all. They are not thinking to implement human resources plans in the future. Other five
companies mostly have plans about recruitment (firing) of employees but they missed plans
of employee’s career and improvement their skills through education process and trainings.
Next two criteria are much closed connected. When we want to have flexible plans, it is
necessary to involve to planning process more people from different managerial levels. Only
in this case each change can be implemented into plan and plan become flexible. In our
research we discovered that changes in prices, natural production and in customer
requirements were not implemented in nine companies. Only one company adopts several
changes into plans. Also big problem is connected with involvement of all managerial level in
planning process. There is no company in our research where all managerial levels are
involved. In three companies only top management defined all goals. Objectives are then
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defined in very directive manner. It causes the problems with goals acceptance by employees
and should become dissatisfied.
Table 1 Evaluation of criteria for managerial function planning
Managerial
functions
Planning
analysis of internal
and external
environment
strategic plan
existence
creation of
production plans
creation of economic
plans
human resources
plan
flexibility of
planning
involvement of all
management levels
in creation of plans
Sum
Average

Company
1

2

3

4

5

6

7

8

9

10

1

1

1

1

2

2

0

0

0

1

2

2

2

2

1

2

2

1

2

2

1

1

2

1

1

1

1

2

0

0

2

2

2

1

0

2

1

2

1

1

2

1

0

1

0

0

1

1

1

2

2

0

0

0

0

1

1

0

0

0

1

0

1

0

1

1

1

0

1

1

11
1,57

7
1,00

8
1,14

6
0,86

5
0,71

9
1,29

7
1,00

6
0,86

5
0,71

7
1,00

Organizing
Management theory says organizing is the function of management that involves
developing an organizational structure and allocating human resources to ensure the
accomplishment of objectives. The structure of the organization is the framework within
which effort is coordinated. The structure is usually represented by an organization chart,
which provides a graphic representation of the chain of command within an organization.
Decisions made about the structure of an organization are generally referred to as
"organizational design" decisions (4).
Organizing also involves the design of individual jobs within the organization.
Decisions must be made about the duties and responsibilities of individual jobs as well as the
manner in which the duties should be carried out. Decisions made about the nature of jobs
within the organization are generally called "job design" decisions.
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Organizing at the level of the organization involves deciding how best to
departmentalize, or cluster jobs into departments to effectively coordinate effort. There are
many different ways to departmentalize, including organizing by function, product,
geography, or customer. Many larger organizations utilize multiple methods of
departmentalization. Organizing at the level of job involves how best to design individual jobs
to most effectively use human resources.
Traditionally, job design was based on principles of division of labor and specialization,
which assumed that the more narrow the job content, the more proficient the individual
performing the job could become. However, experience has shown that it is possible for jobs
to become too narrow and specialized. When this happens, negative outcomes result,
including decreased job satisfaction and organizational commitment and increased
absenteeism and turnover.
Recently many organizations have attempted to strike a balance between the need for
worker specialization and the need for workers to have jobs that entail variety and autonomy.
Many jobs are now designed based on such principles as job enrichment and teamwork.
We stated following criteria by which we evaluated the level of realization quality of
organizing in the chosen companies:
− formalized organization structure chart (whether the organization structure chart is
formalized as a part of company documentation and therefore commonly known
among the employees so (for example) they are able to attempt to solve an
occurred problem with their superior),
− existing organization regulations (whether the company has a list of organization
regulation and which the employees are familiar with),
− the objectives for subordinates are clearly defined (the employees are fully aware
of their duties),
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− the duplicity of activities is removed (the parallel performing of the same task
without knowing it is most unlikely to occur),
− the competence relationships are clear (whether the superiority ranks are clearly
stated to avoid the competence arguments),
− the time management is being applied (the most important problems are solved
first, the other later),
− capability to adjust the organization structure chart according to the actual needs
(flexibility of the organization structure and the possibility of its adjustment in the
case the unexpected need for a new work position arises or another changes should
be made).
Table 2 Evaluation of criteria for managerial function organizing
Managerial
functions
Organizing
formalized
organization
structure chart
existing organization
regulations
the objectives for
subordinates are
clearly defined
the duplicity of
activities is removed
the competence
relationships are
clear
the time management
is being applied
capability to adjust
the organization
structure chart
according to the
actual needs
Sum
Average

Company
1

2

3

4

5

6

7

8

9

10

2

2

2

1

0

1

1

2

1

1

2

2

1

1

2

2

1

1

1

1

2

2

1

2

1

1

2

0

2

0

1

1

1

1

0

0

1

1

2

1

1

0

0

0

2

0

0

1

0

1

2

0

1

0

2

0

1

0

2

0

2

1

0

1

2

0

1

2

0

1

12
1,71

8
1,14

6
0,86

6
0,86

9
1,29

4
0,57

7
1,00

7
1,00

8
1,14

5
0,71

In the table 2 you can see the granted points as well as achieved score and average score.
The company mostly matching the stated criteria is the company number one (12 from 14
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possible). On the other side the company number four achieved 4 points what represents the
lower score achieved.
From the number of zeros reached in the criteria “the competence relationships are
clear” we can say that this is the most problematic area of organizing in the evaluated
companies. Te best results are in the criteria “existing organization regulations”.
According to the reached score we divided the companies in three groups:
− low level of quality of organizing (0 - 6 points) – 4 companies,
− average level of quality of organizing (7 - 11 points) – 5 companies,
− high level of quality of organizing (12 - 14 points) – 1 company.
The biggest number of companies belongs to the second group where the quality of
organizing is considered as average. Not bad but could be better. To the third (“prestige”)
group belongs only one company. In general we can say that there is a lack of quality in the
realization of managerial functions organizing and a number of things to improve.

Leading
Leadership can be defined as a process by which one individual influences others
toward the attainment of group or organizational goals. Three points about the definition of
leadership should be emphasized. First, leadership is a social influence process. Leadership
cannot exist without a leader and one or more followers. Second, leadership elicits voluntary
action on the part of followers. The voluntary nature of compliance separates leadership from
other types of influence based on formal authority. Finally, leadership results in followers'
behavior that is purposeful and goal-directed in some sort of organized setting. Many studies
of leadership focus on the nature of leadership in the workplace.
Leadership is probably the most frequently studied topic in the organizational sciences.
Thousands of leadership studies have been published and thousands of pages on leadership
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have been written in academic books and journals, business-oriented publications, and
general-interest publications. Despite this, the precise nature of leadership and its relationship
to key criterion variables such as subordinate satisfaction, commitment, and performance is
still uncertain
Leading involves influencing others toward the attainment of organizational objectives.
Effective leading requires the manager to motivate subordinates, communicate effectively,
and effectively use power. If managers are effective leaders, their subordinates will be
enthusiastic about exerting effort toward the attainment of organizational objectives.
To become effective at leading, managers must first understand their subordinates'
personalities, values, attitudes, and emotions. Therefore, the behavioral sciences have made
many contributions to the understanding of this function of management. Personality research
and studies of job attitudes provide important information as to how managers can most
effectively lead subordinates.
Studies of motivation and motivation theory provide important information about the
ways in which workers can be energized to put forth productive effort. Studies of
communication provide direction as to how managers can effectively and persuasively
communicate. Studies of leadership and leadership style provide information regarding
questions such as, "What makes a manager a good leader?" and "In what situations are certain
leadership styles most appropriate and effective?"
We stated following criteria by which we evaluated the level of realization quality of
leading in the chosen companies:
− workplace climate (general mood of employees and their perception and acceptance
of regulations and duties),
− creation of organization culture (if the organization culture is created accidentally or
willingly),
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− down-top communication (the superiors are ready to discuss the problems with
subordinates and the subordinates are allowed to come up with suggestions how to
improve for example the production process),
− detection of comfort of employees (the superiors regularly check if the employees
are satisfied and if their work morale is good enough),
− existing motivation programs (the employees`

motivation is stimulated by the

motivation programs and they are familiar with terms by which they can be
rewarded)
− possibility of carrier advancement (there is possibility to reach a better rank in the
company hierarchy),
− just forms of rewarding (the terms of rewarding are transparent and just).

Table 3 Evaluation of criteria for managerial function leading
Managerial
functions
Leading
workplace climate
creation of
organization culture
down-top
communication
detection of comfort
of employees
existing motivation
programs
possibility of carrier
advancement
just forms of
rewarding
Sum
Average

Company
1
2

2
2

3
1

4
1

5
2

6
1

7
0

8
0

9
1

10
0

1

1

1

0

1

0

1

1

1

0

2

1

0

0

2

1

2

1

2

1

1

1

0

1

1

0

1

1

2

1

2

1

2

2

2

1

2

1

1

1

2

0

0

1

2

1

1

1

2

0

2

2

2

1

1

1

1

2

2

1

12
1,71

8
1,14

6
0,86

6
0,86

11
1,57

5
0,71

8
1,14

7
1,00

11
1,57

4
0,57

In comparison with the results in “organizing” the results in “leading” are slightly
different. The average reached score is higher. The highest score is reached in criteria “just
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forms of rewarding” and “existing motivation programs” and the lowest in criteria “creation
of organization culture”.
Again we divided the companies in three groups according to the reached score:
− low level of quality of organizing (0 - 5 points) – 4 companies
− average level of quality of organizing (7 - 11 points) – 5 companies
− high level of quality of organizing (12 - 14 points) – 1 companies.
The biggest number of companies (5) belongs to the second group. To the third group
belongs this time one company. In general the results are not bad but there are still some
aspects of leading left to improve.

Control
Control is the last function of management process. Control is a process of collection,
evaluation and comparison of real results with planned objectives and possible remedies are
made. It is normal when there are differences between real results and plans (2). Here can
control brings some positives. Results of control give information for reserves detection in
work. They can find some new possibilities how to do work more effectively. Another asset
of control process is feedback on planning and other possible of standards and plans
improvement. Coordination of activities is next positive of control because it can help to
harmonize all tasks on basis of defined standards. Control is also tool for monitoring,
evaluation and determination of organizational behavior and helps to increase uncertainty in
the company, because control set up basic principles how to solve repeated situations.
Many people think that control process is only comparison of real results and plans. It is
not exactly true. Managerial control process consists of some other steps. First of all managers
have to define the basic objective of control. It means what we really want to reach with
control. Next step is definition of control standards and criteria. It is necessary to know for all
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people (not only for managers) what will be controlled and what methods will be used. In this
phase of principles of control process must be specified. After these steps the comparison
between plans and results is realized. Identification of differences is main part of this phase.
All differences are analyzed in next stage. Managers have to find reasons of negative
deviations and seek responsible people for it. After analysis of deviation managers have to
accept remedies for processes improvement in company. These remedies are then
implemented into managerial process and it is foundation for next plans.
There are many requirements of excellent control in company. We have selected some
of them to find differences in ten researched companies. Basic criteria compared in
managerial control in our research are: control frequency, forms of control, analysis of causes
of found out deviations, timeliness of correction actions implementation, analysis of
correction actions effectiveness and implementation of control result into the process of plan
making.
Control frequency is first criterion which is evaluated. Many managers prefer repeated
control. Fear, resistance and demotivation of employees are the results of this attitude. It is
common in direct manner managers. Some managers which are usually liberals prefer none or
low control. The result of this way can leads that some objectives are not fulfilled many times.
When control is very low it is not possible to set order and stability in company. It means that
frequency of control is an important tool of manager. Only manager with many experiences
can estimate when control is really needed. When control frequency is on sensible level only
then brings some benefits. Just three of ten researched companies have control frequency on
right level. In one company there is no control and we think that this company will have
problems with meeting organizational goals. Others have usually very strict and too frequent
control.
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In next criterion we evaluated what kinds of control managers used. Pre-control,
running control and verify control are the best ways to produce product with high quality and
reach the best profit. It is necessary to control inputs, because when inputs are bad also final
production will not reach high quality. Managers can save lot of costs with pre-control. Main
goal of pre-control there is to precede problems. Running control can save money too. It is
doing during activities and its objective is to uncover defects and deviations which keep from
goals accomplishment. Verify control is also very important but can not save so much money
as controls named before. It is doing after activities and brings results about reasons of
deviations. In our research only two companies reached two points because they usually assert
all three types of control in production process. Four companies applied only verify control
and other four used verify control with running control.
Analysis of causes is also very useful part of control process for improvement results. It
is not enough only compare results with plan and find deviations. Here the control process
should not be stopped. All deviations have also their causes and main role of manager in this
phase is to analyze them. In our research we found many problems in this criterion of
effective control. Two companies do not use analysis of causes at all. Following eight
companies analyze reasons of deviations only partially. The biggest problem of
accomplishment this criterion we see in disintegration of control process into organizational
environment. Control process has to be in harmony of the organizational culture and
connected with all managerial functions. Analysis of causes has big benefit for the future and
managers and employees must learn from mistakes they did and do not repeat them next time.
The time is also important dimension of control. It is a reason why timeliness of
correction actions implementation is next evaluated criterion. When manager make perfect
decision but little bit late, this fantastic action can bring nothing. It is necessary to make
correction action on time. Many times it is better to do worse decision on time than wait for
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better decision. In that time some changes can happen and new perfect solution has no
substantiation and company can lose opportunities. In this criterion only managers of one
company did all important decisions about correction actions on time. Others companies have
many problems to implement remedies on time and sometimes they did not do it at all.
Analysis of correction actions effectiveness is next evaluated criterion of this research.
Managers have to monitor development in company after correction activities and make
analysis of their decision. Effectiveness in this case means if manager reach the goal of
control and correction totally or only partially. This criterion has importance to the future.
When this decision was correct and development is positive managers can apply similar
solution also next time. If correction activity was not doing in proper way, managers have to
learn from it and make another remedy. Satisfactory analysis of correction activities was done
only in one company. In two companies there is no analysis done. In other companies only
sometimes they do analysis of impacts suggested corrections.
Table 4 Evaluation of criteria for managerial function control
Managerial
functions
Control
control frequency
forms of control
(according to phase
of production
process)
analysis of causes of
found out deviations
timeliness of
correction actions
implementation
analysis of correction
actions effectiveness
implementation of
control result into the
process of plan
making
Sum
Average

Company
1
2

2
1

3
1

4
1

5
2

6
0

7
1

8
1

9
2

10
1

2

0

0

1

1

1

2

0

1

0

1

1

1

0

1

1

1

0

1

1

1

1

2

1

0

0

0

1

1

0

1

2

1

0

1

1

0

1

1

1

2

1

1

1

2

1

2

2

2

1

9
1,50

6
1,00

6
1,00

4
0,67

7
1,17

4
0,67

6
1,00

5
0,83

8
1,33

4
0,67
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We can say that control is a feedback of planning process. Plans are checked and many
corrections are made. Managers must implement control results into process of plan making.
This is the last selected criterion of control process. Results are quite satisfactory. Half of
companies implement all results into planning process totally. All differences are respected in
plans for the next period. Other half of companies has simple problems with implementation
of control results into plans.

Conclusion:
In this part of article we would like to present the results of research. The reached scores
of every managerial function (according to criteria) are listed in the table 5. Again we divided
the companies in three groups:
− low level of quality of managerial functions realization (0 - 25 points) – 3
companies
− average level of quality of managerial functions realization (26 - 41 points) – 6
companies
− high level of quality of managerial functions realization (42 - 56 points) – 1
company.
Table 5 Reached score for all 4 managerial functions
Managerial
Company
functions
1
2
3
4
5
6
11
7
8
6
5
9
Planning
12
8
6
6
9
4
Organizing
12
8
6
6
11
5
Leading
9
6
6
4
7
4
Control
Sum
44
29
26
22
32
22
Average
1,63 1,07 0,96 0,81 1,19 0,81

These are our suggestions:
Suggestion for improvement of planning process in companies:
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7
7
7
8
6
28
1,04

8
6
7
7
5
25
0,93

9
5
8
11
8
32
1,19

10
7
5
4
4
20
0,74

-

plans must be created after proper analysis of internal and external environment,

-

managers have to defined strategic plan in consistence of partial plans,

-

system of plans must be constructed with involvement of all managerial levels,

-

production plans must consist on basis of customer requirements and contracts with
purchasers,

-

it is necessary to adopt all changes into plans,

-

human resources plan must involve apart number of recruitments (firings) also
employee’s career plan and plan for improvement of skills,

-

plans must be comprehensible and clear formulized,

-

it is useful to prepare more variants of plan,

-

economic plans must consist of several indicators such as profitability, productivity,
liquidity and many others.

Suggestion for improvement of organizing in companies:
-

to improve the clearness of competence relationships,

-

to better implement the time management techniques in the work of managers as well
as common employees,

-

to evaluate the needs for new work positions regularly and to adjust the organization
structure in due time,

-

to evaluate if all parts of organization cooperate smoothly.

Suggestion for improvement of leading in companies:
-

to focus on wilful creation of organization culture to be able to regulate and influence
it,

-

to communicate with employees and to try to find out whether they are satisfied with
their work conditions or if there is something what needs to be changed to improve
their comfort,
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-

to regularly evaluate the work efforts of employees to be able to detect a possible
adepts for promotion,

-

to make sure that employees are aware of the promotion possibilities,

-

to make sure the employees know the criteria they have to match to be rewarded.

Suggestions for managers to improve control process in a company:
-

frequency of control must be in sensible manner – not very often, not very low,

-

managers might to apply all forms of control according to phase of production process
(pre-control, running control, verify control) for detection deviations,

-

managers have to make analysis of causes if any deviation have been found,

-

it is necessary to make correction actions quickly in time,

-

all detected problems and deviations must be respected in planning for next period,

-

control standards must managers set before control process and have to be clear for
everyone in company,

-

control process must be integrated into organizational environment,

-

managers have to be flexible in control process and all changes adopt to plans.

Figure 1 Total reached score
All 4 management functions
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ICT Paradox: Cost Efficiency of Web Based Learning
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Abstract: Indonesia government in this term Directorate General of Higher Education
providing grant for ICT infrastructures supplied through all bequest competition. Kinds
and amount of the grants are various which can be used to provide hardware until the
making of ICT based teaching materials. The government issued big enough funds;
therefore it must be balanced with an optimal utilization. The aim of the research is
analyzing cost efficiency of dual mode web based learning in Indonesia. The object
research is four higher educations in Indonesia. Analysis is done by comparing the average
cost per student and average cost per subject among 4 institutions. The result showed there
are institutions that issued higher cost compared with the others in producing the same
learning media.
Key Words: cost efficiency, cost of learning, ICT paradox

Introduction
Nowadays web based learning becomes the alternative option of learning model
especially in university level that has a lot of students. The learning model is enabling to
perform the whole course with a large number of students and only employing one
facilitator. University management is no longer providing parallel class and facilitator
(lecturer) in a certain number appropriate with number of student. Web based learning
causing an efficient image compared with the conventional learning as a result the lack of
class construct budget and the decrease of salary expenditure for the facilitator.
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The utilization of ICT in Indonesia is still less compared with other countries such
as Malaysia, Thailand and Singapore (World Economic Forum 2009). To enhance the uses
of ICT in education, the Indonesian government through Presidential Decree Number 20
of 2006, established Dewan Teknologi Informasi dan Komunikasi Nasional (DeTIKNas)
which the duty are formulating general policy and strategic directive of national
development through efficiency of technology and information. The first pillar of national
development strategy ICT is infrastructure telecommunication supplying cheaply and
inclusive.
On this education infrastructure supplying sector is hoped to increase the quantity
and quality of teaching all over Indonesia. In the next few years ICT is expected can be a
media of education in all formal and informal education level in Indonesian (Rusli, 2006).
One of the successfully build infrastructure by the National Education Department in
collaborating with other related institution is internet network called JARDIKNAS.
Particularly for college, both state and private college is developed the system and college
information network which is planned step by step will connecting the entire college in
Indonesia called Indonesian Higher Education Network (INHERENT).
Through INHERENT program, the government in this term Directorate General of
Higher Education providing fund for ICT infrastructures supplied through all bequest
competition. Kinds and amount of bequest are various which can be used to provide
hardware until the making of ICT based teaching materials. After the end of bequest
period of higher education that get the bequest during certain time, in the next years is
hoped they can develop independently the using of ICT in learning. It means there is
certain budget that is needed to be provided by management institution for directness of
ICT based learning.
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Based on INHERENT grants, it is known that the government spent a large amount
costs for the development of web-based learning. It should be followed by an efficient
allocation on cost and an optimal use. Optimal use of the web can be identified based on
the size of the Web. Therefore, this research wanted to know the cost efficiency and
analyze the use of the web as a measure of productivity.

Cost Efficiency of Web Based Learning
Using communication technology in web base learning will effect the changing in
cost of educational implementation. Intuitively, no need of classroom, the decrease staff of
facilitator and subject media that can be used jointly, which it will affect the cost of
implementation of web based learning is lower than conventional learning. Like Hulsmann
(2004) said that cost of web based education with large number of students will decrease
the unit cost, but using communication system will not be cost-effective, because the
increasing of students also need to increase the web server and internet access capacities.
Rumble (1999) stated that to answer whether long distance learning system is an
inexpensive alternative learning system depend on number of student that involved, the
sophisticated media that is used, the availability of face to face facility that prepared and
depend on whom it will be charged upon the cases above. Research of Rumble (1999)
pointed out that online learning and open education in many countries are not efficient yet.
In several countries if it is calculated from average cost each student in long distance
learning system or open education higher cost compared with the conventional education
system.
Bayrak and Kesim (2005) study on a cost analysis on online learning in University
of Anadolu in Turkey, by counting the cost per student, the cost per credit unit and the cost
per subject. These three costs are cheaper compared with the conventional learning.
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Besides that, the total income on online learning during two years observation and
prediction for next three years, are bigger than online learning, so it can be concluded that
the investment in online learning is profitable. Besides that, using online learning method
is more timesaving than the conventional learning.

Different result is gained by Ramage (2005), 83% of 12 online high educational
institutions in Illinois is not efficient and resulting a negative value of return on investment
(ROI). This finding is not consistent with other researches, but it can be explained by the
statement of Rumble (1999), that the cost on online learning implementation is vary and
influenced by various factors.

Method
The object research are four universities in Indonesia that conducting a web-based
learning in a dual mode. The data was collected after a year when the grant program was
finished. The data used is the size of a web that includes the number of pages, number of
links and the number of courses offered by web based learning. These data obtained from
Google search engine. Another data such as cost of the learning obtained from the open
questionnaire that was given to the learning center director.
Analysis is done by describing the use and the size of web, the allocation cost on
each step of development of web based learning and comparing the average cost per
student and average cost per subject among 4 institutions.

The Use of Web Based Learning
The use of web learning in the four institutions sample can be seen in Table 1.
Institution A offers a web-based learning in 70 departments. The average number of
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courses delivered virtually in every department is 10 courses. Implementation of virtual
learning is governed by the rector’s policy, which stated that on certain subjects, lecturers
are required to submit a virtual material at least 2 times in one semester. During the last
year, it is known that an average virtual delivery course is 5 times per subject. The
number of meetings in one semester are usually 14 times.
Table 1. about here
Institution B received grants in 2007. These grants are used entirely for the
development of ICT facilities, including the provision of audio-video conference, as a
means of communication with other institutions. Web based learning implements only in
one department, and the number of courses delivered virtually are 2 courses.
Institution C also used the grant to enhance institutional capacity in the
INHERENT network infrastructure. Web learning is used for assigning quiz or test in 2
departments, and implemented in 15 courses. The use of web-based learning is still limited
to appeal to the lecturer.
Intuition D used the grant for increasing accessibility and network connectivity,
and strengthening the development of ICT based learning materials. Web based learning
carried out in all 18 departments and average number of delivered course in each
department is 16. Number of virtual delivery in each subjects are 3 times. This activity is
regulated by the institution based on the rector's policy.
Implementation of web-based learning in the institution B and C is less appreciated
by the lecture. Lecture time spend in delivery virtual material tend to be longer than the
time required in a conventional learning.

It contradicts with Bayrak and Kesim (2005)

that states using online learning method is more timesaving than the conventional learning.
This amount of time, possibly causing less motivated lectures to use the web based
learning. On the other hand, their compensation payments are equal to the conventional
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learning. Other factors that cause this low usage is due to the lecture skills in the use of
ICT and pedagogical skills to make a virtual material are limited.
To solve these problems, for example, institution A issued a bandwidth incentive
policy to improve teacher motivation in delivering learning materials through a web.
Beside that, in order to improve teaching abilities, institution A and D are always held a
periodic training on the use of ICT skills and improved the teacher ability to design
interactive materials.

Web Learning Size
Total numbers of web pages on the 4 institutions vary widely. Intuition A has a
web page the most for 93,400 pages. This can be understood when linked to the provision
of virtual material performed on 70 departments. Based on Table 2 can be seen that the
number of web pages increased when the number of virtual courses offered increased.
Table 2. about here
The number of link provided that referring to the web learning materials were also
different. Institution D provides the number of links the most when compared with the
three other institutions. Links are provided to refer to teaching materials that are available
on the site and files outside the site.

Cost of Web-based learning
Cost of web-based learning in each college varies greatly. The highest cost
recorded 7 billions rupiahs and the lowest 65 million rupiah. Costs are allocated on a
needs analysis phase, design phase, the web development stage, implementation stages
and evaluation phase. Cost allocations of web based learning at each stage are listed in
Table 3.
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Table 3. about here
Costs Allocation on needs analysis phase in the three institutions are the same,
except in institution A. Allocation of 30%-40% for the needs analysis phase is too large
when compared with Farley (1985) which states that the distribution effort in the analysis
phase of a software application is approximately 10%.

Cost allocation in teaching

materials design at institution A is the highest when compared to the three other
institutions. It is because of the institution concern in developing learning materials. After
period of the grant, this institution developed interactive teaching material such as
streaming video.
The allocation value that looks big enough when compared among the four
institutions is a web development costs on institution C. At this stage the highest cost was
triggered by honorariums programmers and software license costs. Rumble (2001)
suggested these costs can be minimized by the choice of free software. The smallest cost
is allocated to the evaluation stage. According to the activities carried out at this stage, the
portion of the cost allocation is reasonable, and their values at the four institutions are not
different.
Table 4. about here
Learning costs on average per student and per subject in the four institutions is
very different. The average cost less, with the increasing number and the number of users
and courses, as shown in Table 4. It appropriates with Rosenberg (2001), Unesco (2002),
and Rumble (2003) which states that several factors influence a web-based learning is the
number of students and the number of courses. On the other hand Hülsmann (2004) stated
that the increase in the number of students can also lead to increased costs of technology,
such as the amount of a particular student network access capacity should be increased. In
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the four institutions showed that the cost of the internet greater with the increasing of users
and usage.
Institution A has a largest cost of web-based learning among the 4 institutions, but
the average cost of learning per subject and the average cost per student is relatively small
compared with the three other institutions. These small costs due to the number of students
and the number of courses that offered by the institution. In contrast to the institution B,
although the costs incurred for the implementation of a web-based learning is smaller than
the others, but the average cost per student and the average cost per subject is the greatest.
These great values due to the number of students and the number of courses that offered
by the institution.
Based on the average cost per subject and the average cost per student, the
institution A and D are more efficient compared to two other institutions. The average cost
per student in institutions C the lowest among 4 institutions, but this value is not the real
cost of web based learning, because the web is used only for delivering a course
assignment.
If viewed from the condition of the four institutions, the use of ICT in learning
should be followed by policy support from the institutions. The policies should be in the
form compensation payments and develop a periodical training for the lecture. Although
empirical studies stated that ICT-based learning is more efficient than konvensional
learning, in Indonesia based on 4 institutions sample, this model is still not efficient
because of its less utilization.
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Tables
Table 1. Use of Web Learning on the Sample Institution
Higher Education
A
B
C
Number of department
70
1
2
Number of courses in
10
2
15
each department
Number of virtual
5
5
2
delivery in each subject
Number of lectures
2
2
1
Number of students
20
30
50

Table 2. Size of Web Learning on the Sample Institution
Higher Education
A
B
C
Number of web pages
93.400
572
1.870
Number of links
2.179
115
310
Source: Google search engine, accessed on13 January 2010

D
18
16
3
2
40

D
8.920
3.486

Table 3. Cost Allocation
Cost
Activity
Need Analysis
Teaching materials design
Web development
Implementation
Evaluation
Total cost per annum

A
10%-20%
30%-40%
10%-20%
10%-20%
10%-20%
7 billions

B
30%-40%
20%-30%
30%-40%
10%-20%
10%-20%
65 millions

C
10%-20%
20%-30%
40%-50%
10%-20%
0%-10%
150millions

Table 4. Cost of Web Based Learning
Higher Education
Cost (rupiahs)
A
B
C
Total cost per annum
7 billions
65 millions 150millions
Internet cost per month 700 millions
15 milions 30 millions
Users per annum
28.000
120
1000
Courses per annum
1.400
4
20
Average cost per student
250.000
541.667
150.000
Average cost per course
5.000.000
16.250.000
7.500.000
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D
0%-10%
20%-30%
30%-40%
10%-20%
0%-10%
3 billions

D
3 billions
400millions
23.040
576
130.208
5.208.333

Global Challenges and Perspectives based on Diversification as a
Factor for Sustainable Rural Development
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Abstract
The competitiveness of the agricultural sector in Europe is supported by the Common
Agricultural Policy also in programming period 2007 – 2013. The activities for raising the
global competitive advantages of European farmers are mainly based on the EAFRD
Programme. The EAFRD implementation connected with the Rural Development Plan for
period 2007 – 2013 in the Czech Republic also contents the Diversification of agricultural
activities in its Axis III. The main aim of the axis is an emphasis on increasing economic
growth, creating new job opportunities and sustainable economic development in rural areas.
The diversification means here the improvement of used technologies (but not the raising of
production), the start of finalizing food on farms, the offer of local goods, or the providing of
services such as agrotourism.

The article deals with the question how this programme should be used in the South
Bohemian Region. The analyses for this research work were carried out from May 2007 till
September 2007 and they show which activities will be preferred by the farmers, how much
money the farmers would like to use from the programme in budget period 2007 – 2013, and
which support they would like to get from the regional authorities like the Regional Agrarian
Chamber. The next part of the analysis will show the topical state of fund usage in the middle
of the programming period (2007 – 2009).
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INTRODUCTION
A wide range of business activities, services and production processes could be financed by
the EAFRD Programme. [2] With the purpose of drawing down finances the Czech Republic
prepared a basic strategic document – the National Strategic Rural Development Plan of the
Czech Republic for period of 2007-2013 and later the programme document – Rural
Development Programme of the Czech Republic for period of 2007-2013 which specifies in
detail the measures for meeting the objectives of the development of rural areas of the Czech
Republic. [5]
The programme consists of 4 basic parts (groups of measures), each of them meeting some of
its objectives, for example improving the competitiveness of the agricultural, food and
forestry sectors falls within the first group of measures – part I, increasing biodiversity, water
and soil protection and mitigating climate change is a joint objective of the second group of
measures – part II. [1] The task of part III is to improve the quality of life in rural areas and to
encourage the diversification of economic activities there. [3] Last but not least, the objective
of part IV must be mentioned – helping the residents of rural micro-regions (applying the
“from bottom to top” principle) to work out their local development strategy and to support
the projects concerning development of the region they live in, the so called LEADER
method. For the whole programme period of 2007-2013 the Czech Republic was allocated
EUR 2.8 billion from the European Agricultural Fund and together with the finances from the
state budget the total amounts to approximately EUR 3.6 billion. [4]
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The rural development in the Czech Republic should be based on activities that will bring a
sustainable economic profit, that will stabilize the local population in regions, and that will
raise the quality of life there. One possibility how to give support to these efforts is the
objective of Axis III of the Rural Development Plan – diversification of agrarian activities.
For the classification of rural regions the European Union uses the OECD methodology based
on the criterion of calculated population density. According to this method the NUTS 3
regions can be divided into three types.
predominantly rural regions – more than 50% of the population living in rural communities
(for this purpose defined as communities with fewer than 150 inhabitants per 1 km2),
significantly rural regions – 15 to 50% of the population living in rural communities
,predominantly urban regions – less then 15% of the population living in rural communities.In
significantly and predominantly rural regions in the Czech Republic there are 9,050,006
inhabitants, which constitutes 88.6 % of the Czech population and they cover 78,370 km2,
which is 99.4 % of the territory of the Czech Republic. [4]
The Region of South Bohemia is predominantly a rural region, mainly agrarian and is facing
common problems of rural regions such as structural unemployment in villages, migration of
young population into cities, or limitation of public services. Therefore it is very important to
use the possibility of development support in period 2007-2013.

OBJECTIVES AND METHODOLOGY
In the frame of a research project granted by the Czech Ministry of Agriculture the main
objective deals with the question how the programme EAFRD and its Axis III will be used in
the South Bohemian Region. The analyses for this research work were carried out from May
2007 till September 2007 and at the end of 2009. The data will show which activities were
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preferred by the farmers, how much money the farmers liked to use from the programme in
budget period 2007 – 2013, and what support they would like to get from the regional
authorities, such as the Regional Agrarian Chamber. The next part of the analysis will show
the topical state of fund usage in the middle of the programming period.

In the case of traditional local goods and diversified activities like handicrafts we asked for
help 47 museums in the South Bohemian Region. This was a questionnaire-based inquiry. The
rate of return of questionnaires was 38 per cent.

The second analysis was based on inquiry of 340 farmers in the region. In the analysis we
could summarize their experience with the previous support programmes (mainly SAPARD
and EAGGF) and with the diversified activities at present. They were asked to inform us
about their future plans according to the diversification, and we also wanted to know what
sorts of help with the projecting work and the implementation of projects they will need. The
rate of return of questionnaires was 34 per cent.

The statistical evaluation of the data collected in both waves of inquiry was a basis for the
synthesis results of the project. It was also a sound base for the comparison in 2009. The data
for comparative synthesis were given by the State Agrarian Intervention Fund.

RESULTS
The Diversification of agrarian activities should bring not only higher incomes for farmers,
but it is important that sustainable projects supported by the fund should create also additional
jobs in rural areas and some activities should make the countryside more attractive for leisure
time activities such as tourism, too. Therefore the Diversification has become the most
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supported part of Axis III in the Rural Development Plan. Table No. 1 shows the whole
amount of support for period 2007 – 2013 in Euro. The development axis has three priorities
and its relative share of EAFRD fund allocation equals 16.93 %. For Axis III there is the
support of 75 per cent and the prepared amount of financial sources is EUR 635 553 634 in
which the share from EAFRD represents the amount of EUR 476 665 226.

Table No. 1: about here

The first part of the analysis should show the base for the development of diversified activities
according to the historical development of the region. The first wave of inquiry showed that
the typical activity in South Bohemia – farming – is traditionally connected with production
of craftsmen. The traditional range of craft production is mostly represented by carpentry,
smithery, glassmaking, stonework, pottery, basket-making, beekeeping and gardenhusbandry. Some craft production can be run as own businesses but some of them (like
beekeeping or basket-making) are more like a hobby activity. For the preservation of the
traditional craftwork it is important to organize frequently and repeatedly events such as fairs,
workshops, hobby courses, as the results of the inquiry showed. Not so frequent but also very
important are parades and carnivals. Such parades in South Bohemia are connected with
typical local productions – such as Fishery Parade and Fair in the town of Vodňany or the
Trade Fair in Holašovice (UNESCO protected typical village).

The second important activity is the finalizing food on farms, and that in bio quality. Typical
products of South Bohemia are potatoes, barley, beans, poppy, vegetables, beef, pork, poultry,
fish, milk; then finalized products such as malt, beer, cheese, honey. From the craft work
there are typical glassware, wooden toys, and ceramic ware.
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The institutions (museums) also mostly mentioned that the renewal of traditional hand craft is
one suitable way of diversification in the future. The same aim is targeted by the Rural
Development Plan: “The support is focused on diversification of activities of agricultural
enterprises into nonagricultural activities particularly from the area of the following sections
of the Classification of economic activities (CZ-NACE): B 08 (Other extraction and mining),
C (Processing industry), F (Construction industry), G (Wholesale and retail; repairs and
maintenance of motor vehicles with exception of the Section 46 and Class 45.31), S 95
(Repairs of computers and products for personal use and predominantly for households) and S
96 (Provision of other personal services) (for example joinery, carpentry, smith craft,
ceramics production, basket making, glazier’s profession, handmade activities, further
bricklaying, locksmith’s trade, upholstery, repair works of machines and equipment, retail
business etc.). The support is further aimed to building of decentralized facilities for
processing and use of renewable energy sources with goal of energetic self-sufficiency of the
countryside and fulfillment of the Czech Republic obligations of achievement of 8 % energy
from renewable sources. Preferably it is supported utilizing existing buildings and premises
and promotion of innovative approaches.

After we had gathered these results we asked 340 enterprises from the agrarian sector, what
importance has the diversification for them at present and in the future. We asked them about
their experienc with the previous support programmes and with the diversified activities. They
should inform us about their future plans according to the diversification, and we also asked
about the needy help with the projecting work and the implementation of projects.
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From the sum of questionnaires sent to the farmers 118 returned back and the results were
very interesting. Only one quarter of the farmers are concerned not only by primary
agricultural production but also they have experience with diversified activities. It was also
really typical that such activities which were supported in the previous planning period are
highly developed and the farmers want to support them again. Because of this trend, the most
frequentlyly mentioned diversified activity was agrotourism (41 per cent of the farmers with
diversification). The second popular diversification was running of biogas stations. Although
the craft work has such a high potential, only 4 farmers run such a workshop.

The results according to the next planning period are also highly interesting and important.
About 30 per cent of farmers are willing to register a project in Axis III. As we realized from
the inquiry there are now prepared 34 projects for this year, but there can be more projects in
practice because of the return rate of 34 per cent. Therefore the amount of support finances
could not be predicated.

The theme of the projects was also a part of the inquiry. The mainly mentioned project theme
was agrotourism and tourism with 25 answers, the biogas stations with 5 answers, and the
craft work with 3 answers. Craft work seems to have a high development potential but the
farmers do not have either the knowledge or experience. This fact could be a good motion for
the Ministry of Agriculture and Agrarian Chamber to extend the farmers knowledge by
courses and training.

We also asked the reasons for negative answers, why do the farmers not want to register a
project in this programme. The most frequent answer was that the process of projecting takes
a long time (21 answers), the second most frequent answer concerned the absence of advisors,
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who would be needy for project adjustment, and the third most common answer was that the
projecting process is difficult.

A statistic χ2-analysis of the data obtained by the inquiry validated also the dependence of the
willingness to register a project in Axis III and on the practical experience with diversified
activities.

We summarized the first analytical part as follows: There is a high potential of taking
advantage of the tradition and experience in tourism and in craft work. As the previous
programming period showed the more will one activity be run in practice the higher the
willingness of the others to adjust a similar project will be. This is well presented by the
example of rural tourism and agrotourism. A similar development should be supported in the
case of craft work in the nowadays programming period. The results of the project will be
used for next steps in the support of the competitiveness of farmers in the South Bohemian
Region.

The comparative part of the analysis is based on the data from the three years of programming
period 2007- 2013. Till the end 2009 there were eight calls for projects in the frame of Axis
III. The maximum rate of support in diversification according to the size of the beneficiary
enterprise and the location of the projects is presented in Table No. 2 as follows.

Table No. 2: about here

In the case of tourism support there were 24 projects agreed in the second call and 21 projects
agreed in the fourth call with the total sum of subsidies of 103.7 mil CZK. The total number
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of project in the Czech Republic was 238 with the support of 567.4 mil CZK. This means that
in South Bohemia there were 18.9 per cent of projects realized with the support of 18.2 per
cent in total. It means that the highest number of subsidies in this objective was given to the
South Bohemia. The main aim of the projects was the development of agrotourism based on a
wider offer of accommodation facilities. One project was oriented on a reconstruction of a
bathing establishment and one project aimed a new construction of a riding hall. Twenty four
projects were single oriented on starting a business in tourism as a diversified activity.

In the frame of handcrafts activities thirty eight projects were focused on joinery and wood
cutting, with the support of 26.1 mil CZK. The next supported activity was car repairing
service in eleven projects with the subsidy of 5.9 mil CZK. Five times there were projects
agreed with the orientation on wooden green pellets or chipping technology with the amount
of 6.7 mil CZK. Other activities were mentioned only once during period form 2007 to 2009
and it was for example metal cutting, bottling of water, constructing material warehousing,
book binding, furniture production.

The final overview about the situation in the middle of Programming period 2007 – 2013 in
the Czech Republic in comparison with the South Bohemian Region you can observe in Table
No 3.

Table No. 3: about here

In the total number of projects in the country the 258 project in South Bohemia means a share
of 22 per cent. It means a very satisfactory development. As we expected in the first part of
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the survey – agrotourism and handcrafts connected with the usage of renewable energy are the
mostly used objects of supported projects.

Besides these diversification tasks like handcrafts activities and services in tourism Axis III
also allows the support of renewable sources of energy usage. The main aim of these projects
is to build new biogas stations. The shares of 39 per cent or 9 per cent of the granted amount
of money in Axis III are given to the projects with the aim to support the services and
infrastructure in rural areas and to protect the historical cultural heritage there. These
activities could be realized only by the villages themselves of by non-profit organizations –
this means they could not be counted under the diversification but they only support the
macroeconomic surroundings development.

CONCLUSIONS
This paper shows that the enterprises in the South Bohemian Region are using the skills of
local people, historic experience with handcrafting and actual sources also in the case of
support of diversification activities. The main orientation is on market services in tourism and
in wood handcrafts. Modern innovative activities in metal production and machinery are also
aimed in some projects. It means that the diversification follows two patterns – on the one
hand it is the service sector, where the operational radius in rural area is limiting for the
competitors of agricultural businesses and their actions, and on the other hand there are
innovative productions with higher added value on products which can be sold at world
market prices.

Unfortunately some characteristic local activities will remain only in museums. Such as the
agricultural enterprises are not able to develop a basis for the local production of glass or
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baskets, for which our region was well known in the past. The financial support from the
Rural Development Programme is given more to those activities, where the output and input
are in balance and are also sustainable in the future.

These results were obtained with the financial help from experimental programme MSM
6007665806 of the South Bohemian University in České Budějovice, Faculty of Economics.
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Appendix according to Axis III in the Czech Republic
1 - Farmers with other gainful activity
Sole holders-managers with other gainful activity as percentage of total number of farm holders (sole holdersmanagers) (in %)

2000

2001

2002

2003

2004

.

.

.

2,98

.

2007

2013

Source: Eurostat

2 – Employment development of non-agricultural sector
Employment in secondary and tertiary sectors (in 1000 persons employed)

2000

2001

2002

2003

2004

2007*

2013*

Secondary sector

1574,85 1597,40 1600,81

1590,81 1510

1404

1371

Tertiary sector

2188,58 2175,22 2280,06

2247,72 2179

2138

2125

Source: Eurostat

3 – Economic development of non-agricultural sector
GVA in secondary and tertiary sectors (in Millions of euro)

2000

2001

2002

2003

2004

2007*

2013*

Secondary sector

21421,2 23519,7 27440,8

28219,9 29541,2 36181

38710,4

Tertiary sector

31981,1 36990,0 42777,0

43703,1 48074,9 62695

68496,4

Source: Eurostat
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4 - Tourism infrastructure in rural areas
Total number of bed places in all forms of tourist accommodation (in number of Bed-Places)

2000

2002

2003

2004

217664 218645

223392

226770

229689 311856

336245

Tourist campsites

24116

24985

25623

26274

26203

17580

14846

Holiday dwellings

27118

27514

29238

28454

27173

45740

51240

168542 169170

167358

164598

150149 243374

264434

437440 440314

445611

446096

433214 618549

666765

Hotels

and

2001

2007*

2013*

similar

establishments

Other

collective

accommodation n.e.s.
Total
Source: Eurostat

2328

Table No. 1 EAFRD based public finances in the Czech Republic in 2007-2013

Axis

Public Finances in EUR
Total amount of public
finances

Axis I

Share of
support

Support from
EAFRD

840 522 497

75%

630 391 873

Axis II – objective
convergence

1 936 012 557

80%

1 548 810 045

Axis II – objective
competitiveness

9 726 295

55%

5349 462

Axis II

1 945 738 851

1 554 159 507

Axis III

635 553 634

75%

476 665 226

Axis IV

175 969 147

80%

140 775 318

18 019 241

75%

13 514 430

Total sum
3 615 803 370
Source: Czech Ministry of Agriculture, 2007 and ÚZPI, 2007. [4, 6]

2 815 506 354

Technical help

Table No. 2 Maximum rate of support

Source: Czech Ministry of Agriculture, 2008 and ÚZPI, 2007. [4, 6]

Table No. 3 Usage of diverisification support of Axis III in South Bohemia and in the
Czech Republic (2007 – 2009)
Priority and Objectives

Percentage
2329

Aggreed numer of

Subsidies in

of the Axis
III support

projects for subsidies
South
Bohemia

million
CZK

Total
III.1.1. Diversification into nonagricultural activities
22.5
38
200
III.1.2. Support for business creation
and development
15
130
624
III.1.3. Encouragement of tourism
activities
12.5
90
355
Total
258
1179
Source: Authors thanks to data from Czech Ministry of Agriculture and ÚZPI [4, 7]
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Total
1 648
971
907
3 526

Seasonal Events as an Innovative Tool of Marketing Tactics

Z. Šrámeková1, E. Horská2, Z. Kádeková3
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Abstract:
The presence is characterized by the high level of competition in retailing. The innovative
approach in effective customer communication plays very important role in everyday fight for
customer’s attention.
To the foreground come those approaches which are able to make the positive image of the
company and are connected with an emotional experience. Thus this emotional experience
becomes the main and essential supposal of the repeated purchase in the retail sale.
Consequently the seasonal events happen to be an important part of the marketing strategy.

Key words: Seasonal events, marketing strategy, retail sale, emotional experience.

Introduction:

Retail is the most common type of selling the products in Slovakia. Slovak consumers get
used to more convenient purchase of the current consumption goods all “under one roof“.
Automatically the competition within the market of retail chains has increased. To the
traditional retails with no foreign share have been added some strong chains with the foreign
capital share. The higher number of subjects on the market means the competition fight. To
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the fore come the innovative approaches and tools of marketing strategy. Events become very
popular tool of marketing communication which is based on the positive experience
connected with given undertaking.
The aim of the paper was to touch the problem of event organizing as the new tool of
marketing communication and examine the sales influence of seasonal events introduction
dedicated to children as the innovative tool of retail’s marketing communication in particular
stores.

Material and methods:

Materials for solving the given problem of event organizing within the retail was obtained
from the allowable resources of the domestic and foreign professional literature as well as online resources and internal document of anonymous retail chain with no foreign share .
There have been used the logic method of speaking therms with the opinions of the authors
and the method of analysing, synthesizing and observation helps us to get the information
from the field of event organizing in the practice of retails.

Results:
1. Events

Events mean the organized occasions which have mainly the social or entertaining character1.
Psychological aspect of events is nearly connected with emotions of people. Events try to
evoke the positive emotional experience and consequently the positive attitude to the event
organizer.
1

HORŇÁK P. a kol.: Marketingová komunikácia. Bratislava: Book&Book, 2007. ISBN 978-80969099-5-7, str.
245
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According the target group, events could be devided as follows:
•

In-house Events

•

Firm Events

•

General Public Events

In-house Events are organized for employees of the company and their family members. The
aim of these events is company image building and reinforcement of relations between
employer and employees.
Firm Events are organized for previous, actual and potential business partners.
General Public Events are dedicated to the public and their aim is to attract the actual and also
the potential customers.

2. Event marketing

Event marketing is marketing activity with event placed in the centre.2 Event marketing as
such concerns about planning and organizing of emotional undertakings within the marketing
communication. It is an important part of communication strategy of the company. Nowadays
it becomes its inseparable part.

Together with the other tools of communication policy

increases the response of communication thanks to the offered emotional experience.
Importance of event marketing grows with the changing of consumer perception. The
consumer is tired of information and becomes to be immune to the classic tool of
communication policy and that is the reason of their decreasing effectiveness.
Todays consumers require the individual approach, prefer their leisure time and active way of
its spending. These trends create the ideal conditions for event marketing development.

2

http://cs.wikipedia.org/wiki/Event_marketing
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Customers can spend their leisure time by visiting the events and by this way also build
a strong relationship and positive attitude to the company, brand or product.
Events are used also by smaller companies with the small budget for marketing campaign.
Nowadays could be noticed an effort to the event marketing professionalization which main
sign is the attitude change in organization of particular undertakings. Strategic approach is
important because event marketing is long term form of communication. It is more than
important to coordinate the activities within the event marketing in order to support the
synergic and multiplier effect.

3. Economic Effect of Events in Retail Chains

Each marketing activity is developed by society and follows the given aim. So the event
marketing does. In the frame of retail chains, the main aim is to allure at full blast of buying
customers. As one of the possible economic effects of this aim is the gradual increase of interyear profit when comparing the individual sales units.
The other possible economic effect of event organizing is supposal of meaning increase of
sales in the day of event organizing comparing to the sales in ordinary day.
Anonymous commercial chain without share of the foreign capital had decided to established
the event organizing in the year 2006. In this case there is a possibility to examine mentioned
premises of economic effects.
For our research were chosen the events dedicated to the kids. First examined event is the
undertaking organized for International Children’s Day occasion.
The second event is organized for Saint Nicholas Day.
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Both undertakings are organized on Fridays which are the closest ones to the mentioned
holidays. Friday is in the long term the strongest sales day of all week in relation to visit rate
and sales in the watched retail store.
Preparation of the events is connected with the wide information campaign offering the
information about place and date of event organizing. Because both of these holidays are
accompanied with the presents giving, which the kids get not only from their parents but also
from the relatives, the common factor of both events are the gift packages filled with the
sweets. At celebration of Saint Nicholas Day, the matter of course is the presence of Saint
Nicholas and his helpers- angel and devil.

3.1 International Children’s Day

International Children’s Day [ICD] is the holiday with a long tradition not only in Slovakia,
where is celebrated since 1952, but also in the world. The idea of ICD arised during the World
conference for children’s welfare, that took place in Switzerland in 1925.
The examined retail chain has organized the event for IDC since 2006. This event is localized
in one of its stores with the internal marking POJ 001. The choice of the store was influenced
by factors like size of the store and number of customers. Amount of customers was important
also in the choosing a date of event. ICD is officially in the calendar on June 1st, but the
event for this holiday is not placed always on June 1st but the closest possible Friday before
or after official date of ICD.

Chart 1: Sales of retail during ICD in EURO
Date
nd

June 2

Sales in v EURO
2006

12 150.68
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st

12 201.32

th

10 374.74

June 1 2007
May 30 2008
Source: Own research

In chart 1 there are stated sales in EURO for particular years of ICD organizing. When
comparing the sales of the stores evident is, that sales of the store in the year 2007 slowly
increased comparing to the year 2006 but in year 2008 there were noticed decrease about
1826.58 EUR. Development of the sales represents the graph 1, where could be seen the high
decrease of the sales in the year 2008.

Graph 1: Sales in retail during ICD in EURO

12 500.00 €
12 000.00 €
11 500.00 €
11 000.00 €

POJ001

10 500.00 €
10 000.00 €
9 500.00 €
9 000.00 €
June 2nd 2006

June 1st 2007

May 30th 2008

Source: own research

Chart 2 shows the sales development one week before and one week after the event ICD
organizing. Friday as a day of the event taking place is in the table illustrated by red color.

Chart 2: Sales development of POJ 001 in the years 2006 – 2008 in EURO
2006

2007

2008
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Saturday

6 696.60 €

6 532.08 €

5 423.08 €

Sunday

1 218.16 €

1 618.66 €

0.00 €

Monday

10 525.59 €

9 466.20 €

10 047.76 €

Tuesday

10 935.39 €

10 625.99 €

10 039.24 €

Wednesday

10 868.04 €

10 761.48 €

9 865.56 €

Thursday

10 709.81 €

10 918.39 €

9 657.33 €

Friday

12 150.68 €

12 201.32 €

10 374.74 €

Saturday

6 563.60 €

6 131.18 €

5 553.14 €

Sunday

1 508.63 €

1 460.45 €

0.00 €

Monday

10 492.73 €

10 633.49 €

9 390.30 €

Tuesday

10 288.48 €

9 670.15 €

9 296.44 €

Wednesday

10 551.77 €

10 028.35 €

9 531.74 €

Thursday

11 174.84 €

10 413.04 €

9 188.07 €

Friday

13 015.99 €

12 147.10 €

–

Source: Own research

Sales development during 14 days is shown also in the graph 2. As it is obvious from the
graph and also from the table, the sales development in particular years 2006 - 2008 copies
the sales level within the sales of the whole common week. In the mentioned period of time
the maximum sales were reached in the year 2006 evently on Friday, one week after the event
of ICD organizing. Within the year 2007 the maximum sales were reached during the day of
the event organizing. However, the difference between sales reached in the day of event
organizing and the sales level in common day was only 54.22 EUR.

Graph 2: Sales development of POJ 001 in the years 2006 – 2008 v EURO
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From the introduced facts results, that event of ICD organizing did not have any influence on
the sales development of the examined retail. For sure was this day connected with the
delightful experience from customers’ point of view, but there were no notable changes in the
shopping habits of customers that would be connected with the sales increasing.

3.2 Saint Nicholas Day

Saint Nicholas Day is a festival for children in many countries in Europe related to surviving
legends of the saint3, and particularly his reputation as a bringer of gifts. Saint Nicholas Day
is celebrated every year on December 6th. It is connected with the fairy-tale characters of
Saint Nicholas, angel and devil, who endows good kids with the sweets and the bad ones with
the coal. For the kids, especially the little ones is the meeting with the fairy-tale characters
real emotional experience and they are looking forward to meeting them for the whole year in
advance.
3

http://en.wikipedia.org, February 8th 2010
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Event organized for Saint Nicholas Day took place in the three biggest stores in the spotted
area, concrete in the stores with the internal marking POJ 001, POJ 031 a POJ 034. Event
was organized always on Friday closest to the holiday.

Chart 3: Sales of retails during the Saint Nicholas Day in EURO
POJ 001

POJ 031

POJ 034

th

13 900.10 €

11 427.78 €

13 354.32 €

th

13 801.84 €

11 919.23 €

12 004.34 €

th

21 273.76 €

17 520.02 €

17 212.46 €

December 8 2006
December 7 2007
December 5 2008
Source: Own research

From the information in the chart 3 follows that the events organized in the years 2006
and 2007 brought approximately the same volume of sales. In the case of stores POJ 001
and POJ 034 was noticed a small decrease of the sales in the year 2007 comparing to the sales
in the year 2006. Noticeable change in sales development was recorded in all spotted stores in
2008. In the store with internal marking POJ 001 the sales in 2008 increased about 7 471.92
EURO in comparison with the year 2007, in the store with internal marking POJ 031 the sales
increased about 5 600.79 EUR and in the store with internal marking POJ 034 the sales
increased about 5 208.12 EUR.

Graph 3: The sales of retails during the Saint Nicholas Day in EURO
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25 000.00 €
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December 8th 2006
December 7th 2007

10 000.00 €

December 5th 2008

5 000.00 €
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POJ 001
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Chart 4 pictures the sales statement within the particular retails in the years 2006 - 2008
during 2 weeks period of time, concrete one week before and one week after the event of
Saint Nicholas Day organizing. Friday was a day of event organizing and in the chart 4 it is
illustrated by red color.

Chart 4: Sales development in the years 2006 – 2008 in EURO
2006
POJ 001

2007

POJ 031

POJ 034

POJ 001

2008

POJ 031

POJ 034

POJ 001

POJ 031

POJ 034

Saturday

7 448.88

12 663.84

13 858.13

7 082.45

11 984.87

11 751.61

5 044.59

11 857.48

10 866.01

Sunday

3 319.70

6 295.79

7 193.12

2 295.91

6 081.16

6 498.68

0.00

6 072.84

5 438.04

Monday

15 557.75

10 534.71

11 904.99

13 826.45

10 789.63

10 330.39

11 044.40

10 737.30

9 932.82

Tuesday

22 202.16

14 090.28

17 023.91

15 064.71

12 317.01

11 410.80

11 992.27

10 704.77

10 407.19

Wednesday

14 207.04

10 076.09

11 157.88

22 095.32

14 069.12

14 453.99

13 031.76

11 275.36

10 296.26

Thursday

13 022.32

9 859.78

11 039.34

13 712.95

11 221.22

10 789.39

15 341.57

12 908.20

10 898.34

Friday

13 900.10

11 427.78

13 354.32

13 801.84

11 919.23

12 004.34

21 273.76

17 520.02

17 212.46

Saturday

7 418.01

12 319.25

13 059.24

6 925.01

12 426.43

11 855.11

7 624.01

13 577.36

11 381.50

Sunday

2 592.47

6 158.37

7 276.67

3 409.35

5 913.32

5 961.23

1 021.75

5 849.36

5 983.15

Monday

12 533.96

9 400.16

10 404.06

11 260.07

10 419.70

9 803.11

10 241.34

9 874.38

9 255.30
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Tuesday

11 943.22

10 335.23

11 556.85

11 815.62

10 475.59

9 917.13

10 395.28

10 134.59

9 364.17

Wednesday

13 751.09

10 155.21

10 823.05

13 108.56

11 011.68

10 037.22

10 808.91

10 446.06

9 217.65

Thursday

14 434.03

10 934.27

12 053.38

13 479.23

11 176.17

10 116.33

11 149.90

10 245.17

9 329.09

Source: Own research

As from the chart 4 and graph 4 follows, in 2006, the highest level of sales was reached in all
spotted stores on Tuesday before the day of event organizing. The sales content was flowing
along the level of average weekly sales within the common week.

Graph 4: Sales development in 2006 in EURO
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As the graph 5 pictures, sales development in 2007 had a similar running as it had in the year
2006. The most important day in retails from the sales point of view was in all retails on
Wednesday before the event organizing. On Friday, as a day when event took a place, the
sales content reached again the level of the sales in common days within the week.

Graph 5: Sales development in 2007 v EURO
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On the base of the graph 6 could be alleged that the sales development in the spotted period of
time had different running in the year 2008. In all three spotted retails were the maximum
sales content reached in the day of event of Saint Nicholas Day organizing.

Graph 6: Sales development in 2008 in EURO
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Within Saint Nicholas Day event organizing we could say, that this event had an influence on
consumer behavior. In the years 2006 and 2007 was the maximum sales content reached in
the week before event organizing but from the year 2008 had been the sales development
different.
In the year 2008 the prediction that the highest content of sales would be reached in the day of
event organizing was approved.

Conclusion:
Event organizing is connected with positive emotional experience, which should lead to the
repeat shopping.
On the basis of the research could be reviewed that the events organized for occasion of
International Children’s Day and Saint Nicholas Day did not bring the required economics
effect. Exception is the event organized in the year 2008 for occasion of Saint Nicholas Day.
This sales growth in comparison with the year 2006 and 2007 was caused by displacement of
maximum sales content from the other week days to the day of event organizing.
Analyse has confirmed the premise that in the case of Saint Nicholas Day event in 2008, the
sales content in this day was markedly higher than the sales in common week day.
Although the analyse has not confirmed the premises of sales increasing, the events
organizing has an important position in retails in order to upkeep the customers. Emotional
experience of children is strong motive that invite to the purchase. Therefore it is a very high
premise that if these events didn’t take a place, the customers would make the shopping in the
retail of competitors.
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EU QUALITY POLICY: APPLICATION IN THE
CONDITIONS OF THE EU AND SLOVAKIA
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Abstrakt: The aim of the paper is to point at the importance of Quality Policy of the
European Union, mainly the European policy relating to the EU schemes known as PDO
(protected designation of origin), PGI (protected geographical indication) and TSG
(traditional speciality guaranteed) which

promote and protect the names of quality

agricultural products and foodstuffs. In many European regions people consume besides other
food also the traditional one which is characteristic for the given type of region. Important
contribution to the national cultural heritage is also the research and registration of this
traditional food. For many consumers, the traditional food is strongly connected with the
quality. Consumers are willing to pay more money for the products that are protected by the
EU because this means the quality guarantee and also promise of the great taste. European
Union within its Quality Policy accepts, protects, supports, registers and controls the food
products. Application of the EU Quality Policy and the labeling of the food within the Quality
Policy of the EU in particular member states is the marketing tool of quality agricultural
products and food sales support in the conditions of the EU and Slovak republic.
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Key Words: EU Quality Policy, PDO (protected designation of origin), PGI (protected
geographical indication) and TSG (traditional speciality guaranteed), Food Quality.

Introduction

In the late years has increased an influence of the public, professional associations and
non-governmental organizations, manufacturing corporations, international partners and the
other ones concerned about the protection of consumers interests. Trend in Agrifood in the
nearest future is to pay attention on consumer as the most important element in the food chain
and strengthen the orientation of research program on the science about consumer. The aim of
this research was the better understanding of consumer requirements on the food, food quality
perception and their characteristics and the food safety. Mentality and understanding of
consumers may vary from opinions of professionals. Therefore has to be secured that the
consumers trust the fact, that on the homogeneous market are placed only the safe foods with
declared quality attributes, which furthermore satisfies the consumer personal requirements.
Knowing the requirements of consumer derived by the objective scientific methods is the
most efficient tool for orientation of research, production and business.

In many European regions people consume besides other food also the traditional one
which is characteristic for the given type of region. Important contribution to the national
cultural heritage is also the research and registration of the traditional food. This initiative
affords to preserve the traditional food for the next generations of the young people from the
given regions but also for those who come to mentioned regions for tourism or work from the
other countries. Important assignment within the European Union is also realization of the
European Union ´s Quality Policy for protected labels. Protection of original and traditional
food by EU is the important factor for preservation of culture and national traditions in
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particular member states of the EU in area of food processing but important marketing effect
is to gain consumer interest and trust. The Quality Policy of Agricultural Products and Food
and the sales support connected with this policy means securing the quality of agricultural
products and food and their sales support with that this food and products satisfy the quality
parameters which diversifies them from the others very similar products and food by their
precisely defined requirements on the material compound and technological production
methods. European Union within its Quality Policy accepts, protects, supports, registers and
controls the food products.

Agribusiness has a long history of innovations with the main aim of getting
homogeneous quality and reducing costs of production. With global competition growing on
the market food, the new players enter the competitive arenas and the older competitors were
caught up in their skills of effective productivity and quality control. In this situation the more
fragmented heterogeneous demand of consumers creates an opportunity for those producers
and value chains, which are able to undertake their products, target the specific aims of the
market and adapt themselves to the local conditions. The result is that many sectors in
agribusiness compete in quality control effectiveness

and quality control but also in added

value. Added value is concept oriented on consumer – the value is added to the food products
in the extent of which consumers expect the best quality. Exceptionality of concepts of quality
and security concepts in agribusiness is staggered by all players on the market. And there is
no surprise that this trend follows the research as well.
There is a general truth that quality has the subjective and objective dimension.
Objective quality refers to the physical attributes inserted to the product and typically these
are the object of work of food engineers and food technologists. Subjective quality is quality
expected by consumer. The relation between them is the basis of economic importance of
quality only if the producers are able to transform the wishes of consumers into physical
2189

attributes of products and only if the consumers are able to infer desired quality from the
concept of product finishing, then the main competitive criteria for food producers will be the
quality.1
Nowadays the quality is one of the most important factors influencing the product
success. It becomes the most important on the open market with relative products abundance,
which becomes reality after entering the EU.2
Quality is an issue for every farmer and buyer, whether dealing with commodities produced to
basic standards or with the high-end quality products in which Europe excels.

EU law lays down stringent requirements guaranteeing the standards of all European
products. In addition, EU quality schemes identify products and foodstuffs farmed and
produced to exacting specifications.3

Considering the constant increase of Quality Assurance and Certification schemes, the
European Parliament has requested the European Commission to analyze the opportunity to
implement a Community legal framework for the protection of such schemes in the Food
Chain.

In order to ensure that the best available knowledge in the field is backed by the reality
of the Food Chain, the European Commission decided to build the analysis on a combination
of research and direct input from stakeholders.4

Europe is known for the diversity of its farming and its agricultural products, which
derive from its natural environment and farming methods developed over centuries. Together
1

GRUNERT, K. G. (2005),“ Food Quality and Safety“, Consumer perception and demand in European Review of
Agricultural Economics, Vol 32/3, pp. 369-371
2
NAGYOVÁ, Ľ. (2005), “Vzťah značky ku kvalite potravín“, In: Zborník z medzinárodnej konferencie
"Bezpečnosť a kontrola potravín", Nitra: Slovenská poľnohospodárska univerzita (SPU), pp. 91-96. ISBN: 808069-503-2
3
http://ec.europa.eu/agriculture/quality 12.2.2009
4
http://foodqualityschemes.jrc.ec.europa.eu/en/index.html 12.2.2009
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with characteristics cuisine , Europe’s food and drink play a major role in the cultural identity
of Europe’s peoples and regions. High quality is EU agriculture’s key advantage.
Europe has many different regions. The conditions for agricultural production vary. The
different regions have specific production methods and culinary traditions. European and
global consumers are showing an increasing interest in the qualities of these foods. The EU
plays a major role in enhancing these high quality attributes.
The EU safeguards food quality in many ways, for example via measures to enhance
food safety and hygiene, clear labeling rules, regulations on animal and plant health and
animal welfare, control of pesticide residues and additives in food and via nutritional
information. The EU approach includes strict monitoring and control systems, while ensuring
the effective functioning of the European single market.5

Member states of the EU assert several forms of Quality Policy. These are the most common:


Protected Designation of Origin (PDO), Protected Geographical Indication (PGI)



Programs of food quality securing



Bio production.

Three forms of Quality Policy mentioned above are the headstones of the EU Quality
Policy. Member states have chosen different ways in relation to historical background and
different consumer behavior in each country.6
Traditional food is the most important concept in the area of Quality Policy the
European Commission works with. Definitions of this concept vary, but it is important to
observe, that the concept of traditional food includes also the cultural dimension.7 Within

5

http://ec.europa.eu/agriculture/capexplained/quality/index_en_print.htm 12.2.2009
BECKER, T. -STAUS, A.(2008), “European food quality policy: the importance of geographical indications,
organic certification and food quality insurance schemes in European countries“, At the 12th EAAE Congress,
Gent.
7
EUROPEAN COMMISSION (2007),“European Research on Traditional Foods“, Luxembourg: Office for Official
Publications of the European Communities., pp. 4, 6 . ISBN 92-79-03315-8
6
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Europe there are many different cultures, each with their own, distinct, dietary habits.
Traditional foods include foods that have been consumed locally or regionally for an
extensive time period. Methods for the preparation of such now part of the folklore of the
country. As such, there is little documented information about the precise composition of
these foods.
Investigation and registration of traditional foods contributes to the continuation of
important elements of a national culinary heritage and culture. This allows the incoming
generations, both from the native population and from other countries, to be acquainted with,
and to experience traditional foods.
Traditional foods are often considered healthy and wholesome and as public interest in
nutrition and healthy eating has increased, there has also been an increased demand for
traditional foods8.
In accordance with placing the quality and traditional products on European and global
market is important the image of the producer, product and region. Preservation and support
of traditional products is reflected also in the legal system of their protection.9
Return to the traditional system in the agriculture means to use the traditional methods
of growing and rearing, preservation and support of original varieties, improving of country
ecology, diversification of production and revival of country.
Support of the small food producers and farmers should be aimed at:


Manual methods,



Methods requiring the specific conditions that can not be created in mass
production,



Searching the methods for using the traditional systems within using the modern
technologies,

8

http://www.eurofir.net 12.2.2009
HORSKÁ, E.et al. (2008): Internacionalizácia agropotravinárskych podnikov SR. Nitra: SPU, pp.18-19 . ISBN
978-80-552-0136-8

9
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Producing of specific equipments and containers,



Activities as the business, agrotourism etc.

Development and renewal of traditional food product may have a positive cultural, social and
economic impact on the region (Picture 1).

Picture 1: Cultural, social and economic impact on the region – Quality Policy
realization10

Source: Supeková, S.: Sociálno – kultúrne aspekty a tradičné potraviny („Socio-Cultural Aspects and Traditional
Foods“)

Factors influencing the total effect of Quality Policy realization in the region are given
by economic possibilities of production, legislative and control system, interests of consumer,
culture and religion, social and research support of production.

10

SUPEKOVÁ, S.(2009), “Sociálno – kultúrne aspekty a tradičné potraviny na Medzinárodnej konferencii
Alternatívy využívania pôdy na výrobu potravín, bioenergií a fytoproduktov“, Zborník príspevkov. Bratislava:
VUP., pp.51. ISBN 978-80-89088-79-9

2193

Protected Geographical Status (PGS) framework

Protected Designation of Origin (PDO), Protected Geographical Indication (PGI) and
Traditional Speciality Guaranteed (TSG) are geographical indications, or more precisely
regimes within the Protected Geographical Status (PGS) framework defined in European
Union law to protect the names of regional foods.

The law (enforced within the EU and being gradually expanded internationally via
bilateral agreements of the EU with non-EU countries) ensures that only products genuinely
originating in that region are allowed in commerce as such. The legislation came into force in
1992. The purpose of the law is to protect the reputation of the regional foods and eliminate
the unfair competition and misleading of consumers by non-genuine products, which may be
of inferior quality or of different flavour. These laws protect the names of wines, cheeses,
hams, sausages, olives, beers, Balsamic vinegar and even regional breads, fruits, and
vegetables.11

The exceptional nature and quality of some products derives from both their place of
production and the methods used to make them. Consumers and the food trade are
increasingly interested in the geographical origin of food and other characteristics. The EU
recognizes this and has developed three “quality logos”12-13

Three EU schemes known as PDO (protected designation of origin), PGI (protected
geographical indication) and TSG (traditional speciality guaranteed) promote and protect
names of quality agricultural products and foodstuffs.
11

http://en.wikipedia.org/wiki/Protected_Geographical_Status
Council Regulation (EEC) No 2081/92 of 14 July 1992 on the protection of geographical indications and
designations of origin for agricultural products and foodstuffs. Official Journal of the European Union,
13
Council Regulation (EC) No 510/2006 of 20 March 2006 on the protection of geographical indications and
designations of origin for agricultural products and foodstuffs. Official Journal of the European Union, L 93,
31.3.2008, pp. 12–25.
12
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PDO - covers agricultural products and foodstuffs which are produced,
processed and prepared in a given geographical area using recognised know-how. A Protected
Designation of Origin (PDO) is part of the Protected Geographical Status system in the
European Union (EU). This framework is designed to protect the integrity of European food
and drink by carefully legislating the labeling of certain European products.

When something is given a Protected Designation of Origin, it means that
only items produced in a specific area in a particular way may bear that label in the European
market. For example, champagne has a PDO label, meaning that only sparkling wines
produced in a specific style in the French region of Champagne may be labeled as
“champagne.”14

PGI – covers agricultural products and foodstuffs closely linked to the
geographical area. At least one of the stages of production, processing or preparation takes
place in the area. The Protected geographical indication is the name of an area, a specific
place or, in exceptional cases, the name of a country, used as a description of an agricultural
product or a foodstuff,

14

http://www.wisegeek.com
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•

which comes from such an area, place or country,

•

which has a specific quality, goodwill or other characteristic property, attributable to
its geographical origin,

•

whose production, processing or preparation takes place within the determined
geographical area.

In other words, to receive the PGI status, the entire product must be traditionally and at
least PARTIALLY manufactured (prepared, processed OR produced) within the specific
region and thus acquire unique properties.15

TSG - highlights traditional character, either in the composition or means
of production. The Traditional speciality guaranteed is a trademark for an agricultural product
or a foodstuff, which has a certain feature or a set of features, setting it clearly apart from
other similar products or foodstuffs belonging to the same category. The product or foodstuff
must be manufactured using traditional ingredients or must be characteristic for its traditional
composition, production process, or processing reflecting a traditional type of manufacturing
or processing. In other words, to receive a TSG status, the product does not have to be
manufactured in a specific geographically delimited area; it is sufficient that it be traditional
and different from other similar products. 16

Organic farming

Ecological agriculture is a specific type of running a farm and food production.

15
16

http://en.wikipedia.org/wiki/Protected_Geographical_Status
http://en.wikipedia.org/wiki
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Food is produced without artificial fertilizers and synthetic means of plant protection,
antibiotics, growth hormones and genetically modified organisms. Thanks to the production
in clean and safe environment the food is not only tasty but also characterized by high quality.
Thus, it proves that a farm at which it was produced takes care of the whole environment and
also ensures proper breeding of animals.17

Organic farming is a production method that maintains soil structure
and fertility, promotes a high standard of animal welfare, and avoids the use of products
authorized in conventional agriculture. Farmers use techniques that help sustain ecosystems
and reduce pollution. Only a very limited number of additives and processing aids can be used
in organic food processing. EU rules guarantee the authenticity of organic farming products
wherever they are produced and ensure that the labeling of organic products is accurate. By
law the use of the word ‘organic’ and its equivalent in other languages on foodstuffs is
reserved solely for products of organic farming. This gives guarantees to consumers about the
quality and reliability of the organic produce they buy.
T he product bears the name of the producer, the preparer or vendor and the name or code of
the inspection body.18
Wines

European Commission advices E-Bacchus database, where could be found the names of all
protected geographical labels of wines for member states of EU and the third states. The
protection of geographical indications for wines and other alcoholic drinks was historically
17
18

www.tuv.com/pl/en/ecological_agriculture.html 2.2.2010
http://ec.europa.eu/agriculture/publi/capexplained/cap_en.pdf 2.2.2010
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the first to be developed at both national and Community level. It is also the only protection
which is recognized by the Agreement on Trade-Related Aspects of Intellectual Property
Rights (TRIPS), administered by the World Trade Organization, although the European
Union is pushing for other geographical indications to be included in the Doha Round of
world trade negotiations. European Union rules governing the production of wine ("the
product obtained exclusively from the total or partial alcoholic fermentation of fresh grapes,
whether or not crushed, or of grape must") are considerably longer than Community trade
mark law: the main text, the Regulation on the common organization of the market in wine
(No 1493/1999), runs to over 46,000 words. To be considered as a "quality wine", the wine
must come from a specified region and be associated with a "geographical indication" or
appellation: indeed, the technical term used in the Regulation is quality wine psr, with the
"psr" standing for "produced in a specified region". Wines which do not meet this
requirement may only be marketed as table wine19.

Distant regions of the EU

Protected labels for distant regions of the EU are used for
the regions of Guadalupe, France Guyana, Reunion, Martinique,
Azores Islands, Madeira and Canary Island.20 These regions of
the EU are handicapped in comparison with continental states
because of their distance, isolation and difficult geographical conditions. The
mentioned logos are used for these regions to attract attention on them.

19
20

http://en.wikipedia.org/wiki
Úradný vestník EÚ Nariadenie Rady (ES) č.247/2006špecifické opatrenia pre vzdialené regióny EÚ
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Material and Methods

The aim of this paper was to point at using the EU Quality Policy and the labeling of the
food within the Quality Policy of EU for particular member states, mainly the producers,
which is the marketing tool of quality agricultural products and food sales support in the
conditions of EU and Slovak republic.
The partial aims of the paper were:


research of the system the EU Quality Policy



research of using the protected labels of the EU in the member states of the
European Union



research of consumer behavior on the food market in Slovakia

Using the questionnaire had an am to obtain the primary information necessary for
identification the attitude, preferences of Slovak consumers connected with country of origin
of the food, protection labels, food quality, attitudes to the traditional food, and information
about protected Slovak products.
Following the stated partial aims, the hypothesis were set as follows:
Hypothesis 1 – There exists a relation between consumer preferences when buying the food
from the EU and the gender of consumers.
Hypothesis 2 –

There exists a relation between knowing the EU protected labels and the

gender of consumers.
Hypothesis 3 –

There exists a relation to the quality.

Information and data for the paper was obtained from primary and secondary sources.
Primary sources were obtained by using the technique of managed interview, written
questioning, telephonic interview and questionnaire.
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Secondary sources were obtained by studying the foreign and domestic literature and internet
sources. Total overview of the solved problem was confirmed by

discussion with

professionals from the food industry.
In order to process obtained data was used the program of statistical data processing
SPSS, UNISTAT and program Microsoft Office Excel.

Data gained from 2 types of

questionnaires were evaluated by the chosen descriptive and inductive statistical methods.
For data interpretation was used program SPSS.
The following analysis were realized:
• Frequency and contingency tables
• Pearson´s χ2 test
• ANOVA test

Results

Quality Policy in the countries of the EU

Member states of the EU protect their agricultural products from the year 1992.
Tradition of traditional agricultural products protection comes from France and has over 60
years history The most initiative in this system is Italy, France, Spain, Portuguese, Greece
and Germany (graph 3). Numbers of registered products until 31st May 2009 in commodity
segmentation according to the countries and also according the number of PDO (protected
designation of origin), PGI (protected geographical indication) and TSG (traditional speciality
guaranteed) are shown in the graphs 1, 2, 3 and 4. The majority of registered products is
within the fruit, vegetable, wheat, cheese and fresh meat.
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Graph1 Registered products according to commodity segmentation
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Source: Own research and calculation

In the commodity segmentation according to the protection label (graph 2), is the
majority of registered products within the cheese, fruit, wheat products, oil and fats .

Graph 2 Registered products according to PDO, PGI and TSG and commodity
segmentation
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bakery products
Bread, buns, rolls and other
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Cheese
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Source: Own research and calculation

Graph 3 Registered products according to countries
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In the commodity segmentation according to the countries , the majority products with
PDO has Italy 111, next is France 81 products and Spain with 72 products. The majority
product with PGI is in France with number of 87, followed by Italy with 64 products and
Portuguese with 56 registered products.
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Graph 4 Registered products according to PDO, PGI and TSG and countries
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In the western part of the EU are agricultural products and food protected by Protected
Designation of Origin (PDO), Protected Geographical Indication (PGI) and Traditional
Speciality Guaranteed (TSG). These product are very popular. Why France and Italy stand to
the fore is obvious thanks to the historical background. In France was created an idea of
agricultural products and food protection, mainly the French wine-makers felt a necessity to
protect their wines. Italy is a country which is home to some of the oldest wine-producing
regions in the world. The world famous and the most prestigious wines like Champagne,
D´Alsace or Bordeaux are produced in France. Protection of wine place names is a worldwide issue. At the beginning of the 90's was within the EU staggered the idea to protect
agricultural products and food. These countries were the best prepared and in the time of
implementation of Quality Policy could use the possibility to finance the advertisement
campaigns from the resources provided by EU. Customers trust the European brands and in
a case when the product carries protected brand, they are willing to pay more than they would
pay for unprotected brand of the product with no quality guarantee. Possibly the most famous
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Italian meat products is Proscuitto di Parma (Parma ham), which is very well know also in
the world of fake food. This prized ham has been awarded the Protected Designation of
Origin by the European Community which protects this famous product. By law, Parma Ham
can be produced only in the province of Parma (located in the Emilia-Romagna region of
north-central Italy), using exclusively Italian pigs. Each step in production, from the breeding
of the pigs through processing to the final packaging, is closely monitored and controlled by
the Istituto Parma Qualità (I.P.Q.), the Agency for Parma Ham Quality Certification. Only the
I.P.Q. can brand the finished ham with the seal of Parma's five-pointed ducal crown,
qualifying the ham as true Parma Ham. The real Parma ham is very expensive and exclusive
product but the consumers are willing to pay more for the high quality and delightful taste.
Successful was also the Protection project created for traditional original products from the
third countries and which was co-financed by the EU. This 3 years project directed mainly to
the USA and for this purpose were united the producers of Proscuito di Parma a famous
Italian cheese Parmigiano Regiano. Campaign had used all tools of marketing mix and
according the information of Committee for the Propagation, the concern over import of these
products to the USA had been increased about 30 %. This case was used as an example,
because many producers of agricultural products and food (mainly in the western part of EU)
use the possibility of obtaining the finances for marketing from the EU projects.
Majority of the similar products could be found in the member states of the EU, but
sometimes consumers even do not know that these product are under the protection of the EU.
There is a number of famous French cheeses e.g. Camembert de Normandie, Munster,
Roquefort or Rocamadour, majority of which is exported worldwide and producers pride on
the high quality, reputation and the value of Protected Designation of Origin (PDO) which
means the quality guarantee. In France the protection of domestic products is supported by
the government. Fifty years ago was established the organization INAO, Institute of quality
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and protection, which includes all areas of Quality Policy. French were able to apply the
manual methods and traditional recipes into modern production and technologies. Also in the
small family businesses are used the modern technologies and methods. As an example could
be mentioned the production of Munster cheese in the area of Colmar or pasta producer
Grand Mére, which is the biggest and the most modern one in France and its products carry
the PDO and PGI label and attribute of Alsace pasta.
In Greece could be find cheese Feta as an example, or many kinds of olive oil with
PDO and PGI label, in Spain and Portuguese it is ham Jamón Serrano, in Germany Frankfurt sausages, in Austria could be found Tiroler Speck bacon, or pumpkin oil
Steierisches Kürbiskernöl, in Slovenia it is ham Pršut. There exist many products that could
be used an a good example, but although the fact these products seem to be very similar, each
of them is original a belongs to the traditional food of the particular country.
Also the third countries can protect the products by using the labels of the EU. The
most famous example is coffee Café de Colombia.

Consumer research aimed on the traditional food

Marketing consumer research was realized in the year 2008 by the personal and phone
interview in the area of the Slovak republic followed by e.mail communication. To research
the attitudes of consumers,

the questionnaire was used. The basic criteria for respondent

choosing was the age and gender.

The questionnaire was answered by 600 respondents (300 women and 300 men). The
aged structure was proportional unbroken. Respondent were divided into six age groups with
the same number of men and women in each group. In the part B of the questionnaire was
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stated 6 questions aimed on the information about respondents. This was the under base for
composition the graphs and tables of structure of education, working position and domicile of
respondents. By χ2 test of good agreement verified representativeness of selective complex in
term of gender.

Graph 5 documents educational background of respondents , 37 % of respondents were
with academic education, 34 % of respondents had a high-school education with leaving
examination, 18 % of respondents were graduates of training colleges, 10 % of respondents
had elementary education.

Graph 5 Respondents ´ structure of education
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Source: Own research and calculations

Table 1 shows respondents´ education structure according to gender. The majority of
asked people had academic education. There were about 9 % more women with academic
education than men with academic education.
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Table 1 Respondents´ structure of education according to gender
Education/G
ender

Primary
Amount

Secondary
vocational
%

Amount

%

Secondary
with

Amount

College and
higher

Amount

%

Other
Amount

%

%

Men

31

10

74

25

95

32

99

33

1

0

Women

29

10

35

12

106

35

128

42

2

1

Source: Own research and calculation

According to occupation of the respondents was 69 % of respondents employed, 20 %
students, 8 % retired a 3 % unemployed.

Graph 6 Occupation of respondents
16
3%

49
8%

418
69%

117
20%

Employed

Student

Retiree

Unemployed

Source: Own research and calculation

The occupation of respondents according to gender is shown in the table 2. Employed
was about 5% more men then women , retired was about 5 % more women than men.

Table 2 The occupation according to gender
Work
position/Gender

Employed
Amount

%

Student
Amount

Retiree
%

Amount

Unemployed
%

Amount

%

Men

216

72

57

19

17

6

10

3

Women

202

67

60

20

32

11

6

2

Source: own research and calculations
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Graph 7a documents the professions of respondents: 29 % of respondents were medicine
doctors, followed by employees of the state or public administration (22 %).

Graph 7a Professions of respondents
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Source: Own research and calculations

Graphs 7b and 7c shows professions of respondents according to gender. In the most
extensive group of medicine doctors and employees of the state or public administration are
the number very similar, women-medicine doctors 32 % and men-medicine doctors 28 %,
women- employees of the state or public administration was about 7 % more than men on the
same working position, women-teachers was about 7 % more than men-teachers by contrast
with laborers, where was 10% more men than women.
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Graph 7b Professions-men
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Result from graph 8 is that 57% respondents live in city and 43% live in the village. From all
of these was approximately the same amount of women and men.

Graph 8 Respondents´ domicile
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Source: Own research and calculation

Interpretation of the research results
In the part A of structured questionnaire, respondents were asked to answer the
questions about their preferences about country of origin of the food, EU Quality Policy, EU
protected designation of origin, traditional food products and Slovak products, which have the
right to use protected designation of origin label. Graphs and tables were processed in
relation to gender of respondents.
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As a first product, which received PGI (protected geographical indication) label was
Skalický trdelník in 2007. In 2008 were expanded rows of products registered as PGI by
Slovenská bryndza, Slovenská parenica and Slovenský oštiepok.
Skalický trdelník is a fine bakery product of hollow cylindrical shape baked until golden and
sprinkled with sugar – vanilla mixture. Slovenská bryndza is a natural, white, mature,
spreadable sheep cheese, manufactured according to the traditional method. Slovenská
parenica is a steamed, lightly smoked cheese wound into two opposed rolls, Slovenský
oštiepok is characterized as a half-fat semi-hard cheese made of sheep milk or mixture of
sheep and cow milk. To provide information to Slovak consumers about these four PGI
products was the main aim of research. Primary processed results were published in the
scientific paper Journal of Food and Nutrition Research, which is abstraction is in the
database Current Contents. From the primary research results is obvious, that women are
generally more interested in PGI products than men.21
In the first question of questionnaire part A were detected the preferences of consumers
when buying the food according the country of origin. Graph 9 documents the answers of
respondents according the gender. As it could be seen, answers of women and men are not
very different. Both genders prefer mainly food made in the EU. From table 3 results, that
food products made in the EU prefer 72% of men and 67% of women. Only small amount of
respondents, 6% of men and 11% of women do not reflect this fact. .

21

Supeková, S., Honza, M., Kačenová, D.: Perception of Slovak foodstuffs designated by PGI by Slovak
consumers. Bratislava: VÚP 2008 in JFNR vol. 47, 205 s. ISSN 1336-8672
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Graph 9 Preferences for country of origin when buying the food
15
3%

480
79%

Made in EU

Not originated from
EU (third countries)
105
18%

It's irrelevant
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Table 3 Preferences for country of origin when buying the food according to gender
Food

origins/

Gender

Made in EU
Amount

Not originated from EU
Amount

%

%

It’s irrelevant
Amount

%

Men

216

72

57

19

17

6

Women

202

67

60

20

32

11

Source: own research and calculations

Table 4 documents the most important decision factors when choosing the food
produced in the EU according to the gender. For 22 % men is reason to buy European food
its high quality, for 22.7 % women it is the strict control during the production process. Only
3 % of men are interested in the European food safety and 4.3 % of women would choose the
food produced in the EU because of its great taste.
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Table 4 Reasons for buying the food produced in the EU according to gender
Gender
Men

Amount
157
66
10

52.3
22.0
3.3

9
44

3.0
14.7

legislation
Tasty
Total

14
300

4.7
100.0

Other
High quality
Better controlled

108
72
22

36.0
24.0
7.3

17

5.7

68

22.7

13
300

4.3
100.0

Other
High quality
Better controlled
Safe
Under the strict scrutiny of EU

Women

%

Safe
Under the strict scrutiny of EU
legislation
Tasty
Total
Source: own research and calculations

Table 5 and table 6 are contingency tables, provides a different way of calculating
probabilities. By χ2 test of good agreement was verified representativeness of selective
complex in term of gender. Because the tested characteristics reached the value of 8.554
(table 6) and it is higher than the value estimated by Excel program (0.0138), the null
hypothesis about similarity of answers of men and women about preferences when food
produced in the EU buying , had to be disallowed. From determined preferences results, that
women prefer buying of the food produced in the EU more then men.
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Table 5 Experimental and expected values of preferences
Question 1

1a

1b

1c

Total

Observed preference values
Men

233

54

13

300

Women

247

51

2

300

Total

480

105

15

600

Expected values
Men

240

52.5

7.5

300

Women

240

52.5

7.5

300

Total

480

105

15

600

Source: Own research and calculation

Table 6

χ2 test of good agreement

Question- gender

Observed

Expected

Difference

Difference

Chi square

preferences

preferences

squared

(Power/Exp.)

1a - M

233

240

-7

49

0.204

1a - W

247

240

7

49

0.204

1b - M

54

52.5

1.5

2.25

0.043

1b - W

51

52.5

-1.5

2.25

0.043

1c – M

13

7.5

5.5

30.25

4.03

1c – W

2

7.5

-5.5

30.25

4.03

Total Chi-square

8.554

Source: own research and calculations

The answers on the question 1: “ What are the reasons for buying the food produced in
the EU according to the age of respondents”, document, that these reasons are different for
each age group (table 7). The respondents in the age group of less then 20 years, then
respondents in the age group of 21-30 years as well as respondents in the age group 61 years
and above would buy the food produced in the EU because of its the great taste. However the
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respondents aged younger then 20 years (26.4 %) have a different reasons for buying the
food. Respondents in the age between 31 - 40 years (38.5 %) prefer the food produced in the
EU because of its safety. Respondents in the age between 41 – 50 years would buy the
European food because they believe that it is controlled (34.4 %). And the respondent in the
age group between 51-60 years trust the strict control under EU legislation(23.2 %).

Table 7 Reasons for buying the food produced in the EU according to the age of
respondents
Preferences in
buying the
food

Age categories
Less than

21 - 30

31 - 40

41 - 50

51 - 60

61 years

20y old

years

years

years

years

and over

Total

originated in
the EU are:

Amount

%

Amount

%

Amount

%

Amount

%

Amount

%

Amount

%

Total

%

Other

70

26.4

35

13.2

40

15.1

38

14.3

31

11.7

51

19.2

265

100.0

High quality

17

12.3

29

21.0

30

21.7

18

13.0

28

20.3

16

11.6

138

100.0

0

0

5

15.6

4

12.5

11

34.4

7

21.9

5

15.6

32

100.0

0

0

4

15.4

10

38.5

7

26.9

4

15.4

1

3.8

26

100.0

7

6.3

21

18.8

14

12.5

23

20.5

26

23.2

21

18.8

112

100.0

6

22.2

6

22.2

2

7.4

3

11.1

4

14.8

6

22.2

27

100.0

Better
controlled
Safe
Under strict
scrutiny of EU
legislation
Tasty

Source: own research and calculation

The answers on the question 1 were compared with statistical values by using ANOVA analysis of variance which means the collection of statistical models, and their associated
procedures, in which the observed variance is partitioned into components due to different
explanatory variables. One of the factors is age of the respondents, the other one is
preferences of the possible answers on the question with probability α=0,05 in
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program. According the two-way analysis of variance (ANOVA) there were found no
statistical differences between the age groups.
Graph 10 documents the reasons of respondents for buying the food produced in the
EU according to their working position.
For respondents with academic education is the most important reason to buy European food
its quality (47.1 % ) and better control (56.3 % ). 37 % of respondents with high school
education with school leaving examination would buy food produced in the EU because of its
great taste.
The statistical importance of differences were tested by using ANOVA -analysis of
variance. There were found a significant difference between the respondents with high-school
education with leaving examination and graduates of training colleges, however there were
not found any difference between respondents with high-school education with leaving
examination and the university educated respondents.

Graph10 Reasons for buying the food produced in the EU according to reached level of
education

Source: Own research and calculation
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Table 8 documents the reasons for buying the food produced in the EU according to the
occupancy of respondents. There had been tested the statistical importance of differences
were by using ANOVA according the occupancy of respondents. The main differences were
found between students and employed respondents and also between employed and
unemployed respondents. There were found no differences between retired respondents and
unemployed ones.

Table 8 Reasons for buying the food produced in the EU according to the occupancy
Preferences of
buying the

Occupancy
Employed

Student

Retiree

Unemployed

Total

foods
originated in

Amount

%

Amount

%

Amount

%

Amount

%

Total

%

the EU are:
Other

168

63.4

63

23.8

21

7.9

13

4.9

265

100.0

High quality

100

72.5

30

21.7

7

5.1

1

0.7

138

100.0

27

84.4

2

6.3

3

9.4

0

0.0

32

100.0

22

84.6

2

7.7

1

3.8

1

3.8

26

100.0

87

77.7

10

8.9

14

12.5

1

0.9

112

100.0

14

51.9

10

37.0

3

11.1

0

0.0

27

100.0

Better
controlled
Safe
Under strict
scrutiny of EU
legislation
Tasty

Source: own research and calculations

The two-way analysis of variance (ANOVA) was used to test the statistical importance
of preferences according to the domicile of respondents. There were found no statistical
important difference between people living in the country and in the town. For respondents
living in the town, quality and strict control under EU legislation are the most important
factors when buying the food produced in the EU. (table 9).
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Table 9 Reasons for buying the food produced in the EU according to domicile of
respondents
Preferences of
buying the

Domicile of respondents
Urban area

Rural area

Total

foods
originated in

Amount

%

Amount

%

Total

%

the EU are:
Other

144

54.3

121

45.7

265

100.0

88

63.8

50

36.2

138

100.0

controlled

15

46.9

17

53.1

32

100.0

Safe

11

42.3

15

57.7

26

100.0

78

69.6

34

30.4

112

100.0

9

33.3

18

66.7

27

100.0

High quality
Better

Under strict
scrutiny of EU
legislation
Tasty

Source: own research and calculations

In graph 11a could be seen the answer on the following question : “ Did you know, that
EU protects the traditional food products of the member states?” This fact was obvious to 72
% of respondents, 10 % of respondents do not care about thus information. In the next step,
the answers were divided into two graphs: graph 11b and graph 11c document the answers of
men and women. About 13 % more women than men is informed about protection of the EU
products. About 6 % more men then women do not care about this information at all.
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Graf 11a Anwers of the respondents on the question: “ Did you know, that EU protects
the traditional food products of the member states?”

61
10%

433
72%

106
18%

Yes

No

Not interested

Source: Own research and calculation

Graf 11b, 11c Answers of the respondents on the question: “ Did you know, that EU
protects the traditional food products of the member states?” according to the
gender of respondents (11b men, 11c women)

Graph 11b Men

Graph 11c Women
21
7%

40
13%

197
66%

43
14%

236
79%

63
21%
Yes

No

Yes

Not interested

Source: Own research and calculation

No

Not interested

Source: Own research and calculation

The next question (graph 12a) was asked in purpose to find out, if the respondents know
some of the protected food labels of the EU. 53 % of respondents answered positively. All
answers are divided into two graph 12b and 12c according to the gender of respondents.
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Graph 12a Answers of the respondents on the question: “Do you know some of the
protected food labels of the EU?”
71
12%

318
53%

211
35%

Yes

No

Not interested

Source: Own research and calculation

Graf 12b, 12c Answers of the respondents on the question: “Do you know some of the
protected food labels of the EU?” (Graph 12b men, Graph12c women)

Graph 12b Men

Graph 12c Women
24
8%

47
16%

145
48%

103
34%

173
58%

108
36%
Yes

No

Yes

Not interested

Source: Own research and calculation

No

Not interested

Source: Own research and calculation
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Table 10 Experimental and expected values of preferences
Question 4

4a

4b

4c

Total

Observed preference values
Men

145

108

47

300

Women

173

103

24

300

Total

318

211

71

600

Expected values
Men

159.5

105.5

35

300

Women

159.5

105.5

35

300

319

211

70

600

Total
Source: own research and calculations

Table 11 χ2 test of good agreement
Question-

Observed

Expected

gender

preferences

preferences

4a – M

145

159.5

4a – W

173

4b – M

Difference

Difference

Chi square

squared

(Power/Exp.)

-14.5

210.25

1.32

159.5

13.5

182.3

1.14

108

105.5

2.5

6.25

0.06

4b – W

103

105.5

-2.5

6.25

0.06

4c – M

47

35

12

144

4.23

4c – W

24

35

-11

121

3.45

Total Chi-square

10.26

Source: own research and calculations

Estimated tested characteristics 10.26 is higher than critical value which means the
statistical important difference between preferences of men and women and therefore the
hypotesis, that women know the protected labels of the EU more then is accepted.
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In the next question of the research were analyzed the answers about the idea of
traditional food (graph 13). 31% of respondents connect the conception of “traditional food”
with the idea of “time-proved” ( 35 % of men a 36 % of women, Table 12).

Graph 13 Answers of the respondents on the question: “ What does the idea of traditional
food mean to you?”
183
31%

214
35%

Proved in time
Well known

141
24%
48
8%

14
2%

Something out of fashion
Handmade
Connected to history

Source: Own research and calculations

Table 12 Answers of the respondents on the question: “ What does the idea of traditional
food mean to you?”, according to gender
Gender

Verified
time

Amount

in
%

Well known
Amount

%

Something out
of fashion
Amount

%

Handmade
Amoun

Connected
%

history
Amount

to
%

t

Men

77

26

73

24

11

4

33

11

106

35

Women

106

35

68

23

3

1

15

5

108

36

Source: own research and calculations

Answers on the question: “What is for you the content of traditional food connected
with?” could be seen in graph 14. For 55 % of respondents the answer means traditional
recipes using. 20 % of respondents believe that traditional food is connected with traditional
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taste which is very well known by respondent. As it could be seen in table 13, the answer of
men and women are very similar.

Graph 14 Answers of the respondents on the question: “What is for you the content of
traditional food connected with?”
117
20%

32
5%

Well known taste

118
20%

Traditional
fabrication (mostly
handmade)
Genuine raw
materials
333
55%

Traditional recipe

Source: Own research

Table 13 Answers of the respondents on the question: “What is for you the content of
traditional food connected with?” , according to gender of respondents
Gender

Well known

Traditional

Genuine raw

Amoutaste %

fabrication
Amou
%

materials%
Amoun

nt

nt

Traditional recipe
Amount

%

t

Men

60

20

68

23

15

5

157

52

Women

58

19

49

16

17

6

176

59

Source: own research and calculations

Graf 15 documents the opinions of respondents on the question: “Is the word traditional
synonym of the quality?”
64 % of respondents believe so while 15% do not connect the word “traditional” with the
word “quality”. Table 15 shows that the answers of men and women are different (72 % of
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women agreed with the question, 27 % of men had never been thinking about this
connection).

Graph 15 Answers of the respondents on the question: “Is the word traditional synonym
of the quality?”

127
21%
385
64%
88
15%

Yes

No

Never thought about it

Source: Own research and calculations

Table 14 Answers of the respondents on the question: “Is the word traditional synonym
of the quality?”, according to gender of respondents
Gender

Yes
Amount

No
%

Amount

Never thought about it
%

Amount

%

Men

171

57

48

16

81

27

Women

214

72

40

13

46

15

Source: own research and calculations

Answers on the question: “ If the food with the well known country of origin meant
higher quality, would it induce a higher confidence to you?” (graph 16). These answers are
very similar to those ones on the previous question. Food with very well known country of
origin are trusted by 70 % of respondents.
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Table 15 Experimental and expected values of preferences
Question 8

8a

8b

8c

Total

Observed preference values

Men

171

48

81

300

Women

214

40

46

300

Total

385

88

127

600

Expected values

Men

192,5

44

63,5

300

Women

192,5

44

63,5

300

385

88

127

600

Total
Source: own research and calculations

Table 16

χ2 test of good agreement

Question- Gender

Observed

Expected

preference

preference

8a – M

171

192,5

8a – W

214

8b – M

Difference

Difference

Chi square

squared

(Power/Exp.)

-21,5

462,3

2,4

192,5

21,5

462,3

2,4

48

44

4

16

0,36

8b – W

40

44

-4

16

0,36

8c – M

81

63,5

17,5

306,3

4,82

8c – W

46

63,5

-17,5

306,3

4,82

Total Chi-square
Source: own research and calculations
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15,16

Graph 16 Answers of the respondents on the question: “ If the food with the well known
country of origin meant higher quality, would it induce a higher confidence to you?”

418
70%

139
23%

43
7%
Yes

No

Never thought about it

Source: Own research and calculations

When testing this hypothesis, there had been found an important difference between
preferences of men and women, because the estimated tested characteristics 15.16 is higher
than critical value 5.99 and therefore the hypothesis, that tendency to connect traditional
food with quality is stronger in women´ s opinion. The information about country of origin
of the food is published in many women´ s magazines, in our opinion this is the reason why
the women care more about country of origin of the products and also about the quality.

Conclusion

If the producers were able to correctly predict the consumer behavior, then it would be
easy to decide about the production program or about product innovations. Consumer
behavior is influenced by the actual diet trends, publication of research results and also by
advertisement. The paper points at using the EU Quality Policy and the labeling of the food
within the Quality Policy of EU for particular member states, mainly the producers, which is
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the marketing tool of quality agricultural products and food sales support in the conditions of
EU and Slovak republic. Analysis of knowledge about PGI designation and Slovak PGI
foodstuffs showed that Slovak consumers perceive positively PGI designations and prefer
buying these products. The Slovak consumers think that such products should continue to be
produced and they associate PGI designation with higher quality of foodstuffs. Women
exhibited more interest in PGI designation, its association to foodstuffs quality and more
knowledge about Slovak PGI food products in comparison to men. At the same time could be
alleged, that the system of Quality Policy for the agricultural production and food in Slovakia
is not equally used. The producers see the problem mainly in the time consuming
administrative registration process and in deficient consumers information about Quality
Policy of the European Union, mainly the European policy relating to the EU schemes known
as PDO (protected designation of origin), PGI (protected geographical indication) and TSG
(traditional speciality guaranteed). The producers should not offer their products only on the
home market, but also in abroad to the countries where the protected labels of the products
have a long history and the products marked as PDO, PGI or TSG are consumer requested,
because these guarantee the high quality.
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Territorial differences in Hungary from the point of
transportation infrastructure, development and improvement in
towns
I. Széles1,M. Urbán Malomsoki2, L. Péli3
Szent István University, Gödöllő, Hungaria

ABSTRACT: Transnational companies that have gained power up to the present days, the
essential changes of economy, the renewal of economic organizations have meant a new
challenge for premises, manpower, transportation, infrastructure and their location, i.e. the
towns. Important aim of the European Territorial Development Politics is creating dynamic
and competitive towns, helping their improvement since towns are important components of
regional competitiveness as they represent the basis for economic growth. The existence of
certain local factors - innovative industrial environment based on education and information
streaming junctions-that are responsible for permanent ascent is extremely important. It is
widely known that the communication technological renewals tend to those places where the
highest amount of profit can be supposed, and these will become the “important sites” for the
world of information. It can be said that whole region is able to step on the developmental
path with the improvement of traffic centre lines; as the effect of more developed traffic
connections it can arouse the interest of foreign working capital. However the question be
raised that how exude the positive impact of development along these traffic centre lines. The
progressiveness of concerned areas are significantly influenced by the availability of
settlements which lies along the centre lines.
Keywords:

territorial

differences,

regional

accessibility, road networks
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1. INTRODUCTION
The possibilities of developing transport and their influence on areas
In case of every settlement, area, county and region we can talk about travelling in, out of and
through these territories. The measure and nature of traffic can be differentiated according to
these. For different kinds of traffic different levels of infrastructure is needed.
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The motorways built in the 1960’s were planned to exempt the main roads with higher
strain, but it turned out that they are capable to provide other functions as well, and they could
represent a new higher level of vehicular network.
So every level of the multilevel vehicular network means an own different structure while it
fulfils its own tasks, that is to connect the elements of the settlement network (or regional
network).
They should also provide for the higher level but they should cover a determinate
territory (e.g. a country).
The aim of the network among regions is to connect the given territory into the regional
network – as a transit way – in a way that reduces the negative effects of transport to the
minimum. So the determination of transit way is the following1:
-

the route connecting crossing points among European transit ways

-

its length is minimal in the country’s territory

-

it avoids the ecologically sensitive, densely populated, strained areas

-

it focuses on environmental friendly transportation

-

it makes transit payable
Independently from their character, the vehicular networks (transit, inter- or intra-

regional) influence the social and economic processes inside a region. The effect can be
positive or negative from different points of view, but in a research we use those positive
features that can be observed from the point of “territories wished to improve economically”.
So, if we examine the Centre – Periphery division, the growth of the differences can be
understood as a negative effect.

1

Fleischer, T. et al., 2002, p.59.
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Beside the fact that infrastructural development improves the country’s connections
internationally and nationally, it can be a very good implement of regional policy as well.
Due to infrastructural development we can find direct and indirect effects. These mean
advantages and disadvantages for “users” and “non-users”. Direct effects come from usage
and “non-usage” of infrastructure, indirect effects are the results of the previously mentioned
ones.
1.1. Positive effects arising in transport expansions
We have to emphasize during positive effects that the indirect effects, the economic growth,
have not been proved2. We can find several positive examples, but there are controversies as
well. Analysing the economic conjuncture we have to pay attention to several factors
(externalies), which are not able to create the conditions of economic growth by themselves.
In many cases the positive effects of infrastructural usage concerning vehicular and
railway network are considered to be external, although the vehicular network itself is the
external economic effect.
Most of the studies and researches consider the decline of transportation time as a
primary result, which means advantages for the already existent enterprises3.
Simon4 emphasizes in his study that the primary user advantages, the decline of
transportation time are more determinative than the indirect advantages. For instance a
vehicular road means better availability for goods and markets, so it can be a crucial factor
while choosing premise for later investments.
With the help of primary advantages, “the decline of transportation time”, we can expect the
strengthening of cohesion, so one of the most important means of territorial, social and
economic development in the EU is vehicular network improvement.
3

Wang, E.C., 2002, pp. 411-435.

3

Linneker, B.J. Spence, N., 1992, pp. 31-47.

4

Simon, D., 1987, pp. 25-36. In: Bryan, J. Hill, S. Munday, M. Roberts, A.,1997, pp. 227-237.
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Naturally, the network behaves as a positive externaly itself, because the narrow
connections (bottleneck) among regions (towns and regional centres) can be abolished by it.
It reduces the transportation time, so it reduces the transportation expenses, and as a result it
strengthens the (social and economic) cohesion5.
Most of the researches find the key to create economic and social welfare in
strengthening cohesion, which they plan to reach with reducing transportation time.
The European Agreement (1992) and the White Book (1994), that deals with increasing
competitiveness and employment, also focused on European transit ways, whose aim is to
help economic growth and reduce the social and economic inequalities. But the first
examinations showed a decline in cohesion. While GDP per capita showed a process of
equalization in the 60’s and 70’s, in the 80’s the tendency was towards larger territorial
differences.
Improving infrastructure results in lower transportation expenses. Improving the level
of vehicular connections results in better productiveness and competitiveness considering
those companies whose availability level is lower. TEN, the development of the European
transit ways was a step to improve the competitiveness of the whole EU, because the modern
and effective vehicular network is very important to create a solid EU economy6.
Harmonizing and analysing the economic and social interests, we reach the society’s
“European Model”. But this model has to be built on the concept of sustainable development.
So, environmental protection also has a vital importance, because not only the economic and
social processes should be taken into account. In case of Hungary it is also important to
mention to decreasing and protecting the air and water pollution and keep sustainable
development7. We can improve vehicular network only paying attention to these facts as well.

5

Vickerman, R.W.,1995, pp. 237-254.

6

Vickerman, R.W. et al., 1999, pp. 1-15.

7

Villányi et al., 2008, p.388.
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The motorway appoints spatial development directions as well. Urbanization sectors
are created along the motorways, which is a rapid process if they connect dynamically
improving towns, so it indulges the demands of economic connections and helps
agglomerization.
The connection with outstanding economic territories means excellent potentials for
either the developing or the underdeveloped areas, because it makes the area available and so
it creates the chance for the working investments8.
1.2. Negative effects experienced in the course of transport expansions
Some parts of the researches mention the negative effects as well considering the spatial
examination of vehicular networks.
The disadvantaged, underdeveloped territories with new modern infrastructure mean a
huge possibility for the companies which settled onto the formerly developed areas and using
their advantages, they exploit the resources of the new territory.
This way however the economic output grows in the new area, the control and the
profit remain in the formerly developed area. This can easily strengthen territorial
differences, so the original plan was turned back. This phenomenon is called pump effect.
The solution for this problem is to build the network of motorways.
Contrary to the hierarchical structure built on determined lines this one offers territorial
covering and this way it prevents the so-called tunnel effect and creating large
agglomerations. But this dense network is not the most effective solution economically
(mainly financially). We call it tunnel effect when the motorway network produces
economically and socially positive effects but it is negative for the distant “shadowed areas”.
These effects create an urbanization axle along transportation routes while in the background
areas the economy declines first then the population migrate because of the “pump” effect. As

8

Hungarian Regional Development and Urban Public Company, 2003, p.47.
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a result, large empty and small concentrated areas become existent, which is not the ideal
spatial structure, it is only economically acceptable9. By the way, the growing production of
the economy is not proved, but there is a territorial rearrangement.
At the same time the prices of agricultural territories can decrease due to the
environmental pollution and the deteriorating availability conditions, since the crossing of the
motorways is rarely solved. Naturally, this latter effect is at present not only in the case of
agricultural areas.
Another negative effect of vehicular network is that differences between developed areas and
their peripherals are increased by connecting developed and underdeveloped territories 10.
A good example for this is TEN (Trans-European Network), which creates disadvantageous
situation for those areas which are hardly available because of crossing points or insufficient
connections.
The result of high-speed railways (NSV) is not free from negative effects, either. This
affects partly the existent “normal railways” which are in strong connection with high-speed
railways and they have vital importance from an effective point of view. One of the results is
financial. The other is the change of supply, this way certain traditional directions and
spatial connections get into background11.
Examining the territorial effects of high-speed railways it excels that it has a lot in
common with the regional effects of vehicular networks. The most important is the tunnel
effect, which means the formation of development concentrations along the network.
This kind of concentration is contrary to the aims of regional policy. But a larger problem is
that the formation of concentrations can be connected to the allocation of capacities, so
development distracts resources from another area, this way regional development can

9

Erdősi, F., 2000, p. 547.
Vickerman, R.W. et al., 1995, pp. 1-15.
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11

Vickerman, R.W., 1997, pp. 21-38.
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become unequal. Besides, those areas which are not connected to the network become the
evident losers of infrastructural development. Because of the environmental strain of highcapacity networks the profit of the “users” is paid by the “non-users”, because they are
subjects of increased noise and environmental damage. In addition, there is a chance that
some other kinds of population structure will be formed. Urban concentrations can occur at
the junction points and the network connection points, and in the areas around these holes, i.e.
(in some cases extremely) low-density areas can appear12.
The high-speed railways create mainly a transmitting type of connection, so their
“success” (usefulness) depends on their connections with other levels of networks (regional
and local networks, and international or intercontinental networks).
Beside the installation factors there are so-called secondary or soft factors as well.
Infrastructure has lost its “autarchy”, which can be in parallel with the deterioration of
geographic determination. The standard of local services, the standard of living, the
availability of information and the political-administrational relations have become important.
1.3. Revaluing of towns like spatial concentrations
Beside the evolution of soft factors the regional – and transportation – policy of the EU has
changed its view, because effectiveness stepped in place of fairness in territorial cohesion,
and instead of supporting homogeneous regions spatial concentrations (towns) have got larger
support.
Because of the market liberalization due to integration the competition is getting
stronger among regions and their centres, the towns. Therefore, the territorial differences can
increase because of unequal conditions.
The aim of territory-development policy is a balanced polycentric urban network in
which the town-countryside relation can be redefined. The role of availability is revalued.

12

Vickerman, R.W., 1997, pp. 21-38.
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The competitiveness of diverse towns is differentiated. The developed, high-level (airways,
high-speed railway and motorway system) connections of the emphasized global and regional
centres as accessional poles has primary importance in the EU’s strategy, since these
settlements have adequate resource potential for global competitiveness. They think about the
disadvantageous regions as well: the aim is to connect them to the main transportation
networks and develop the communicational network, which is for the strengthening of the
area’s industrial competitiveness.
Connecting to the network is of vital importance this way. The problem of fast moving
traffic does not get enough attention during the examination of regions contrary to the
railway system – and with special attention on high-speed railway system – where there is an
important emphasis on creating connections.
The actuality of this problem is well exemplified by the infrastructure network connecting
London and its region. The congestion of the infrastructure out of London has negative effect
on distant areas as well.
“One single part of the network” far from the region often influences the “whole” system.
The development of the local network is not really efficient if the network is not developed as
a whole13.
1.4. Connection between transportation and economic growth
Banister and Berechman14 found the following facts between transportation and economic
growth:
-

Economic externalies: the level and availability of manpower, the dynamics of the
local economy. If these factors are positive and the local economy is dynamic, then the
new infrastructural investment (with the other necessary conditions) will help the
economic growth.

13

Vickerman, R.W., 1997, pp. 21-38.
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Banister, D. Berechman, Y., 2001, pp. 209-218.
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-

Investment factors: available funds for the investment, size of the investment, the
network efficiency (missing link) and the period of the investment.
The transportation investments do not take place separately, so the spatial relations of
the investments should be paid attention.

-

Political factors: the decisions concerning transportation are coherent with the broader
political environment. Complementary decisions are needed to help economic growth,
otherwise the effect will not be adequate. Including these factors as well, all of them
are resources for the investment: so the level of the investment, legal support, the
organizational and institutional policy and process, and other needed policies
(education, allowances).

’Notes’
1. Fleischer, T. Magyar, E. Tombácz, E. Zsikla, Gy. (2002), A Széchenyi Terv
autópálya fejlesztési programjának stratégiai környezeti hatásvizsgálata, a Budapesti
Közgazdaságtudományi és Államigazgatási Egyetem Környezettudományi Intézetének
tanulmányai. 6. szám 59. p.
(Strategic Environmental Assessment of the Széchenyi Plan’s Hungarian Motorway
Development Programme, Studies of the Institute of Environmental Sciences in
Corvinus University of Budapest, No. 6, p. 59.)
2. Wang, E. C. (2002), „Public infrastructure and economic growth: a new approach
applied to East Asian economies” Journal of Policy Modeling, Elsevier Science Inc.
New York, NY, USA, Vol. 24, No. 5, pp. 411–435.
3. Linneker, B. J. and Spence, N. (1992), „Regional Studies: The Journal of the
Regional Studies Association: An accessibility analysis of the impact of the M25
London Orbital Motorway on Britain” Routledge, part of the Taylor & Francis Group,
Vol. 26, No. 1, pp. 31-47.
4. Simon, D. (1987), „Spanning muddy waters: the Humber Bridge and regional
development”, Regional Studies, Vol.21, No. 1, pp. 25-36. In: Bryan, J. Hill, S.
Munday, M. Roberts, A. (1997) „Road infrastructure and economic development in
the periphery: the case of A55 improvements in North Wales”, Journal of Transport
Geography Vol. 5, No. 4, pp. 227-237.
5. Vickerman, R. W. (1995), „Regional impacts of trans-European networks”, The
Annals of Regional Science, Springer Berlin / Heidelberg, Vol. 29, No. 2, pp. 237254.
6. Vickerman, R. and Spiekermann, K. and Wegener, M. (1999), „Accessibility and
Economic Development in Europe”, Regional studies, Taylor and Francis Journals,
Vol. 33 No.1 pp. 1-15.
2241

7. Villányi, L. Zsarnóczai, J. S. Szabó, L. (2008), „Hungary and Azerbajdsan: the
dialog of cultures: Rural Development supports for Hungary in light of EU demands
between 2007-2013”, Robinco Ltd. Press, Budapest, Azerbajdsan Embassy, p. 388.
8. VÁTI Kht. – Területfejlesztési Igazgatóság Elemző és Értékelő Iroda (2003), „A
gazdasági térszerkezet vizsgálatát elősegítő új dimenziók illetve az ezzel kapcsolatos
módszerek kutatása” Zárójelentés, kutatási összefoglaló, Budapest. (Hungarian
Regional Development and Urban Public Company – Spatial Development Directory,
Appraising and Analysing Office (2003): „Research of new dimensions and methods
which conducive the examination of the economic spatial structure” terminal report,
research summary, Budapest.)
9. Erdősi, F. (2000), Dialóg Campus Szakkönyvek: Európa közlekedése és a regionális
fejlődés, Budapest-Pécs, Dialóg- Campus Kiadó, 547. p. Studia regionum. Dialog
Campus Vocational Books: Transport of Europe and regional development, BudapestPécs, Dialog-Campus Publisher, p.547.)
10. Vickerman, R. W. (1995), „Regional impacts of trans-European networks”, The
Annals of Regional Science, Springer Berlin / Heidelberg, Vol. 29, No. 2, pp. 237254.
11. Vickerman, R. W. (1997), „High speed rail in Europe: experience and issues for
future development”, The Annals of Regional Science, Springer Berlin / Heidelberg,
Vol. 31, No. 1, pp. 21-38.
12. Vickerman, R. W. (1997), „High speed rail in Europe: experience and issues for
future development”, The Annals of Regional Science, Springer Berlin / Heidelberg,
Vol. 31, No. 1, pp. 21-38.
13. Vickerman, R. W. (1997), „High speed rail in Europe: experience and issues for
future development”, The Annals of Regional Science, Springer Berlin / Heidelberg,
Vol. 31, No. 1, pp. 21-38.
14. Banister, D. Berechman, Y. (2001), „Transport investment and the promotion of
economic growth” Journal of Transport Geography Vol. 9, No. 3, Elsevier B.V. pp.
209-218.

2. MATERIAL AND METHOD
In Hungary the economic problems of the regions, with the counties inside them, are very
similar. Beside the actual problems such as the increasing unemployment, the deteriorating
educational standard, the rising budget deficit, the negative features of the transportation
infrastructure mean similar troubles.
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The regions have serious arrears in every aspect of transportation, which has to be improved
in the near future, since the economic efficiency of both the countries and the regions could
become questionable.
2.1. Procession of the research
Analysing the national and international sources we found that the result of the
researches in this topic contradict each other. There are such studies which state that the
economic effect of transportation networks is direct, other researches claim that it is indirect
since it influences the economic success through other factors which are related to the
investments or not.
In this study we are dealing with one of the important topics of regional policy: the
development of infrastructural networks. We have emphasis on theoretical background in this
essay since we create a basis for a deeper research.
During our research determining the development potential of a given area we
concentrate on the infrastructural possibilities, the availability, the human resources, and the
availability of funds and the possibilities of economic cooperation as the enterprises operated
with these factors when they chose their sites.
Our starting point and our final conclusion is that the competition moves the territorial
development, the comparative advantages decide whether the area considered to be peripheral
today has a chance to get out of its situation and to have the adequate dynamics for
development. The factors of development potential include: education, social background, and
environment. Communication becomes a crucial point in the informational society. Beside
competitive advantages, the co-operational advantages have an important role with solidarity.
We try to answer the following questions, and we are going to numerate them in the
near future.
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1. What kind of effect do the development of infrastructure and its connection to
national and international networks have on regional economy, the development of
small areas and towns?
2. What type of infrastructure serves development best?
3. Does infrastructure generate economic growth or does the economic growth need the
existence of infrastructure?
Our hypothesis is that in a given area the development of infrastructure does not influence
directly the economic development of an examined area. For the verification of the hypothesis
we use effect-relation analysis.
2.1.1. Advantages and disadvantages of the applied method
It is used to have numeral conclusions of the effects of development policies.
The so-called top-down method tries to find the relation between the social-economic
situation and the effects due to interventions with analysing the macro data referring to the
program (and its environment).
This method explains or confutes the efficiency of interventions with the effects of the inputs
on the macro data variables. For this aim usually econometric models and e.g. shift-share
analysis are used. Shift-share analysis tends towards national and regional level trends.
2.2. Mode of analysis
Spatial structure, the processes of society and economy cannot be examined only in regions,
counties or smaller areas, but in special social-geographic aggregations as well15.

Map 1 Applicable road-system in the examination
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Using the five route-network regions created by Nemes-Nagy, József (see Map 1) we
think that compared to his research in 1999, the economic development level of settlements
has not changed with expanding the existing motorway sections.
During the analysis (with shift-share method again) we examine in what amount did
motorways influence wages in the five given regions in 2008, and what was the role of spatial
structure in these regions.
The starting point of the analysis is a data-matrix pair, in one of them we have
population numbers according to territorial and settlement-size, and in the other we have the
annual wages according to the same structure.
So, the territorial factor is the five given regions related to their situation to motorways, and
the structural factor is shown by the six settlement-size categories.
The final result of the shift-share analysis show how much the appearing extra income
or deficit is in connection with connecting to the national transportation network, how much
responsibility the spatial structure of the region has.
This is followed by the second phase of calculation, according to which it is advisable
to examine the effect of road system on the growth of incomes in the counties.
During the research we perform such examinations with shift-share method again where not
only the counties appear as territorial elements but the sectoral, structural elements contain
territorial groups: the route regions (inside the counties).
The territorial units of the starting data matrix for the calculation are the nineteen
counties of the country, but as structural factors every settlements of every county is
numbered into the five route regions, and the so-created aggregations are the structural
elements of the examination.
With the shift-share method we separate the component that can be originated in
regional capabilities and spatial structure concerning the income changes in every county
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from 1998 to 2008. We suppose that the income situation of the counties is more significantly
influenced by spatial capabilities.
‘Notes’
15. Nemes Nagy, J. Jakobi, Á. Németh, N. (2001), „A jövedelemegyenlőtlenségek térségi és
településszerkezeti összetevői” Statisztikai Szemle, LXXIX. évfolyam, 10–11. sz. 877. p.
(„Components of areal and township structure of income inequalities” Statistical Review
Vol.79, No. 10–11, p.877.)

3. RESULTS AND DISCUSSION
3.1.Territorial differences in Hungary
Regional researches have special actuality nowadays – mainly in connection with the EU. The
social-economical change after the system-change made more tensions in different territories
of the country. The differences in development among the regions have become larger and –
despite our declared aims – they are growing16.
In parallel with the inequalities, the territorial processes between 1998 and 2002 only
partially modified the earlier development structure. The role of the country’s central area has
grown, which is backed by the dynamic economic strength of Budapest and its agglomeration.
At the beginning of the new millennium, some processes appeared that could moderate
territorial differences, which meant a turning point contrary to the previous trends. But the
equalization is not simply the result of the weaker area’s growth, but the stronger area’s fall,
plus the effect of the state’s interventions17.
3.1.1. Demographical features
The territory of Hungary is 93 036 square kilometres, its density is 108 inhabitant per square
kilometres. The capital is Budapest which is the only city that has more than a million
inhabitants.
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Table 1 Setting of population in Hungary from 1996 to 2007
From Table 1 it can be clearly seen that the population of Hungary was almost 10 and
a half million people, today it is nearly 10 million, which means 3.5% decline. Only two
counties (Pest and Győr-Moson-Sopron) show increasing tendency, even the capital has
decreasing numbers.
The main explanation to this phenomenon is the migration into the agglomeration, and the
migration from peripheral areas. The beneficiary county is Pest, where the population grew
with 155 011 people (15.1%) in the examined period.
The other county from the 19 ones in Hungary which has positive result is Győr-MosonSopron with a growth of 1.6%. Unfortunately, these positive changes are not due to natural
accession, but to migration inside the country. It is a very interesting fact that the most
significant decline in population turned out in Budapest in the examined period (1996-2007)
with 9.1%. Considering the counties, the highest numbers are in Békés (7.9%), Borsod-AbaújZemplén (7.8%) and Jász-Nagykun-Szolnok (7.5%).
The regional examination does not have better results since all the seven regions of Hungary
show decreasing population and the phenomenon is getting stronger. The worst situation is in
the Northern Hungarian region, the decline was 6.99%.
Summarizing, it can be stated that the decreasing process is strengthening, and this has
become a phenomenon in territorial aspect as well. The constantly low level of productivity,
the high level of mortality rate and the deteriorating age consistence of the population means
huge problems.
The demographic processes, the facilities of human resources have not changed the system of
social conditions in a way that the negative processes could be reversed in given areas.
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In these spheres the aim is to reverse the typical negative processes of the whole country and
not to reduce the territorial differences.
3.1.2. The conformation of GDP in Hungary
To measure the economic territorial differences – although nowadays it has become more and
more controversial – one of the best methods is the examination of GDP.
Table 2 Setting of Gross Domestic Product per capita respecting in examined years
Analysing Table 2 it can be stated that the economic growth from the middle of the
90’s influenced mainly the country’s Northern Transdanubian areas, the capital and its wider
agglomeration, which meant – contrary to the state’s intentions – the increasing differences
between capital and countryside as well as between Western and Eastern Hungary.
The retardation of growth became evident mainly in the industrial Fejér and Vas
counties, but these changes can be seen as the natural fluctuation of market economy, which is
typically in connection with investments and the moves of foreign funds.
In the 90’s the system change influenced the social and economic indicators and 1996
was the worst year. In the same year the government accepted Law XXI of 1996 about
territorial development and settlement, which was an effort to organize the steps to reduce
territorial differences.
On the basis of gross domestic product, between 2000 and 2006 the Hungarian
economy had 4% relatively moderate growth. In 2007 – mainly due to the budget corrections
– the level of growth decreased to 1%, and in 2008 it was only 0.6%. This decline was also
influenced by the economic crisis.
Figure 1 Gross Domestic Product per capita in per cent of nationwide mean from 1994
to 2007
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In Figure 1 it can be seen that examining regionally Hungary’s seven NUTS-2 level
regions, only the Central Hungarian region was able to increase the productivity of the
economy.
Figure 2 Gross Domestic Product according to counties in thousand Hungarian Forint,
2007
Figure 2 shows that the territorial differences expressed by GDP per capita grew
rapidly from 1998 to 2000, and then in 2001 there was a little decline, which is a result of the
decreasing industrial productivity of the most developed counties (Fejér, Pest, Győr-MosonSopron and Vas). In 2002 the territorial differences began to grow again, and until the end of
the examined period they kept growing.
Despite the seemingly temporary development movements the West-East and CentrePeriphery division seems to be strengthening.
The Western-Eastern development differences proves that between 1998 and 2007
Komárom County produced the highest development after Budapest and Pest County, and
considering GDP, only the Transdanubian counties show accession (Győr-Moson-Sopron,
Komárom-Esztergom). None of the North-Eastern or Eastern counties could develop
significantly. Only Hajdú-Bihar and Heves counties were able to sustain some of their level of
growth.
We have an especially interesting point if we examine the GDP average of the 27
countries in the EU compared to Hungary’s GDP in a county-specific view. At the regional
level only the Central Hungarian region reached the EU average in 2007. Two regions form a
separate group (Central Transdanubian, Western Transdanubian) with 60% of the EU average,
which shows the territorial differences evidently, that is, there is 40% gap between the first
and second placed regions.
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The other four regions show even more significant deflection, namely they produced the 3943% of the EU average.
If we have a county-specific view, we have more data about Hungary’s territorial
differences. Budapest, as the capital and the most important factor in economic life, has 136%
over the EU average, but only three counties could reach the national average. Sixteen
counties produced under the national average in 2007, and the worst county at NUTS-3 level
does not reach one third of the EU average, so in Nógrád County the territorial GDP is 28.8%.
3.1.3. Unemployment
At national level both the number of economically active and the employed people decreased
in the 12 examined years.
The unemployment rate shows how many percent of the economically active population got
into the unemployment register.

Table 3 Setting of unemployment rate in Hungary from 1996 to 2008
Analysing Table 3 it can be claimed that in the examined period, so from 1996, the
unemployment rate was the lowest in 2002 and 2003 when it was below 6%, more, in 2003 it
was very close to 5% (5.1%). After these two years a constant increasing process began at
national level, on the basis of which the unemployment rate fell onto its position as it was ten
years ago. Unfortunately, this process has not stopped, and the rate has been still increasing.
At the beginning of 2010 it is about 10.5% and if the forecasts are correct, in 2011 it will
reach its highest number, which is 11%.
In 2008 the lowest unemployment rate could be found in Győr-Moson-Sopron County
(3.5%), and it was exactly five times higher in Szabolcs-Szatmár-Bereg County (17.5%). All
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the counties – except Csongrád – of the four regions with the worst economic production have
unemployment rates higher than the national average.
We can find significant territorial differences among regions and counties. GDP per
capita is a very good indicator for them. Its quotient between the most and least developed
region is constantly increasing and today it is about 5 times higher.
The regional science does not consider the quick abolition of territorial differences real. Some
elements of inequality can be decreased, but we cannot wait for significant results.
The preponderance of Central Hungary is salient in every aspect. The close-up of the
other regions could be the basis for a harmonic regional development.
The state can stand for the moderation of negative phenomena (unemployment, differences in
wages, migration) and for the abolition of barriers in connection with economic production.
Subsidies can hardly help the situation of the underdeveloped regions, other methods
are needed. The complex program projects for small and medium sized enterprises sound
good. The post-modern regional policy supports the use of inner resources (regional, social,
cultural, environmental, economic factors) and networks instead of central subsidies.
They imagine development with the fast ways of communication and emphasizing the role of
knowledge and innovation18.
3.1.4. Towns and their situation in Hungary
Towns have a special function in the settlement system of Hungary. We have historic towns
such as our capital, Budapest, our regional and county centres, and our middle-sized towns.
There were altogether 52 towns in our country in 1945. Until the 80’s, the right of a town had
had more prestige. It indicated developed infrastructure, important basis for services and
trades, economic institutions, workplaces, secondary and higher educational centres, wellorganized health-care system.
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Table 4 Number of towns in Hungary from 1945 to 2010
The number of towns began rising in the 90’s, which is represented in Table 4.
There were 328 settlements with town rights on 1st January 2010. More and more settlements
gain town rights which have lack of town functions. These settlements became towns because
of their regional roles. The settlements that gained town rights in 2009 had a population of
less than 10.000 people.
To become a town is a very important factor in the life of a village in Hungary, because it
means a lot of advantages for the area. In conclusion, most of the settlements would like to
gain town rights. According to the present law, many requirements should be met to obtain
town rights.
The Local Governmental Law (LXV, 1990) does not order only about founding settlements,
uniting them, abolishing them or arranging them. It writes in Paragraph 58 that: “The
settlement is able to initiate its declaration as a town if its development and regional role
make it reasonable. The town council presents the initiative to the president of the republic
through the Minister of Home Affairs (now he is Minister of Local Governments)”. The
detailed regulation is determined by Law XLI 1999 about territory acquisition: “the council of
the large village – the settlement is a large village from the point of declaration as a town –
has to represent its development and regional role at the time of its initiative”.
So, the settlement has to be a large village to have the possibility to apply for becoming a
town. But when is a village a large village? According to the closing orders of the Local
Governmental Law: “Those settlements can use the title large village which had large village
councils at the time of the Law coming into force, and there are at least 5.000 inhabitants in
them” (Paragraph 108). Consequently, fewer villages have the chance to become large
villages, and naturally, those large villages which would apply for town rights have less
population as well.
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The situation of our towns is a very important factor in the regional structure of our country.
There are still areas which can be found wanting towns in Hungary today.
Table 5 Number of towns broken down into counties and regions in Hungary 2010
As it can be seen in Table 5, most of our towns can be found in the Northern Great Plain (68)
and Southern Great Plain regions. The least number is in Southern Transdanubia. Our other
regions show similar structure to each other with towns between 41 and 49. So, the number of
our towns follows the settlement structure of the country. Our regions which have Great Plain
settlement structure, where the number of small villages is low, have higher number of towns.
Broken down into county figures we can see that Pest County stands out highly from the other
ones. Most of the settlements in the agglomeration of Budapest have town rights.
To create a polycentric town-network is one of the basic ideas of the new National Regional
Development Conception. We need this Polycentric Urban Region (PUR) because to use our
national inner resources, to help development, to be able to adapt to changing circumstances,
build a multi-level system of connections among settlements. PUR is the basis for this kind of
development19.
In fact, PUR is a dense but not united town-network in which the centres creating PUR are not
in classic hierarchical relationship. There is a strong and mutual inner system of relationship
among them, but the individual centres are specialized and they have individual profiles
during co-operation.
The towns – especially those which have come to be towns in the last 15 years – are able to
take part with different functions in PUR.
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The regional development poles and axles, partner and subordinated centres included in the
National Regional Development Conception influence our country’s transportation
infrastructure as well20.
The regional division of towns are varied in Hungary.
3.2. Hungary’s regions from the point of transportation
3.2.1.Western Transdanubian region
The Western Transdanubian region includes Győr-Moson-Sopron, Vas and Zala counties. Its
expansion is long in a north-south direction. The region is on the border with four countries:
Austria on the west, Slovenia and Croatia on the south-west, and Slovakia on the north.
The region is neighbouring with the Central Transdanubian region in eastern direction,
and the Southern Transdanubian region in southern direction. The territory of the region is
11 183 square kilometres, which is 12 % of the country. 9.9% of the Hungarian population
live in this region, which means 1.004.000 people. It is important that there are five towns
with county rights, which is unique in the country (Győr, Sopron, Szombathely, Zalaegerszeg,
Nagykanizsa).
The Western Transdanubian region is one of the most dynamically developing regions.
Still, it cannot be considered to be uniformly developed. The small village areas of Zala and
Vas counties are disadvantageous because of their unfavourable infrastructural conditions and
the decline of agricultural employment. The geographical position, the availability, the high
level of education and the significant number of foreign investments means a great advantage
for the region. For instance, Győr-Moson-Sopron has been the most attractive county for the
foreign funds (AUDI factory) because of its favourable infrastructural conditions.
Transportation capabilities
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The transportation situation of the Western Transdanubian region is basically determined by
its neighbourhood with four countries (Slovakian, Austrian, Croatian, Slovenian borders) and
its settlement structure.
The vehicular infrastructure of the region is outstanding from the average because one
sixth of the national vehicular network is found here, and the road-density is the higher due to
the small villages.
At the same time the composition of the roads is unfavourable since only 6.8% of them is
motorway or main road. The motorway crossing Western Transdanubia goes through only in
the north and south in an east-west direction.
One of the largest problems for the region is the lack of north-south motorway,
because 60% of the countries traffic (mainly heavy traffic) leaves the country through this
region. Another difficulty for the development of this region is the availability of the region’s
towns, because seven of the twenty-eight towns are not connected by main road.
At present the region is connected to several international main railway lines. The
lines between Győr-Sopron and Sopron-Szombathely is run by GYSEV, the other lines are
run by MÁV. Today, Győr, Szombathely and Sopron are counted as important railway
junctions, and the Logistic Centre of Sopron has had more and more importance.
There is only one single waterway in the region, the Danube. As for water tourism
Rába, Mosoni-Duna and Zala rivers are important. Due to the docks in Keszthely and
Balatongyörök, the region is connected to the boating on Balaton and Lake Fertő as well. The
only working trading port of the region is in Győr-gönyű.
There are public airports in Sármellék and Pér next to Győr in the region. Besides,
several smaller private or state airports can be found near Zalaegerszeg or Szombathely.
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The region has advantage from a touristic point of view, because 21% of the national
bicycle-road system, which is 1500 kilometres long, can be found here mainly around Balaton
and Lake Fertő.
Although the public transport system in the region can be considered good, the
weakening supplement of the small-sized villages means a social-political problem.
Commuting is more and more characteristic, but the bad condition of roads is an expenseincreasing factor in coaching.
After presenting the economic and transportation capabilities of the Western
Transdanubian region, it is important to mention that Zala County can enjoy the most
advantages coming from resources.
The crossing transit traffic is very high in the whole region and especially in Zala and Vas
counties due to the crossing points of Rédics and Letenye. So the replacement of the road
surface is understandable to ensure quick and safe transit ways. Naturally, it is out of question
that a motorway in north-south direction would be a crucial help for Vas, Zala and GyőrMoson-Sopron counties (for instance the long-planned M9) or a fast moving road. This could
mean more logistic advantages for the region. The boating project has to be mentioned in the
case of Győr-Moson-Sopron, which is to be realized between 2010 and 2011. This could
make the town of Győr an even more significant national and Central-European centre.
3.2.2. Central Transdanubian region
It is the second smallest region of the country including Fejér, Komárom-Esztergom and
Veszprém counties (11.117 square kilometres). Its population is 1.114 million people.
Due to its industry it is at first or second place in the ranking of Gross Domestic
Product – not counting Budapest – among the seven regions of Hungary. The region includes
almost the whole northern coast of Balaton with famous holiday resorts as Badacsony or
Balatonfüred. Lake Velencei is also found in this region only 40 kilometres far from
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Budapest. The three tarnished towns of Székesfehérvár, Veszprém and Esztergom are also
attractive touristic landmarks.
Thanks to the fortunate capabilities, the industry, the agriculture and tourism are
equally developed. This fortunate capability comes from the geographical situation because
the Central Transdanubian region belongs to the axle connecting the innovation points of
Central-Europe.
Such axle is the Bécs-Pozsony-Győr-Budapest axle or the Velence-Trieszt-Ljubljana-Kijev
axle that is connected to the Mediterranean “sunbelt-region”.
Budapest is also connected to these axles through the Central Transdanubian region.
But contrary to these favourable geographical features, it is not a uniformly developed
region. The infrastructural supplement is unfavourable and there is a decreasing possibility for
agricultural activity.
But it is a good reason for the development of the region that the capital is near, the
urbanization level is high, the availability is good, the population is well educated, and there
is a great willingness for investments and creating enterprises.
Transportation capabilities
From the point of availability the Central Transdanubian region is one of the best situated
region with dense main road network, well-organized railway system and the vehicular
network is also over the average (except Veszprém county).
But there is deficiency concerning north-south connections, the availability is not so
good for areas far from main roads, and the local governmental roads have deteriorating
conditions.
The bicycle-road system is slowly developing – similar to the whole country – and its
present level is minimal compared to European standards contrary to the fact that one of the
international bicycle-road network runs on the border of the region.
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Except the Danube there are not any waterways concerning trading. Only Dunaújváros
has a port at European level, but there could be huge possibilities in developing the ports in
Esztergom or Komárom. More, there is no connection between the touristic marks and
waterways.
The railway system is well-organized concerning main routes, Székesfehérvár and
Tatabánya are significant junctions. But the railway connection among determinative towns is
not adequate, in several cases it can be realized only through Budapest since some direct lines
are simply missing.
Since there is no railway line to every settlement, people can travel by coaches. The
vehicular coverage of the region is 100% uniquely, but the modal connections of the different
vehicles are not ensured, so the adequate the efficient usage is missing.
For the Central Transdanubian region – similarly to the Western Transdanubian one – the
high level transit traffic means a huge challenge.
But it has to be mentioned that with the help of some tenders (for instance improving main
road 82 and 8) the smaller centres of the region could be better connected at least on vehicular
ways, which can help to build closer economic connections, and this can be significant for the
country as well.
But we should not ignore the fact that Komárom-Esztergom county wins relatively small
amount of tenders, which can cause serious problems for the county, not to mention that
MÁV is going to abolish several lines in the area.
3.2.3. Southern Transdanubian region
We can find 9.8% of the county’s population in this region (989.400 people) whose territory
is 14.169 square kilometres. The region includes three counties: Baranya, Somogy and Tolna.
Their development has been common for a long time not only because of their geographical
situation but their history and economic development as well. The educated population, the
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contribution in international co-operation and among the counties mean advantages for the
region.
But it is a problem that according to a governmental statute in 2004 18 of the region’s
24 smaller areas are disadvantageous, and nine of them belong to the most disadvantageous
category. This means that almost half of the population (47.5%) lives in a disadvantageous
area and within this 20% live in the most disadvantageous area. This latter ratio is higher only
in two regions – Northern Great Plain (40%) and Northern Hungary (37.6%). The most
developed areas of the region are the surroundings of Kaposvár, Pécs, Szekszárd and Siófok.
From the three shire-towns Kaposvár has reached significant improvement recently. The
economic-educational-cultural dominance of Pécs is unquestionable, but its influence on its
agglomeration has been weakening in the last few years. Siófok has been trying to gain back
its reputation and the growing popularity of Balaton as a touristic landmark helps. The role of
Szekszárd has been getting weaker.
It is important to mention two other areas in the region: Paks with the power plant that
helps to improve the employment statistics, and the Harkány-Siklós-Villány area which is
again an important touristic point. Here medical tourism and wine tourism help to realize
extra income for the region.
All things considered, it has to be emphasized that the capabilities of the differentially
developed areas mean a challenge for the region from economic and transportation
infrastructural points of view as well.
Transportation conditions
The region is in a peripheral transportation situation due to its geographical features. The
number of fast moving roads is low, not to mention the small amount of motorways.
High level of traffic can be found only in the inner territories of Kaposvár, Pécs, the
Balaton area, Dunaújváros, Dunaföldvár, Paks and Szekszárd. It is true that the heavy traffic
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conditions improved in the Balaton area because of the motorways sections built in 2006. The
side-road network of the Southern Transdanubian region is in bad condition and
dissatisfactory, the measure of deterioration is high.
The availability of fast moving roads is unfavourable with the exception of the 30
kilometre belt near Balaton and the Dunaföldvár area. The small-village structure of Baranya
and Somogy counties highly influence availability among settlements. One third of the
region’s settlements are sacked settlements. According to the availability indicators there is an
outside hardly available belt along the Dráva and an inner periphery which runs from the
northern part of Somogy County in an east-west direction to the middle part of Tolna County.
The two peripheral areas are connected by a similarly hardly available belt running along the
border of Somogy and Tolna counties.
Examining the railway network of the region we can conclude that it is unequal and it
is in bad condition. The network is completely one-lined and with the deteriorating lines the
vehicles themselves have become out of date. There is constant speed limit on the lines. As a
result, the railway can hardly fulfil its role in transportation either in case of passenger trains
or cargo.
Beside the Western Transdanubian region the EU supplies can inspire development here as
well. The most important investments take place here due to the motorway buildings (M7,
M6, M9) and it also has to be mentioned that the private funds is also high beside EU and
national supplies (M6 – PPP project).
Due to the developments it is hoped that this region can latch on to the national
economy more effectively.
The investments around Pécs and Balaton are very important to mention as these areas could
have much importance in the region, but leaving the isolated situation of smaller settlements
unsolved, which tend to be hardly available in the future.
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3.2.4. Central Hungarian region
The region includes Budapest and the surrounding county Pest. It is the smallest sized region
from the seven but with its population of three million people – of who two thirds live in
Budapest – the most populated. 28 of the 185 settlements have town ranking. 16 small area
partnerships were created whose role is significant primarily in territorial development.
Due to the radial structure of vehicular and railway network of Hungary, this region is
the most important junction as well.
The vehicular network density is over the national average and its condition is better than in
other regions. Al the motorways cross this region ensuring fast and safe transportation.
Because of its geographical situation and its experience Budapest can have vital
financial, business and service functions in- and outside the country’s borderline in the future
as well.
This function is the whole country’s interest, but at the same time we should not stand for
centralization. Actions must be taken to develop other important regional centres as well.
Transportation capabilities
Naturally, there are things to do in this region as well. One of the greatest problems is the
challenge produced by the agglomeration of Budapest mentioning passenger transportation,
which puts extra charge on the vehicular network, so it needs constant renovation.
Building motorway M0 has been a long-term problem. Until it is finished, traffic jams
will be permanent phenomena.
Building new bridges, tram lines, bus lines and new underground lines mean further
aims for Budapest in the future.
The capacity of the vehicular roads towards Budapest does not reach the requirements
which are higher and higher. The availability is unfavourable in several aspects in the
agglomeration.
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The lack of fast-train network in connection with Ferihegy Airport has been at present lately.
Getting into the centre of Budapest from Ferihegy Airport takes as much time as a whole
travel from one of the nearby capitals by plane.
As for railway transportation, we can find one of the best infrastructures here
concerning either electric lines or moving equipments. But there are things to do here as well,
for instance the abolition of hardly used side-lines, or the replacement of vehicles out of date.
As far as waterways are mentioned, the basis of water transport can be found here with
MAHART and the port in Csepel.
We should not forget about Ferihegy Airport, Hungary’s busiest airport. Dynamic
development is hoped for Ferihegy as it was privatized in 2006.
In our opinion there is a serious duality in the region. It is natural that the capital enjoys
severe investment advantages but this phenomenon strengthens only the central role of
Budapest either in the region or in the country.
It is important not to block the development of Budapest and it has to be supported by
transportation improvements, but it is a huge problem that the other areas of Pest County can
only develop as agglomeration elements and the southern areas have only weakening
complementary roles. These problems might be helped by new railways investments
(Budapest-Lökösháza) and the existing (M5) and planned (M4) motorways.
We must not ignore the projects supporting the agglomeration transportation around Budapest
which mean huge advantages from either public transportation or environmental protection
point of view.
Metro Line 4 and the extension of Tram Line 1 and 3 would be a relief for downtown
transportation. It is hoped that with the help of them the transportation in Budapest will be
faster and environmentally friendlier.
3.2.5. Northern Hungarian region
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The region is situated in the north-eastern part of Hungary. It includes Borsod-AbaújZemplén, Heves and Nógrád counties. Its centre is Miskolc. The region is neighbouring with
Slovakia in the north and Ukraine in the east. Its territory is 13 429 square kilometres, which
is 14.4% of the country. As for territory and population, it is at fourth place in Hungary.
Due to its geographical situation it is Hungary’s most diversified region. The North
Hungarian Mountains meet the Great Plain. From its resources its richness in building
materials and lignite can be emphasized. The region has significant ecologic potential, its
natural resources are extended by medical water and mineral water.
The Northern Hungarian region supposedly remains one of the primary medium-term targets
for Hungarian regional policy.
Measuring the effects of the former interventions, the inner capabilities of the area and
the expectations should help to determine the close-up program of this region.
Most of the region’s natural resources (e.g. lignite) have been devalued, others (copper,
precious metals) are dependant of the international economic possibilities. The competitive
natural resources are in connection partly with building materials, partly with forestry and
tourism like the wine tourism in Tokaj or the wellness centres in Miskolctapolca and
Egerszalók.
But lately it has been a characteristic tendency that larger towns (e.g. Miskolc or Eger)
have declining population while it is slowly increasing in their agglomeration.
Transportation capabilities
The competitiveness of the region is highly determined by its availability especially from the
Western-European markets. Recently the building of motorway M3 has improved the
situation a lot, but it has not changed the availability of the region’s northern disadvantageous
parts (Salgótarján, Ózd, Sátoraljaújhely).
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Concerning vehicular road density we can find interesting data. Due to the small-sized
village structure, it is a little higher than the national average. But the road servicing has extra
expenses in the region. In the north, the availability of small mountain villages means a huge
problem.
The road-system is not adequate at the settlements near the Tisza in the region.
Approaching several settlements is difficult, and it takes a lot of time to reach the county or
small area centres. Another problem is the high number of sacked-settlements.
The condition of bridges is a constant problem. It would not be so serious if the ferries and
pontoon-bridges were in appropriate state. Unfortunately, they are not.
Concerning railway network the Budapest-Miskolc main line is determinative, which
has the largest traffic and serves as a means of connection with Slovakia. Beside the main line
there are several railway junctions (Hatvan, Szerencs).
The coach-system is much better than the railway network since almost 100% of the
settlements have bus-stops.
The role of waterways and airways is not significant. It has to be mentioned that both
the Tisza as waterway and Miskolc as airway could be attractive factors for investments.
In our opinion the Northern Hungarian region has not got enough support compared to the
other regions, but this is one the most underdeveloped territory of the country.
The region have not got EU support for replacing bridges and ferries or repairing them, but
they play vital role in the transportation of the region.
Another problem is that the development of motorway M3 did not win support (the aim was
to extend it to the Slovakian border), which could have important advantages.
Naturally, it would not be fair to emphasize only the missing features. It can be taken as
success that the region got support for the development of Main Road 21, which can ensure
the connection of Heves and Nógrád counties, and it can help the crossing transit traffic.
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Miskolc has won support for developing its environmental friendly tram system, which helps
the central role of the town and the northern by-pass road can reduce traffic inside the town.
3.2.6. Northern Great Plain region
Its territory is Hungary’s 19.1% (17.729 square kilometres). Its population is 15% of the
country (1.547.003 inhabitant). The region is neighbouring with three countries: Slovakia,
Ukraine and Romania. The role of being a bordering region is important, because some
interregional connections have been formed: Nyíregyháza-Ungvár, Debrecen-BerettyóújfaluNagyvárad. But these partnerships are still very new.
The favourable geographical situation means advantageous position for the region.
Unfortunately, 9 areas belong to the underdeveloped, 15 areas belong to the most
underdeveloped small areas from the 27 ones. These data strengthen the unfavourable
situation of the region and the existing territorial differences.
The Northern Great Plain region seems to be uniform according to natural geographic
capabilities, but during the economic-historic-social development separate areas have been
formed inside the region. Modernizing the economic-social structure of the region cannot be
imagined without conscious, well-planned central interventions.
Transportation capabilities
Considering the condition and system of roads, the region is at one of the last places.
As for availability, beside the unfavourable availability of main road system, the
general availability of settlements is also poor.
The new motorway sections (M3) built in 2006 and 2007 can help availability, but most of the
region cannot be connected to the national main road and international fast moving road
systems.
The Northern Great Plain region is in connection with six national bicycle-road
networks, the length of these is 772.3 kilometres.
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The railway network of the region is over the average as for density, but the ratio of
electric and automatic safety devices is under the national average. The out of date vehicles
mean another disadvantage for the region.
There is no passenger transportation on the waterways of the region, some ferries work
on River Tisza. Tourism boating and water tourism appear only on Tisza as well.
The airport in Debrecen can be emphasized as it has been functioning as a constant
international airport since the April of 2003.
The airports of Szolnok and Nyíregyháza can become national and international destinations
according to a long-term plan.
Similarly to the Southern and Western Transdanubian regions, Northern Great Plain region
can take many advantages from the transportation developing period between 2007- 2013.
While developing the railway system, road investments are planned as well. It is important to
highlight Main Roads 4 and 31. Main Road 4 is one of the busiest roads of Hungary, having
significant passenger and goods transport.
An important question is whether the bridge at Tiszapüspök will be opened to the traffic in the
second half of the examined period (2011-2013) which would ease the traffic of Szolnok and
other minor bridges.
The role of Debrecen cannot be questioned in the region. The city can reach a significant
development by developing its tram and railway system.
However this is not good news for the other larger cities in the region. The importance of
Nyíregyháza in the region is continuously increasing but in our opinion, it cannot reach the
role of Debrecen. However, it should exploit the closeness of the boundary (especially by
moving the Schengen border to East) by creating adequate transportation conditions.
It is very important that the “Záhony project” should not remain only as a plan. The aim of the
project is a comprehensive development of the communal and railway system that would
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result in Záhony’s becoming a transportation junction. Still, the decision of the investment is
to be made.

3.2.7. Southern Great Plain region
Southern Great Plain consists of Bács-Kiskun, Békés and Csongrád Counties. It neighbours
with two countries, Serbia and Romania. Taking its size into consideration, it is the largest
(18337 km2) but according to its density (75/km2) it is the less populated region in Hungary.
13.5% of the country’s population, 1.367 million people live in the region. As for the number
of settlements and the size of the region it has the rarest settlement structure.
A large part of the region’s territory is suitable for agricultural cultivation that means a
serious economic potential in agriculture but highly depends on the actual situation of the
international market.
There are three national parks in the region. The territory of them gives 21% of all the
territories of the national parks in the country. The number of landscape-protection areas is 8
that is 13% of the national parks’ total territories. All of them could serve as a great touristic
destination.
In Southern Great Plain only restricted exploitation carbohydrates can be exported,
there are no other industrial raw materials. There are no large industrial centres, the region is
fundamentally based on agriculture.
Nevertheless, the traditional cities (Szeged, Békéscsaba, Gyula) are more likely to be in a
better economic position.
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Settlements close to county and country boundaries are more likely to be in an unfavourable
position. Hence, the dividing line between being developed and undeveloped extends between
urban and rural territories.
The region has to exploit the possibilities based on the modern and traditional
educational centres, research and development bases and its favourable geographical position
from the point of economy and logistics.

Transportation capabilities
The region’s traffic conditions and geographical position is favourable because it is crossed
by the country’s most significant transit road (NW-Europe SE-Europe, the Middle East)
providing logistical possibilities that the region tries to exploit.
In spite of the fact that one of the country’s most significant international
transportation roads crosses its territory, the Southern Great Plain region’s transportation
infrastructure can be characterized by low build-up and inadequate quality.
The low number, disproportionate placement and inadequate capacity of the bridges
over the Danube, the Tisza and the Körös Rivers make the situation more difficult.
Taking all categories into consideration, the quality of the roads is worse than
anywhere else in the country. The transportation circumstances are divided unequally among
the region’s counties and sub-regions.
On the one hand, as a result of developing the railway and clearway system between
2006 and 2010, Bács-Kiskun and Csongrád counties can join the European transportation
system.
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On the other hand, in case of Békés County, only the development of the railway
system may open the possibility of joining the European economic circulation.
Békés county is in the most unfavourable position since no clearway, motorway or main road
passes its territory. In contrast, Bács-Kiskun County is in the most favourable position being
the closest to the capital city.
One of the major problems of railway transportation is meant by the shunt-lines since
the inadequate railway junctions hinder the connection to the international network. The
tardiness of motorway and railway developments damages the region’s economic potential
and the possibilities of exploiting the favourable position in logistics. Presently, waterways
have not been exploited possibilities yet.
The geographical situation gives a good basis for spreading combined transportation forms.
The wide range of transportation possibilities attract building logistic bases in the region.
Southern Great Plain just is similar to Northern Hungary as in case of both regions the
more developed counties (Csongrád and Borsod-Abaúj-Zemplén) were awarded the higher
amount of support and hence condemned the less developed counties to fall behind. By Roads
5 and 47, Csongrád may lose from its peripheral role and attract investors into the county that
would strengthen its leading role in the region. Szeged, by developing its tram system, that
would make to city become more green and European, has more advantages. By building new
round-roads the traffic of the city would decrease as well.
The only competitor can be Kecskemét and Bács-Kiskun County that can keep their great
economic role, and by developing M9 motorway they could strengthen it as well.
On the other hand, a great problem could be the region’s third member, Békés County, having
few resources from which only the project of the Budapest-Lökösháza railway line can be
mentioned as significant. It is and will be a challenge how Békés will connect to the country’s
economy based on its traffic infrastructure.
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3.3. Condition of railways in general
As a matter of course, we cannot omit the development of railway system from the
examination but according to our point of view, the country’s railway development projects
cannot be presented region by region. Investments aiming at the country’s railway
development concern to the country’s total territory and they have significant effect
everywhere.
In addition, yet there are fewer significant railway lines playing important roles in Europe
than in case of public roads. As a part of the 2007 – 2013 traffic development program, the
Sopron – Szombathely – Szentgotthárd railway line will be renewed. Railway transportation
between Wien and Graz is difficult because of the Semmering-mountains that extend between
the two cities.
Transportation capabilities
Experts had been looking for the alternative route that finally they have found in the Wien –
Sopron – Szombathely – Szentgotthárd – Graz railway line.
The possibility of the Western Transdanubian detour may place a considerable part of
the Austrian railway transportation to the Hungarian railway network. This will connect
Hungary more into the Western European circulation.
In the 19th century, the Szolnok – Debrecen railway line was significant in the
surrounding settlements’ agricultural and industrial development.
Because of the country’s economic connections with the East, it still plays an important role.
In addition, it also serves as a railway junction between Budapest and Záhony. That is the
reason of its modernization.
The Budapest – Szolnok – Békéscsaba – Lökösháza railway line connects the
country’s southern railway gate and the Balkan with the capital city.
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After the modernization of the railways the valid speed limits could be abolished and the
goods and passenger transportation could be done by higher load and better exploitation.
As a part of the railway development program, the common European railway radiocommunication network, GSM Rt, will be installed all over the country.
3.4. The present and planned road network of Hungary on maps
Map 2 Approaching cities with county rights in 30 minutes by car
Map 2 presents that at present (since 11th July 2006) there are 23 cities with county
rights: all of them are county towns, except Budapest and five other cities. The map also
presents the possibility of approaching cities with county rights in 30 minutes by car,
according to the state of 31st December 2008.
The yellow territories label the possibilities of reaching areas in 30 minutes on motorways,
main roads and roads. According to the map, 12 cities of the 23 with county rights are
connected by motorways, but the general road system is adequate in case of other cities as
well.
Map 3 Accessibility of clearway road network with attraction zones in 15 and 30
minutes in November, 2008
Map 3 presents the possibility of approaching the fast moving road network in 15
(labelled by yellow) and 30 minutes (labelled by orange) according to the close areas.
The size of the white coloured areas unambiguously presents the development of the fast
moving road network and their finishing in the future.
Map 4 Motorway improvement in Hungary
Map 4 presents the finished motorways by the end of 2008 (labelled by purple),
motorways that will be finished by the end of 2010 (labelled by yellow) and finally the
planned motorways till the end of 2015 (labelled by green). The received visible road network
almost entirely covers the country. As a result of this extended road system, the radial
structure will become a trellised structure that will have several advantages proved by
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numerous domestic and international studies. As a result, the time of availability will be
reduced and taking the emission into consideration, it will not be concentrated at one single
area.
‘Notes’
16. Marselek S. et. al. (2005), „Magyarország régióinak összehasonlítása, a
különbségeket okozó tényezők vizsgálata”, Környezetvédelmi, regionális
versenyképesség, fenntartható fejlődés. Nemzetközi Tudományos Konferencia, Pécs.
III. kötet 49-58. p. („Comparison of Hungary’s regions , survey of those factors which
are causing the territorial differences”, Environmental, Regional Competitiveness and
Sustainable Development. International Scientific Conference, Pécs. Vol. 3. pp.4958.)
17. Országos Területfejlesztési Koncepció, 2005, Budapest (Nationwide Spatial
Developing Conception, 2005, Budapest)

18. Vajsz T. Pummer L. (2005), „Regionális különbségek Magyarországon, az eltérések
elemzése”, NKFP-2004/4-014-04 OM tanulmány, Budapest („Regional inequalities in
Hungary, analysis of the excursions”, National Researching and Developing Program
– 2004/4-014-04, Study)
19. Fleischer, T.(2009), „The Role of Transportation in the Development of a Policentric
Urban Network”, Tér és Társadalom, Palatia Press and Publisher Ltd. Vol.23, No. 1,
pp.19-42.

20. Káposzta, J. Nagy, H. (2003), The inherence of the development of the spatial
structure in Hungary. Conference lecture, 25th IAAE Conference, South Africa,
Durban, pp.24-30.

4. CONCLUSION
Making this study helped us to recognize Hungary’s territorial differences and its
development of transport infrastructure.
We have done the examination of Hungary’s territorial differences with analysing some
important indicators. After reviewing the demographic trends, we analysed one of the best
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indicators – that indicates the productivity of an economy –, Gross Domestic Product per
capita broken down into counties and regions. Examining the unemployment rate, the
expansion of regional inequalities was proved again. Comparing unemployment rates between
the most underdeveloped and the most developed two counties, it a quintuple difference could
be observed at the end of the examined term in 2008.
Examining the areal effects of transport improvement – relying / depending on those studies
and researches which have been made in similar topics / fields – we can state that the
productivity and competitiveness are those factors / elements which mainly determine the
economic growth.
The development of traffic networks / transport systems is a positive impact, which is
conducive to the reinforcement of cohesion, the improvement of accessibility and the process
of conurbation.
From the aspect of motorways it can be attributed as a negative impact – the ‘tunnel’ and
‘pump’ effect, which means a significant disadvantage for peripheral areas.
For the elimination of these factors we have to form a railed structure of Hungarian transport
network instead of radial structure. And it is worth realizing a polycentric township network
in the future.
One of the most important problems is the environmental load of motorways with the
intersect of agricultural areas and the undervaluing of those territories which are not
resolvable because of the principle of mutual advantages.
Despite the different negative conditions of transport infrastructure, it is necessary to
accomplish the development in the closing, dropped and underdeveloped areas as soon as
possible. Beside these a stressed aim is to change to a good approach in the economic policy
of these regions.
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003
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400 1
378 1 360
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Nationwide mean
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763
326
742
509
Table 1 Setting of population in Hungary from 1996 to 2007
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Jász-NagykunSzolnok
Szabolcs-Szatmár-B.
Northern Great Plain
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Source: own construction based on database of Hungarian Central Statistical Office

Figure 1 Gross Domestic Product per capita in per cent of nationwide mean from 1994 to
2007
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Source: Regional Inequalities of economic processes in Hungary,2008, Hungarian Central
Statistical Office

Figure 2 Gross Domestic Product according to counties in thousand Hungarian Forint, 2007
Source: The Annals of Regional Statistics, 2008

County, Region

Budapest
Pest
Central Hungary
Fejér
KomáromEsztergom
Veszprém
Central Transdanubia
Győr-Moson-Sopron
Vas
Zala
Western
Transdanubia

Gross Domestic Product per capita in per Correlating
cent of nationwide mean
to average of
EU-27
1996
1998
2002
2004
2007
188,6
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205,3
217,4
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87,3
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88,4
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104,8
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103,3

104,4

98,1

61,4
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77,4
78,6
74,4
74,2
72,6
45,4
Baranya
74,4
68,8
67,7
68,5
61,7
38,6
Somogy
89,7
86,4
78,4
70,5
69,9
43,7
Tolna
Southern
Transdanubia
79,5
77,2
73,1
71,3
68,2
42,7
Borsod-Abaúj70
69,2
62,3
67,1
65,8
41,1
Zemplén
73,7
72,9
73,5
73,3
72,4
45,3
Heves
56,8
56,7
54,5
54,1
46
28,8
Nógrád
Northern Hungary
68,8
68
63,8
66,4
64,1
40,1
77,9
75,6
73,1
76,1
71,4
44,7
Hajdú-Bihar
Jász-Nagykun75,2
72,2
67,6
64,7
65
40,7
Szolnok
56,8
54,1
56
53,5
33,5
Szabolcs-Szatmár-B. 58,4
Northern Great Plain 70
67,6
64,4
65,5
63
39,4
75
71,5
67,7
68,3
66,7
41,7
Bács-Kiskun
75,8
69,4
62,1
61,1
57,9
36,2
Békés
91,8
89,2
77
77,3
74,8
46,8
Csongrád
Southern Great Plain 79,5
76,4
69
69
66,8
41,8
Nationwide mean
100
100
100
100
100
62,5
Table 2 Setting of Gross Domestic Product per capita respecting in examined years
Source: own construction based on database of Hungarian Central Statistical Office

County, Region
Budapest
Pest
Central Hungary
Fejér
Komárom-Esztergom
Veszprém
Central Transdanubia
Győr-Moson-Sopron
Vas
Zala

Unemployment rate in per cent
1996
1998
2002
2004
7
5,5
3,7
4,4
6,6
5,9
4,7
4,7
6,9
5,6
4
4,5
8,4
7,1
4,8
6,4
9,7
6,5
4,3
5,2
6,3
6,4
4,6
5
8,1
6,7
4,6
5,6
6,2
5,1
3,4
3,8
4,2
5,5
5,1
5,8
7,4
7,9
5,9
4,7
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2007
4,9
4,6
4,7
4,8
6
4,4
5
3,7
6,8
5,3

2008
4,3
5,1
4,6
5,5
5,2
6,8
5,8
3,5
5,5
6,6

Western Transdanubia
6
6
4,6
4,6
9
8,5
8,1
8
Baranya
10,7
10,3
7
6,1
Somogy
10,1
9,5
8,9
7,7
Tolna
Southern Transdanubia
9,9
9,4
7,9
7,3
15,3
13,8
11,2
10,9
Borsod-Abaúj-Zemplén
11,3
9,7
7,8
7,3
Heves
13,2
10,8
7,8
9,4
Nógrád
Northern Transdanubia
13,9
12,1
9,7
9,7
11,6
9,7
6
5,7
Hajdú-Bihar
11,2
11,8
5,6
6,2
Jász-Nagykun-Szolnok
12,8
11,8
8,4
9,5
Szabolcs-Szatmár-B.
Northern Great Plain
11,9
11
6,8
7,2
7,6
7,8
7,3
7,1
Bács-Kiskun
7,9
8,1
7,1
6,5
Békés
6,4
5,4
5
4,9
Csongrád
Southern Great Plain
7,3
7,1
6,5
6,3
Nationwide mean
8,7
7,8
5,9
6,1
Table 3 Setting of unemployment rate in Hungary from 1996 to 2008

5
7,5
11,7
11,6
10
13,8
11
9,5
12,3
7,9
9,4
14,7
10,8
9,3
8,1
6
7,9
7,4

4,9
10,4
10,4
10,2
10,3
14,7
11
12,6
13,4
8,9
8,5
17,5
12
8,6
10,2
7,7
8,7
7,8

Source: own construction based on database of Hungarian Central Statistical Office

Year
Number of towns
1945
52
1960
63
1970
76
1980
96
1990
166
2000
222
2010
328
Table 4 Number of towns in Hungary from 1945 to 2010
Source: Own construction based on database of Hungarian Central Statistical
Office
2282

County, Region
Budapest
Pest
Central Hungary
Fejér
Komárom-Esztergom
Veszprém
Central Transdanubia
Győr-Moson-Sopron
Vas
Zala
Western Transdanubia
Baranya
Somogy
Tolna
Southern Transdanubia
Borsod-Abaúj-Zemplén
Heves
Nógrád
Northern Hungary
Hajdú-Bihar
Jász-Nagykun-Szolnok
Szabolcs-Szatmár-B.
Northern Great Plain
Bács-Kiskun
Békés
Csongrád
Southern Great Plain

városok száma
1
48
49
15
11
15
41
11
12
10
33
14
16
11
41
28
9
6
43
21
20
27
68
22
21
10
53
328
Table 5 Number of towns broken down into counties and regions in Hungary 2010
Source: Own construction based on database of Hungarian Central Statistical
Office
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Map 1. Applicable road-system in the examination
Source: Composition based on Nemes Nagy, J.’s study, 2001

Map 2. Approaching cities with county rights in 30 minutes by car according to the state of
31st December 2008.
Source: Institute for Transport Sciences Non-profit Ltd., www.kti.hu
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Map 3. Accessibility of clearway road network with attraction zones in 15 and 30 minutes in
November, 2008
Source: Institute for Transport Sciences Non-profit Ltd., www.kti.hu

Map 4. Motorway improvement in Hungary
Source: Institute for Transport Sciences Non-profit Ltd., www.kti.hu
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Debt levels and economic results of pig farms in Poland – regional
analysis

E. Szymańska1
1

Szkoła Główna Gospodarstwa Wiejskiego, Warsaw University of Live Science, Poland

Abstract:
The aim of the research was to determine the level of debt and economic results in pig farms
located in different regions of Poland. The analysis included all farms that produced a
hundred or more fatteners per year and at the same time ran accounting within the framework
of Polish FADN system in the period 2004 – 2006. These criteria were fulfilled by 249 farms
located in four regions: Pomerania and Masuria, Mazovia and Podlasie, Małopolska and
Pogórze, as well as Greater Poland and Silesia.
The research indicates that farm specialized in pig production in Poland, differed by the
utilized agricultural area, labour input, value and structure of fixed assets. It affects their
economic results. The highest agricultural income per farm was observed in Pomerania and
Masuria, but per area unit was noted in Mazovia and Podlasie. The labour effectiveness was
lowest in farms of Małopolska and Pogórze. The activity of pig farms was based on own
capital. The highest level of debt occurred in Pomerania and Masuria region. The debt
structure of pig farms was dominated by long- and medium-term loans. The producers of pigs
in all the regions invest a part of resources in the development of farms.

Key words: pigs farms, regions, debt, income
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Introduction:
Agriculture in Poland is clearly differentiated by regions based on the purpose of agricultural
production, age of users, role of agricultural operation income in personal income, as well as
indexes characteristic for the economics of farms.1 This differentiation is related also to pig
production, which was the occupation of over 760 thousand agricultural farms in Poland in
2002. In the period 1990-2008 the stock of this animal species was from 22.1 to 15.4 mln
pieces depending on the production profitability in a given year. Regional differentiation of
the scale of production of pigs results mainly from the size of farms and their fittings, kind of
land ownership, quality of soils, traditions and sales possibilities.2 Herds of a several dozen
animals are dominant in voivodeships of the southern Poland. The situation of farms located
in the north of Poland as well as in Wielkopolskie (Greater Poland) and Opolskie voivodeship
is different – herds of 100 and more pieces of pigs constitute a substantial percentage (about
12%).3 The large granularity of production of pigs results in fluctuations of prices on the pigs
market. Simultaneously, changing farm management conditions pose before pigs producers
new challenges as to the scope and ability to obtain and use the possessed capitals.
People managing agricultural farms use mainly own capital to finance the operation, but such
resources often are not sufficient to realise investments, and in time of recess – even to cover
expenses related to current production. In such a situation farmers have to use external capital
sources. External capital encompasses all the farms’ liabilities towards banks, partners,
suppliers, budgets, employees and other creditors. Liabilities can be long- and short-term.
Bank loans constitute one of the basic sources of external capitals. They make it possible to
complete undertakings exceeding own financial possibilities of farms. Moreover, they make it
1

Zróżnicowanie regionalne rolnictwa. Opracowanie pod kierunkiem prof. dr hab. Józefa Zegara. 2003: GUS,
Warszawa.
2 Rolnictwo i gospodarka żywnościowa w Polsce. MRiRW, Warszawa 2005.
3
Szymańska E. (2006), Regionalne zróżnicowanie chowu trzody chlewnej w Polsce. W: Potencjał rozwojowy
obszarów wiejskich w aspekcie wstąpienia Polski do Unii Europejskiej. Tworzenie i poprawa struktury agrarnej
gospodarstw rodzinnych. Pod red. L. Pałasza. T. 2. Wydawnictwo AR w Szczecinie. Szczecin, s. 699-704.
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possible to obtain benefits related to the operating and financial leverage effect. The use of
external capitals creates conditions to increase sales income. Simultaneously, until time when
the cost of external capitals is lower than the return on assets, a company gains additional
benefits in terms of an increased return on equity. Still, the scope of use of external capitals in
agricultural farms varies by location, area and income.
An increase of debt is often considered by farmers as an increasing risk of insolvency. It is
because the use of external repayable sources of financing entails the creation of a debt,
whose service constitutes for a farm a deferred liability in relation to the period of drawing a
loan. Taking into account the fact that a debt due to subsequent credits and loans accumulates,
conditions of the debtor’s operation and the credit price (interest rate) change over time, the
debt service can become a problem for a given farm, and in the event of occurrence of a
significant number of farms which have difficulties with the debt service, debt becomes a
problem of the agricultural sector, or even the whole economy, depending on the role of
agriculture.4

Material and Methods:
The objective of research was to specify the level of debt, economic conditions and the size of
investments in livestock farms in Poland from a regional perspective. Targeted sample
selection was used in the research. The analysis encompassed all the agricultural farms in
Poland, which produced 100 and more fatteners per year and at the same time ran accounting
within the framework of Polish FADN system in the period 2004 – 2006. These criteria were
fulfilled by 249 farms located in four regions selected for the needs of FADN: Pomeranian
and Masurian region, Mazovia and Podlasie, Małopolska and Pogórze, as well as Greater
Poland and Silesia. Empirical data from farms was obtained from IERiGŻ (The National
4

Daniłowska A. (2007), Regionalne zróżnicowanie zadłużenia gospodarstw rolniczych w Polsce. Roczniki
Naukowe SERiA, t. IX, z. 1, s. 94-97.
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Research Institute of Agricultural and Food Economics) with the framework of a research
project financed by MNiSW (The Ministry of Science and Higher Education) under the name:
“Nowe wyzwania organizacyjno – ekonomiczne i ekologiczne w chowie trzody chlewnej w
Polsce” (New organisational, economic and ecological challenges in breeding pigs in
Poland) in the period 2005-2008. On account of data protection within the framework of
FADN system, numbers for farms have been obtained in groups according to regions.
Moreover, in 2006 employees of Agricultural Extension Service Centre filled in in forms at
farms subject to the research, which included topics related to breeding pigs, as well as plans
of farmers related to investments in the period of subsequent five years. Unfortunately, in
Małopolska and Pogórze region farmers did not give their consent to filling in the forms.
Under such circumstances the analysis related to investment plans of producers of pigs
encompassed three regions only.
Data of FADN system is representative for specified groups of agricultural farms operating in
various EU areas. Thanks to the used multi-level procedure of control of data quality, the
system delivers reliable data, making it possible to reflect the actual results of agricultural
farms functioning in the Community area and provides a crucial guideline for the creation of a
common agricultural policy in the EU.5
Content-related, statistical and descriptional analyses were applied to process data. On
account of a group presentation of data from FADN system, it was impossible to use
statistical methods to verify results. Calculation results are presented in tables and graphical
statements.
Based on the obtained data, an analysis of the balance sheet structure was made, as well as an
index financial analysis and content-related analysis. The debt level of farms was specified,
the level of agricultural income obtained, as well as the scope of gross and net investment in
5

Parzono A. (2005), Wyniki produkcyjno - ekonomiczne gospodarstw ukierunkowanych na produkcję mleka w
przodujących krajach UE. [W:] Zarządzanie wiedzą w agrobiznesie w warunkach polskiego członkostwa w Unii
Europejskiej. Wyd. SGGW. Warszawa, s. 525-534.
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farms. According to FADN methodology, gross investments encompassed the value of
purchased fixed assets decreased with the value of sold fixed assets, whereas net investments
took also into account depreciation calculated for a given year. Also investment plans for
farmers for the next five years were specified, as well as sources of financing for the planned
investments. All the values were quoted in current prices, and relative values in %.

1 Regional differentiation of agriculture in Poland
Regional differentiation of agricultural production in Poland results from natural conditions,
historical conditioning, population density, farms’ possession of resources of production
factors, industrialisation and urbanisation level of different areas, as well as development of
infrastructure in various regions.6 Differences in the structure of agriculture were taken into
account in course of specifying regions in Poland for FADN needs (map.1).
Map. 1 about here
In Pomerania and Masuria farms of the economic size from ESU 4 to 40 are predominant;
their major focus is mixed cultivation, plant and animal, as well as field cultivation. In Greater
Poland and Silesia farms of economic size from ESU 4 to 16, of mixed type, have major
share. A significant percentage constitute farms specialising in field cultivation, as well as in
breeding grain-fed animals. In Mazovia and Podlasie region mixed farms of significantly
lower economic size dominate the farm scheme according to types and economic size. A
significant percentage constitute also farms with field cultivation and milk farms, typical for
Podlasie. In Małopolska and Pogórze region farms of significantly weaker economic power
dominate; they have a multi-side structure of the activity run.

6

Harasim A. (2001), Wskaźniki oceny regionalnego zróżnicowania rolnictwa. Pamiętnik Puławski. IUNiG, z.
124, s.161-169.
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Figure 1. about here
Farms located in Greater Poland and Silesia dominated in the population under research. A
share of farms in this region was as much as 55% (fig.1). Almost 1/4 of farms was located in
Mazovia and Podlasie region. A percentage of farms in Pomerania and Masuria was 16%,
whereas in Małopolska and Pogórze region only 6%. Such a distribution of farms was related
to the largest share of voivodeships: Wielkopolskie, Kujawsko – Pomorskie and Mazovian in
the pigs numbers in Poland.

2 Resources of production factors
Basic resources of production factors in an agricultural farm include land, labour and capital.
According to Klepacki, the significance of a land area in agricultural farms, in terms of taking
advantage of the production scale effect, lowering production costs and the improvement of
the quality of products and competitiveness, which also entails the generation of agricultural
families’ income, is crucial.7
Figure 2. about here
An average area of farms subject to the research was significantly larger than the average for
Poland. In 2006 an average area of farm in Poland was 7,7 ha, whereas in the objects subject
to the research it was between 74.8 and 79.4. ha in the period 2004-2006 (fig.2). According to
the distribution of farms in Poland, the largest farms located in Pomerania and Masuria had
the largest area. In 2004 an average utilized agricultural area there was 107.3 ha. Farms
smaller by about 30 ha are located in Greater Poland and Silesia region. A significantly lower
utilized agricultural area was characteristic for farms in Mazovia and Podlasie region. In
relation to farms in Greater Poland and Silesia, they were almost two times smaller. In
Mazovia and Podlasie region farmers more often used purchased fodder to feed pigs. A
7

Klepacki B. (2006), Tendencje zmian w zatrudnieniu i liczbie gospodarstw o zróżnicowanym obszarze w
państwach Unii Europejskiej w latach 1990-2003. Roczniki Naukowe SERiA t. VIII, z.4, s. 161-164.
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different situation occurred in Małopolska and Pogórze. Contrary to the majority of farms in
that area, the analysed farms with swine had large area. Their average utilized agricultural
area was 74.8 ha in 2004. In the subsequent two years the farms subject to research changed
their utilized agricultural area in a very limited scope. A small increase of the area of farms
was detected only in two regions: Pomerania and w Masuria, as well as in Greater Poland and
Silesia.
Also labour resources constitute a significant resources of production factors in agricultural
farms. According to IERiGŻ analysis, only after 2000, an increase of the process of
employment rationalisation was detected. It was common and should be associated most of all
with the increasing process of concentration of agricultural land and an increase of the
number of relatively big farms and an improvement of the status of possession of machines
and technical appliances making possible the complex work mechanisation, as well as with an
increasing role of services in the execution of the most arduous works.8
Figure 3. about here
Labour input in farms subject to research in Greater Poland and Silesia, as well as Pomerania
and Masuria were on a very similar level - from 6.5 thousand to 6.8 thousand h per year (fig.
3). Bigger differences in labour input occurred in other regions. The smallest labour input
were detected in Mazovia and Podlasie, and the largest in Małopolska and Pogórze. In the
first region, in the analysed period, labour input decreased from 5.4 thousand to 5.2 thousand
per year, whereas in the second increased from 7.6 thousand to 8.8 thousand per year.
Figure 4. about here
Beside the possession of appropriate labour force, agriculture is also characterised by the
necessity to involve substantial resources in production processes. The possession of assets is
indispensable to achieve production and economic goals. In the examined population, farms
8

Karwat-Woźniak B., Chmieliński P. (2007), Zasoby pracy i ich wykorzystanie w sektorze rolnictwa
indywidualnego w Polsce. [W:] Wykorzystanie zasobów pracy we współczesnej gospodarce. Katedra
Mikroekonomii Uniwersytetu Szczecińskiego, 173-185.
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of a larger utilized agricultural area had at their disposal fixed assets of a larger value (fig.4).
In 2004 the largest value of fixed assets was characteristic for farms in Greater Poland and
Silesia region (PLN 985 thousand). In Małopolska and Pogórze, as well as in Pomerania and
Masuria the value of fixed assets was lower by over PLN 60 thousand, whereas farms in
Masuria and Podlasie possessed fixed assets of the value lower by PLN 20 thousand. In
subsequent years the value of fixed assets in farms in all the regions increased. In 2006 farms
in Pomerania and Masuria, as well as in Greater Poland and Silesia region had assets of the
highest value. In these regions an average value of fixed assets was respectively PLN 1085
thousand and PLN 1076 thousand. Buildings constituted the major item in the structure of the
value of assets, whose share was from 47.0% in Pomerania and Masuria to 58.0% in Mazovia
and Podlasie. A percentage attributed to machines was from 30.3% to 40.9%.
The analysed farms differed also by the economic size, specified based on the total SGM
(Standard Gross Margin) of all the types of operation in a given agricultural farm, expressed
in ESU (European Size Unit). A standard direct surplus constitutes a difference between the
value of potential goods production from the specified production operation and direct costs
borne for this operation. In order to avoid deviations caused by changeability of quantitative
or value size of production and costs in specifying the standard direct surplus average, values
from the last three years were taken into account.9
Figure 5. about here
In the analysed population, from the point of view of economic size, farms in Greater Poland
and in Silesia dominated, then in Małopolska and Pogórze. In the first region an average
economic size of farms was 90.5 ESU in 2004, and in the second was lower by 11.5 ESU (fig.
5). Farms in Mazovia and Podlasie (65.3 ESU) were characterised by the smallest economic
size. In subsequent years in all the regions there was an increase of economic size of farms,
9

Parzonko A. (2005), Wyniki produkcyjno - ekonomiczne gospodarstw ukierunkowanych na produkcję mleka
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especially in Masuria and Podlasie by 13.1 ESU. Only in Pomerania and Masuria the
economic size of farms in the period 2005-2006 remained on a similar level of around 78
ESU.

3 The level of debt in pig farms
Polish agriculture entered the 90’s decade with low bank debt. It was the result of an
increased repayment of bank loans related to the planned changes of the economic system,
and within their framework changed conditions of loans granted before 1990. In the initial
phase of the market economy farmers limited the use of bank loans, both as a result of a high
interest rate, and the economic situation unfavourable for agriculture.10 A revival on the loan
market was the result of the state intervention in form of preferential loans with an interest
rate paid by farmers lower than the one binding on the market.
In 1995 a decision was taken to create a credit line for persons under 40. This decision
entailed a faster process of taking over farms by young farmers, as well as activated those
already managing farms to modernise them. Preferential credits became the main source of
financing for this modernisation. In the period 1999-2005 the bank debt of farmers nominally
increased by 76%, and actually by 45%. Preferential loans constituted 80 – 85% of the total
debt.11
The use of external capital allows the execution of undertakings exceeding financial
capacities of an enterprise, as well as entails lower tax charges and often an increased return
on equity. This phenomenon explains the financial leverage effect. Positive effects of the
financial leverage mean that the cost of external capital is lower than the cost of equity.

10

Daniłowska A. (2001), Zadłużenie gospodarstw indywidualnych w Polsce w latach dziewięćdziesiątych. Prace
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Otherwise the use of external sources of financing entails lowering of economic effectiveness
of enterprises.12
In the analysed farms the equity dominated; in farms in Greater Poland and Silesia it
constituted around 82%, and in Mazovia and Podlasie its share was on average 76% of the
total capital. In Małopolska and in Pogórze the percentage of this capital in the period 20042006 increased from 81.0 to 86%, whereas in Pomerania and Masuria it oscillated between
78-80%.
Table 1. about here
In 2004 the highest level of debt occurred in Pomerania and Masuria region, where it was
PLN 251 thousand, whereas the lowest value of liabilities (PLN 230 thousand) was observed
in Greater Poland and in Silesia (tab.1). In subsequent years, in the first region the level of
debt was increasing and in 2006 it amounted to PLN 315 thousand. In Greater Poland and
Silesia, as well as in Mazovia and Podlasie an increase of debt was much lower. In farms of
Małopolska and Pogórze the level of debt in subsequent years lowered from PLN 249
thousand in 2004 to PLN 192 thousand in 2006.
With respect to 1 ha utilized agricultural area the lowest level of debt occurred in Pomerania
and Masuria, because there were farms of the largest utilized agricultural area. In Greater
Poland and Silesia the level of debt of a farm land area was slightly higher, due to a smaller
area of those farms. A different situation occurred in farms in Mazovia and Podlasie. The debt
per 1 ha of utilized agricultural area there was more than 2 times higher in comparison to
farms in Greater Poland and Silesia. It was related to more than 2 times smaller area of those
farms. In Małopolska and Pogórze the level of debt per area unit in the period 2004-2006,
because of the repayment of a part of loans, decreased from PLN 3.3 thousand to PLN 2.5
thousand.

12
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The major items in the structure of debt of farms were long- and medium-term loans. In the
period 2004-2005 they exceeded short-term loans almost three times. In Mazovia and
Podlasie this kind of loans constituted as much as 81.0%, and in the subsequent two years it
increased to 84.6%. In Pomerania and Masuria, as well as in Greater Poland and Silesia the
percentage of long- and short-term loans was on average from 71.1 to 75.7%. In Małopolska
and Pogórze, in the period 2004-2005, the share of these loans was respectively 77.9 and
74.8%, whereas in the subsequent year, on account of the repayment of a part of debt, the
share of long- and medium-term loans decreased to 46.8%.

4 Profitability of pig farms
The financial condition of farms is mainly affected by the generated income. Agricultural
income constitutes remuneration for the work of a farmer and his family, as well as payment
due to the possession of resources of production factors, as well as needs to take into account
risk undertaken by the farm manager.13 Income understood as the effect of work of the
farmer’s family fulfils two functions: consumption and accumulative.14 The first function
specifies material conditions of the life of farmer and his family, and the second makes the
development of farms possible. Based on research of Kołoszko-Chomentowska, development
farms with the large production scale, and with market relations obtain the income parity.15
Table 2. about here
In the analysed population the lowest income on agricultural production in the whole analysed
period was obtained in Mazovia and Podlasie region (tab.2). In farms in Małopolska and
Pogórze in the period 2004-2006 a decrease of an average income from PLN 173. thousand to
PLN 147.1 thousand was observed. In other regions 2005 was the least positive year for
13

Kusz D., Ruda M. (2006), Organizacja i wyniki ekonomiczne gospodarstw mlecznych utrzymujących bydło
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producers of pigs. In that year farmers obtained the lowest income on the production of pork.
At the beginning of that year an increase of the number of pigs was observed in Poland and at
the same time a significant decrease of the purchasing price of pigs. Only in September and
October purchasing prices of pigs in Poland were higher than average for UE-25. In other
months the level of prices in Poland was lower, even by 12% in relation to prices in the
Community.16
A different situation occurred in the land profitability area. The highest income from the area
unit was noted in farms in Mazovia and Podlasie, where its average value was from PLN 3.3
thousand to almost PLN 4.0 thousand. It was related to the smallest area of those farms,
whereas in Pomerania and Masuria agricultural income per 1 ha of utilized agricultural area
was the lowest. In 2004 it was PLN 1.7 thousand, and in the subsequent years it decreased to
PLN 1.4 thousand. A downward tendency in land profitability in pig farms was also observed
in Małopolska and in Pogórze. In this region agricultural income per 1 ha of utilized
agricultural area decreased from PLN 2.3 thousand to PLN 1.9 thousand, whereas in Greater
Poland and in Silesia land profitability was from around 2.0 thousand to PLN 2.3 thousand.
Labour effectiveness measured by income from a family agricultural farm per full-time
person equivalent was on a much lower level in farms from Pomerania and Masuria, Greater
Poland, Silesia, Mazovia and Podlasie than from Małopolska and Pogórze. The highest
income from agricultural production per full-time person equivalent in the first two years after
the accession to the EU was obtained in farms in Mazovia and Podlasie. It was related to the
lowest labour input in this region. In 2006 the highest labour profitability was observed in
farms in Greater Poland and Silesia, where agricultural income per full-time person equivalent
was PLN 63 thousand. A different situation occurred in farms in Małopolska and Pogórze,
where agricultural income per full-time person equivalent was lowest on account of the
16
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highest labour input. Moreover, in the analysed period there was a decrease of labour
effectiveness in this region from PLN 50.3 thousand in 2004 to PLN 36.8 thousand per fulltime person equivalent in 2006.
With respect to the Livestock Unit, in 2004 the lowest income was obtained in farms in
Pomerania and Masuria (PLN 1.3 thousand), and then on a similar level in Greater Poland and
Silesia, as well as in Mazovia and Podlasie (PLN 1.2 thousand). In the next year, on account
of the adverse situation on the pigs market, the income level per Livestock Unit was lower in
every region. In 2006 in farms in Pomerania and Masuria and in Greater Poland and Silesia
the situation improved, whereas in other regions there was a further lowering of the pigs
profitability.

5 Profitability of assets and equity in farms
The assessment of efficiency and effectiveness of operation of enterprises can be done with
the help of profitability indexes. The basic include return on assets (ROA) and return on
equity (ROE), used very often in the assessment of enterprises. ROA in agricultural farms is
calculated as the relation of agricultural income to the value of assets. It specifies the ability
of assets of a farm to generate money surplus. ROE on the other hand specifies what income
was possible to obtain in a farm from the equity contributed. The specification of this index is
crucial for the equity owners, because equity can be invested in various undertakings.
Table 3. about here
In the analysed population the highest return on assets of pig farms occurred in 2004 (tab. 3).
At that time an average ROA in Pomerania and Masuria, as well as in Mazovia and Podlasie
was over 15.5%, and in other regions over 13.0%. In the next years a decrease of the return on
assets index was observed. In Pomerania and Masuria region this index decreased by 3.0%,
and in Mazovia and Podlasie by 3.8%. The lowest return on assets occurred in farms in
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Małopolska and Pogórze. In 2004 ROA there was 13.3%, and in 2006 it decreased to10.6%.
Similar tendencies were observed in relation to the return on equity index. In 2004 the highest
value of this index was observed in farms in Mazovia and Podlasie (20.1%), as well as in
Pomerania and Masuria (19.1%). In other regions the return on equity was lower and
amounted to around 16.5%. In subsequent years ROE, except for farms in Greater Poland and
in Silesia, dramatically decreased, in Mazovia and Podlasie and in Pomerania and Masuria to
around 15.6%, and in Małopolska and Pogórze down to 12.3%. In farms in Greater Poland
and Silesia return on equity, after a decrease in 2005 to the level of 15.1%, was on the level of
16.3% in the next year.
So, the level of indexes of return on assets and equity in the analysed farms indicates the
presence of a positive financial leverage effect. Additional profits generated by farms, thanks
to external capital, after its repayment increased return on equity. In the whole analysed
period return on equity indexes were higher than return on assets indexes. Moreover,
according to the research, the external capital was utilised most effectively in Mazovia and
Podlasie, and then in Pomerania and Masuria. The financial leverage index in 2004 in the first
region was on average 4.7%, and in the second 3.9%. In subsequent years the effectiveness of
use of external capital was lower. In Mazovia and Podlasie the financial leverage index
decreased to 3.8%, and in Pomerania and Masuria to 3.5%. In farms in Greater Poland and
Silesia an average financial leverage index changed from 2.7 to 3.0%, whereas in Małopolska
and in Pogórze the effectiveness of use of external capital in the period 2004-2006 decreased
almost three times.
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6 The level of investments in farms
The activity and economic expansion of enterprises to a substantial extent depend on their
capital assets, both from own sources, and from external sources.17 According to Ostrowski,
Polish agriculture encounters numerous barriers to the intensification of development, but the
capital shortage is the factor, which in processes of modernising these sectors plays a crucial
role.18
Figure 6. about here
In the analysed farms the highest level of gross investments in 2004 was observed in Greater
Poland and in Silesia, as well as in Pomerania and Masuria (fig. 6). In these regions gross
investments were respectively PLN 75.5 thousand and PLN 72.6 thousand per farm. In
comparison to farms of Greater Poland and Silesia, the level of gross investments in
Małopolska and Pogórze was lower by PLN 19.4 thousand and in Mazovia and Podlasie by as
much as PLN 35 thousand. In 2005 a substantial increase of the value of gross investments
was observed in pig farms in all the regions. In Pomerania and Masuria the level of these
investments increased by 77%, and in Masuria and Podlasie region, as well as in Małopolska
and Pogórze 2 times. The lowest increase of the value of gross investments occurred in farms
in Greater Poland and Silesia, only by 22.9%. In the subsequent year the situation related to
gross investments in Mazovia and Podlasie region changed dramatically, where the lowest
amount of financial resources was invested before. In 2006 the level of gross investments in
this region increased by more than 2 times in relation to the previous year. A smaller level of
increase of investments was observed in farms in Pomerania and Masuria, as well as Greater
Poland and Silesia, whereas in Małopolska and in Pogórze the level of gross investments
decreased by PLN 3.2 thousand. Probably it was related to the repayment of a part of debt.

17
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Similar relations occurred within the scope of net investments. In 2004 the lowest level of
investments occurred in farms in Mazovia, Podlasie and Małopolska, as well as Pogórze,
where net investments were on average PLN 13.0 thousand. In 2005 in all the regions there
was an increase of net investments. The lowest increase was observed in Greater Poland and
in Silesia. In the subsequent year, only in Lesser Poland and in Silesia net investments
decreased, whereas in farms in Mazovia and Podlasie the value of net investments in relation
to 2004 increased almost 10 times.

7 Investment plans of farmers
A characteristic feature of individual farms is the strict interrelation of production with
consumption. Such a situation requires from an individual farmer a continuous selection of
the direction of investment. This selection is very important and at the same time difficult. It
is related to the improvement and modernisation of the place of work, which entails the
increase of effectiveness, production efficiency and profitability, plus facilitation of work.
Numerous factors affect taking investment decisions, among others they include the level of
equity, a kind and size of the planned investment.19
Figure 7. about here
On account of significance of this issue, farmers were addressed with questions related to
their investment plans in subsequent years. The research proved that farmers in all the regions
most often plan the purchase of agricultural machines (fig. 7). In Pomerania and Masuria as
much as 94% of farmers who participated in the survey want to invest in machines. In Greater
Poland and Silesia 83% farmers plan the purchase of machines, whereas in Mazovia and
Podlasie 3/4 of farmers who participated in the research indicated this kind of investment. The
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purchase of agricultural machines is the most active investment operation, which can result
from the lack of adjustment of farms to their technological needs.
Another kind of investment, often mentioned in course of the research was the purchase of
land. This kind of investment is especially justified in regions, where farms of very small area
dominate. In comparison to farms of major producers of pigs in the EU, the purchase of land
can be considered as an essential investment in the Polish countryside. The above statement is
reflected in plans of farmers who participated in the research. In Pomerania and Masuria, as
well as in Greater Poland and in Silesia almost 70% of farmers who participated in the survey
mentioned the intention to purchase land. In Mazovia and Podlasie this percentage was lower,
but still significant, since it was 57%.
In many Polish farms also investments in buildings are required. They can be related both to
construction, and development or modernisation of existing buildings. In all the regions
investments encompassing buildings were reported by about 50% farmers. Only in Mazovia
and Podlasie their share was lower and amounted to 47%.
The research took also into account investments related to breeding pigs. There were
questions related to investments in herds of sows and in circulating herds of pigs. In Greater
Poland and in Silesia, as well as in Mazovia and Podlasie about 2/5 of farmers plans to
increase the herd of sows. In Pomerania and Masuria the share of such persons was higher.
52% of farmers were interested in this type of investment. But taking into account the
increase of circulating herd the percentage of persons prepared for such an investment was
substantially lower. The share of farmers interested in this kind of investment was from 11%
in Greater Poland and in Silesia to 16% in Pomerania and Masuria.
Beside the above-mentioned investments, 2% of farmers informed about their intention to
build a manure slab and a manure reservoir. Also, rarely the purchase of horses, replacement
of little boars or production of biofuel was mentioned.
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8 Sources of financial means for the planned investments
While analysing the role of capital assets appropriated for investments, one cannot neglect
their general economic significance. Giselbrecht considers that, in the macroeconomic aspect,
a sufficient capital asset leads to the realisation of an investment, which entails technical and
economic progress.20 According to Woś, the problem of family agriculture consists in limited
possibilities of a farm to create investment funds, and even to a significant extent to such a
level of self-financing agricultural operation, which would not allow the actual depreciation of
the capital base.21
According to the research, farmers intend to realise the planned investment from own
resources. Such a source of financing investments was most often mentioned by farmers from
Pomerania and Masuria, as well as Greater Poland and Silesia. Subsidies from the European
Union were most popular in Mazovia and Podlasie. In these regions as much as 79% of
farmers intended to use this kind of investment aid. In Greater Poland and Silesia, as well as
in Pomerania and Masuria, the EU funds occupied the second place. Preferential loans arose a
substantial interest, although farmers mentioned them only in the third place.
The willingness to draw a preferential loan was expressed by 67% farmers in Greater Poland
and in Silesia, 70% in Mazovia and Podlasie, and 75% in Pomerania and Masuria, whereas a
general loan was least often mentioned as the source of financing for investments. From 13%
of the surveyed farmers in Mazovia and Podlasie to 22% in Pomerania and Masuria were
interested in obtaining a general loan. Also the lease of land, buildings and machines were
mentioned among sources of financial means for planned investments. From 11% of the
surveyed farmers in Greater Poland and in Silesia to 23% in Mazovia and Podlasie were
interested in this source of obtaining finances.
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Result and conclusions:
The research results cannot be applied to all the pig farms in Poland, because the selection of
objects was targeted. Moreover they are related to farms, which ran accounting within the
framework of FADN system, i.e. economically stronger. Still, based on the executed research
one can formulate several conclusions of cognitive character.
The analysed farms differed substantially by the utilized agricultural area, labour input, value
and structure of fixed assets. Farms of the smallest area were in Mazovia and Podlasie. Also
in these regions the lowest labour input were borne. Farms in these regions had also the
lowest value of fixed assets. According to distribution of farms in Poland, farms with the
largest area were in Pomerania and Masuria, whereas the largest outlays, especially related to
hired employees, characterised farms from Małopolska and Pogórze. On the other hand, the
largest value of fixed assets was observed in farms in Pomerania and Masuria, as well as
Greater Poland and Silesia, especially in 2006.
According to the research, farms in various regions obtained various economic results, which
differed also in time, on account of varied market conditions in the pigs sector. The highest
agricultural income per farms was observed in Pomerania and Masuria, but per the area unit
was noted in Mazovia and Podlasie. The labour effectiveness was lowest in farms of
Małopolska and Pogórze. With respect to the Livestock Unit, the highest profitability of pigs
was observed in Greater Poland and in Silesia, as well as in Pomerania and Masuria. To a
smaller extent, regional differentiation became visible in the return on assets and equity,
because the analysed farms specialised in breeding pigs and used assets and equity on a
similar level.
In the analysed farms the equity was dominant in the capital structure, especially in Greater
Poland and in Silesia, as well as in Małopolska and in Pogórze. In other regions external
capital constituted a significant percentage. In 2006 its share in farms in Mazovia and
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Podlasie was 24.8%, and in Pomerania and Masuria 22.5%. In farms located in these regions
external capital was also more effectively used. The financial leverage index in Mazovia and
Podlasie was on average 4.7% in 2004, and in Pomerania and Masuria it was lower by 0.8%.
In the subsequent years the effectiveness of use of external capital decreased.
Bigger differences occurred in the level of debt of the analysed farms. The highest level of
debt per farms and per 1 ha of utilized agricultural area was observed in Pomerania and
Masuria. In the subsequent years the level of debt in this region increased. A different
situation occurred in farms in Małopolska and Pogórze, where the level of debt in the period
2004-2006 decreased, on account of repayment of a part of loans. With respect to the area unit
the biggest debt resulting from external capital was observed in farms in Mazovia and
Podlasie, which was related to the lowest area of those farms. The debt structure of the
analysed farms was dominated by long- and medium-term loans, appropriated mainly for
investments.
According to the research, the producers of pigs in all the regions invest a part of resources in
the increase and development of farms. In 2004 the majority of resources were appropriated
for investments by farmers from Greater Poland and Silesia, and from Pomerania and
Masuria, where gross investments were on average over PLN 72.0 thousand. In subsequent
years an increase of investments was observed in the analysed farms. Only in Małopolska and
Pogórze the level of investments in 2006 decreased on account of the repayment of debt. On
the other hand, a substantial increase of the value of investments occurred in farms in
Mazovia and Podlasie. In the period 2004-2006 the value of investments in farms of this
region increased by 360%. The investment plans of farmers in all the regions were dominated
by the purchase of machines and land, and then the construction or modernisation of utility
buildings. Farmers planned to realise those investments mainly from own resources. Further,
they planned the use of the EU aid funds and draw loans according to preferential conditions.
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Map 1 Division of Poland into FADN regions

Source: Commission Regulation (EC) No 1470/2007 of 13 December 2007
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Figure 1 Share of farms in the sample by regions
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Figure 4 The value of fixed assets in farms
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Figure 5 Economic size of farms
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Table 1 The level and structure of debt farms
Regions:

Years

Pomorze &

Wielkopolska &

Mazowsze &

Małopolska &

Mazury

Śląsk

Podlasie

Pogórze

The level of debt per farm in PLN thaus.
2004

250,8

230,2

240,5

248,9

2005

279,0

233,4

245,1

230,9

2006

315,3

260,5

292,6

191,7

The debt per 1 ha of UAA in PLN thaus.
2004

2,3

3,0

6,1

3,3

2005

2,5

2,9

6,1

2,9

2006

2,7

3,2

7,4

2,5

The share of long- and medium-term loans in %
2004

73,3

71,5

81,0

77,9

2005

71,9

75,7

82,2

74,8

2006

71,1

74,8

84,6

46,8

Source: own research
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Table 2 Agriculture income in pig farms (PLN thous.)
Regions:

Years

Pomorze &

Wielkopolska &

Mazowsze &

Małopolska &

Mazury

Śląsk

Podlasie

Pogórze

The agriculture income per farm
2004

250,8

230,2

240,5

248,9

2005

279,0

233,4

245,1

230,9

2006

315,3

260,5

292,6

191,7

The agriculture income per 1 ha of UAA
2004

1,7

2,3

4,0

2,3

2005

1,4

2,0

3,3

2,1

2006

1,4

2,3

3,5

1,9

The agriculture income per full-time person equivalent
2004

62,3

60,7

63,8

50,3

2005

51,9

53,4

54,3

45,3

2006

55,9

63,0

58,3

36,8

The agriculture income per LU
2004

1,29

1,20

1,20

1,09

2005

1,03

1,03

0,90

0,99

2006

1,11

1,18

0,86

0,83

Source: own research
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Table 3 Profitability of assets and equity in farms (in %)
Regions:
Pomorze &

Wielkopolska &

Mazowsze &

Małopolska &

Mazury

Śląsk

Podlasie

Pogórze

Years

Return on assets (ROA)
2004

15,1

13,7

15,4

13,3

2005

12,6

12,3

13,0

12,8

2006

12,1

13,4

11,6

10,6

Return on equity (ROE)
2004

19,1

16,6

20,1

16,4

2005

16,2

15,1

17,1

15,6

2006

15,6

16,3

15,5

12,3

Source: own research.

Figure 6 Investment plans of farmers
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Figure 7 Sources of financial means for the planned investments
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Some marketing implications related to impact of
country-of-origin image on product perception

Johana Ürgeová1
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Abstract:
From a marketing perspective, "country-of-origin" gives a way to differentiate the product
from the competitors. The country-of-origin has an impact on the willingness to buy a
product, and the consumers may tend to have a relative preference to products from their own
country or may tend to have a relative preference for or aversion to certain products that
originate from certain countries. Many products made within the European Union carry the
country-of-origin label or marking "Made in EU" or "Made in EC", some non-EU
manufacturers in Europe and some others outside the continent of Europe use vaguer
markings, such as "Made in Europe". Today, many products are an outcome of a large
number of parts and pieces that come from many different countries, and that may then be
assembled together in a third country. And because the existence of marketing implications
could develop the positive or negative perception of European consumers on country-oforigin image. In these cases, it's hard to know exactly what is the country-of-origin, and
different rules apply as to how to determine their "correct" country-of- origin.

Key Words:
Country-of-origin, Image, Consumer´s perception, Product, Marketing implication
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Introduction:
Reviewing the marketing strategy implementation issue in an era of a weaker marketing
paradigm contrasts traditional sequential flow models of implementation with the “strategy
formulation/implementation dichotomy” and leads to the emergence of a processual view of
implementation. The processual view clarifies the underlying behavioral and organizational
factors that build strategy implementation capabilities. The weakening of the marketing
paradigm is discussed in terms of the downsizing and disappearance of the marketing
function, but more fundamentally in the loss of strategic influence for marketing in the face of
competing management paradigms. The conclusion is that the impact on implementation
capabilities is being felt first in companies where the marketing paradigm has been
traditionally weak, but that this may be prototypical for other companies in the longer term.
The rights of European consumers are today really stronger than in the past time. It relates,
they expect and receive the higher level of products and services from their producers, which
are often cheaper. European consumers are changed by the change of life style, by purchasing
possibilities and by offer on the market. The life of consumers becomes longer, the increase of
contribution of people, who are afflicted by hypo-immunity and the increase of older people
too. The consumers are special sensitive to product quality and to product safety. It doesn´t
mean, that the foods are in this time less safety, but the consumers perceive more sensitive
country-of-origin too. The present consumers search a product quality, which is very often
preferred by price, packing or country-of-origin.

European food market is every day tiredly by different food news, by new flavours, by new
competition and because that resulted in, that European consumers should get used to more
expensive foods and to higher quality, which is offered by producers too. The prices of
products never fall to primary level. The reason of crisis on the European market with foods is
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often marked by higher demand for meat and mainly for „luxury“ and expensive foods in the
word countries, which are famous as „fast-growing“ economy, such as China, India or Brazil.

The consumer preferences are influenced by the factors, which concern the buyers within the
organizations that make up a business market. There are a number of criteria that can be used
to cluster organizations based on customer characteristics including by decision-making unit,
by purchasing strategies, by relationship type, attitude to risk, choice criteria and purchase
situation. The merchandising on the base of „category management“ influences the
purchasing behavior of consumer. The consumers perceive added value of this merchandising
in the optimal offer of products, their position in the supermarket. The final consumer
perceive more comfortable his shopping in the market, where he can be oriented. Than the
consumers like prefer the thematic exhibition of products (for example- Valentin´s,
Christmas...).

Material and Methods:
1.1 Material
The base informations we have received:
 From secondary sources:
o study of scientific home and foreign literature related to with our dissertation
thesis, from scientific magazines, from statistical publications, from legislative
and electronics documents,
o study of research thesis and publications during study stay in Poland- Warsaw
(Unesco),
o study of research thesis and publications during study stay in Austria- Vienna
(Ceepus),
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o study of research thesis and publications during study stay in Czech RepublicPrague
o study of research thesis and publications during experience stay in SpainMálaga (Erazmus).

 From primary sources:
o Primary market research with questionnaire technique of marketing research of
knowledge, of quality and image perception, of food purchasing, of behavior
and preferences of European and Slovak consumers,
o observation,
o brainstorming and discussion with scientific employees.

Time of research introduces:
 research of consumer behavior in the chosen countries, in the term from October 2007- in
progress till May 2010,
 collection and data processing of information and of secondary information from chosen
respondents about:
o image and national feeling: positive and negative image of respondent´s
country, country´s pride of respondents, international business of country and
domestic products, which are famous in the international markets,
o image of Slovakia: the basic information about Slovakia, Slovak food
products, perception of Slovakia as the country with high quality food
products,
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o image, quality and food: importance of purchasing, domestic versus foreign
foods, product quality versus price, influence of advertising, and knowledge of
„European consumer“,
 collection and data processing of information and of secondary information from
Slovak respondents.

Object od research are:
 Slovak consumers in the chosen cities overcross Slovakia (the respondents are addressed
randomly, but by aim to receive the representated sample in term of each demographical
variable, which could be similar than present variable- basic file
 Polish consumers in the chosen cities (Warsaw, Łódż, Białystok, Kielce, Rzeszów,
Legionowo, Kraków a Katowice),
 Czech consumers in the chosen cities (Prague, České Budejovice, Brno),
 Austrian consumers in the chosen cities (Vienna, Graz, Salzburg),
 Spanish consumers in the chosen cities (Málaga, Oviedo).

1.2 Methods
The basic methods of research is the questionnaire, that has two forms. The first one is
designated for Slovak consumers and it is oriented on receiving of primary informations,
which are necessary to perception identification and to Slovakia´s promotion abroad, to the
preferences of Slovak consumers to food at home market and to foreign food at home market.

The second one is designated for respondents from the chosen European countries and it is
oriented on receiving of primary informations an it´s extended by Slovakia image, its
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perception as product country-of-origin and by identification of Slovak products and
producers.

The chosen methods of evaluated marketing questionnaire research:
 Scale methods
 MS Excel
 Professional software statistical programs STATA, SAS

Results:
1.1

Image of country and Influence of country-of-origin

Country of origin in the modern marketplace can be a very complicated matter. Today,
manufacturers are able to produce global products and brands that are not assigned to just
one country, because it may happen that different parts of the products come from different
countries. In such cases, the so-called. hybrid products. For example, people assigned to
Denmark, Agriculture, French wine, fashion, perfumes and design, Italian pasta, fashion
designers, furniture and shoes, Japan, cameras and consumer electronics, German cars,
technology and engineering, etc.. This means that every consumer has created a picture of a
country which influences him to buy products from that country. What motivates consumers to
buy are not "real" value, but rather a mental image in the mind of the consumer. Therefore,
people working in marketing consider the image of a country for a very important factor,
which is closely related to the creation of the image has a particular product from that
country. Country of origin influences the choice primarily because consumers are often a
company or brand associated with any country. Consumers usually occupy a particular
position or preference to products originating from other Member States. This attitude can be
positive, negative or neutral, depending on the look or experience. Consumers in one country
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may be positively evaluated produced in another country (for example, wealthy Americans
believe that investing in the Italian brand Prada handbags or Rolex Swiss watches are worth).
Contrast, another consumer might be affected negatively, because it knew that the DVD
player, which is thinking, produced in a country which does not associate with quality
electronics (such as DVD players made in Italy). In addition, perceptions of product
characteristics on the basis of country of origin there is evidence that some consumers may
reject a product from a particular country because of negative attitudes towards the country
of origin. Chinese consumers feel a high degree of hostility towards Japanese products
(during World War II Japan occupied part of China). Jewish consumers to avoid a German
product because of the Holocaust, and some New Zealanders and Australians may boycott
French products because of French nuclear tests in the South Pacific.

The consumers use the factor „country-of-origin“1 very symbolic i.e. they automatic assign
some products to individual countries. For example, the people assign agriculture to Denmark,
wine, fashion, perfumery or design to France, noodles, fashion designers, furniture or shoes to
Italy, camera or electronics to Japan, cars, technology, engineering to Germany. It means, that
consumer has vision about some country and its product, which influences on his purchasing
decision.
How the image of country2 is identical with vision of consumers about each word country.
The consumers could be divided into groups basically on their thinking and their expectation.
The consumers with their relation to country-of-origin are divided into the following groups:
1. patriots: consumers, who prefer domestic products,
2. cosmopolitan: they don´t prefer domestic and foreign products too, they basically
don´t choose country-of-origin, but basically on other factors,
1

SCHIFFMAN, Leon, G. and coll. 2004. Nákupní chovaní. 633 pg.

2

BÁRTOVÁ, Hilda. and coll. 2004. Chovaní spotrebitele a výzkum trhu. 243pg.
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3. talebearer: they prefer foreign products before domestic products,
4. unfriendly: they never buy foreign products and they prefer domestic products.

The country-of-origin3 could be very important for potential consumers by the choosing of
products on the European food market. Attitude of consumers towards country-of-origin is
very complicated attribute of consumer behavior. The companies use the name of their
products very strategic, where they join an association of brand with country-of-origin and
exactly this association causes some feeling of warranty and quality.

1.2

Product image and the consumer´s perception

European consumers due to the development of marketing activities of companies, products
known world-scale domestic market. The more customers are more informed and more
adaptable to innovations in the market, the more they are willing to pay extra amount you
have to buy a German or Swedish cars, French perfume, or wine, Swiss watches, English
shoes or a suit, because they considered high quality. Similarly, quality furniture is associated
with the Scandinavian countries, whiskey with Scotland or Ireland, chocolate in Switzerland
and USA cigarettes. Reduce the concept of country of origin as the words "Made in ..." is
wrong and simplistic. In connection with the development of new and innovative products for
global markets defines the differences between the firm idea of the product, the product
concept and product image. The idea of the product is under consideration in their product
that the company could offer to the market. The concept of the product again talking about the
notion of refinement in a version for the product expressed by meaningful consumer terms.
Definition of the product's image as a concrete image that consumers receive the actual or
potential product. Image of the product is a summary of views and impressions on the

3

SVĚTLÍK, Jaroslav. 2000. Marketing pro evropský trh . 272 pg.
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consumer product to a person or company to create products. People's attitudes and their
actions largely depend on what the company or product image.

Perceiving of product quality4 from the different categories means that, it´s low, average,
high, vintage and primary property of products. The company should decide about product
quality depending up time.
Image of product5 from point of view country-of-origin is really unquestionable. The
consumers are willing to pay for purchasing of German or Swedish car, French perfume or
wine, Swiss watch, English shoes or suit because they are sure, that this products are really
high quality and luxury. The high quality products are too furniture, which is joined by
Scandinavian countries, whisky with Scotland or Ireland, chocolate with Switzerland and
cigarettes with USA. If the name country-of-origin is reduced by the name of „made in...“ is
wrong and simplified.

Occupation with relation between products and symbols, which could be broadened about
their nationality usually could help with “building” of positive vs. negative image of product6.
For example, for consumers, who buys Swedish car, usually pays double than for cars, which
come from other countries. The symbol „ Made in Sweden“ supports a reliability, long
lifetime and less opinions of mechanical defection. The branding „made in...“ isn´t only
element, which contribute for perception of consumers and for nationality of product.
National image is in cooperation with the international marketing is extended to the country
of origin of product and brand of product but also the complexity of the national image of the
extended product. There is an important relationship between image and symbols of products
4

KRETTER, Anton and coll. 2008. Marketing. 287 pg.

5

SVĚTLÍK, Jaroslav. 2000. Marketing pro evropský trh . 272 pg.

6

USUNIER, Jean Claude and coll. 2005. Marketing Across Cultures. 327 pg.
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enhanced their nationality. For example, the buyer who buys a car for the Swedish double the
price than for comparable cars from other countries, the symbol mark "Made in Sweden"
supports the reliability and durability but also the least possible mechanical failure. The
relationship between product and consumer evaluation of the nationality, respecting the
designation "Made in" label assigned to the original products. Other elements of support
perceptions of ethnic product are shown in Figure 1, is mainly about:
 Image products versus national or international imported products,
 The national image of products sold without a brand (yoghurt from the Balkans, jeans
from the United States)
 A national production company image and enhanced image of the brand name,
 Brand image of "Made in" showing the country of origin of the product, country of
origin labels on international markets.
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Figure 1 Levels of product image, company image, brand image
Global product image in term of home anf foreign products
National versus international
medzinárodné

Import versus home

Country, product image sold without trade brand

Neutral

More or less special
national image

Labeling of more
different countries

Regional
image

Company image extended by producer

Image with nationality

Company image as such…

Brand image

Neutral brand

Brand with special language value

„Made in“ related to with product image (product image based on labeling „made in“)
Source: Usunier J. C. and coll. 2005. 286 pg

1.3

The importance of food quality to purchasing decision

The introduction of brand quality could be shown, that EU leads the each EU-countries to
support and to promotion of agricultural product on the ground of quality, safety and health
undefect. This activities are executive by logo, brand quality and by product image. The
quality products and a summary of the characteristic features of the products or services that
create the ability to meet those needs and developed. The seller then delivers the quality in
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product or service meets or exceeds customer expectations. It is important to perceive the
difference between compliance and quality design. Mercedes offers a higher level of design
quality as Huyndai because cars run quieter, faster and "durable". However, both cars offer
the same consistency of quality as all their favorite parts meet quality.
The building of high quality-product or service is only partial victory, and because it´s
necessary to build the perception of this quality. The perception of quality could be different
because of the various reasons. Firstly, the consumer could be influenced by last vision or his
experience of low quality product. Therefore, a consumer doesn´t have to believe in any new
fact about quality or he doesn´t plan to devote his time to verification aims. Secondly, the
company can achieve a quality in the areas, which are not important to be perceived by
consumers. Thirdly, the consumers seldom have necessary information, in the point of
rational and objective valuation of product quality. If they own these information, they very
often don´t have a time and motivation to asses them. At the end, they count on one or two
impulse, which are related by quality.

Occupation with relation between products and symbols7, which are broadened about their
nationality it´s the point of building group clusters of world consumers. For example, for
consumers, who buys Swedish car, usually pays double than for cars, which come from other
countries. The symbol „ Made in Sweden“ supports a reliability, long lifetime and less
opinions of mechanical defection.

The branding „made in“ isn´t only element, which

contribute for perception of consumers and for nationality of product.

7

USUNIER, Jean Claude and coll. 2005. Marketing Across Cultures. 327 pg.
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Figure 2 Examples of combine influence of brand, country-of-origin and product image
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Important role in agro-food industry8 is to ensure the safety and quality products. Agri-food
industry, food production must use resources food chain, to minimize undesirable substances
in food quality and optimize the process of food production. Under EU agricultural policy

8

NAGYOVÁ, Ľudmila- GOLIAN, Jozef- STEHLÍKOVÁ, Beáta. 2007. Kvalita a bezpečnosť potravín
z pohľadu spotrebiteľov. 72-78 pg.
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comes on the Slovak market more food imported from abroad. Since the EU does not allow
the system to promote national products encouraging their customers to purchase or refer to a
higher quality of domestic raw materials and food products, EU Member States have acceded
to their support by combining the quality and origin. Quality is one of the most important
factors influencing the success of the product. Becomes essential in an open market with a
relative surplus of products which, after Slovakia's accession to the European Union became a
reality.

1.4

Some marketing implications related to country-of-origin and product image

After the year 1989, our Slovak cities have been changed, f.e. to built some historical centers, which are
beautiful and attractive. Definitely our entire country has changed. Why we could all be proud of the
achievements of our country. Slovakia lacks a large marketing campaign to reinforce our image brand like
country-of-origin. The concept, which we clearly distinguish a precise definition in the European and global
space. In the Slovakia, many people are very talented, smart, hardworking and friendly. Only we are not
satisfied. We all criticize based. We can not fully enjoy our successes. It is our Slovak specifics? It is the nature
of our nation? It's our karma?

Although Slovakia has not a black hole for foreign countries, but to make it an attractive
destination is still far. The tourism benefits only a fraction of what could be. Brand “SK” sells
well because we are still unable to create it. The world is living in an era of world or global
brands. Without high-quality marketing will not be sold nor the most perfect product. At a
time when large multinational companies such as Nike and IKEA to invest in their added
value more often than the GDP of small countries, neither individual states can not afford to
neglect its image. States are perceived as products to counter the global supermarket. The
correct approach in building national brands affects the development of tourism, industry and
culture. The image of the country but not to create artificially. It must reflect what the country
actually does, what living. The labeling such as “Made in Germany” or “Made in Japan”
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introduces our customers perception and it introduces the other product quality as “Made in
China” or “Made in Zimbabwe”. This is justified because the customer knows that the
acquisition of German or Japanese car electronics is a good decision. On the other hand,
advertising on CNN, which promotes the beauty of Armenia, raises mixed feelings in people.
Why should I go to a country that is practically in war conflict with its neighbors and the
other to have a limit? The problem is that the presentation of external reality and the
difference and people do not trust its too. It may be exactly the opposite effect, what the
promoters wanted to achieve.

The negative image of Slovakia


The international “faux pas” with the bomb to Dublin (the Slovak police officer “mistakenly”
sent the bomb in the lagguage of one passenger to Dublin),



Policy and government of our country (Some our politician like Mr. Slota and his quotations: to
insult a minister of Hungary Mrs. Gönszová or Štefan I- a clown on horse),



In the Czech public magazine in the section “Gourmet” last year 2009 Mrs. Laura
Baranik has published the article about the gastronomy in our capital city: (“The
situation is very bed, that the Slovak gastronomy is boring and dull, Prague looks like cooking mecca in
the comparison with Bratislava“ the less individual gastronomy),



The huge human and sociable problem with gypsies, which is very oft remembered by
foreign news or TVs,



Our biggest reserves are certainly in the quality of services and access to some
operators of tourism to their business,



Often lack of willingness and knowledge of foreign languages,



Lack of transport infrastructure,



Lack of information in foreign languages and information systems,
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Investition to promotion in Slovakia (in 2009- it was 12,613 mil. Euros, in Austria 52 mil. Euros,
in Bohemia 13,5 mil. Euros, in Hungary 17 mil. Euros),



The high unemployment (hungry valley, where it´s about 30%),



The foreign travel agencies don´t offer Slovakia like country for their holiday.

The positive image of Slovakia
-

Membership in NATO and EU

-

Labeling SK: Quality brand

-

Policy and government of our country (The successful reforms of last Slovak government),

-

This year 2009 was the Council of the Slovak Government for a joint presentation of
Slovakia abroad (Its members are experts from various fields and their task is to create a "coherent
and compelling picture of Slovakia based on actual values. A strong national image is increasing the
competitiveness of the country),

-

Abroad is Slovakia very oft offered by sport and its famous persons (football: Hamšík,
Škrteľ, hockey: Gáborík, Hossa, Chára, Halák or tennis Kučera, Navrátilová, Hrbatý, Hantuchová),

-

The positive articles in international magazines about our famous persons (Adriana
Sklenářiková),

-

Country with foreign investment

-

Developing of tourism in Bratislava, increasing of foreign tourist there,

-

Improving image of ski centres (Jasná, Donovaly),

-

Slovakia as “holiday tourist country” is offered only in Poland, Czech republic,
Russia or in Ukraine ( Romanca on Danube- elegant lady in central Europe, High Tatras, National
parks),

-

In the year 2005 was started the promotion of Slovakia via internet, when was web
sites translated to more than 8 languages,
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-

SACR regular prepares the promotion POS materials of Slovakia such as („Little country
with big heart“, „The best in the Slovakia“, „Slovak spas and wellness centres“, „Unesco“, „Castles “),

-

Videos on CNN or BCC („Slovak spas and wellness centres“ and “Winter in Slovakia”),

-

Inhabitants are hospitable, friendly, open and hearty

-

On international exhibition “Holiday World” in Prague, Slovakia won 1. position for
most impressive exposition

-

Some special food shops abroad (f.e. in Dublin, London)

Some marketing implications of Slovakia:
How is important the image building of country, which has built Japan? After second world war was Japan the
country at least interesting. If in this time was the questionnaire, which country has a perfect image, Japan
could be at the end. But today, we know, that Japan is forward and rich country, over the world famous. To this
situation the agency Jetro has helped, which has “opened” the door for Japanes exporters to the world, and
than Japanes, who did their distribution networks themselves. Japanes also have built a perfect communication
system, whith the help of agency Dentsu. If we know, the Slovakia (alike Bohemia) doesn´t have this type of PR
agencies abroad and this perception of country image over the world. Spain´ve decided to devolepd the process
for image in tourist trade. It has a lot of world global logos such as “Everything under the sun” or “Junta de
Andalucia”. Has Slovakia some of logos abroad? China is presented abroad by export, Chinese restaurants with
different discounts, olympic games 2008 and by the biggest world fair trade in 2010 in Shanghai.

Coordination of activities, building of generic
product, marketing, promotion

The present promotion materials are non- effective
( should be addressed to target consumer´s group, should
contain some general information about country, actual list
of accommodation and travel agencies, and should be
grammatically correct)

2361

Enter to euro-zone could bring the higher interst
of investors, tourism, business

To transform the section of travel agencies during
the help of Ministry of foreign Affairs

To improve the cooperation between Slovakia
and other countries in the cooperation with air
companies

Supporting of Slovak business man on world
exhibition and to supply the financial support for
advertising in foreign medias,

To start with promotion in radio (alike in Russia,
Hungary, Bohemia or Poland) in East European
countries or in USA)

To built more interesting services for wide scale
of consumer like in abroad (fun parks)
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To expand our attendance on fair trades and
world exhibitions (to degust f.e. cheese
korbáčiky, sheep cheese butter, Slovak štrúdľa,
quark šatôčka, skalický trdelnik…)

To update the offical web pages of SACR
www...eu or. www...com and to set up the
hypertext heritage on every web Slovak
institution abroad

Conclusion:
The image of the country is evolving for centuries. Influenced by war, diplomacy, sports,
natural disasters, artists, politicians, celebrities or products exported. Whoever wants to build
brand the country must remove all its benefits and, conversely, negative perceptions pushed
into the background. Countries compete for the interest of consumers, alongside millions of
other phenomena in the media and if every country does not report on some simple and clear
truths, it is quite likely that the heads of consumers sometimes it creates a complete picture.

With our research we would like to receive, how deep are the differences in the perception of
product quality via image of producers and via country-of-origin. Our research have started in
October 2007 and will finish in May 2010. You might have not even known it, but some of
the most famous products in the world are fully or at least partially „made in Slovakia“.
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Famous cars like Porsche Cayenne, Audi Q7, VW Touareg, Peugeot 207, or Kia cee’d, the
Whirlpool (washing mashines), Sony and Samsung (LCD screens) and other products are
produced, or assembled in our little big country- Slovakia, often labeled as made in Germany
or Made in EU. The reasons, why these companies picked Slovakia are various: favorable
economic environment, low taxes, rising productivity, relatively simple process of
establishing a company, large number of skilled people with good command of foreign
languages, but also central European location of Slovakia, its proximity to the emerging
markets, tax incentives from the government and low labour cosi also.

In many countries worldwide only some of them have well-established brands. The well built
brand is known easily. When you say the name of the country, in your head will appear quite
accurate idea. Scotland is associated with the idea of a man in a kilt, which can play even the
bagpipes. Austria is presented in a beautiful marketing campaign Mozart and classical music.
When you say Switzerland, all the banks present a serious and reliable Swiss watch and
perfect tasty chocolate or high quality products. Greece is associated with the ancient culture
and developed tourism. Italy is famous opera aria and renowned cuisine. Nepal Himalayas,
which is called "roof of the world". Some countries have built their brand of history, some of
the exceptional performances of its artists, scientists and athletes, some of its unique nature.
Some of the country but have no such assumptions and, therefore, to clearly distinguish them
aside and to create a marketing concept that has helped them build a strong and recognized
brand.
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The competitiveness and sustainable development of
CEDROB SA
K. Utnik-Banaś1, J. Żmija1
1

University of Agriculture in Krakow, Poland

Abstract: The paper attempted at a presentation of all factors which influenced
competitiveness of CEDROB SA company and also to what degree they were realized, which
should be improved and which should be abandoned to improve the firm competitiveness.
Maintaining competitive advantage on the market is made more difficult by the fact that the
customers constantly have new and higher requirements which should be watched and
fulfilled, and this is the main objective of the presented company. Moreover, the enterprise
wants to be competitive but it is obliged to operate according to the regulations of the
European Union referring to sustainable development and ecological State policy. However,
owing to company’s activity in accordance with the principles of sustainable development it
reaches a high level of competitiveness.

Key Words: competitiveness, ecodevelopment, poultry production

Introduction:
Each enterprise which exists in a given environment must have a market (Kotler 1994,
Michalski 2007, Canwell and Sutherland 2008) on which it operates, which is the main
condition of proper firm functioning. After market recognition on which the business operates
one should determine the competitiveness between the enterprises which offer the same or
very similar product, or provide similar services. The idea of competitiveness may be defined
as the enterprise ability to operate in a given branch in conditions of free market economy.
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The higher competitiveness the enterprise shows, the more secure its position on a given
market and its functioning the less susceptible to external agents and unfavourable
competition.
Currently all over the world everybody competes with everybody

in almost all

spheres of life. Competition is global in character. Global competition differs with the area
where the striving for customer takes place and means of various force, e.g. financial are used
in this fight.
These days in order to create an enterprise capable to compete with the others one
needs adequate knowledge resources, which must be properly used in conditions of
contemporary rivalry and competing.
Competitiveness is affected not only by knowledge or area of activity but also firm’s
trading partners (suppliers and recipients), access to new innovative technologies, product
quality, etc. Also staff training is an important element of business functioning, because the
firm which invests in its internal resources (employees also called internal clients) may
influence an improvement of its market image.
The second part of presented publication focuses on sustainable development, which is
equally important as competitiveness, because both sustainable development and
competitiveness have a crucial influence on firm functioning not only “here and now” but also
in the future. Sustainable development not only meets present generations’ needs but also
allows to meet the needs of the generations to come (Kozierewicz 2007).
The paper aims to determine how the analyzed enterprise is developing on the market,
how it copes with fulfilling its needs at present and what is its potential concerning diversified
development in the future.
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Concerning the competitiveness one should point out the features and skills of the
analyzed enterprise which give it a competitive advantage over the other businesses but also
to suggest solutions which may affect strengthening its abilities to compete with others.

The concept of competitiveness
Competitiveness is basic economic mechanism of economy. From the economic point
view, competition aims to maximize income derived by economic subjects from sales or
benefits it gains from acquisition of products and services. It means a rivalry for supply in
sources of means of production, workers’ capital and finally for the sales market. Currently
the term of competitiveness if defined in different ways but none of the definitions was
generally accepted by the economists studying this problem. Frequently, definitions of
competitiveness are simple and concise, e.g. Burnewicz (1993) describes competitiveness as:
ability to oppose the competition. On the other hand, Olczyk (2008) defines it as an ability to
compete, i.e. to operate and survive in a competitive environment.
In microeconomic

approach, competitiveness of an enterprise is connected with

adjusting its products to the market demands and competition, particularly with respect to the
assortment, quality, price and the use of optimal distribution channels and promotion methods
(Encyklopedia Biznesu 1995). British government publications define competitiveness as an
enterprise ability to offer appropriate commodities and services of adequate quality, price and
at the right time. It means fulfilling consumer needs more efficiently than other entities on
the market do it.
This kind of

competitiveness is directly connected with costs and quality of

commodities which affect the level of efficiency and profitability of sold commodities and
these elements determine the firm’s competitiveness on the market.
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The other kind of competitiveness is meso competitiveness, which was defined by
Flejterski (after 2008) as: an ability to design and sell commodities of a given brand, branch
or department whose prices and other values are more attractive than the corresponding
prices of commodities offered by the competition.
Meso competitiveness is a category between micro competitiveness and macro
competitiveness, used for analysis of not only kinds or branches of industry but also for an
analysis of regions and their competitiveness.
Macro competitiveness is the competitiveness which develops on the international
level and may be defined as: ability to meet international competition and maintain a high rate
of domestic demand without worsening the balance of current customers. On the other hand,
on the international market it is seen as an acceptance of commodities manufactured in
individual country and therefore its increasing share in exports markets (Wysocki 2001).
Bossak (19890 defines macro competitiveness as : economy potential for fast and
sustainable development , according to the evolution of international economic system.
So far, no single or coherent definition of competitiveness has been introduced. In a
micro scale, competitiveness is most frequently identified with lower costs or higher quality
of commodities, which beside better effectiveness and profitability means mainly a growing
market share of an enterprise. As may be seen from the definitions outlined above,
competitiveness is an ability to achieve better results than firms which offer the same or very
similar assortment of goods addressing the same customer group, in the same area, which is
very difficult. Methods of competitiveness measurement were described by Pierścionek
(2007) and Gierszewksa and Romanowska (1997).
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Definition of sustainable development in environmental economics and ecological
economics

Sustainable development has been defined as fulfilling the needs and aspirations of
present generation in a way which does not reduce the possibilities of fulfilling the needs of
generations to come (Jeżowski 2007). Sustainable development applies not only to ecological
policy but also to socio-economic policy and various strategies of socio-economic
development on a regional, national and international level. Sustainable development is also
called eco-development. The source of theories on sustainable development is classical
economics. Its representatives while studying the limits of increase, investigated decreasing
value of land considering also the differences in soil fertility, relationships between arable
land resources and population development.
Subsequently, the concept was the focus of interest of representatives of neoclassical
economics, institutionalism and Keynesian economics. Representatives of the Club of Rome
(organization established in 1968 grouping scientists, politicians and businessmen, involved
in research and publication on global problems) pointed to natural limits of growth and
development and a necessity to limit consumption of natural resources and a their obligatory
protection (Jeżowski 2007). Contemporary ecological economics, environmental economics
but also related disciplines focus on sustainable development. The bases of eco-development
have been established worldwide by Action Programme Agenda 21 whereas in the European
Union they have been established by Regulation for Sustainable Development.
The priority for sustainable development for the years 2005-2010 is ensuring a better
life quality both for the present and future generations through creating society based on
principles of sustainable development, effectively managing the resources and rationally
using them, making use of economy potential in the sphere of ecological and social
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innovation to secure wellbeing, environmental protection and social coherence (Adamowicz
2006).
The Act on environmental protection defines sustainable development as: socioeconomic development within which public, economic and social activities become integrated
at simultaneously maintained natural balance and durability of basic natural processes in order
to guarantee a possibility of fulfilling basic needs of individual societies or citizens of both
present generation and generations to come. Generally, eco-development is defined as a set of
socially overriding goals, among which the most frequently mentioned are: material and
social wellbeing, justice and safety. Another basic and predominant goal is high quality of
life, although it is still difficult to achieve.
The principles of eco-development were adopted and described in Agenda 21. Agenda
21 is a programme document presenting the development and implementation of sustainable
development programmes among local communities (Polish edition 1993).
Sustainability, the main pillar on which sustainable development rests, is of basic importance
for its category. The core of sustainable development does not lie in such areas as society,
economy, space or nature but in the selection of sustainability level: weak through balanced to
strong. The level of sustainability determines the stress on the natural environment protection
and striving to maintain the natural capital in view of economic and social needs.
Sustainable development may be understood not as a way of management and meeting
needs but as a method of analysis of the relationships between the environment, the economy
and the society, as well as an objective of ecological policy on different levels of environment
management (from an enterprise and local economy to global level).
Ecological economics is one of the latest socio-economic disciplines which deals with
protection of the natural environment and sustainable development. There are three main
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problems connected with the sustainable development. These are conditions of sustainable
development perceived as hierarchical and interrelated issues:
-

maintaining the scale of economy in relation to its ecological life sustaining system

-

maintaining a just distribution of resources and chances among the contemporary
generation members and future generations (and to a certain degree between humans
and other species),

-

maintaining an effective resource allocation in time.

Briefly speaking, it denotes an appropriate scale of human activities, just distribution
between generations and species, as well as effective allocation of marketable and nonmarketable natural resources.
Strong and very strong sustainability categories are very difficult to achieve in
contemporary socio-economic and political conditionings. In enterprises and in regions it is
very hard to meet the requirements of strong and very strong sustainability, because is it not
an easy subject to discuss or to reach political consensus in the most important aspects of
sustainable development implementation.
In environmental economics sustainable development is a far more practical approach and
possible to accomplish. Environmental economics represents an economic deviation based on
usability and preferences, aiming to seek optimum prosperity.

Concerning sustainable

development, environmental economics focus on economic sustainability and economic
growth.
Environmental economics defines and measures sustainable development in conditions of
weak sustainability, assuming that the natural capital and manufactured capital are substitutes.
In environmental economics the condition of sustainability is a rule that the sum of natural
capital and manufactured capital must be constant. Permitting a substitution between these
factors of production opens a way to economic growth. Only weak sustainability in which
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natural capital can be substituted by manufactured capital makes possible economic growth
and sustainable development.

In environmental economics technological progress and

innovations are an important factor of adjustment processes.
Criticism of environmental economics in view of sustainable development emphasizes
that representatives of environmental economics too easily identify sustainable growth with
sustainable development.
Summing up, sustainable development, also called eco-development is a global concept
created for the benefit of the 21st century which allows to understand relationships between
the environment, economy and society. Sustainable development is able to adjust to situation
and at the same time it is able to reflect various systems of values. Long-term viewpoint and
prudent management of natural resources as well as foresight and prudent protection of the
natural environment are characteristic for eco-development.

Characteristics of the analyzed enterprise

CEDROP SA is one of the leading firms on poultry market involved in production of
poultry meat and poultry products, possesses own hatcheries and breeding facilities. It is one
of the largest poultry firms with Polish capital .
Former Ciechanów Poultry Enterprise once, a state owned firm and a part of POLBUD
Company was privatized and changed its name into Cedrob Ltd in 1991. In 2001 hatcheries in
Mława and Pawlow gained their 9001:2000 ISO certificates. The next year the hatchery in
Pawlow was extended. In 2004 the hatcheries in Mława an Pawlow, together with Poultry
Enterprise in Ciechanów received their authorisation to trade within the European Union.
Moreover, the Poultry Enterprise in Niepołomice has received a certificate confirming
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production in accordance with the IFS1 standard and permits to trade within the European
Union.
In 2005 Poultry Enterprise in Ciechanow won certificates testifying production according
to IFS and BRC2. Poultry Enterprise in Niepołomice also received a document certifying
production according to BRC rules. In 2005 the company started construction of a modern
Poultry Feed Manufacturing Plant in Gurnów.
Among the firm priorities is manufacturing top quality products, meeting the customer
expectations and fulfilling the stern world standards for food products safe for consumer
health an manufactured in compliance with employees ethics, in harmony with the
environment and observing the principles of protection of animal rights. All products are
manufactured and processed according to the rules of sustainable development.
CEDROB SA is involved in processing poultry meat from semi-prepared foods to highly
sophisticated gourmet meat products differing with the type of meat, manufacturing recipe
and processing technology. The company manufactures products of both rooting poultry meat
and water fowl meat. Presented company slaughters chickens, gees, ducks and turkeys.
In order to improve the firm competitiveness, the plants in Ciechanów and Niepołomice
are manufacturing meat products according to Good Manufacturing Practice (GMP) and
Good Hygienic Practice (GHP) and observe the regulations referring to health conditions of
food and nutrition. The plants presented above are also striving to meet the requirements of
IFS and BRC standards, i.e. international standards of quality and safety of food traded by
retail network suppliers.
Employees of Hatcheries in Mława and Pawłów as their main objectives regard the
quality of meat chickens and constant improvement of Quality Management System,

1

IFS – International Food Standard – safety standard developed for all food producers and participants of food
chain
2
BRC- British Retailer Consortium determines requirements for safety and quality observed in food
manufacturing plants, supplied to supermarket networks
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according to the requirements of 9001:2000 ISO standard but also aim at an improvement of
the infrastructure in their plants.
The company sells meat and meat products in all its departments and retail outlets
according to GHP and GMP rules, also HACCP rules are strictly observed.
Quality policy is conducted on all stages of manufacturing processes, it is supported by
appropriate training and constantly updated. Owing to clearly defined policy, the company
aims to supply the highest possible number of customers offering them high quality products,
manufactured using traditional technique and at affordable prices. It should be also mentioned
that the company has full control at all stages of production because the raw material
originates from their own hatcheries and they also manufacture their own feeds.

Measurement of competitiveness of CEDROB S.A.

and its competitiveness

determinants

Competitiveness of a firm is determined by its share in the market, the bigger, the more
competitive is the enterprise. However, there are exceptions, therefore the level of
profitability indicator is much more important, because a high profitability, despite even low
market share gives the enterprise a far stronger and more stabile competitive position.
Maintaining a satisfactory profitability indicator over a long period of time gives possibilities
to be more competitive than other businesses on the market.
The factors determining competitiveness of CEDROB S.A.:
-

well known firm logo ensuring loyal customers,

-

guaranteed high quality of products owing to constant quality and veterinary check but
also to the observance of strict sanitary requirements,

-

wide assortment of manufactured products (c.a. 90 kinds of poultry products),
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-

the enterprise has been operating for a long time

-

affordable prices, diversified and depending on the product quality are established on
the level allowing to gain profit,

-

well supplied cooperating entities,

-

a large number of suppliers ensuring the continuity of production and sales,

-

cooperation with numerous customers not only individuals but also larger entities,
such as hypermarkets, wholesale businesses or retail outlets,

-

the firm creates conditions convenient for strategic trading partners,

-

well developed and efficient cooperation between the plants in CiechanówNiepołomice-Pawłów-Mława,

-

products are exported to the EU countries, which makes them more reliable in
customers’ eyes,

-

clearly defined goals of the firm and consequent implementation of quality policy,

-

innovativeness,

-

realization of investments, such e.g. hatcheries,

-

modernization of machinery and equipment, construction of new facilities,

-

convenient localization of the firm,

-

properly recognized local competitors, both in the Malopolska and Mazowsze Region

-

CEDROB SA operates in one of the cleanest regions in Poland,

-

the enterprise possesses Good Polish Food sign,

-

production maintained according to HACCP system,

-

production according to the regulations of Sanitary and Epidemiological Station,

-

the enterprise received many quality certificates which improved its market position,
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-

audit certifying Quality Management System according to European BRC Systems;
Quality Management System compliance with international 9000:2001 ISO standard
and International 9001:2000 ISO standard

-

considerable emphasis put on product safety and meeting consumer expectations
which causes that consumers have trust in company’s products,

-

efficient resource management,

-

considerable storage and processing capacity,

-

great scale of production,

-

management of after-slaughter products,

-

a wide scale of operations from chicken hatching through processing and
manufacturing of high quality down to products manufactured from valuable wastes
(meat-and bone meals),

-

the enterprise is environment-friendly, which is evidenced by its care for sustainable
development,

-

often conducted staff training evident in the production quality,

-

the firm specializes in a narrow line of production, which leads to a perfect
comprehension of raw material and manufacturing technology,

-

despite a narrow specialization, the range of products offered by the company is quite
wide (the length and width of the assortment),

-

relatively low fixed costs,

-

satisfactory profitability indicators showing tendency for development,

-

the company received numerous prestigious awards and awards for individual
products.

The strength assets mentioned above influence competitiveness and cause that the
analyzed enterprise reaches a high competitive position. Implemented quality management
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system or obtained certificates and awards for good products create the brand, which is very
well perceived by consumers. Also punctuality and place of supply as well as a wide range of
products creates an image of a reliable firm. The company has numerous loyal customers who
highly value its products.
While analyzing competitiveness from the employees’ point of view, it may be noticed
that the studied company strives to provide training for its staff and cares for upgrading their
qualifications, which helps to improve the teamwork making it more efficient.
Competitiveness from the point of view of the owners and investors is reflected in
profitability indicators but also in low fixed costs incurred by the company.
The closest competitors of the presented company are enterprises which have the same
objective as CEDROB SA, i.e. they aim at conquering the same sales market and acquiring
the same customers. While attracting customers, CEDROB SA uses innovative practices,
constantly creates new high quality products addressing demanding consumers.
Table 1 shows which factors have the most serious influence on the analyzed firm
competitiveness. Some of them are measurable (factors no. 13, 17 and 22), the other an nonmeasurable. The quality of manufactured products has the greatest influence on CEDROB
SA competitiveness. The other are: knowing consumer needs, cooperation between plants,
storage and preserving products and the punctuality of production. All factors mentioned
above are crucially important for the assessment of competitive position of CEDROB SA
company. The other factors (12-27) are less important, except the promotions which currently
has lost inst primary position because the studied company is well known on the market.
In general assessment the company reached the value of 5.76 which is a satisfactory
result. However, the care for development is a constant process. Improvement of several
factors gives the company a chance to be even more competitive. The result should mobilize
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the staff because CEDROB SA is a company with considerable potential which should be
utilized.
The company uses resources efficiently, allows for no waste, has high processing and
storage capacity.
The company runs highly specialized production which may only slightly disturb meeting
the needs of future generations and is safe for the environment.
Table 1. Factors determining competitiveness of CEDROB SA company considering the
importance ranks

No. Specification

rank (0-1)

points (1-10)

1
2
3

0.06
0.05

8
7

ratio
(columns
2*3)
0.48
0.35

0.05

7

0.35

0.05
0.05
0.04

6
7
2

0.30
0.35
0.08

0.04

6

0.24

0.04
0.04
0.04
0.04
0.03
0.03
0.03
0.03
0.03
0.03

5
7
3
3
7
8
6
5
6
7

0.2
0.28
0.12
0.12
0.21
0.24
0.18
0.15
0.18
0.21

0.03

2

0.06

0.03
0.03
0.03
0.03
0.03
0.03
0.03
0.03
0.03

6
7
5
7
6
5
3
7
6

0.18
0.21
0.15
0.21
0.18
0.15
0.09
0.21
0.18

4
5
6
7
8
9
10
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22.
23.
24.
25.
26.
27.

Product quality
Cooperation between plants
Product and raw material storage and
processing capacity
Awareness of consumer needs
Punctuality of production
Staff training
Possibility to establish new wholesale
firms and retail outlets
Accessibility to foreign markets
Availability of raw material
Technology of production
Level of concluded trade contracts
Localization
Scale of production
Product availability on the market
Position on the market
Company logo recognized by customers
Width and depth of product assortment
Preventing external agents (e.g. bird
flue)
Distribution
Customer supply
Staff qualifications
Fixed costs
Possibility to extend raw material base
Maintaining regular production
Saving media
Management of after-slaughter wastes
Possibility and expertness at introducing
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new products
28. Promotions
Total
Source: Authors’ own elaboration

0.02
x

5
x

0.10
5.76

CEDROB SA company operates in accordance with Polish government document on
sustainable development.

Sustainable development of CEDROB SA company

Operating according to the principles of sustainable development is of crucial importance
for the company involved in production and processing of raw material of animal origin.
According to definition, the main objective of sustainable development is meeting needs
but also aspirations of contemporary generation in the way which would not limit meeting
needs of the generations to come. The analysis of CEDROB SA competitiveness and factors
affecting it revealed that the company’s main goal is meeting the needs of its customers and
fulfilling their expectations concerning the quality, innovativeness and newness of
manufactured products. This is the first element which composes sustainable development of
the company.
The next element of sustainable development is meeting the needs of generation currently
working in this company, i.e. employees, owners and investors, as well as shareholders. Each
employee who influences CEDROB SA development has their own needs, desires and
expectations towards the company. These may comprise:
-

work for money, i.e. reaching the highest possible income from hired labour,

-

efficient use of training offered by the company,

-

using one’s knowledge and experience to improve one’s work,

-

a need to improve the effectiveness of performed tasks,
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-

striving for innovativeness.

The factors mentioned above point to some needs of the employees which when fulfilled
may bring them satisfaction and satisfied staff provides ample opportunities to reach firm’s
competitiveness.
The needs of the management differ slightly from the needs of employees working on the
factory floor or at cutting poultry carcass. They usually comprise:
-

meeting needs and desires of demanding consumers,

-

striving for profitability and profit generating,

-

perfectioning production process,

-

maintaining high position on the market,

-

optimal use of possessed and care for resources to be used in future,

-

development of Quality Assurance Systems,

-

widening the company’s trading offer,

-

generating the lowest possible fixed costs,

-

ensuring the best working staff and marketing specialists, etc.,

-

providing the high quality training which meets contemporary requirements,

-

the company management determines also development possibilities, expansion
opportunities, etc.,

-

operating in compliance with the Act on the Natural Environment Protection dated 27
April, 2001,

-

achieving increasingly better product quality,

-

CEDROB SA management aims at production meeting the obligatory standards.

All needs of the management are usually fulfilled owing to the ingeniousness, willingness
to act for the company’s benefit and employees’ aspirations. The company’s management
presents its needs and sets objectives of firm’s activities.
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The ambition of the management will be always perfectioning of the technological
process, introducing energy saving machinery and equipment, employing highly skilled
professionals, upgrading qualifications of the present staff and wide offer of products.
The shareholders usually have one main objective, which is aiming at the highest
possible profit, whereas investors focus on the costs they bear, sales results, resources, but
also on the development of company’s key competences.
The factors mentioned above refer to the economic situation, whereas the socio-economic
development is composed of the following items:
-

narrowly specialized production, which causes only a slight possibility of disturbing
meeting needs of future generations,

-

safety of production,

-

environment-friendly plant which testifies the fact that the enterprise cares for the
sustainable development,

-

wide-range operations from chicken hatching to processing and production of dawn
and meat-bone meal,

-

efficient resource management (no waste allowed),

-

high storage and processing capacity,

-

big scale of production,

-

seasonality of products and its maintenance in industrial breeding of chickens,

-

management of after-slaughter products.

All factors mentioned above determine the application of sustainable development
principles, owing to which the company makes possible improvement of the quality of life
both to the present and future generations, which through creating the environment based on
sustainable development principles, provides opportunities for more effective and rational
activity. The society educated in this way is more able to create ecological innovation which
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to CEDROB company may denote wellbeing and very good natural environment protection in
later years. The company rationally manages both the resources and wastes, using all byproducts most efficiently, e.g. manufacturing various types of meals. Wrong management of
wastes might have caused irreversible effects in the environment.
CEDROB SA company operates in compliance with a document on sustainable
development issued by Polish Government.
CEDROB SA company, which conducts its activities in a reasonable, innovative, and
creative way aiming at further development, may guarantee that its operations will not cause
any changes in the surrounding natural environment. In the presented firm, sustainable
development is evidenced as constant protection of the natural environment owing to
appropriately conducted development processes. Sustainable development of CEDROB SA
company primarily denotes the interdependence of economic, workers’ and technical factors
which contribute to the natural environment protection. The natural environment must serve
the present workers, customers and other persons but primarily the generations to come,
which will have the opportunity to use it. Rational use of the natural environment by
CEDROB SA bases on the endeavours of long-term utilization of renewable resources,
effective exploitation of non-renewable energy, environmental protection, rational waste
management, creating employees’ awareness of the importance of the natural environment
protection.
In its activities CEDROB SA company is governed by the principle “ do the most at the
lowest possible cost”. Owing to economic progress, modernization

of production line,

hatching and breeding of chickens and the right attitude of the employees, the firm attempts to
protect the natural environment. This attitude and operation of one of many businesses
operating locally gives better perspectives for future generations.
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Conclusion
CEDROB SA company is a firm with large development potential, which it primarily
owes to its employees who demonstrated innovativeness and ingeniousness but also to alongterm operation, tradition, convenient localization, prices and quality of its products, and to
many other factors.
In conclusion, it will be best to present the sources which determined the company’s
present high competitiveness on the market.
One of the main factors determining the success are vey good relations among the
employees and between the employees and the management. It evidences a very good internal
architecture. On the other hand good contact with suppliers and recipients with whom the
company maintains constant links constitute an external architecture which is most reasonably
developed.
Reputation and recognizable quality are other factors which in case of CEDROB SA
company act for its benefit because good opinion on a firm means high income from sales and
full satisfaction because consumers get used to the firm’s products and become its loyal
customers. Generating a good mark of the firm owing to high quality of its products takes a
long time and the discussed company achieved it owing to its many-year presence on the
market. Currently the company is highly valued both in Poland and abroad.
The subsequent important factor are innovations. CEDROB SA company is constantly
awarded for new ideas and products, which considerably increases its competitiveness.
As may be seen from the above, the company is competitive both in the internal and
external sphere (both in the firm structure and in the areas of suppliers, customers and
investors.
The company has adopted the principles of sustainable development. These principles are
implemented through:
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-

rational waste management,

-

modernization of production technology (energy saving),

-

meeting the needs of present employees,

-

not limiting future generations’ opportunities owing to company’s activities,

-

rational resources management,

-

training of the employees for more effective work,

-

meeting consumer needs,

-

operation in accordance with act on the Natural Environment Protection and other.

The factors mentioned above have a great influence on the fact that the company operates
according to eco-development principles and therefore is more competitive. Such activity is
conducted in compliance with the principles of sustainable development, but also with the
Constitution of the Republic of Poland and with the European Union requirements.
Eco-development of the analyzed company concerns the justice of the present
generation but also the justice of the generations to come.
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Abstract
Integration Process, which focuses on the integrated product channel, in the whole Product
Channel from land of farmers to table of consumers, became considerable one at level of
either within agricultural basic production based on the horizontal integration or connections
of different economic branches based on the vertically integration. The integrated product
channel includes commonly purchasing industrialized inputs for agricultural basic production,
and manufactured food products with marketing activities and commonly selling, all of which
these activities should be concentrated within one unit, either cooperative or multinational
cooperation.
This one unit should be based on common private ownership in order to realise the vertical
integration product channel, which also naturally demands the horizontal integration based on
the cooperation among farmers with same or similar economic activities.
This integrated product channel within the vertically integration has important role to
strengthen the barging position for the small and medium scale firms or companies within
cooperative system additionally to the large scale multi or trans-national corporations. The
paper would like to give some examples in the field of the cooperative movement to
strengthen this integrated product channel.
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Introduction

In general the vertically integrated product channel (VIPC) plays important role to create the
whole Product Channel from land of farmers to table of consumers in case of basic
agricultural production and agricultural business within the private ownership of either multiand transnational corporations, companies or cooperatives. This case study would like to
emphasize the important role of cooperatives – even the agricultural one – to create this
product channel.

Because this vertical integrated product channel concerning the agricultural production can
basically focus on the rural areas, it means that this product channel system connects with the
rural development and economic strategy of rural areas and their population to increase the
livelihood of village inhabitants. So the case study connects also with main important targets
of rural development belonging to Governments and the plays of cooperatives to ensure
employment possibilities for rural population to remain their standard of life.
During the globalization process the cooperatives can strengthen – even in some cases, within
one cooperative – the international economic connections and agricultural foreign trade
between countries and different regions of the world economy.

So the study focus on the world wide side experiences of cooperatives in the highly developed
countries and their adaptation possibilities in Hungarian practice within the rural development
strategy.
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1. Importance of the Vertical Integrated Product Channel (VIPC) within cooperatives in
Rural Development

In the European Union the small and medium scale farmers (SMF) are supported by
Governments at the macro–economic level. These financing programmes aimed at
strengthening farmers to develop their economic activities including investments, purchasing
inputs and selling outputs, which are as follows:
- the development of agricultural enterprise;
- the development of the processing and marketing of agricultural and fishery products;
- the development and renewal of villages, the protection and preservation of the material
and spiritual heredity of the rural areas;
- the development and improvement of rural infrastructure;
- the diversification of activities, the development of activities providing secure alternative
income;
- technical assistance.
- for acquisition of machinery (crop cultivation, horticulture)
- for investments for buildings (cattle, swine, poultry)
- for investments related to various other farm buildings

Also the EU stimulated farmers, as small and medium scale farms (SMF), even large scale
farms in the EU member states to established cooperatives to strengthened their barging
positions in case of selling their products on markets against other large scale companies or
traders, which would like to decrease prices of products belonging to farmers. The farmers
could somehow decrease the price of inputs when they purchase one from factories or
companies supplying input.
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Naturally at micro – level the farmers have also interests to establish cooperative system to
create their favourable market positions in field of cheaper purchasing inputs or more
expensive output for consumers or food manufacturing factories or whole traders and retailers
at moderate and adequate price level accepted by either producers – farmers, as suppliers or
consumers, factories, traders, as buyers.

The whole Product Channel from land of farmers to table of consumers became considerable
one at level of either within agricultural basic production based on the horizontal integration
or connections of different economic branches based on the vertically integration. The
integrated product channel includes commonly purchasing industrialized inputs for
agricultural basic production, and manufactured food products with marketing activities and
commonly selling, all of which these activities should be concentrated within one unit, either
cooperative or multinational cooperation.
This one unit should be based on common private ownership in order to realise the vertical
integration product channel, which also naturally demands the horizontal integration based on
the cooperation among farmers with same or similar economic activities.
This integrated product channel within the vertical integration has important role to strengthen
the barging position for the small and medium scale firms or companies within cooperative
system additionally to the large scale multi or trans-national corporations, or companies.

Some Characters of Vertically Integrated Product Channel (VIPC)
In general when we analyse the set up of the distribution channels of products are world-wide
classified into three parts:
- Short distribution channel, which includes direct sales and local producers' markets,
- Traditional distribution channels, where products physically appear on the wholesale
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markets,
- Integrated channels, where one of participants of the channel coordinates the process of
sales. This kind of channels is getting more considerable role in highly developed economies
and really a larger share of fruit and vegetable sales is executed through this way.

At the beginning of 2000 comparably for example in Hungary the direct producers' sales and
self-consumption had a significant high portion of production. In the case of vegetables the
self-consumption was around more than 30 percent, in the case of fruits this potion was
approximately also more than 30 percent of total production, which reaches consumers
through the direct distribution channel. Opposite to Hungarian experiences in the European
Union the integrated sales take up approximately 45 - 35 percent of fruit and vegetable
production. The estimations calculate after five-six years that this portion would be more than
50 percent. Naturally this portion was quite different in different EU member states, because
Germany was the first in this integration, about two thirds of the arrivals, which reach the
consumers through integrated channels. In Spain, this was one fourth, in Italy one tenth, while
in Greece integrated distribution did not play important role.

Based on the international experiences there are different kinds of coordination from open
market sales to vertical integration, which are as follows:
- producers, farmers market their produce by themselves - open market production,
- buying-up wholesalers, for domestic and export for the world markets - informal, regular
connection, frame or traditional contract connection,
- coordinating function of retail chain stores - frame contract connection,
- production coordinating by the processing industry - production contract and input ensuring
contract connection,
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- cooperative coordination models - institutional cooperation or different kinds of contract
connections depending on the model,
- producers' marketing organisations (TÉSZ) - institutional cooperation, as cooperative,
- vertically integrated businesses - vertical (institutional) integration.

Concerning the food economy, in which the fruit and vegetable production has considerable
role to create the vertical integration, which different kinds of strategies, which are as follows:
- open production, where actual prices coordinate the transaction between the buyer and
seller.
- contract production, where the buyer undertakes to buy and the producer to sell the product
at a price calculated according to a previously determined formula.
- vertically integration, where one participant of the food product channel integrates the other
participants of this same channel above or below himself in one unit based on private
ownership of this participant.

The important role of the vertically integrated product channel is to concentrate the
production and supply based on the market demands demand, so that the technology
development can be stimulated. In this case this vertically integration can ensure some
significant positive results for the participant, which established this integration, which are as
follows:
- estimated somehow exactly the market demands,
- safety of arrivals, safety of supply and the reduction of investment risks,
- calculable flow of good quality raw material for processors and continuous supply of wide
variety of goods for retail trade
- safety of sales of fresh, perishable goods for producers and intermediates and safe sales in
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the fierce competition for processors.
- reduction of investment risks can be realised for producers when they change for new types,
when they introduce new preparation and transport technologies, innovative production
technology;
- strengthen the income positions of basic producers, factories and traders within the product
channel based on the unified ownership of one participant, namely the basic producers for all
product channel;
- provide better market positions for participants of the product channel;
- ensure the qualified assurance for the production.

Rural development in EU based on cooperative structure

The EU emphasized the increasing role of multifunctional agricultural sector, which can be
flexibly for different demands of the either whole society or regional and rural societies. The
multifunction can include for example that this sector provides:
1. products as supplier for manufacturing food or light industries, population consuming
foods;
2. its service activity, like storing or transporting;
3. sustainable agriculture includes elements, which are as follows:
- harmonize the agricultural production aims with ensuring and remaining the natural
resources for the agricultural production and also
- reproducing the natural resources – for example soil, water resources - for the agricultural
production;
- sustainable the agricultural production system and farming system with competitiveness,
producing qualified products meeting the demands of consumers;
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- using technology as environmental conservation, environment friendly one, with decreasing
environmental conservation water management decreasing pollution, water melioration;
- extent the establishing forestry;
- biodiversity, which breaks down into three levels: diversity of ecosystems, species and
genes. It is essential to maintain biodiversity since it has important social, economic,
scientific, educational, cultural, recreational and aesthetic values.
- defence the clime.

Also the multifunctional agricultural sector ensures such a diversification, as multisided aims
for this sector contenting the landscape and natural environmental conservation additionally to
agricultural production as a kind of economic activity for population of the society.

Also the new agricultural strategy and aims of EU would like to create such moderate
agricultural support system, which can depend on the increase of GDP in EU, focusing on the
sustainable agriculture, regional and rural development.

The EU established European Agricultural Fund for Rural Development (EAFRD), which
decided their aims based on the wide-side social consensus, where the strategic aims are
flexibly harmonized together. The contradiction between two sides, namely from one side, as
interests of consumers and from the other side, as producers’ one should be decreased by the
moderate financial support given by the EU for the farmers, to realise the somehow
equilibrium between demand and supply in quantity. Naturally the EU support system for
farmers can also be decoupled from the production.
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Also the CAP of EU wants to remain standard of farmers’ income within the regional and the
rural development strategy, which provides diversified economic development to establish
different economic branches in rural areas in order that the population can also obtain their
enough incomes coming from new branches, not only from agricultural sector. This rural
development strategy can also stimulate to concentrate of agricultural production within less
number of farms; by the support for farmers to purchase highly or higher developed
techniques, machines based on the capital accumulation. In this case the agricultural
production can be more efficient and profitable to supply more output, as product for
consumers. In general the support system can calculate averagely less support for agricultural
cooperatives, but more efficiently to increase the production, than the singly support for small
and medium scale farms.

In case of Hungary the new financing mechanism for the rural development is consisting of
four general sections in Hungary for the ‘New Hungary’ Rural Development Strategic Plan
duration of 2007 and 2013, which plan integrates into the last decisions of European Union. In
EU the new financial support system was created for the rural development by the Council
Regulation within the Common Agricultural Policy for this next developing period after the
end of Agenda 2000. This Plan has got 5 billion EURO, which is equals with 1.300,- HUF
from the European Union (EAFRD) since 2007. Four sections of this Plan, which are as
follows:

1./ Improving the competitiveness of the agricultural and forestry sectors.
Within this program the EAFRD provides supports to develop the agriculture to become
competitive based on use of modern new highly developed technique, know-how and
innovation for setting up food and agricultural product channel from the land of farmer to the
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table of consumers. The support system wants to create the vertically integrated product
channel based on realising interests of farmers and to increase the investments and develop
human resources. Because the majority of farmers are small and medium scale producing
units, in this case they need to create a common interest representative organization and in the
same time producing unit, of which the best common organization and producing unit is
namely the cooperative.

2./ Improving the environment and the countryside.
The strategy of the fund is to develop sustainable natural background of the agricultural and
food production based on the environmental conservation targets for different natural
resources including lands of rural areas in Hungary. The supporting system stimulates
increase to use the renewable energy resource and to protect natural environment including
the agricultural and forestry system, water, soil, climate changes and to decrease influences of
the global warming. These two sections of the Plan obtained 1070,4 billion HUF of all
amount given by EU.

3./ The quality of life in rural areas and diversification of the rural economy.
The financial supports were given for creating new employment opportunities based on the
diversification rural economic development with increasing the quality of rural life. This
section obtained 158,7 billion HUF.

4./ LEADER+ Program
This kind of supports provides attention for integrating targets of the above mentioned
strategic development with realising some conceptions, which are as follows:
- Set up capacity building of wider cooperation with different social groups of rural society,
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including local nationalities, or women, local companies, cooperatives and local authorities.
- Increase the enhancing public-private partnerships (PPP) at local, either regional or rural
areas. The private sector also includes the co-operatives, which can play considerable role in
economic development of these regional and rural areas. In this case the LEADER + Program
should emphasize to support the small and medium scale farms and companies within
cooperative structure.
- Strengthen the innovation and advanced technology for establishing the highly developed
production.
- Extent the playing role of local governance and cooperation of different groups of the local
society. This section obtained 70,9 billion HUF for all seven year period.

The EAFRD provides considerable subsidies for first two sections; even the other two one is
also important. The EU wanted to emphasize the increasing role for the environment
conservation and the LEADER+ program.

There were some difficulties of the European Union with some international economic
conflicts, which also wholly concern the Hungarian national economy.

First, recently the USA has realised considerable economic results in field of technological
development. This resulted that the European Union should also increase competitiveness for
European producers including the agricultural one, the manufacturing industry and service
sector.

Naturally the economic competition possibility increased either in international field or inside
the EU, also in consequence of EU enlargement between farmers of former EU-15 and new
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EU-10 member states. Also considerable number of farmers have some backwardness in ten
new member states, which is resulted in use of less new agricultural machines or less highly
developed machines on farms non adequate scale one for these machines. The EU
enlargement by joining of the new EU-10 member states has considerably resulted in making
influences on the whole EU, namely in field of agricultural lands in EU, which increased by
29% and in field of farmers’ number in EU, which increased by 55%.

Second based on the WTO – Uruguay round negotiation the USA demanded important
requests from side of the EU in order that EU decreases the protection system for the
agricultural production and interests of farmers in EU against the agricultural and food
products coming from the third country. Naturally the EU would like to remain the financial
supports for farmers in fields of intervention, export and protection system in field of import,
in order that the farmers can increase their selling to the world market to decrease their over
production capacity mainly in case of cereals, beef and dairy products.

In this situation the main aim of the EAFRD is to increase the competitiveness of EU farmers
either on domestic single market or on the world market. The other aim is to realise the
moderate market balance with decreasing the protection means by decreasing export
subsidies. The increase of the competitiveness demands the increase the quality level of
products by increasing their selling possibility on the world market and decreasing export
subsidies of EU, when in the same time the market balance to be remaining stabile.

The other aim of the EAFRD is to ensure the adequate income conditions for farmers of EU,
either by increasing the competitive level or creating new job possibilities, work places even
in rural area. These income possibilities keep the population of rural areas in their original
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regions and not to migrate to urban areas, or other developed regions. When the EAFRD of
EU would like to increase the quality level of agricultural and food products, they also want to
protect the interests of consumers.

By the middle of 2005-2006 the portion of agricultural financing was about 40% of all EU
common budgets, which the member states do not want to increase, in spite that the EU would
like to remain the importance of agriculture in the rural areas. Also the EU would like to
ensure other income resources for the population of rural areas.

After 2006 the Council Regulation of EU decided new several targets concerning the
developing trends for the agricultural production and livelihood of population in rural
areas from financial resources of EAFRD for the period of 2007-2013, for example
strengthen environmental conservation, food security concerning the biological materials,
animal welfare, animal and plant health care, ensure the satisfactory biological basic materials
for the agricultural production and the human food based on the environmental conservation.

In case of Hungary the ‘New Hungary’ Rural Development Strategic Plan for duration of
2007 and 2013”, was plan based on the decisions of Council Regulation of European Union.
In EU the new financial support system was created for the rural development by the
Common Agricultural Policy for this next developing period after the end of Agenda 2000.
This support system means that the EU introduced a single financing mechanism in order to
set up a new unified common agricultural developing policy, the sustainable agriculture and
rural development for possible livelihood of rural population based on cohesion policy and
Structural Funds of European Union to increase their competitiveness with concerning the
environmental conservation conceptions, quality of the life in rural areas and diversification
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of the rural economy. The main targets of EAFRD have wide side influences on the future
rural development of Hungary.

In spite that the cooperatives can not alone solve the environmental issues and rural
development targets they can provide very important farming system basis for the solutions.
Also the Hungarian experts emphasized the importance of environmental conservation and
sustainable agriculture.
“The cost incurred in the elimination of damage to water quality, that is, the carrying out of
emergency defence operations, the elimination of other environmental damage, and/or the
provision of emergency water supply, shall be borne by the damage-causing person or entity.
If the damage-causing person or entity is unknown, the costs of the elimination of the damage
shall be borne by the owner of the polluted water or hydraulic facility.
About 80% of the country's surface water resources come from the Danube and Drava rivers,
while the Tisza River provides 20% of the resources, although it covers 50 % of the country's
territory. Hungary can hardly control the quality of the water arriving in the country from
abroad (Austria).” (Ligetvári, F, - Cselőtei, L. - Others, 2006, p. 69.)

“The Ministry for Environmental and Water Management is in charge of water quantity and
quality protection, water utilisation control, flood, land drainage control, river and lake
development, prevention of damages caused by water.” (Ligetvári, F. – Cselőtei, L. – Others,
2006, pp. 69-70.).

“The changes, which passed off in the second half of XX century, implemented transition in
earlier system of inputs and ecosystem of economic activities in the agricultural sector. The
quantity of products produced considerably did not change during the transition of large scale
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farms in 1950s, but the using level of by-products resulted in production decreased. Quantity
of not used organic materials increased with non organic materials, which earlier did not play
significant role in agricultural sector, later on became important one. From the beginning of
1960s increase of production accompanied with increase of using non agricultural original
materials and increasing non organic waste and organic waste materials.

Using share of by-products has not increased since the middle of 1970s. Based on the
favourable economic development during following two decades, nearly half of organic waste
originated from animal husbandry and plant production was used in the second half of 1980s.
But therefore non-organic materials management remained very serious issue.” (Urbán, L.
Gödöllő, 2006, pp. 104-105.).

Also some experts decided that “Keeping partly the function of food production, agriculture
may play a significant role in energy production or industrial raw material production. For
this, a good example can be the utilization of biological materials (biomass) for heating. They
can also be used for making fuels, as well as vegetable oils can be used in plastic industry, or
medicine and different chemicals may also be made from them.” (Fogarassy, C., Káposzta, J.,
Nagy, H. 2007, p. 1.)

Also the Hungarian expert, as Nagyné, Molnár Melinda declared the economic social issues
concerning the rural development: „Livelihood built upon agricultural sector of the countyside became unreal. This problem became more and more serious because of the heavy
industrial structure crash; workplaces of the cities were sentenced to death. After regime
change with the crash of former economic relationships, due to industrial (and other)
privatization, more and more agricultural workers became superfluous. County-men lost their
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workplaces have been “accumulated back” to the villages where chances of living were quite
low because meanwhile agricultural employment has been increasingly fallen back to
approximately 6%.” (Nagyné, Molnár Melinda, 2008, p. 131.).
The foreign experts also emphasized development of competitiveness for regions and
different settlement: “In the light of this new approach the regional development goals are
based on increasing competitive advantage and utilizing proactive, planned, and strategic
manner of their implementation” (Ladislav, Rolinek – Petr Rehor, 2006).

2. Developing cooperatives in EU

The European cooperative movement has considerable role in activities of the International
Co-operative Alliance (ICA) is an international non-governmental organisation including
some 760 million individual members in all over the world. Recently during almost two
decades the co-operatives movement of the EU played very important role to develop
economic activities and the rural areas.

Some main economic data also emphasize how much cooperatives extended their influences
on wholly EU, which are as follows: there are 300.000 or so co-operative enterprises
throughout Europe, which provide 5 million jobs. In fact there are 140 million co-operative
members throughout Europe, which is a significant presence. There are about 115 million
members of different kinds of cooperatives in former EU-15 member states until the end of
2003.

The traditional characters of the co-operative are an autonomous association of persons united
voluntarily to meet their common economic and social interests based on the jointly-owned
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and democratically-controlled enterprise. The cooperatives emphasize their significant value
to remain principles of self-help, self-responsibility, democracy, equality, equity and
solidarity. According to the cooperative principles the co-operative members strengthen the
ethical values of honesty, openness, social responsibility and caring for others.

Statement on the Co-operative Identity Definition and cooperative principles
Main principles are very well known in all over the world, for example to fields of economic,
social, political and educational activities. These main co-operative principles applied in
practice, which are as follows:

1st Principle: Voluntary and Open Membership
2nd Principle: Democratic Member Control
3rd Principle: Member Economic Participation
4th Principle: Autonomy and Independence
5th Principle: Education, Training and Information
6th Principle: Co-operation among Co-operatives
7th Principle: Concern for Community

The advantages of cooperatives in European Union are established on two main basis, of
which the first to ensure the employment issue either member of cooperatives or the employed
workers; the second to set up the vertically integrated product channel for several main kinds
of food products in some cases, for example: milk and dairy products, meat production and
fruit and vegetables. Naturally this last one is obligatory in EU, because the food self
sufficiency is at very low level, namely about 70% in all EU, but in Germany this portion is
only about 30%. The other remaining 70% should be purchased from out of Germany.

2404

The main importance of social economy as wholly includes worker co-operatives and mutual
society associations. In this case the social economy includes filed of employment, where
about nine million full-time jobs are in the social economy.

The cooperative scheme based on the vertically integrated product channel majority contents
the elements of agro-business, only the production of inputs is out of this channel, but the
cooperatives commonly purchase the majority of inputs, as machines, and chemical materials
in order to decrease purchased prices of them.

The other main part of cooperative movement is concerning for example the services sector,
as banking, credit, or consumers’ cooperatives. The cooperatives can play role to realise for
agricultural sector to become diversify in many economic branches in either the vertically
integrated product channel or they extent their different service sector activities. In such a way
cooperatives can connect with wide side different social groups and make considerable
influences on economic development of national economies and the world economy.

In point of view of structure for economic activities of different cooperatives in EU, which
three technical areas are as follows:
1. - design of national policies, strategies and legislation to enhance cooperatives' role in
development, emphasizing the need for synergy and the economic efficiency gains to be
derived from their involvement in decision-making and programme implementation;
2. - development and refinement of concepts and techniques for coalition-building and
partnerships in support of rural development and food security;
3. - internal capacity-building to make cooperatives, along with other civil society
organizations, equal and efficient partners in development.
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The general strategy of EU cooperative movement, which is as follows:
- Promote the EU co-operative movement, even in direction to the world cooperative
movement, based on mutual self-help and democracy.
- Promote and protect co-operative values and principles.
- Facilitate the development of economic and mutually beneficial relations between its
member organisations.
- Promote sustainable human development and further economic and social progress of
people, thereby contributing to international peace and security.
- Promote equality between men and women in all the decision-making and activities within
the co-operative movement.

There are some differences of co-operatives from other types of business organisations, which
are as follows:
- Co-operatives have to be efficient in their business and use their capital at least as efficiently
as other players on the market. In this respect cooperatives are no different from other players
on the market.
- The co-operative difference – the social dimension – which is also the “cooperative
advantage” is found in the values and in the mission. Cooperatives are member/user-led as
opposed to investment-led organisations.
- Support to co-operative development in developing countries and to countries, in which the
economic transition contributes to economic growth shared by many. The co-operative
method is socially inclusive – not exclusive as is the case with purely investment/profit-led
organisations. Co-operative development promotes and defends democracy. Economic growth
shared by many and democracy are the two most important factors for peace in the world. Co-
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operatives contribute to peace by being democratic, socially inclusive and efficient in their
business operations.

The experts emphasized the sustainable strategy which can also be concerning the
cooperatives’ role: “The most important pillars of this strategy could be as follows: 1Promotion of land concentration, early retirement, cooperation, and sustainable agriculture in
the sphere of agricultural production; 2- …effective quality and food safety control…; 3- …
defence of interests of food producers against …. Large scale retail chains.” (Hajós, László Lakner, Zoltán, 2006, p. 65.).

Danish- Swedish ARLA-Foods Cooperative

There were some important examples, for example the vertically integrated product-channelcooperatives have positive influences on national economic development including food
production, manufacturing and marketing, selling, for example Danish-Swedish ARLA-Foods
Cooperative in field of milk production, and Danish-Crown in meat production. ARLA Foods,
the joint Danish-Swedish co-operative, was established in 2000 as a result of common
declaration for unification between MD Foods, Denmark, and ARLA, Sweden. This cooperative has a share at least 90 percent of the Danish and Swedish milk production,
procession, and sales. The ARLA-Foods Cooperative has activity in Sweden and Danish
Kingdom, and on the world market also, for example Canada, USA, UK, France, Germany,
Italy, Japan, Russia, Poland, Hungary, Brasilia, United Arab Emirates and others.

By the end of 2001, ARLA-Foods Cooperative has realised sales worth 38,1 billion Danish
Crowns, i. e. US$ 4,7 billion. The joint venture of Denmark and Sweden may serve as a
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useful example also for Hungarian agriculture. The vertically integration product channel
(production, processing, and sales, including exports) can be efficiently realised also in a cooperative form.

The ARLA-Foods Danish-Swedish is the biggest common dairy production, manufacturing
and marketing co-operative in European Union, which works in 22 countries by about 15
thousand members, of which there were 7921 Danish and 6988 Swedish farmers. By the end
of 2001 ARLA Foods increased its turnover more than two times within a year. The value of
the turnover increased by mostly increasing production and only partly by increasing prices.
The share of Denmark and Sweden in the total turnover decreased from 53 percent in 2000 to
50,6 percent by the end of 2001.

The cooperatives have also main advantages, namely, that they are non-profit organisations,
so the competition rule does not limit their share on national and EU domestic markets, for
example the Danish Crown cooperative could produce 95% of red meat – mostly pork – in
Denmark. The production concentration resulted in cooperative development Denmark
became the fourth biggest pork producer in EU, and first pork exporter on the world market.

Danish cooperatives obtained considerable market share, for example 50% of large sized
supermarket chains became owned by cooperatives and also 25% of all retail trade were
owned by them.

The structure of EU cooperative scheme based on the different economic sectors, which
are as follows:
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1./ Primary sector: In EU the number of cooperative business in primary sector shared 35,4%
of all number of cooperative business in EU. Including this sector, the agricultural and food
basic production had majority position. The number of members had shared only 12,45% of
all cooperative members, and number of employees had shared 31,3% of all cooperative
employees in EU. At present the agricultural sector had participated in majority of number
business, number of members and number of employees in primilary sector.

2./ Secondary sector: In EU the number of cooperative business in secondary sector shared
20,6% of all number of cooperative business in EU. Including this sector, the operative
activities – like, transportation, manufacturing and storing - had majority position. The
number of members had shared only 1,0% of all cooperative members, and number of
employees had shared 23,3% of all cooperative employees in EU.

3./Tertiary sector: In EU the number of cooperative business in tertiary sector shared 44,0%
of all number of cooperative business in EU. Including this sector, the property – like, house
cooperative – banking, consumer and social service cooperatives had majority position. The
number of members had shared 86,55% of all cooperative members, and number of employees
had shared 45,4% of all cooperative employees in EU.
Only in the banking cooperatives there were 35,4 million members of all 85,3 million
members and 464,2 thousands employees of all 2,5 million employees at the beginning of
XXI century in EU.

In the second half of 1990s share of marketing cooperatives was 70% of dairy product sale
in Germany; 100% of sugar-beet sale, 94% of dairy product for storing and 65% of storing
capacity of dairy product in Austria; 75% of olive oil sale and 70% of wine sale in Spain;
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82% of dairy products sale in Portugal. The other marketing cooperatives were 55% of wine
products sale, 41% of fruits and 38% of dairy product sale in Italy; 55% of dairy product sale
in U.K.; 49% of dairy product sale, 52% of wine sale in France.

The economic importance of co-operative organizations representing interest in European
Union
In European Union there are two most famous organisations have started representative for
farmers since the beginning of 1970s, which are as follows:

COPA defences European farmers
The COPA (Committee of Agricultural Organisations) first started out it was made up of 13
member organisations from six Member States. Today COPA is made up of 29 organisations
from the 15 members of the European Union. This broad membership allows COPA to
represent both the general and specific interests of farmers in the Member States and, since its
inception; it has been recognised by the Community authorities as the spokesman for the
agricultural sector as a whole.

The COPA’s Secretariat was established in Brussels in 1959 and it merged with that of
COGECA (General Committee for Agricultural Co-operation) in 1962.

COPA has main aims, which are as follows:
- to examine any matters related to the development of the Community's agricultural policy;
- to represent the interests of the agricultural sector as a whole;
- to seek solutions which are of common interest, and
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- to maintain and develop relations with the Community authorities and with any other
representative organisations or social partner established at European level.

COPA is an ambition advisory organisation, which has decision making and representative
process based on the well skilled manager-staff. In the results of well built network of COPA
its working structure can be developed continuously based on three basic elements, which are
as follows:
•

to enable representatives of the European Union from the various agricultural

production sectors and areas to discuss matters affecting their respective sector or area and to
suggest solutions to the problems posed;
•

to co-ordinate work in the overall context of agriculture, agricultural policy and policy

in general;
•

to represent all sectors and areas together.

Increasing role of COGECA in EU
The COGECA was created on 24 September 1959 in The Hague by the national agricultural
cooperative organisations of the founding states of the EEC, this European organisation had 6
members. Since then it has been enlarged four times and now has 17 full members and 4
affiliated member organisations in today's EU.

How important agricultural co-operatives currently are for agriculture, the supply and
marketing area and the food industry of the EU by the end of 2000:
•

Over 50% of shares in the supply of agricultural inputs

•

Over 60% of shares in the collection, processing and marketing of agricultural products.
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The EU-policy for rural areas and an active farm trade policy vis-a-vis third countries should
open new development prospects to the socio-economic categories concerned and to
enterprises involved in the food chain. In addition, the competition policy of the EU should
guarantee the competitiveness of the cooperative associations of farmers.

COGECA based on the inter-cooperative connections
Diverse activities have been undertaken in the past in order to offer an intense
exchange of information, experience and opinions to the co-operative business
representatives. Some important activities were:
•

The drawing up of a list of co-operatives active in import and export.

•

The recording of the 500 co-operatives with the highest turnover,

•

A symposium on the importance of a single currency for the trade with goods in the

agricultural food sector.

Within the COGECA the agricultural co-operatives would like to strengthen the strategic
aims of the CAP (Common Agricultural Policy):

The agricultural co-operatives support is one of the most important objectives of the CAP:
The objectives of reform according to the CAP give guarantees of the safety and quality of
products for consumers. Also the quality of production ensures and demands new advanced
production methods, by which value added to primary products can be obtained based on the
sustainable agriculture.
The cooperative model can meet necessary competitive agriculture.

2412

Role of the co-operatives to strengthen level of quality and food safety: COGECA keeps the
food safety and product quality, his position between production and consumers. The
COGECA can contribute to food quality, which can ensure market position either in EU or a
on the world market.

Importance of co-operatives in development of rural areas in fields of economic and social
life: Agricultural co-operatives have important role to develop rural areas and to increase
agricultural production by advanced technology based on innovation, and ensure the
employment, naturally also they have considerable influences on development of other rural
regions, which have connects with their original areas, where cooperatives work.

Multifunctionality of the cooperatives can provide new services linking to the land of the
environment and environmental conservation. In this case the agricultural cooperation
could give priority instruments in qualifying and developing local "know-how”, so they can
contribute to stable rural development areas.

The agricultural co-operatives provide value added to agricultural products: The
agricultural co-operatives are often considered to be the extension of farms, they can
communicate specific and unique characteristics about farm produce to consumers.
Concerning the co-operative businesses and the value added on the final product that also
allows for the redistribution of profits to the producers. Also the agricultural co-operatives
can ensure a relatively fixed level of income, which is another aims of CAP in EU.
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3. Adapting the international cooperative experiences in Hungary (TÉSZ, Fruit
vegetables, Hangya Cooperative)

Principles of vegetable and fruit production system within cooperative scheme

The decision number 2200/96/EC of European Union about the common organising
vegetable- and fruit markets determined the economic role of the organisations producing and
selling (OPS) in market rule of vegetables and fruits. The general aim of this new rule system
was at increasing the volume of vegetable and fruit production and ensuring a unified high
qualification standard for this kind of food products in EU. Based on the law harmonisation
this rule should also have been introduced in Hungary since the end of 1990s.

There are some advantages of Organisations Producing and Selling Vegetable and Fruit
(OPSVF) mainly cooperatives, which are as follows:
- These organisations (OPSVF) can strengthen the vertically integration most effectively.
- The concentrated input utilisation within a cooperative, inputs commonly purchased by
members of cooperative by possibly less favourable price.
- Develop commonly used infrastructure, for example transport equipments, freeze -storage
house.
- Provide market information and support possibility.
- The members of a cooperative should sell their vegetable and fruit products only by their
cooperative, so they can get an adequate market positions for their interests.

Naturally the cooperative members should sell all products by cooperatives, but not less than
75%. Also they have to give data of their economic activities for producing selling
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cooperatives. In this case in the European Union based on the law, the vegetable and fruit
producers can obtain any governmental supports within the producing and selling cooperative
organizations. Other rule of EU is that the intervention supports can directly be provided for
cooperatives based on withdrawal of vegetables and fruits from markets.

The vegetable production in Hungary decreased from the 2082 thousand tons in average of
period of 1986-1990 to 1891 thousand tons by the end of 1990s. The production volume of
the end of 1990s was 91% of 1986-1990, in spite that used arable land for vegetable
production increased by about 9% during the same period.

The fruit production has a special structure, namely the share of apple was 57,8% in 1998.
According to the planning conception the fruit production should increase by 43,8% until the
end of 2006. The share of apple production would remain at the same level of 1998.

There are some important difficulties for the vegetable and fruit production, namely the
domestic market became very narrow, which stimulates farmers to create cooperatives in
order to become competitive and keep the adequate price level for themselves. Foodmanufacturing factories and companies could decrease the price level for basic food
producers to lower price level, which could not ensure enough price income for adequate
livelihood of farmers.

The structure and volume of vegetable and fruit production could not meet to changing
national and international market demands, and the basic product stock for exporting and
domestic consumption was considerably fluctuating. Also the Central and East European
market has discontinued for the Hungarian producers since the beginning of 1990s.
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In Hungary the vertical integration can be realised if the cooperatives, additionally to
vegetable and fruit production, can provide some service activities, for example renting the
machines for other producers, or in the integrated product channel the cooperatives own food
manufacturing capacity.

In general land-owners can not have enough experience or basic knowledge to produce in
food agricultural sector. Also when the ownership system changed, the new farm structure
could not follow the adequate economic profitable farm scale in the field of vegetable and
fruit production. This resulted in separation of land ownership and machine use from each
other, which stimulated the renting system for using machines, which of owners were out of
the agricultural and food production, even they did not own any cultivable land.

This situation led to develop the advisory network system in country-wide side. The supports
for setting advisory network should be provided by either central governmental offices or
private companies. Additionally to setting up national wide- side advisory network, the
research projects and educational programmes should be financed by national and
international financial resources. The new technological methods should be connected with
settlement of new vegetable and fruit types, which were resulted by research activities.

Also vegetable-fruit producers did not obtained enough market information, and this
information flow from consumers was lack. In general some investments and the other
infrastructure mainly were lack, for example storing, freezing and transport way network. The
basic support system for food producers changed from year to year.
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The older types of fruit-trees were needed to cut, because they were not adequate competitive
against the new foreign types of fruits on the international and domestic markets. Naturally
the any protecting duty system could not be introduced in Hungary. The re-establishment of
fruit-trees was going on very slowly. The new types of fruit-trees have come form abroad
were not extended in Hungary for the last 10-15 years.

Based on the difference between process of basic agricultural and food products, as outputs
and manufactured industrial inputs, the price of industrial input and manufactured products
increased more than price of basic agricultural and food output, so the agricultural scissors
sharply opened. Based on the older types of fruits the average yield per hectare was low, and
average cost per hectare was high, so the production cost was high. Also it means that the
selling prices of food outputs were lower, than the purchasing prices for industrial outputs –
fertiliser, pesticide, fuel, machines, irrigating equipment - demanded by vegetable-fruit
producers.

In Hungary the main strategy for vegetable and fruit production, which are as follows:

- Strengthen the Organisations Producing and Selling Vegetable and Fruit (OPSVF), which
are mainly cooperatives, as institutional background to create an integrated product channel
for interest of vegetable-fruit producers.
- Work out a common plane with EU institutions for the future about the developing product
channel of vegetable and fruit products within cooperative system from the arable lands to
table of consumers concerning to set up infrastructure. Set up the support system for
producers to get knowledge about market conditions including habits of consumers, the
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qualified assurance of production and issuing publishing materials concerning the advisory
services.
- The unified registration system for vegetable-fruit producers in country side in order to
decide supports for them based on the farm size, production structure, income conditions and
future development possibility (buying new machines, settlement of new types of fruit-trees,
irrigation system).

The European Union decided that the vegetable and fruit production should be in vertically
integrated structure from the arable land of producers to the table of consumers within
cooperative system based on the common purchasing inputs and selling products. The main
reason was for this decision, that the share of the food self sufficiency in field of vegetable
and fruit production was at very low level in European Union. For example this share was
about 70% in the first half of 2000s, but this share was so much lower in Germany, which was
about mainly 30%.

Organisations Producing and Selling Vegetable and Fruit (OPSVF), which are established by
only producers of vegetable and fruit, and their members can be only producers. Targets of
them are organising the production of vegetable and fruit, storing the products, preparing the
vegetables and fruits to become commodities and commonly trading them.

Members of these organisations are responsible for providing data frequently about their
activity, and selling their products by this organisation. Based on this activity the
organisations play managing role and ensure fixed selling position for their members.
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This producing and selling organisations can contribute to common making decision of
vegetable and fruit producers and not independently from each other, which as the last one
can results in sharp fluctuating of demand, supply and prices.

Selling of vegetables and fruits has three kinds of established forms:
1/ Short or direct selling channel including the direct selling and local producing markets.
2/ Traditional distributing channel.
3/ Within the vertically coordination, the integrated product channels, where one participant
of distributing channel coordinates also the selling process. The integrated product channel is
at the highest level within the vertical coordination.
Role of integrated selling has share of 35-45% belonging to vegetable and fruit selling in
European Union. The integrated selling increases to the level much more than 50% of the
whole vegetable and fruit selling. For example in Germany the share of this integrated selling
became more than 60%.

1./ The traditional forms of short or direct selling channels were created in those places,
where the vegetable and fruit producers were closed to towns or other main purchasing
centres. In general the share of direct selling was average 5% in member states of European
Union. In Hungary this direct selling channel from producers to consumers and self
consumption of producers have share, namely vegetable production was 28%, and fruit
production was 24%.

2./ The traditional selling - distributing – channels, by the other name large local markets,
have a continuously decreasing role in highly developed countries.
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The share of the traditional selling - distributing – channels was about 10% in vegetable
production and 5% was fruits production in Hungary. Naturally this data are valid for
products produced by vegetable and fruit producers, but in case of all vegetable and fruit
products sold – also with out of the large local markets – this share can be two-three times
much higher.

3/ Within the vertical coordination, the integrated product channels have considerable
economic role either in Hungary or in European Union.
By the end of 1990s and beginning of 2000s in case of vegetables, 34% of the products were
purchased, of which 28% was for food industry and 5-6% were for whole traders. 10 % of
vegetables were directly purchased by the retailing sector including the large scale retailing
chains based on the integrated distribution.
In case of the fruits, 36% of products were purchased, of which 28% was purchased by the
food manufacturing industry and 6% were for whole traders. There were about 6%, which
were purchased by retailing sector including the large scale retailing chains also based on the
integrated distribution.

The recent developing trends were focusing on the strengthening the vertically
integration given by one participant of the product channel based on its owning all product
channel also in case of vegetable and fruit products. In European Union this vertically
integration became strong based on the activity of cooperatives, which continuously
extended their economic role during the latest decade.

HANGYA’s activity nowadays: The first gathering-selling-servicing unites formed in 1994,
later when their advantages were well known; in 1998 they began to multiply. The second
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attempt to validate their interest was done in 1998. The basic goal was to help single
producers sell their products, consume it, and to realise services by different products. The
HANGYA

cooperation

of

Hungarian

Growing

Selling

and

Servicing

Organizations/cooperation was founded in February, 1998. 14 organizations with those,
which agreed with non-profit sharing between members and the organization, with opened
membership, and one vote for every member. It was called TÉSZ, and only 1,5 years later it
renamed to HANGYA, having more than 100 co-ops and with new behaviour from the
government and the society (See in detailed Szabó, Zoltán – Kovács, Ildikó - Zsarnóczai, J.
Sándor, 2008).

In HANGYA the primary units help the manufacturers to sell their products and organise
business contacts. Rules of the International Association of Co-ops were lossless valid, and
profit-using wills do not cross cooperative ones. It also has great importance, which the
people working on smaller amount of land, and ones on bigger are not differentiated, the rule
is: same price for same quality good. Passing the quality level, the manufacturer’s profit
depends on only the amount of the produced good, so it is proportionate with their
performance.

The development of co-operative system focuses to the farmers’ common entrepreneurship to
purchasing, processing and marketing is one of the main tasks of East and Central European
countries. The adaptation of this European co-operative system to Hungary is the main
objective of the HANGYA (Ant) Association of Co-operatives.

The Association is founded by the co-operatives, which applied consistently the co-operative
principles accepted by ICA (International Co-operative Association). Therefore members of
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the Association have to clearly define in their by-laws the principles like open membership,
one member- one vote, non- profit character of co-operative in relation to its members and
express that the focus of their activity is based on the priority and driving force of marketing
on the vertical relation of production. The main objective of the co-operatives is the reduction
of the farmers’ economic risks by the development of market relation and by the increasing of
agricultural products’ added value via processing and sales.

4. Results and conclusions based on the SWOT analyses

The role of cooperatives can be analysed based on the SWOT principles, which are as
follows:
Strengthen:
- singly unified ownership within cooperative scheme including all steps /levels of vertically
integrated product channel;
- selling the value added products;
- ensure the continuous capital accumulation for vertically integrated cooperatives;
- innovation and modernization, extending the diversified production structure;
- strong comparative advantage, bargain positions for selling and purchasing of cooperative;
- considerable international competitiveness;
- commonly purchasing inputs and selling outputs;
- no trader out of cooperatives for selling their products, also the trading income for
cooperative;
- there is an economic competition between cooperative members;
- considerably decrease their selling prices in order to remain on market;
- cooperative strengthens the regional economic integration;
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- significant concentration in processing of main basic agricultural and food products.
Weakness:
- sometimes less income to develop economic activities of cooperative;
- get more external capital resources, increasing the risk of investment;
- cost of external capital decreases the competitiveness of cooperative;
- sometimes lack of market information, lack of market-analysis and statistical indications.
Optimum:
- No limit of market share for cooperatives provided by the law, potentially extending their
market share on domestic and world markets;
- low level of the world market prices does not makes difficulties for market extent of
cooperatives;
- basic food producers of the world economy are to cooperate with cooperative based on the
vertically integrated product channel;
- advisory service network for cooperative;
- qualified demands of food production can be followed by the cooperative;
- adequate common agricultural policy of EU.
Weakness:
- low world market prices;
- different law in other countries of the world, out of the EU;
- different virus for animal production for processing industry of cooperative, from where
they purchase meat or animal stock for processing;
- duty systems can be in some areas of the world economy.
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1. The bargain positions should be strengthened for cooperatives within large scale selling
by the large chain stores, and storing, because singly the each farmer does not enough capital
capacity to realise concentration in production, manufacturing and selling.
The bargain positions of dairy producers should be strengthened by creating co-operative cooperation of producers. Also it would be important to increase dairy producers’ own-share in
dairy processors, for which the co-operatives could get financial supports.
2. General issue is the market information is not adequate, which is resulted by lack of
market-analysis and statistical indications. Recently the Hungarian Milk Product-Council and
several agricultural economic researching institutes made significant efforts to solve this
problem.

Also the marketing activity should be extended by co-operatives and private farms, as some
experts declared: „The length and parts of selling channel are influenced by economic
developed level, characters of products and structure of market.” (Lakner, Z. - Lehota, J.
1998: 34).

3. There is a significant concentration in processing of main agricultural and food products
in European Union. The large number of small and medium scale dairy processing companies,
which should considerably decrease their selling prices in order to remain on market.

4. It was very important result of cooperatives in EU, that they could extent the infrastructurebackground for basic food and agricultural production for farmers, manufacturing and
marketing. Also advisory service network is very important to teach farmers for developing
production, marketing and storing technology in EU. The cooperative movement helps the
farmers, and their members in this issue.
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THE IMPACT OF DIRECT PAYMENTS ON THE SLOVAK
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Abstract: In the EU the importance of direct payments has been growing lately. Direct
payments have been replacing other instruments of support of farmers used within the
Common Agricultural Policy. This article describes how direct payments are implemented in
different EU Member States. The implementation of direct payments has a strong influence
on relative prices and factor markets. In particular we focus on the impact of direct payments
on land prices and on transfers of income outside primary agricultural production.
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Introduction
Slovak republic has been a member of the European Union since 2004 and Common
Agriculture Policy also applies in our agri-food sector. Current farmers’ protection support
means are implemented through direct payments within Single Area Payment Scheme. Single
Area Payment Scheme, currently used in all new Member States of the EU (except Slovenia
and Malta), is a simplified system of direct payments distribution (Ciaian et al. 2007). All new
Member States will have to switch this system to Single Farm Payment, currently use in all
old Member States of the EU (Bielik et al. 2007). After the “Health Check” of the CAP
in November 2008, all new Member States are required to apply Single Farm Payment

2428

until 2013. Direct payments adopted by Slovakia and other new Member States are
significantly decoupled, detached from production (Pokrivčák, Ciaian 2004).
Since its adoption, CAP went through many significant reforms. The main reason
for reforms was to move towards decoupled income support, which is independent
from production. Since 1960s till 1990s, price support was a major instrument used to support
the EU agriculture (Bielik, Sojková 2006). Price support instruments such as institutional
prices, import tariffs and quotas or export subsidies caused distortions at agricultural markets
and world trade and also created high surpluses of agricultural products within Member
States.
Direct payments are the farmers’ protection support instrument paid directly
to farmers from the EU budget, which is used to compensate farmers’ incomes after price
support reduction (the institutional prices were lowered within CAP reform). Direct payments
as an income support instrument were linked to specific production, so farmers were limited
to produce support eligible products. Coupled direct payments required most of EU budget
expenses and didn’t solve an overproduction of agricultural products within the Member
states.
The last reform of CAP after “Mid Term Review” of CAP introduced new form
of agricultural producers support within Member States of the EU. The Single Farm Payment
was based on direct payment completely detached from volume and sort of production. Direct
payments are fully decoupled from production, so this way they could be paid to farmers
regardless to their production. The system of decoupled direct payments increased the
freedom of farmers’ production decision making, increased their competitiveness and market
orientation, but the income stability of farmers wasn’t negatively influenced.
All direct payments within the Single Farm Payment are financed form national
budgets of Member States and then refunded from the budget of the EU. The expenditures
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used for direct payments are financed from European Agricultural Guarantee Fund - EAGF,
which replaced European Agricultural Guidance and Guarantee Fund on 1 January 2007
(Council Regulation (EC) 1290/2005).

Material and methods
To analyze an impact of direct payments on agricultural and economy of Member
States of the EU, we must focus on the ways of CAP implementation within Member States.
As direct payments are one of the means of the CAP, we describe how are the direct payment
paid under Single Farm Payment in old Member States and under Single Area Payment
Scheme in the new Member States. The impact of direct payments should meet basic
objectives of CAP implementation.

Single Area Payment
The implementation of the Single Farm Payment (SFP) was an important step
of achieving the main aim of CAP reform in 2003. The direct payments within the SFP are
decoupled from production decisions, so farmers as applicants for direct payments aren’t
constrained to produce eligible crops or breed eligible animals. The main reasons for the SFP
implementation were to provide an opportunity for farmers to produce products according
to market requirements, to support an environmental and economical sustainable agriculture,
to simplify the CAP implementation and to support of the EU position during the World
Trade Organisation negotiations. The CAP reform required from all old Member States of the
EU using direct payments normal regimes to implement the SFP by January 2007.
The main means of the SFP is an agreement about the National Ceilings for each
Member State. National ceiling is a maximum value of the direct payments allocated to each
Member State of the EU. The value of national ceilings is determined by the total direct
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payments (and equivalent payments) paid to each Member State in the historic reference
period. The values of national ceiling are shown in Table 1 for old Member States and in
Table 2 for new Member States of the EU.
All Member States are eligible to create a National Reserve, with decreasing of total
assigned value of allocated payment entitlements. Member States may use the national reserve
to increase a unit value of payment entitlements or to increase the number
of payment entitlements allocated to farmers. The national reserve is used in accordance
with objective criteria, to ensure equal treatment between farmers, to avoid market and
competition distortions. Member States may use the national reserve for young farmers who
commence the agricultural activity, or for farmers with specific disadvantages in areas subject
to restructuring or development programmes.

Table 1 National ceilings of the old Member States of the EU
Old
Member
State

[mil. Eur]

Belgium
Denmark
Germany
Greece
Spain
France
Ireland
Italy
Luxembourg
Netherland
Austria
Portugal
Finland
Sweden
U. Kingdom

614.2
1 030.5
5 770.3
2 380.7
4 858.0
8 407.6
1 342.3
4 143.2
37.5
853.1
745.6
608.8
566.8
763.1
3 985.9

2009

2010

2011

2012

2013

2014

2015

2016

611.8
1 030.5
5 772.0
2 211.7
5 091.0
8 420.8
1 340.5
4 207.2
37.5
853.1
745.2
589.5
565.5
763.1
3 975.9

611.8
1 030.5
5 772.0
2 214.7
5 108.7
8 420.8
1 340.5
4 227.2
37.6
853.1
745.2
589.5
565.5
763.1
3 976.0

614.9
1 049.0
5 853.0
2 232.5
5 282.2
8 521.2
1 340.9
4 370.0
37.7
897.8
751.6
606.0
570.5
770.9
3 988.0

614.9
1 049.0
5 852.9
2 216.5
5 139.4
8 521.2
1 340.9
4 370.0
37.0
897.8
751.6
606.0
570.5
770.9
3 988.0

614.9
1 049.0
5 852.9
2 216.5
5 139.4
8 521.2
1 340.9
4 370.0
37.0
897.8
751.6
606.0
570.5
770.9
3 988.0

614.9
1 049.0
5 852.9
2 216.5
5 139.4
8 521.2
1 340.9
4 370.0
37.0
897.8
751.6
606.0
570.5
770.9
3 988.0

614.9
1 049.0
5 852.9
2 216.5
5 139.4
8 521.2
1 340.9
4 370.0
37.0
897.8
751.6
606.0
570.5
770.9
3 988.0

Source: Council Regulation (EC) No 73/2009 of 19 January 2009
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Table 2 National ceilings of the new Member States.
Old
Member
States

2009

Bulgaria
Czech rep.
Estonia
Cyprus
Latvia
Lithuania
Hungary
Malta
Poland
Romania
Slovenia
Slovakia

287.4
559.6
60.5
31.7
90.0
230.6
807.4
3.7
1 877.1
623.4
87.9
240.0

2010

2011

2012

2013

2014

2015

2016

336.0
654.2
71.6
38.9
105.4
271.0
947.1
4.2
2 192.3
729.9
103.4
280.4

416.4
739.9
81.7
43.7
119.3
307.7
1 073.8
4.7
2 477.3
907.5
117.4
317.0

499.3
832.1
92.7
49.1
134.0
347.0
1 205.0
5.1
2 788.2
1 086.6
131.5
355.2

580.1
909.3
101.2
53.5
146.5
380.1
1 319.0
5.1
3 044.5
1 264.5
144.2
388.2

660.8
909.3
101.2
53.5
146.5
380.1
1 139.0
5.1
3 044.5
1 442.3
144.2
388.2

741.6
909.3
101.2
53.5
146.5
380.1
1 319.0
5.1
3 044.5
1 620.2
144.2
388.2

814.3
909.3
101.2
53.5
146.5
380.1
1 319.0
5.1
3 044.5
1 780.4
144.2
388.2

[mil. Eur]

Source: Council Regulation (EC) No 73/2009 of 19 January 2009

Member States have two options of direct payments under SFP implementation: basic
(historic) approach and regional (flat rate) approach. The basic difference between these
approaches is the way of creating and calculating of the direct payments. In the first approach
all farmers will receive the direct payments by using the payment entitlements, which
correspond to the amount of the direct payments (reference amounts) they received during the
reference years 2000-2002 (reference period). Payment entitlements should correspond with
hectares of eligible land cultivated by farmers, which generated the entitlements for direct
payments (reference area). The land used for permanent crops, forestry and non-agricultural
used land are not eligible as a reference area (eligible hectares). If farmers meet all the
requirements, they could apply for the amount of direct payments, which correspond with
direct payments received during the reference period. In the case when farmer have fewer
hectares of cultivated land, he may obtain the additional land back or he may decide to
transfer or sell the payment entitlements.
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The regional approach is not based on the individual farmers’ payments. The reference
amount is calculated as a sum of payments received by farmers during the reference period.
The reference amount is divided by the number of eligible hectares declared by farmers in the
year of SFP introduction. The resulting share is equal to the value of single entitlement in the
region. The value of direct payment is calculated as a multiplication of the single entitlement
and the number of eligible hectares of arable land declared by farmer in the year of SFP
introduction. In the regional approach the farmer may only sell his payment entitlements
with land together.
Member states may use hybrid models in justified cases (mixed model of basic and
regional approaches). The dynamic hybrid model is used as a transition from historic
to regional approach. In the dynamic model the historic approach is canceled gradually and
regional approach is fully implemented. The static hybrid model is a fixed hybrid model
of historic and regional approaches.
The basic SFP requirement for farmers is to respect 19 EU Directives and Regulations
relating to environment protection, food safety, public health, plants and animals welfare and
good life conditions for breed animals (Statutory Management Requirements). These
requirements together with requirement for farmers to keep cultivated land in Good
Environmental and Agricultural Condition establish Cross-compliance standards. All farmers
applying for direct payments are subject to cross-compliance, cross-compliance is compulsory
and farmers’ direct payments receiving depends on following these requirements.
All Member States are responsible for cross-compliance implementation. Member
States must establish the definition of good environmental and agricultural condition
of cultivated land, inform farmers about this definition, provide farmers with list of statutory
management requirements and establish management, control and sanction system
for cross-compliance.
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In relation to new principles and requirements for direct payments applying increased
the importance of farmers advising. Member States may establish a Farm Advisory System.
The farm advisory system cover the minimal requirements defined as statutory management
requirements – SMRs and good environmental and agricultural conditions – GAEC. The farm
advisory system is compulsory for Member States from 1 January 2007 and farmers may
participate in the advisory system on voluntary basis. The European Commission will submit
a report to the Council on the application of farm advisory system by 31 December 2010.
Council Regulation (EEC) No 3508/92 of 27 November 1992 established an
Integrated Administration and Control System – IACS for certain Community aid schemes.
IACS is complex informative system, which provides effective use of direct payments funds,
identification and registration of payment entitlements and is used for administration,
monitoring and control of direct payments.
IACS consists of:
•

a computerized database;

•

an identification system for agricultural parcels;

•

a system for the identification and registration of payment entitlements;

•

aid applications;

•

an integrated control system;

•

a single system to record the identity of each farmer who submits an aid application;

•

a system for the identification and registration of animals.

Member States are required to carry out administrative controls to verify the eligibility
conditions for aid and are responsible for coordinating of controls and checks. Administrative
controls are supplemented by on-the-spot checks to verify eligibility for the aid.
For on-the-spot checks of agricultural parcels are used remote sensing techniques and Global
Navigation Satellite System (GNSS) techniques.
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When farmers don’t comply with eligibility conditions, direct payments are subject
to reduction or exclusions.

The percentage of reduction is graduated according to the

severity, extent, permanence and repetition of the non-compliance found.
Member States carry out on-the-spot checks to verify if farmers comply with crosscompliance requirements. Member States may also use an IACS system to verify a
compliance with statutory management requirements and good environmental and agricultural
condition.
When statutory management requirements and good environmental and agricultural
condition are not complied by farmers, direct payments are subject to reduction or exclusions.
The severity, extent, permanence and repetition of the non-compliance found are considered
as sanction criteria.
The value of direct payments are reduced by 3% in the case of negligence,
in substantiated cases the value of reduction may be 5% or may decreases to 1%. In the case
of repetition of the non-compliance the value of reduction is multiplied by a factor of 3 and
the maximum reduction is 15% of direct payments. In the case of intentional non-compliance
the value of direct payments reduction is not less then 20%. In some cases farmers may be
excluded from one or several aid schemes for one or more calendar years.
The funds obtained through sanctions are credited to the EAGF and Member States
may retain 25% of those amounts.
Another important mean of CAP reform is a principle of modulation. This principle is
based on redistribution of first CAP pillar measures (direct payments financed from EAGF)
to second CAP pillar measures under rural development programming (measures financed
from European Agricultural Fund for Rural Development – EAFRD). Principle of modulation
is compulsory for all Member States. New Member States are required to implement the
modulation by 2013, when the level of direct payments paid from the EU budget will achieve
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the level of direct payment paid in old Member States of the EU. The modulation doesn’t
apply to direct payment for farmers in the French overseas departments, in the Azores and
Madeira, in the Canary Islands and in the Aegean islands. The application of modulation is
compulsory for famers granted for direct payment over 5000 Eur. The amount of direct
payments was reduced by 3% in 2006, by 4% in 2007 and by 5% from 2008 till 2012. One
percentage point (33% in 2006, 25 % in 2007 and 20% in 2008-2012) of the amounts of direct
payments generated by modulation is allocated within the Member State, where the
corresponding amounts have been generated.
The rest of corresponding amounts are allocated amongst the other Member States
on the basis of agricultural area, agricultural employment and gross domestic product (GDP)
per capita in purchasing power. However each Member State may use 80% of reallocated
fund redistributed by principle of modulation (90% in the case of Germany).
After the “Health Check” of the CAP in November 2008, the European Commission
submitted a proposal to Council about increasing of compulsory modulation up to 8%
to increase the funds for problematic measures – New Challenges concerning the second CAP
pillar measures: climate changes, bio-energy, drinking water management and biodiversity
protection.

Table 3 European Commission proposal of compulsory modulation
Amount of the
Direct Payment
under SFP

2009

from 1 to 5000 €
from 5000 to 99 999 €
from 100 000 to 199 999 €
from 200 000 to 299 999 €
over 300 000 €

0.0
2.0
5.0
8.0
11.0

2010

2011

2012

0.0
4.0
7.0
10.0
13.0

0.0
6.0
9.0
12.0
15.0

0.0
8.0
11.0
14.0
17.0

[mil. Eur]

Source: European Commission: http://ec.europa.eu/agriculture/healthcheck/before_after_en.pdf
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The proposal of the European Commission has been adopted by Council after few
modifications, the compulsory modulation increased by 5% beginning in 2009:
•

2009 (budget year 2010) + 2 i.e. 5 + 2 = 7 in total;

•

2010 (budget year 2011) + 1 i.e. 5 + 3 = 8 in total;

•

2011 (budget year 2012) + 1 i.e. 5 + 4 = 9 in total;

•

2012 (budget year 2013) + 1 i.e. 5 + 5 = 10 in total.
Progressive modulation (additional to basic one) has been established, concerning big

beneficiaries with the amount of direct payments over 300 000 Eur. Progressive modulation
increased basic one by 4% beginning in 2009:
•

2009 (budget year 2010) + 2 i.e. 5 + 2 + 4 = 11 in total;

•

2010 (budget year 2011) + 1 i.e. 5 + 3 + 4 = 12 in total;

•

2011 (budget year 2012) + 1 i.e. 5 + 4 + 4 = 13 in total;

•

2012 (budget year 2013) + 1 i.e. 5 + 5 + 4 = 14 in total.
The Council adopted other areas under New Challenges measures such as financing

of innovations or support for dairy sector restructuring.
Member States may decide to grant specific support for farmers – additional
payments. Member States may decide by 1 August 2009, 1 August 2010 or 1 August 2011
to use up 10% of their national ceilings for this specific support for farmers.
Additional payment concern:
•

specific types of farming, important for the environment protection;

•

improving the quality of agricultural products;

•

improving the marketing of agricultural products;

•

practicing enhanced animal welfare standards;

•

specific agricultural activities entailing additional agri-environment benefits;
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•

specific disadvantages affecting farmers in the dairy, beef and veal, sheep meat, goat
meat and rice sectors;

•

areas subject to restructuring or development programmes;

•

financing of insurance for crop, plants and animals;

•

financing of mutual funds used for farmers’ compensations of their economic loses
caused by animal and plant diseases or environmental incidents.
Common Agricultural Policy financing, direct payment for the EU countries included

requires most of the EU budget expenditures. The budgetary restrictions were introduced
to control the expenditures from the EU budget for financing the agricultural markets
measurements and direct payments. These restrictions don’t allow increasing the amount
of support in 2007-2013. New Member States became eligible to for direct payments funding
by joining the EU. This fact in combination with several reforms of the CAP continues
to tighten the financial discipline, because expenditures on direct payments are increasing
annually, till the level of support of new Member States will achieve the support level of old
Member States of the EU.

Figure 1 The EU budget expenditures for CAP areas

Source: European Commission
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Direct payments in Slovakia
Direct payments in Slovakia have been implemented since 2004, when Slovakia
became a Member of the EU. Direct payments in Slovakia and other new Member States
of the EU started at 25% of the level of direct payments paid within old Member States of the
EU. Direct payments then gradually increased by 5% until 2006 and then by 10% from 2007
till 2013. (Ciaian et al. 2005a, Drienková et al. 2009). All new Member States could decide
to increase the amount of the direct payments through Complementary National Direct
Payments (top-up). Complementary National Direct Payments are financed from national
budgets of Member States and rural developments funds. Top-up can achieve 30% of the EU
level, but total amount of direct payments must not exceed 100%. Top-ups are generally more
coupled to production than direct payments from the EU budget (Ciaian 2005b).
The implementation of direct payments and top-ups are shown in Table 4.

Table 4 Distribution of direct payments and top-ups in new Member States
Direct payments
from EU budget

Complementary National
Direct Payments

Total direct payments

[%]
2004

25.0

30.0

55.0

2005

30.0

30.0

60.0

2006

35.0

30.0

65.0

2007

40.0

30.0

70.0

2008

50.0

30.0

80.0

2009

60.0

30.0

90.0

2010

70.0

30.0

100.0

2011

80.0

20.0

100.0

2012

90.0

10.0

100.0

2013

100.0

0.0

100.0

Source: European Commission
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Direct payments have been granted to eligible farmers in Slovakia since 2004 and
conditions and requirements for granting are pursuant to the EU and Slovak republic
legislation. Direct payments are paid from the funds of European Agricultural Guarantee Fund
– EAGF under following support schemes:
•

single area payment scheme - SAPS;

•

payment for energy crops;

•

individual payment for sugar;

•

individual payment for fruit and vegetable;

•

transitional payment for tomatoes.
All direct payments are initially financed from national budget and then refunded

from the budget of the EU.
All applicants for support through direct payment are eligible for funds paid directly
from national budget within complementary direct payments under three following support
schemes:
•

supplementary area payment;

•

support for hop;

•

payments for big livestock unit – (BLS).

Direct payments under Single Area Payment Scheme are one of the main types
of support for farmers in Slovakia. All direct payments are subject to administration and
control through Integrated Administration and Control System (IACS) and each applicant
must be registered within the system based on identification letter (application). Farmers must
be activated by identification letter in IACS each year they apply for support. Eligible
applicant is any natural or legal person engaged in agricultural activity within Slovak republic
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territory, who is registered in Users Registry through identification letter completed
by applicant. Each applicant is required to update information provided in identification letter.
Direct payments under SAPS are granted on an agricultural land area used by one
applicant, cultivated and kept under good agricultural condition by 30. 6. 2003. Agricultural
land area (land block) eligible for direct payment should be registered and verified by the
Land Parcel Information System (LPIS) with an acreage of at least 1 hectare, which can
corresponds to more continuous parts of one culture soil block with an acreage of at least 0.3
hectares. A culture soil block represents a part of a land block (agricultural land area), which
consists of only one culture (arable soil, permanent crops, permanent grass lands, gardens,
vineyards, hop-fields) and is used by one or more farmers for production of one or more
crops. A culture soil block may consists of one or more parcels, which represent a part of the
land block or culture soil block used for production of only one sort of crop.
Each eligible aplicant may submit only one appeal for payment form per year and the
amount of support under SAPS was 121.60 Eur.ha-1 in 2009.
Another form of support financed from EAGF is payment for the cultivation of energy
crops. Energetic crops are any crops used for energy products production (products classified
as bio-fuels or electric and thermal energy produced from biomass).
Acreage of the minimal surface used for energy crop cultivation should be at least 0.3
ha of agricultural land in one part of land block and used land must be registered within Land
Parcel Information System.
Direct payments are granted to farmers only for production of energy crops covered
by a contract between the farmer and first processor or purchaser of energetic crops. The
contract specifies the applicant (farmer), the crops, the processor and the intended end use
of the raw material.
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The written declaration is made instead of contract by farmers, who process energy
crops within their holding:
•

as fuel for heating their agricultural holding;

•

for the production on the holding of power or bio-fuels;

•

to process into biogas on their holdings.
Farmers must use quantities of raw materials at least equal to representative yield and

they must submit a harvest declaration to the competent authorities with quantities of raw
material harvested.
The amount of payment for the cultivation of energy crops for 2009 was set at 45
Eur.ha-1.
Specific conditions for direct payments granted to farmers were set for individual
payment for sugar. The amount of direct payments granted to eligible producers depends
on the acreage of agricultural parcels used for sugar beet cultivation within the year 2005. The
eligible acreage size for individual payment is defined according to the list of agricultural
lands, which was an annex of the single application under SAPS in 2005. In case the applicant
did not submit an application in 2005, the eligible agricultural land size is defined as a part
of the sugar beet quantity mentioned in the contract of the economic year 2005/2006 and the
reference yield 50 t.ha-1. The amount of individual payment for sugar for 2009 was set
at 546.69 Eur.ha-1.
The eligible producers were granted for individual payment on fruit and vegetables
accoring to the acreage of fruit and vegetables in 2007 mentioned in the list of agricultural
lands, which was a annex of the single application for direct payments under SAPS.
The amount of individual payment on fruit and vegetables in 2009 was set at 40.50 Eur.ha-1.
Transitional payment for tomatoes is granted for production cover by contract between
applicant and first manufacturer from Slovakia or any Member State of the EU.
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The direct

payments are paid to the farmers according to the acreage of the grown tomatoes in actual
year, at most according to the acreage stated in the contract. After the harvest the applicant is
obliged to supply the first manufacturer with the quantity of tomatoes reaching at least the
quantity which equals to the multiplication of the tomato acreage and minimum harvest 20
t.ha-1. The amount of transitional payments for tomatoes in 2009 was set at 831.48 Eur.ha-1.

Farmers may be granted for supplementary direct payments under complementary
national direct payments (CNDP) financed from national budget of Slovak republic. Direct
payments under CNDP are supplementary national direct payments referred to the plant
production (supplementary area payment and payment for hop) and payments for livestock
units.
Eligible applicant for direct payments under supplementary area payment is a farmer,
who also applied for direct payments under SAPS. Minimal acreage of agriculture land
eligible for supplementary area payment should be at least 0.3 ha, but cannot exceed size
of agriculture land eligible for direct payment under SAPS. The amount of supplementary
direct payment for 2009 was set at 32 Eur.ha-1.
The direct payments under payments for hop are granted to hop producers according to
agricultural land area used and registered within Land Parcel Information System until 31
December 2006, reaching the acreage of at least 0.3 ha. In case the acreage claimed in the
appeal for payment overlaps 305.13 ha, direct payment is directly proportionally reduced
according to the acreage overlapped. The amount of payment for hop in 2009 was set at 322
Eur.ha-1.
Another form of farmers’ support under complementary national direct payments is
supplementary national direct payments referred to livestock units. Payment for big livestock
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units (BLS) is granted to farmers who bred animals claimed in appeal for payment for at least
for 3 months since 30 June of calendar year.
Direct payments granted to farmers cover:
•

calves under 6 months;

•

bovine animals from 6 to 24 months;

•

bulls, oxen and heifers over 24 months;

•

suckler cows over 24 months;

•

sheep and goats over 12 months;

•

individual reference quantity of milk.

Minimal amount of BLS eligible for support is at least 1 and number of BLS is calculated as
number of animals claimed in appeal for payment multiplied by coefficient for BLS
for corresponding category of animal.
The amount of supplementary national direct payment for big livestock units in 2009
was set at 148 Eur.pcs-1.

Results
With the CAP adoption, some important aims have been set and the reforms of the
CAP modified the means used to reach those aims. Decoupled direct payments granted to
farmers are used as a Common Agriculture Policy support instruments, which ensure a fair
standard of living for agricultural community. Decoupled direct payments are also income
support instruments used to compensate farmers’ income losses after guaranteed prices
reduction, so farmers’ income stability isn’t negatively influenced. Decoupled direct
payments are support instrument used to ensure undisturbed and stabilized market. Farmers
granted to direct payment may increase their agricultural production so this way the
availability of supplies may be assured and may reach consumers at reasonable prices.
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Conclusion
The reforms of the agricultural policies are carried out under objective move towards
their aims. The conditions are created to secure balanced use of natural resources, ensure
the environmental requirements and to ensure undisturbed market and international trade.
The current agricultural reform Common agriculture policy continues to ensure those adopted
standards. Reducing of policies ensuring farmers’ incomes through various price support
means and replacing them with income support measures that are independent of production
is consistent with conclusions of the Organization for Co-operation and Development
analyses and meets requirements of the World Trade Organisation.
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About discrimination of women on the labour market in the
Czech Republic
Discrimination versus preferences – the liberal view
D. Brožová1
1

University of Economics Prague, Czech Republic

Abstract: The contribution stems from following premise: that the extent and level of
women´ and men´ ambitions on the field of professional career and other spheres of life are
determined primarily by individual free choice, which is made on the base of their
preferences. The economic theory of preferences as a part of neo-classical economics presents
standard economic explanation of decisions made by microeconomic subjects, since the times
of Gary Becker in all areas of decision-making in everyday life, including discrimination and
questions about how to start and look after a family.
The contribution utilises the theory of statistical discrimination, in mentions its roots
in the Czech Republic and uncovers its economics causes, which are non-discriminating. It
outlines the possible ways to reduce discriminating behaviour of firms by new experiences
with acting of women on the labour market, which will persuade them about inefficiency of
this behaviour, by work-life balance programs and work-life style choice.
Another part of the contribution is filled with an analysis of own empirical data
obtained by direct questioning of respondents. The results essentially prove the key role of
preferences in this area. However, outside economics, the majority of sociologists, gender or
feministic authors do not use the explanation through preferences in connection to position of
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women on the labour market. They rather put stress on inequality, gender differences between
men and women, or various structural barriers or restrictions.

Keywords: discrimination, statistical theory of discrimination, preference theory, work-life balance,
work-life style

Introduction
The extent and the level of women´ and men´ ambitions on the field of professional
career are primarily determined by their individual free choice, which stems from their
preferences. The economic theory of preferences has - since the times of Gary Becker obtained its relevance for all areas of life decision making, including discrimination. My
economic view of discrimination will be based right on this theory. Preferences are highly
subjective issue of every human personality. And people are not homogeneous, they are
individually diversified, each personality is different in his or her requirements and choices of
possible ways to reduce them. Everybody creates a unique scale of preferences and priorities.
The theory of preferences then explains seeking the optimal combination of life activities
connected to work and the others, which brings the highest possible satisfactions. It is clear
that this choice, such as every other consumer´s choice, has its restrictions and is realized in
certain environment, which can create more or less beneficial conditions for the choice,
barriers and/or restrictions. Subjective preferences and human requirements also are not
constant, they can develop and change in course of time, people adapt to changes of
conditions for their decision making. The theory of preferences and seeking the optimal
combination implicates that the position of every person on the labour market, as well as rate
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of his involvement in other life activities, is a result of his individual free choice realized in
concrete social conditions. 1
The second pillar of my view of discrimination is made by property rights, as central
institute of democratic society. Property right has been – since the times of Roman law – one
of the most important institutes in private law with absolute character – it is relevant to
unlimited round of people. In democratic society, it should be an untouchable institute.
Respect of property rights preserves freedom for everybody, including freedom of contract.
Together with fundamental principles of human behaviour in market competition, in which
they continuously exist, property rights and freedom are cornerstones of rules organizing
society.
Discrimination is a phenomenon, which is often mentioned in connection to labour
market and, among others, to position of women on it. It is a multidimensional occurrence,
which can be examined and interpreted from different dimensions and points of view. And it
definitely is the economic dimension that cannot be omitted in the complex view on
discrimination. The interpretation of the term “discrimination” in general public opinion
differs from understanding of discrimination in economic theory. Discrimination in general
opinion invokes clearly negative associations, and creates demand for fast and visible
measures,

especially

administrative and

legal

restrictions,

which

would

forbade

discrimination once forever and, moreover, would eliminate it in the society. In the economic
theory, discrimination is an objective economic category, which marks certain behaviour of
economic subjects, which use the supplied market opportunities for reaching their aims. Wage
discrimination describes the process by which firms in certain conditions set price of work for

1

However, outside economics, the majority of sociologic, gender or feministic authors (female authors) do not
use this explanation (in connection to position of women on the labour market) and prefer underlining
differences, various types of restrictions and barriers.
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certain groups of workers. It is a kind of wage strategy, a category of positive economics that
does not express any normative attitude. Even Aristotle and Cicero understood discrimination
as distinguishing or distinction, for example right and wrong, good citizens and these
breaking law, truth and lie, good and evil. This distinction, although in the normative
dimension, was understood fully positively and was profitable for the society.
Methods
The theoretical base of my approach to discrimination was made by The Economics of
Discrimination by Gary Becker (1957), the article by Kenneth Arrow The Theory of
Discrimination (1973, in O. Aschenfelter – A. Rees eds.: Discrimination in Labor Markets),
where an alternative concept of discrimination on the part of employers was presented. This
concept leans on imperfect information in the process of decision-making about labour hiring.
The employers create their view in advance that certain group of workers have lower labour
productivity than another group, so they expect the possibility of hiring them for a lower
wage. Arrow himself pointed out that Edmund S. Phelps formulated independently similar
thesis. E. Phelps published in 1972 in American Economic Review his article The Statistical
Theory of Racism and Sexism, where his theory of statistical discrimination on labour market
was presented. The fundamental approach for me was the methodological individualism,
which includes efficient and rational acting of everybody on the market that maximalizes
utilities, minimalizes costs, so that enables him to be successful in competition. Next
approach was methodological positivism, consisting in empirical verification of analytical
judgements and hypothesis. The article uses results of my own questionnaire examination.

Discrimination or preferences and rational choice?
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If we focus on wage differential between men and women, it is necessary to say that
women generally earn less than men, even in countries, where sex equality is very important
and declared in precepts of law, such as France (women reach 86% of average men´ wage),
Sweden (83%) or Netherlands (78%)

2

In the Czech Republic, women reach in average

approx. 75% of average and 82% of median men´ wage. There is variety of factors that
determine wage differential between men and women and are non-discriminating. They are
results of rational and free decision of women themselves and can be explained by clearly
economic reasons.
Firstly, these are differences in human capital, which determines labour productivity
and earnings. Among employees with elementary education in our country women definitely
predominate – they are approx. one third more than men, at which wages of workers with
elementary education present only 60-70% of average wages, while among university
graduates there are one half more men than women and their wages reach 175% of average
wages. Men and women differ in the course of their professional career. Women work on the
labour market in average shorter than men (in our country approx. 4,5 hours a week less) and
their presence is usually discontinuous. It means lower labour productivity for women and
therefore lower reachable wage rate for them. And because women keep at their disposition a
shorter time for gaining profit from investments to human capital, their profit rate is usually
lower. More frequent unemployment of women (in our country 3% higher than men, when
mentioning unemployment rate, which is in comparison to EU average 1% more) devalues
their human capital and constrain from gaining profits from it. And rational employers, who
expect lower productivity from women, are ready to pay them only lower wages. Also for job
training rather a man is chosen, because he is not likely to be absent in work and firms can
participate on profits from this investment. As the theory of statistical discrimination by
2

See annex 1, table 1.
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Edmund Phelps explains, firms use general or own experience with hiring women, event.
from statistical data, because they - in situation of imperfect or asymmetrically divided
information – minimize costs of hiring labour3.
There can be much more economic reasons, why women´ wages are lower than men´.
I will mention just some of them. The hypothesis of signalization can also successfully
explain the wage differential between men and women. Those who own a university diploma
signalize better abilities then those without it, and gain a higher wage. If there is greater
number of men with degree than women in the population, then this fact may be another
possible rational explanation of analysed wage difference.
Differences in wages stem also from diversification of labour market into particular
professional markets. High demand for IT specialists or for example financial or banking
experts generates high equilibrium wages. And these specialists are mostly male, while
humanities, where wages are visibly lower, are requested rather by females. And we are again
dealing with preferences. Different wages are results of subjective individual choice of field
of study and then professional labour market.
The element of compensation that makes wages of risky jobs or jobs made in
unpleasant environment higher is relevant mostly for men, who are ready to take these jobs. A
general social convention not to hire women on these positions can also contribute to that, and
it again refers to higher wages for men in comparison to women.
Earnings of men and women can differ also because of the fact that on certain markets
wages are created by negotiations, while Trade Unions are capable of handling wages higher

3

See annex 1, table 2,3.
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than equilibrium. This is connected particularly with huge firms and branches, where the
majority of workers is represented rather by men.
Lower wages of women can be caused by the following situation of the married
couple: only one of the partners can use his (or her) best opportunity. It usually is a woman
who follows a man and his best workplace and she herself can only handle on the local labour
market with several possibilities.
A significant part of women strongly take into account their role in looking after
family and children and because of this decide about their own activity on the labour market.
Women incline to look for jobs less demanding time, performance or effort. These jobs are
occupied mostly by women, which leads, as implied by crowding model by B. Bergmann4, to
lower earnings of women. Women are often absenting at work, firms must take additional
substantive measures, which makes costs increase. These are clearly rational reasons why
firms prefer men.
My conclusion is that the existence of differences between men´ and women´ wages
on the professional markets itself does not bring any information of discrimination,
respectively its extent or intensity. A great part of the differences is a result of preferences,
rational economic choice and can be explained by clearly economic reasons.
Any optimal proportion between men´ and women´ salaries does not exist; thesis
about their equality does not have any economic justification. Equal wages not reflecting
achievement and effort are only attractive but expensive mystification, which would diminish
welfare of all the society. At the same time, I found out that the conflict of preferences of

4

Bergmann, B. (1971): The Effect on White Incomes of Discrimination in Employment.
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some women and expectations of employers can become source of discriminating behaviour.
This will be analysed in details.

Phelps´ statistical theory of discrimination
According to Edmund S. Phelps, statistical discrimination5 stems from real labour
markets: they work imperfectly and information and characteristics of workers and jobs are
scarsy and imperfect.
To explain the fundamental idea of his theory, Phelps used simple comparison: the
visitor in a foreign city is deciding where to have dinner - whether in his hotel, or in another
restaurant in the town. If he respected the rule not to eat in a hotel restaurant, because in
general it is said to be worse, and didn´t look for any concrete information, we could say he
discriminated the hotel. Although there are cases in which the hotel cuisine is better, the rule
represents rational behaviour, to utility maximalization, if the costs on classification and
comparison of restaurants are high, and the hotel restaurant is generally said to be worse.6

The employer, who wants to maximalize the expected future profit, would decide
similarly. He would discriminate women, if he was sure that they were in average less
qualified, less productive and less reliable than men. And if the cost on seeking information
about each candidate were too high. The sex is considered as the representative of relevant
data. The absolute confidence in probably advantageous employment of men in comparison

5

Statistical discrimination was described by Phelps, E. (1972), The Statistical Theory of Racism and Sexism,
Aigner, D. - Cain, G. (1972), Statistical Theories of Discrimination in Labour Markets, Arrow, K. (1973), The
Theory of Discrimination, among others e.g. Stiglitz, J. (1973), Approaches to the Economics of Discrimination.
6
See Phelps, E.(1972), The Statistical Theory of Racism and Sexism, p. 659.
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of women in that case is based on previous statistical data about men and women, on results
of sociological analyses, or on firm´s own experience.

In the case of this approach of firms, the individual is judged according to average
characteristics of group or groups, which he or she belongs to, rather than his own personal
characteristics. In some case general characteristics may be irrelevant to concrete individual
abilities and characteristics. The candidates, who differ from average member of their group,
may feel like being discriminated by the firm. E.g. a married woman, who doesn´t plan to
birth children and prefers professional career, differs from the average married woman, and
then when the firm decides between men and women, ceteris paribus (education, age,
experience), men is chosen, because he is expected not to interrupt professional career and to
produce a bigger product for the firm.

When a firm wants to hire a new worker, has just elementary information about him or
her: age, education, previous workplaces. This information usually comes from curriculum
vitae, questionnaire, or interview. It is often insufficient for the employers to reliably predict
future productivity of the worker. Trying to gain additional information on the applicant is
expensive. On the base of restricted data, which the firms keeps to disposition, the firm cannot
recognize, which applicant would be more capable, tireless, goal seeking, so more productive.
Thus, the general experience coming from average statistical data about behaviour of a certain
group, to which the worker is ordered, is used. Firm tries to minimize the costs of labour
hiring by this mechanism.
However, this approach includes a covered danger for firms. A person, for example
man, who is ordered to highly productive group and who is expected to have certain
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characteristics, although he does not have them in fact, can profit from being ordered to this
group, even if his real contribution for the firm is much lower. He can become a black
passenger and a firm can lose by this approach. On the other hand, a capable worker, for
example woman, who was ordered to low productive group, can take disutility, while the firm
would be ready to appreciate appropriately her work if it knew her real productivity.

Different expectation of firms
The main difference between male and female labour market is determined by
different expectation of firms about marginal product (MRPLM > MRPLF ). As shown in the
Figure 1, market generates higher equilibrium wage rate for male (wM > wF ).
Figure. 1. : Men´ (a) and women´ (b) labour market
wage rate
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Source: Holman,R. (2002), p.422
Demand for labour is derived from marginal productivity of labour, different supply elasticity between men and
women follow their different alternative opportunities.

If firms in general were obliged to pay women the some wage rate as men, employer
women would be more expensive for them. These firms, which would employ women, would
reach lower profit, than those which would prefere men. These firms would be disadvantaged
in competition with other firms and would lose their position and would be made to leave the
market. In the case of equal wage rates for men and women the firm would be forced to
employ less women (women employment would fall down from LF to L´F , wage rate wM )
and prefere men. Simple figure apparently shows that such regulation which ordered the same
wage rate for men and women, would worsen the position of women on the labou market.
Employment of women would fall down for sure, it would be even more difficult for them to
find a job and unemployment of women would grow. From the point of view of efficiency the
decline of employment on the female labour market means loss of product and welfare of the
whole society.
A key role is played by general experience and general expectation of firm about long
term lower productivity of women. This expectation origins from the natural role of woman in
family and in society, which worth respect. The markers deal with this situation according to
the principles of competition and efficiency. It doesn´t mean that a woman, who decides for
another model of her life, different from the traditional one, and prefers career, will be given

2458

lower wage. If her productivity of labour is on the level of expected man´s productivity, the
employer will have chance to award her according to her productivity. Hence contract of
hearing labour service is a result of market transaction; into which both sides entre on the
basis of own free decision.
In case of statistical discrimination, the firm which applies it is not losing. On the
contrary, it tries to minimize costs of hiring labour and to gain additional profit by this
mechanism. To apply average group characteristics on concrete applicants is less costly than
to seek information expensively in particular concrete cases. The behaviour of the firm is
fully rational in this case and wage discrimination is price strategy that maximizes its profit.
The employer in his/her behaviour is not prejudiced, his/her decision making is rational and
correct and in average brings additional profit by minimizing costs of hiring labour. If, for
example, one firm did not take these measures while others did, it would be in comparative
disadvantage. These who differ from average of group they are being ordered to, feel this
behaviour as problematic. It is clear that statistical discrimination will persist until the way of
behaviour of concerned groups in society changes, as well as general acceptation of this
behaviour by the society, and subsequently, experiences of firms and their expectances about
hiring women.
In situation of competition, a woman can look for another employer. In situation with
market force, as Joan Robinson showed7, firm by choice of price strategy in fact uses
conditions, which the market supplies, and maximises its advantages in them. This is also
influenced by general expectance, which can harm women.

7

Robinson, J. (1933): The Economics of Imperfect Competition.
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Institutionalization of discrimination
Statistical discrimination uses so-called gender stereotyps8 in behaviour, which are
transfered from the groups average to individual. In the case of women, an automatic
absention of certain abilities is expected so that career promotion is not possible („glass
ceiling“), on the contrary, these abilities are expected to be present in the case of men, so that
their promotion is much quicker („glass lift“). Of course, it´s not true for all the individual
people. These general stereotypes create restricted view of behaviour and possibilities of a
woman in her career, which lacks abilities and ambitions for higher position in economy or
politics. Acceptation of these principles creates a barrier and free choice for women is
restricted, it is difficult for them to break into high posts and they cannot be fully realisedmainly those who´s ambitions are higher than average. Application of this traditional point of
view on the roles of sex in the society and on the organisation of family care tends to support
this status in fact, discrimination is institutionalized, also by expectation of its transfer to
future. So, description becomes prescription of future behaviour.

Which development of statistical discrimination should we expect?
The rate of application of statistical discrimination in our country is connected to
heritage from the past. In socialistic society woman was firstly determined to look after
children and household, professional career of a woman was nearly inappropriate. Employers
adapted to this social articulation: by their requests on women´ labour, their expectances, as
8

Gender can be understood as a socially made collection of characteristics, behaviour, interests, appearance etc.,
which is in certain society connected to view of man or woman, resp., does not stem from their biological nature,
but it is created and reproduced by society. In the society, there exist generally accepted behaviour stereotypes
about gender, which present simplified visions about reality. Viz Bobek, M. – Boučková, P. – Kühn, Z (2007),
Rovnost a diskriminace, p. 231.
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well as highs of wages. General distrust to work performance and disposition of women
persists. Women are not as reliable and trustful partners for the firm as men. These
stereotypes reflect in wage supplies and support application of statistical discrimination.
My opinion is that society with functioning market and economic motives of acting,
will deal with conflict of preferences and expectances on its own. It will surely take some
time. Some women are ready to take full responsibility for their performance on the labour
market without passing it to others. Firms have to become persuaded about their performance.
It will change experiences and opinion of firms about women. Firms also have to learn how to
distinguish different groups of women, which behave differently on the labour market. The
approach and the way of appreciating their work will change. As Catherine Hakim (2000)
proves, women are very heterogeneous in their preferences and priorities, and the
development definitely goes towards diversification of preferable life styles9.
C. Hakim on the base of her own empirical research points at the heterogeneity of
women´ preferences and creates the theory about three fundamental ideal types of women (but
also men). First group is made by women preferring home and family and ready to give up
paid work. According to author’s estimations, 20% of women in the population are these (but
men only 10%). Second group are woman preferring professional career (as well as career in
politics, art, sport), make big investments into human capital and are estimated to present also
20% of population (among men this is the strongest group with 60%). The strongest and the
most heterogeneous group (with 60%) is made by women capable and ready to adapt, want to

9

C. Hakim (2000), Work-lifestyle Choices in the 21st century.
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work and at the same time do not want to give up family (these men are approx. 30%). Their
preferences develop and change in course of time.10
Even in Czech society these groups exist11 – women who are determined to prefer
work career and these who prefer household and children declare to be members of them. If
public opinion accepts their existence, women will join them more intensively. Firms will not
gain profits from using just one universal model of woman´s behaviour on the labour market.
A diversified approach to groups of women and more concrete information in every case will
be effective. When employers are persuaded that discriminating behaviour reduces their
efficiency in comparison with acting without discrimination, they will omit it. If the firm did
not appreciate the woman properly, it would lose a capable worker – to its own disadvantage.
If a woman decides to prefer family and children, it cannot be surprising that her
performance and effort at work is lower, so the wage is lower as well. Different result on the
labour market is fully legitimate, there is nothing discriminating. If the care of household and
children was shared by men and women alike, there would be possibility to upraise of wage
equality between men and women, but definitely not between these looking after family and
children and these preferring only their career. Contemporary researches also show a change
in personal strategies of young men, their willingness to accept professional career of their
spouse, as well as willingness to take more responsibility for looking after children and
household.
The heterogeneity and diversity of women together with new experiences of firms
with employing different groups of women will change behaviour of firms with labour hiring
and help to put discriminating behaviour away.
10

C. Hakim (2000) concludes that the differences between particular groups of men and women will rise. So, she
does not expect rising differences between men and women, but between men and women preferring family,
work and these ready to adapt.
11
See Annex 2.
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Discussion concerning work-life balance programs
Work-life balance programs actively seek forms of participation in the job markets
which cater to various inclinations. The appropriate interpretation of the actual term, which is
in fact indicated by the term itself, involves an individual search for the optimum allocation of
time and activities (performance & effort) to work and other activities in life. A person’s life
comprises various activities and transactions, a combination of which ultimately constitutes
lifestyle and quality of life. Every person tries to find such a combination of activities at every
stage of their life as may provide them with the maximum achievable profit and maximum
well-being in general throughout their life. Work is part of life: it is one of a person’s
activities. As a result, it makes sense to search for the optimum combination of all activities
shaping life. For the purpose of a valid simplification, all remaining activities in life could be
perceived as a group and the optimum combination of work and the other activities searched
for.12
If interpreted in this fashion, the nature of the issue is better described by the phrase
optimum combination than by the word balance. Optimum combination does not inevitably
12

The interpretation of the term work-life balance is often, mostly by various gender organizations, reduced and
understood only as balance of work and family life. Some ones refuse this term at all and find it as nonsense.
They argue that the status of balance and equilibrium in general is ideal and unreachable. They state that work is
a part of life and it is not possible to balance the whole and its part. See the article Work-life balance jako blud,
který nestojí za to (Work-life balance as a nonsense that not worth it), accessible at
http://www.vedeme.cz/index.php.searchword from June 10, 2008, that refers to article by Keith H. Hammonds
Balance is bunk! Accessible at www.fastcompany.com/magazine/html. . He writes: “It is the central myth of the
modern workplace: with a few compromises, you can have it all. But it is all wrong, and it is making us crazy.
Here is how to have a life anyway.”

2463

mean a balanced combination in the original sense of the word. And balance of activities does
not have to mean every individual’s maximum profit from the activities. In addition, balance
has a special position in economy: it is an unreachable and fleeting moment, on the road to
which a person must spend a lot of time and effort. Seeking the optimum allocation of time
and activities to work and other activities in life is a highly personal and subjective matter
because everyone tries to achieve maximum satisfaction based on a combination of all of their
activities in life. As a result, this depends on everyone’s preferences, which change during
their life hand in hand with the conditions and circumstances of their life and the way they
adapt to them. Work-life balance programs attempt to find and introduce forms of work which
allow everyone to choose such a form of work as best helps them to maximize their overall
satisfaction at a particular stage of their life: they offer choice.
Work-life balance programs originated in 1970s (Britain) and 1980s (USA) and are
based on the advancement of IT, which makes those forms of work possible. There is a close
relationship between work-life balance and well being: in Czech context, work-life balance
can be construed as a means to achieve well being. Free choice of the optimum combination
of work and other activities in life basically shapes work-life style. Work-life balance
programs are a very important tool that allows women to enter job markets and join in work,
so that they can combine work and other activities as they envisage. Large corporations, most
of them international ones, offer women a broad range of those forms of work, which tend to
become part of business etiquette in those companies.
If women wish to re-allocate their time and efforts for the benefit of their families for
some period, they can choose various forms of part-time work: if they wish to merge the role
of women within their families and first-rate performance at work, they should be given the
opportunity. Such as in the form of jobs that are unusual nowadays but whose nature is
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appropriate. Women would not have to give up their jobs, leave work and let others work in
their stead and would not lose all of their work experience and would not have to take up
part-time jobs, unless they wished to, and, at the same time, companies would not incur
additional costs and women would not be too expensive to employ. In short, their careers
should not lag behind men’s in any respect and, at the same, women workers should be just as
valuable to companies as men.
Part-time work – a good solution, for some only
The EC in particular strives for this form of work because it especially wishes to
combine women’s family and work lives, increase employment among women and maintain
their contact with the job markets. Part-time jobs13 are also one of the forms of job market
flexibility. They prevent a rapid reduction of women’s human capital and women keep some
of their work attractiveness for other potential employers. This form of work is not so
developed in the Czech Republic as in other European countries and it is not really sought
after.14 There are quite a few reasons. Companies are not really willing to give part-time jobs
because this always results in the need for an additional solution and additional costs to the
company. Part-time workers do not usually enjoy such privileges, in the form of various other
benefits, as full-time workers (such as employer contributions to pension insurance). As
regards further training at work, companies are not ready to invest so much in training
part-time workers, on quite reasonable grounds: they can only have a limited profit from the
investment.
13

Part-time jobs can have various forms; today very trendy is the model of job sharing, which is difficult to
organize and to transmit information.
14
The share of employees with partial job in 2006 in average in EU 27 was 31% of women and 8% of men. In
Czech Republic its much less – 8% of women and 2% of men. On the comparable level with us - in the number
of women – is for example Estonia (11%), Latvia (8%) or Romania (10%). On the contrary, greater share than
40% is presented by part time jobs for example in Belgium, Germany, Austria, Sweden, and Great Britain. The
highest share is in Netherlands – 75%. On the contrary, lower share of part time jobs is for example in Slovakia
or Hungary – 5% and 6%, where the salary of woman presents a necessary contribution of family budget. See
attachment 1, table 4.
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In addition, organization of part-time work clearly depends on types of job. There are
industries and jobs where work can be adapted to a part-time basis and, as a result, women
can continue to work in their professions and use their human capital. Part-time jobs exist in
schools, healthcare, and services in general, among others; on the other hand, they are quite
rare in managerial positions.15

Whenever women in the Czech Republic choose whether to work on a part-time
basis or remain outside the job market, they usually choose the latter. However, their human
capital incurs large losses as a result and it is difficult and complicated for them to return to
the job markets and the loss incurred tends to be fatal with regard to the development of their
careers compared to men’s. This is often presented as discrimination, though there obviously
is nothing discriminatory about it.
Clearly, if a woman willingly decides to have a part-time job because she wishes to
re-allocate her time for the benefit of her family for some period, without wanting to lose
touch with the job markets, this type of job market flexibility is beneficial to her. The woman
does not lose much of her work experience, remains in touch with the development of her
profession and can easily take up a full-time job later. This only occurs if she can do her
original work on a part-time basis. However, she does lose part of her work experience, which

15

Gregory M. - Connolly S. (2008), who elaborate British data, connect partial job with low wage professions,
which request only low level of education and qualification. Women, who want to work part time, do not use
their human capital and are over-qualified to these professions. This fact is one of the causes of wage differential
between men and women.
Boeri, T. - Del Boca, D.- Pissarides, Ch. (eds.) (2005) finds out, on the base of European data, the general
conclusion, that part time job differs from common professions and it is connected to atypical jobs.
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may somewhat hinder her career and the growth of her remuneration from the point of view
of our analysis.16

Systems of work without loss of full responsibility
Nonetheless, women who do not wish to leave the job markets should be provided
with opportunities allowing them to lose nothing in terms of their careers and keep up with
men. They include flexible working hours and work performed partly at home, where
permitted by the nature of work. This means that a woman is fully responsible for her
performance and a valuable employee of her company, not increasing the company’s costs.
However, the company assists the woman by means of distributing her working hours
(staggered hours, compulsed hours and annual hours) or introducing flexible working hours
(flexitime) or, where appropriate, adapting hours of work to the type of her work: hours of
work adapted to the school year (term-time working), or a system of concentrated hours
during the working week (compressed work-week), with alternating “short” and “long”
weeks, and various forms of work in a place other than the working site (home working,
teleworking and e-working). These work options should also be available to men who are
willing to assume part of their responsibility in terms of looking after their children and
households.17 Programs like this are especially offered by large international corporations in
the Czech Republic, such as Hewlett-Packard, IBM and Siemens AG, which have more
experience of women in places where they are personally responsible. A sufficient variety of

16

According to research of British Commission for Equal Opportunities a woman who worked one year part
time, would 15 years later earn 10% less than another woman, who worked still full time. See Wichterlová, L.
(2007), p. 21.
17

Already mentioned C. Hakim remarks that these are man above all, whose free choices are fundamentally
restricted in the society. Men are not allowed to realize their individual preferences, because society expects
them to bear the role of bread-winner in the family.
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social services, i.e., a developed social infrastructure, is a prerequisite for women to be able to
return to work early and fully focus on their work.
I would like to give you an encouraging example from outside the business sector.
You can find the inspiration for measures like this in France, among other countries. If a
woman judge takes maternity leave there, she can have one month off before she gives birth
to her baby and three months after that. Temporarily, she is allowed to work from her home
on a part-time basis during the four months, unless prevented by the nature of her work. No
special measures are taken by her manager during such a long time off work. The judge has to
do her work herself. Her work is not transferred to anyone and the court does not incur
additional costs. The judge’s career can continue without interruptions or losses of any sort.18
Conclusion: What can we expect for the future?
The social role of a woman in the society which is based on traditions and conventions
institutionalized the traditional position of women in family relations and at work. If a woman
decides to have a family and children, it cannot be surprising that her performance and efforts
at work will be lower. Getting work experience will be slower and thus also the career growth
in females compared with males. But if a female prefers work career, she wants to have a job
demanding a lot of efforts, time and responsibility, she should have the freedom to choose.
And the freedom should be provided both by the employer and the society. Czech companies
still do not believe women much19 and also the opinion of our society about a woman's career

18

Information about this way of work in France came from JUDr. Lenka Knapčuková, PhD. on a seminar
dealing with sex discrimination in Brno, May 20 2008

19

Their past experience is rather to the contrary, that is why certain irrationality can be seen in this acting. K.
Machovcová from Gender Studies writes: “… for a woman to be successful, she needs to prove it to the
company much more …” It is because companies are not afraid that women do not have sufficient skills to
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is not very supportive. It is a fact of common knowledge that e.g. females in managerial
positions must face social pressure not to transfer the care of their children to a third person.
They must resist the generally introduced and respected requirements of the society and suffer
negative condemnation of the public opinion if they do not conform to them. This can also be
accompanied with the subjective feeling of guilt that they do not spend enough time with their
children. Therefore, they must assert in the environment where it is supposed that the priority
role of a woman is in the family and that limited performance at work is inevitable.20

In the future we can expect that females will be approximating to males as for their
education, work experience and performance. Young women want to get education, travel and
have their work career. The age of entering into marriage and birth of the first child is getting
higher and till the time when the woman's career is already started and directed. Early return
to the labour market will result in the situation that women will get much more work
experience than in the past. Also, increasing the retirement age persuades women that they
will be working for a long time and there will be enough time to use the investment into
education and professional preparation. Therefore, it all leads to such conclusion - that greater
diversity in female preferences can be expected that will be moving from the unified model of
a "typical, average woman". Companies had better move away from this view because with
the expectations like these they can lose superior employees and they could become

perform the respective work, but they expect that a woman will automatically prefer motherhood and parenthood
and will leave the job for longer time. Machovcová, K. (2007), p. 13.
20
This was proved e. g. by the results of the qualitative research among Czech male and female managers
carried out in 2006 in a selected sample of males and females in the middle and top management positions in
branches of large supranational companies, in smaller companies with the Czech capital as well as in budget
organizations and subsidized organizations in various spheres of the national economy. Gender in Management.
Qualitative research of conditions and inequalities in the Czech Republic. Prague, Research Institute for Labour
and Social Affairs 2006
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disadvantaged compared with other companies. More diversified approach and better
information will be more effective for companies in each individual case.

Also shift in roles of males and females can be expected in the family and the care for
children and household operation. If a man and a woman desire a family, it depends on them
how they will distribute their roles in the household. So far women are those who bear most
of the responsibility. However, it is possible that when the young generation takes up the
managerial positions, radical changes in distribution of work will happen. According to a
research by the SC&C Agency that was attended by a thousand of males it was proved that
more than half of them (51%) prefer their wives to take care of household and children. But
younger, single men without children preferred a representative wife with her own career.
23% of all the respondents would choose a partner who is attractive, confident and ambitious,
but these included mostly young, single men without children.21 This is also reflected in
change of personal strategies of males and their greater involvement in care for children and
household. The changed expectations of companies regarding the work performance of
females should contribute to growth of relative income of females and gradual suppression of
statistic discrimination.
We can also expect e. g. extending the processes increasing the level of awareness of
the entities in the market, which will lead to increase of the level of perfection in the markets
and thus also the gradual suppression of the conditions suitable for discrimination and
disappearance of discrimination behaviour because it will not longer be rational. The trust of
companies in work performance of women, or of their certain groups, will be increased.

21

See results of the SC&C Agency in Magazín DNES 34/2007
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All this can contribute to change of experience and subsequent behaviour of
companies, but it will be a long-term process. We cannot neglect the fact that sale of labour
force is a bilaterally voluntary market transaction based on free decision of both involved
parties. Neither party may accept the conditions that it regards to be disadvantageous. As an
employee may choose a job with higher benefit for him/her, it is also the legitimate right of a
company to select their employees and to create work teams that will work best towards its
aim. As an employee does not have to accept every job offered, so a company does not have
to hire every applicant. If a company hires a woman and she does the same amount of work of
the same quality as a man, she is entitled to the same conditions and the same pay as the male.
Every other decision is economically unjustified, socially unacceptable and the agent
discrediting in every respectable society.
We should not forget that selling the service of work is reciprocally voluntary market
transaction based on free decision of both involved sides, while property rights are respected.
Property right means the right of the owner to use the object, to obtain its fruits and benefits,
to deal with the object and to decide about its future. Property rights cannot be restricted,
nobody can order to the private owner who should and should not be employed and for what
wage. Any side does not have to accept conditions that finds disadvantageous. The worker is
allowed to choose workplace with highest utility, as well as the firm have a legitimate right to
choose their employees. The worker does not have to accept every supplied workplace, as
well as the firm does not have to accept every applicant.
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Notes
1

However, outside economics, the majority of sociologic, gender or feministic authors (female authors) do not

use this explanation (in connection to position of women on the labour market) and prefer underlining
differences, various types of restrictions and barriers.

2

See annex 1, table 1.

3

See annex 1, table 2,3.

4 Bergmann, B. (1971): The Effect on White Incomes of Discrimination in Employment.

5 Statistical dicsrimination was described by Phelps, E. (1972), The Statistical Theory of Racism and Sexism,
Aigner, D. - Cain, G. (1972), Statistical Theories of Discrimination in Labour Markets, Arrow, K. (1973), The
Theory of Discrimination, among others e.g. Stiglitz, J. (1973), Approaches to the Economics of Discrimination.

6 See Phelps, E.(1972), The Statistical Theory of Racism and Sexism, p. 659.

7 Robinson, J. (1933): The Economics of Imperfect Competition.

8 Gender can be understood as a socially made collection of characteristics, behaviour, interests, appearance etc.,
which is in certain society connected to view of man or woman, resp., does not stem from their biological nature,
but it is created and reproduced by society. In the society, there exist generally accepted behaviour stereotypes
about gender, which present simplified visions about reality. See Bobek, M. – Boučková, P. – Kühn, Z (2007),
Rovnost a diskriminace, p. 231.

9 Hakim, C. (2000), Work-lifestyle Choices in the 21st century.
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10 C. Hakim (2000) concludes that the differences between particular groups of men and women will rise. So,
she does not expect rising differences between men and women, but between men and women preferring family,
work and these ready to adapt.

11 See annex 2.

12 The interpretation of the term work-life balance is often, mostly by various gender organizations, reduced and
understood only as balance of work and family life. Some ones refuse this term at all and find it as nonsense.
They argue that the status of balance and equilibrium in general is ideal and unreachable. They state that work is
a part of life and it is not possible to balance the whole and its part. See the article Work-life balance jako blud,
který

nestojí

za

to

(Work-life

balance

as

a

nonsense

that

not

worth

it),

accessible

at

http://www.vedeme.cz/index.php.searchword from June 10, 2008, that refers to article by Keith H. Hammonds
Balance is bunk! Accessible at www.fastcompany.com/magazine/html. . He writes: “It is the central myth of
the modern workplace: with a few compromises, you can have it all. But it is all wrong, and it is making us
crazy. Here is how to have a life anyway.”

13 Part-time jobs can have various forms, today very trendy is the model of job sharing, which is difficult to
organize and to transmit information.

14 The share of employees with partial job in 2006 in average in EU 27 was 31% of women and 8% of men. In
Czech Republic its much less – 8% of women and 2% of men. On the comparable level with us - in the number
of women – is for example Estonia (11%), Latvia (8%) or Romania (10%). On the contrary, greater share than
40% is presented by part time jobs for example in Belgium, Germany, Austria, Sweden, and Great Britain. The
highest share is in Netherlands – 75%. On the contrary, lower share of part time jobs is for example in Slovakia
or Hungary – 5% and 6%, where the salary of woman presents a necessary contribution of family budget. See
attachment 1, table 4.

15 Gregory M. - Connolly S. (2008), who elaborate British data, connect partial job with low wage professions,
which request only low level of education and qualification. Women, who want to work part time, do not use
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their human capital and are re-qualified to these professions. This fact is one of the causes of wage differential
between men and women.
Boeri, T. - Del Boca, D.- Pissarides, Ch. (eds.) (2005) finds out, on the base of European data, the general
conclusion, that part time job differs from common professions and it is connected to atypical jobs.

16 According to research of British Commission for Equal Opportunities a woman who worked one year part
time, would 15 years later earn 10% less than another woman, who worked still full time. See Wichterlová, L.
(2007), p. 21.

17 Already mentioned C. Hakim remarks that these are man above all, whose free choices are fundamentally
restricted in the society. Men are not allowed to realize their individual preferences, because society expects
them to bear the role of bread-winner in the family.

18 Information about this way of work in France came from JUDr. Lenka Knapčuková, PhD. on a seminar
dealing with sex discrimination in Brno, May 20 2008.

19 Their past experience is rather to the contrary, that is why certain irrationality can be seen in this acting. K.
Machovcová from Gender Studies writes: “… for a woman to be successful, she needs to prove it to the
company much more …” It is because companies are not afraid that women do not have sufficient skills to
perform the respective work, but they expect that a woman will automatically prefer motherhood and parenthood
and will leave the job for longer time. Machovcová, K. (2007), p. 13.

20 This was proved e. g. by the results of the qualitative research among Czech male and female managers
carried out in 2006 in a selected sample of males and females in the middle and top management positions in
branches of large supranational companies, in smaller companies with the Czech capital as well as in budget
organizations and subsidized organizations in various spheres of the national economy. Gender in Management.
Qualitative research of conditions and inequalities in the Czech Republic. Prague, Research Institute for Labour
and Social Affairs 2006

21 See results of the SC&C Agency in Magazín DNES 34/2007.
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Annex 1 - Tables
Table 1: Average earnings of women to average earnings of men (in %)

1.

Malta

96,4 15.

Great Britain

81,8

2.

Slovenia

90,5 16.

Italy

81,7

3.

Luxembourg

89,0 17.

Spain

80,7

4.

Ireland

86,5 18.

Finland

79,9

5.

France

85,8 19

Netherlands

78,0

6.

Denmark

85,7 20.

Portugal

77,6

7.

Belgium

85,0 21.

Slovakia

77,0

8.

Greece

85,0 22.

Cyprus

76,0

9.

Hungary

85,0 23.

Estonia

75,7

10. Lithuania

83,6 24

Czech Republic

74,9

11. Latvia

83,5 25.

Germany

74,0

12. Poland

83,0

EU 25

82,5

13. Sweeden

83,0

14. Austria

82,0

Source: European Industrial Relations Observatory (EIRO), 2006.
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Table 2: Labour market of women and men in Czech republic (2007)

Women

Men

Economic activity rate (%)

63,3

77,6

Participation rate 15+ (%)

49,8

68,3

Participation rate 15 - 64

62,2

78,0

Unemployment rate ILO

6,7

4,2

Average worked hours (full time, hours/week)

36,5

41,0

Average worked hourse (part-time, hours/week)

20,4

19,9

Part-time rate (%)

8,6

2,3

Source: Focus on women on men. Prague, Czech statistical office, 2008, Labour and earnings.
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Table 3: The employees and unemployees structure by education in Czech republic (
2007, thous. persons)

Secondary

Secondary

Basic

University
without GCSE

without GCSE

women

men

women

men

women

men

women

men

employed

158,0

107,4

611,5

1079,7

854,1

716,2

263,9

319,8

unemployed

40,4

33,3

66,0

60,6

41,0

22,6

5,3

7,1

Source: Focus on women on men. Prague, Czech statistical office, 2008, Labour and earnings.
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Table 4 : International surveys – share of persons with part-time job as a share of total
employment (in %)
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Country

Share of emloyees with parttime work (%)
women

men

EU 27

31,2

7,7

EU 25

32,6

7,7

Belgium

40,6

7,5

Bulgaria

2,1

1,3

Czech Republic

8, 5

2,3

Denmark

36,2

13,5

Germany

45,8

9,4

Estonia

12,1

4,3

Ireland

32,3

7,2

Greece

10,1

2,7

Spain

22,8

4,1

France

30,2

5,7

Italy

26,9

5,0

Cyprus

10,9

4,4

Latvia

8,0

4,9

Lithuania

10,2

7,0

Luxembourg

37,2

2,6

Hungary

5,8

2,8

Malta

24,9

4,4

Netherlands

75,0

23,6

Austria

41,2

7,2

Poland

12,5

6,6

Portugal

16,9

8,0

Romania

10,4

9,2

Slovenia

11,3

7,7

Slovakia

4,5

1,1

Finland

19,3

9,3

Sweden

40,0

11,8

United Kingdom

42,3

10,9
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Source: Eurostat 8.8.2008. Focus on women on men. Prague, Czech statistical office, 2008, p. 166 .
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Annex 2.
a) Results of empirical research
I have conducted my poll by means of direct interviews and I have obtained 108
properly completed questionnaires, each of which contained seven questions, and I selected
my respondents on the basis of sex, age, education and size of town, so as to make the poll as
representative as possible.
Fewer than one third of the respondents thought that the issue of the position of
women in the Czech Republic was a problem. More than half of the men and women believed
that the percentage of women among top professionals, senior managers and high-ranking
public officials reflected women’s interests and preferences, despite the fact that it was lower
than the percentage of men. Men and women alike considered lack of self-confidence, lack of
courage and focus on different aspects to be the biggest obstacles on the part of women.
Women added lack of time, as they wish to devote it to other activities. As regards the ways
to increase women’s engagement, both men and women are quite clear about this: nearly half
of them believe that the situation will not change, unless women themselves wish to achieve
those positions. A mere 10% of respondents, that is to say, almost the same percentage of men
and women, supported quotas and other positive discrimination measures. Obviously, women
do not wish to be commandeered into those positions. Also, the attitude to active employment
was quite apparent: no one except 6% of women believed that it could solve anything.
Whereas 48% of women respondents considered the percentage of women in top
professional positions to be low, only 29% of them would like to have jobs like that. The
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question is, which women should want to have jobs like that? Women are interested in top
professional positions much less than generally believed.
My poll has also revealed that there are groups of men and women with clear-cut
attitudes now: clearly preferring their careers or their families. Among men, the group
focusing on careers was more numerous (17%) than that focusing on the family (9%); as far
as women are concerned, the groups clearly focusing on the family and careers were of the
same size (13%). However, based on my interviews with the respondents, I believe that there
would have been more of those preferring one or the other option. A number of the
respondents finally decided to apply an adaptive approach combining both, because they
thought it was balanced and sort of “correct.” In any event, they made their decisions on the
basis of social expectations rather than their own preferences.

b) Questionnaire
Respondent: Male – Female
Age:

18 – 30

30 – 40

40 – 50

50 – 60

60+

Education:
elementary
secondary – without GCSE
secondary – with GCSE
university

1. Do you feel that the question of women´ position on the labour market is urgent problem
that needs solution, that touches you personally or someone you know well? Yes – No
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2. Do you consider the presence of women on top positions in professions, in reaching high
manager and public political posts
a) reflecting interests and preferences of women, although it is lower than the presence of men
b) low, because women are interested in these posts, and want to reach them more often
3. What do you consider as the biggest barrier for women in reaching top positions?
- women themselves and their preferences (are different)
-lack of self-confidence and courage
-aversion for risk and uncertainty
-lack of time (that should be spent with family)
-opinion that this is the job for men
-men themselves
-social tradition and culture
-government and its policy
-other reason?
4. What would help to improve this situation?
-change of women´ preferences
-trainings of assertivity for women
-quotas for women
-positive discrimination of women
-Antidiscrimination Act
-other
5. And you, personally, are you interested in achieving top manager or political post?
Yes – No
2485

6. Work life style – which of them do you prefer? (mark one of the group)
a) Focus on family and household
-family, children are the fundamental life priority
-preference rather not to work
-education is intellectual value for life and cultural capital
-number of children is influenced by family welfare and social policy of government
b) Adaptive approach
-interested in combining work and family
-ready to unexpected career as well as to leave the labour market temporarily to look
after children
-education is considered as qualification for professional life
-concrete choice depends on job opportunities, taxes, employer and advantages
provided, on employment and social policy
c) Focus on work
-a great life priority is work and professional career (or its equivalent in sport, art,
politics)
-great investments into education as condition of career
-high sensitivity on economic and politics opportunities
-growing up children is often submitted to other people, it is a clearly own decision,
without any links to social policy of government.
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CHANGES IN THE SECONDARY PROFESSIONAL
EDUCATION IN NITRA REGION WITH A FOCUS ON THE
FOOD-PROCESSING EDUCATIONAL PROGRAMS

E. ČERNÁKOVÁ1
1

Slovak University of Agriculture, Nitra, Slovak Republic

Abstract: The membership of Slovak Republic in European Union and its institutions has
determining impact on changes and orientations in the development of our vocational
education system. It is necessary to coordinate national classification of various fields of
study with international classification of educational fields, to improve and increase
effectiveness of experimental verification of newly introduced fields of study, to create
system of introducing of broadband study fields for relevant positions at the labour market, as
well, and to orient vocational education toward economic politics, employment politics and
regional developmental politics. Also, it is necessary to analyze the contemporary status and
further possibilities of co-operation among institutions and organizations at the labour market
and the educational system.
Key words: Vocational education, field of study, reform in educational system

Introduction: Already for a longer time the comprehensive content and structural change in
divers scope and sense is being implemented at all levels of the education system in Slovakia.
Educational reforms are caused mainly by new requirements on education take in
consideration changes in research and development. Endeavour of the educational policy is to
design adequate system of education and the content of education so that the strategic
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innovation processes can be applied. Establishment of educational programs is an open
process of planning, implementation and evaluation of institutional education and requires
decision-making and practical solutions at the state level and schools. This is important
because the relationship between learning and teaching programs and the world of work are
not clear. The direct connection to concrete occupation ceases to be determining, the emphasis
is rather given on the development of key competencies and lifelong learning. There is still a
contradiction between the specifically oriented labour market requirements (the preference of
the concrete preparation for the occupation and obtaining of thorough professional skills and
habits) and more general needs of society and the individual (preference of the adaptable and
flexible graduate).
Basic concepts: Secondary professional school (Průcha, Walterová, Mareš, 2001, s.231)
provides upper secondary education and prepares principally for professional occupations,
including technical, economic, pedagogic, health care, social and legal, administrative, artistic
and cultural, as well as for study at universities. The various types of secondary professional
schools include agricultural secondary school, secondary fruit-wine school, secondary school
of forestry, secondary veterinary school and secondary industrial schools such as foodprocessing schools. Secondary industrial schools prepare students for the performance in
professions in various sectors of national economy (industry).
Secondary professional training schools (SPTS) provide training for skilled labour and
professional occupations, especially for occupations requiring specialized skills and certain
technical and occupations of an operational nature in fields of industrial and agricultural
production, construction, transport, trade and services. SPTS are established by self-governing
regions, in particular cases by regional authorities after a consultation with relevant bodies
and employers' organizations and with the consent of the Ministry of Education of SR. SPTS
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offer study programs –3-years study programs without graduation exam and 4-year programs
with graduation exam.
In recent years, Associated secondary schools starting to be established by merging secondary
professional schools and secondary professional training schools with the same or a similar
orientation. The aim is to effectively manage the educational process, to improve the use of
personnel and physical facilities of schools (Act No. 29/1984 Coll.).
United Secondary Schools represent another type of integration of schools and school
facilities with the consent of the founder under the joint management. United schools have
one common director. Schools retain their original mission and professional-pedagogical
function as separate organizational units under the direction of one professional-pedagogical
supervisor – deputy. Running of the school is common. United school is a legal entity.
The labour market in last years has only be formed. It focused on the evidence of
unemployment and free job vacancies, without deeper analysis of the need for skilled workers
in the longer term within expected development of sectors of national economy. Fast growing
pace of innovation in industrial technologies significantly increase the productivity and the
quality of production. At the same time it reduces the requirements for low-skilled workers.
Niche training becomes ineffective. Employers in the economically developed countries
recruit primarily people who have higher education, a good language knowledge, life
sciences, information technology, who understand technological processes and who can
creatively solve problems independently and work in teams, are oriented in new information,
they have a willingness to learn and are adaptable (Turek, Rosa, Zelina, 2000, p.5). The
interest of parents and students is oriented primarily on graduation study programs – this
interest is not always confronted with the labor market needs in the region. One of
consequences of the transformation of vocational education and training is also the reducing
the number of study programs at secondary schools.
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Material and methods: We focused on the analysis of the state of secondary professional
education with a focus on agri-food sector in Nitra region within the framework of the
research project KEGA No. 432/01190 „The state of the secondary professional agri-food
education in Nitra region and the proposal for its optimal structure“.
Key schools in the Nitra region with food-processing courses are: United school Slančíkovej
ul. 2, Nitra – organization unit Secondary food-processing school, Secondary food-processing
training school, Cabajská 6, Nitra, Secondary food-processing training school, Krušovská
2091, Topoľčany. The survey took place in these schools in June 2008. We used the
Questionnaire designed by our research group and the controlled interview. The survey was
done among vocational teachers. The questionnaire had 4 lines. Teachers answered what
programs do their schools offer and which of them are opened in the school year 2007/08.
Here we studied the supply and the need (demand) in the food-processing industry (questions
1 to 4). We also calculated the views of teachers on whether study programs meet needs of the
region and whether there is a sufficient cooperation of schools with practice (questions 16 to
22). We have obtained 12 completed questionnaires: 5 from the United school Slančíkovej ul.
2, Nitra – organization unit Secondary food-processing school, 3 replies from Secondary
food-processing training school, Cabajská 6, Nitra and 4 replies from the Secondary foodprocessing trainingg school, Krušovská 2091, Topoľčany. The number of questionnaires is
shaping the analysis that is qualitatively divided among schools.
Results and discussion:

United School Slančíkovej ul. 2, Nitra - organization unit

Secondary food-processing school. This school has several organizational units; already
mentioned food-processing school, hotel academy, secondary sports school and one year
running secondary language school. Food-processing school offers all study programs in
Table 2 except for no. 14 (the operator of food production), i.e. 12 programs, but in school
year 2007/08, only 4 study programs were active – food-quality evaluator; entrepreneurship in
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food industry; nutrition, health and food safety assessment and nutrition and sports. The
consistency of the content of several organizational units is visible. Programs nutrition, health
and food safety assessment and nutrition and sport respond the need of the current trend of
society to pay increased attention to health of people in connection with lifestyle. This can
also be found in the concepts of the Ministry of Health of SR. Universities responded this
trend several years ago, now also secondary professional schools respond.
Teachers of subjects focused on food industry teach mainly in the secondary food-processing
school and some subjects (such as Science of Food, Nutrition ...) are taught at the hotel
academy. They highlight in questionnaire responds that it is important to train professionals
for the food industry and that food production has particularly in Nitra and its surroundings
rich tradition. However, parents and pupils are more interested in programs in the area of
services (Academy Hotel) and have unrealistic expectations from these programs. Teachers
think that pupils today have no interest in professions with the possibility of heavy manual
work, as it is essential food production. In Nitra and its surroundings, the conditions for
employment of food-processing programs’ graduates have been radically changed –
agriculture changed it character (smaller enterprises with smaller production) and in last few
years, big food-processing factories such as sugar-factory, cannery, brewery, mills, meatprocessing plant has been closed. From traditional big food companies remained dairy factory
(Tami) and Nitra Bakery (Nipek).
These factors also influenced the development of secondary food-processing training school
(SFPTS), Cabajská 6, Nitra. The SFPTS opened three training programs: pastry chef;
confectioner; baker; biochemist - dairy production; butcher – deli-producer; four-year training
program pastry chef – baker, study program for the food industry marketing staff and twoyear post-secondary graduation program food production. Teachers of vocational subjects
reflect the smaller interest of pupils in the program biochemist - dairy production and butcher,
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and on the other hand greater interest in programs baker; confectioner or baker for four-year
study program confectioner – baker and high interest in the food marketing staff. Similarly as
in the united school, there is also increased interest in the fields of service. In the program
pastry chef, the study can be oriented on the gingerbread production as the traditional Slovak
product. Teachers expressed the view that it would be worthy to support home production –
Slovak food production with an emphasis on traditional products (dairy cheese, meat
specialties, gingerbread ...). For pupils of the ninth year of study at primary schools, four-year
training programs oriented on two specializations such as butcher – deli-producer and pastry
chef – baker are interesting. These programs prepare professionals for food production in two
specializations at once, and hence pupils obtain two indentures, and so this way the close
specialization of graduates can be avoid.
Secondary food-processing training school, Krušovská 2091, Topoľčany has opened in
2007/08 two study programs: operator of the food production and the marketing staff and
three training programs baker, confectioner and butcher. SFPTS Topoľčany was founded in
1964 with two training programs: biochemist maltster and mechanic. Teachers think that these
programs do meet needs of the labor market in the region and the pupils’ interest in foodprocessing programs is moderate. In the free response (line 22), they confess that all pupils (or
their parents) would like to finish studies graduation, although naturally a part of pupils have
not sufficient learning habits and talents to achieve the graduation and also some professions
require more manual skills.
It should be highlighted that at each secondary professional school, pupils learn foreign
languages what prepares them well for the European labor market; the emphasize is also on
economic subjects, so that graduates from secondary food-processing schools are able to start
their own business. This increase their possibilities to be successful on the labor market in the
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region. Table 1 and 2 shows the current study and training food-processing programs which
are in the "menu" of secondary professional education.
Table 1

Training food-processing programs

1

2878 2 01

Biochemik – mliekarenská výroba

2

2878 2 02

Biochemik – výroba piva a sladu, nealko nápojov
a spracúvanie minerálnych vôd

3

2955 2

Mäsiar, lahôdkár (1)

4

2959 4

Potravinársky priemysel

5

2962 2

Pekár

6

2963 2

Mlynár a cestovinár

7

2964 2

cukrár

8

2965 2 01

Cukrovinkár pečivár – výroba cukroviniek

9

2965 2 02

Cukrovinkár pečivár – výroba trvanlivého pečiva

10

2968 2 01

Mäsiar údenár – spracúvanie mäsa a mäsových výrobkov
/útlm/

11

2968 2 02

Mäsiar údenár – predaj mäsa a mäsových výrobkov /útlm/

12

2970 2

konzervár

13

2982 4 01

Potravinárska výroba – mäsová a údenárska výroba

14

2982 4 02

Potravinárska výroba – pekárska a cukrárska výroba

15

2982 4 04

Potravinárska výroba – mliekarská výroba

16

2982 4 07

Potravinárska výroba – spracúvanie cukru a perníka –
špeciálne techn.

17

2982 4 08

Potravinárska výroba – výroba piva a sladu, nealko nápojov,
spracúvanie minerálnych vôd
Source:
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own

research

Table 2

Study food-processing programs

1

2940 6

potravinárstvo

2

2940 6 01

Potravinárstvo – výroba cukru a cukroviniek

3

2940 6 03

Potravinárstvo – spracúvanie múky

4

2940 6 04

Potravinárstvo – kvasná technológia

5

2940 6 05

Potravinárstvo – spracúvanie mlieka

6

2940 6 06

Potravinárstvo – spracúvanie mäsa

7

2940 6 07

Potravinárstvo – konzervárstvo

8

2940 6 08

Potravinárstvo – podnikanie v potravinárstve

9

2940 6 09

Potravinárstvo – potravinár – kvalitár

10

2940 6 10

Potravinárstvo – syrárstvo a fermentované výrobky

11

2940 7 01

Potravinárstvo hygiena potravín

12

2949 6

Výživa, ochrana zdravia a hodnotenie potravín (1)

13

2951 6

Výživa a šport

14

2960 4

Operátor potravinárskej výroby
Source: own research

New programs in the group of programs 29 Food industry has gained experimental programs
nutrition, health and food safety assessment, nutrition and sports, food processing, butcher –
deli-producer, pastry chef – baker.
Table 3 provides an overview of food/processing and agricultural programs in different
districts of Nitra. The Table 3 provides number of courses that schools offer i.e. they are not
opened each school year in the same number and the same composition.
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Table 3

Number of food-processing and agricultural programs in districts of Nitra
Region

OKRES

POTRAVINÁRSKE

POĽNOHOSPODÁRSKE

ODBORY
n

%

12

23,1

Nové Zámky

3

Komárno

SPOLU

ODBORY
%

n

%

9

9,6

21

14,4

5,8

13

13,8

16

10,9

2

3,8

14

14,9

16

10,9

Nitra

31

59,6

22

23,4

53

56,4

Levice

4

7,7

25

26,7

29

19,9

Šaľa

0

0

9

9,6

9

6,2

Zlaté Moravce

0

0

2

2,1

2

1,4

52

100

94

Topoľčany

spolu

n

100

146

100

Source: own research

Some, usually Associated secondary schools have in their offer training programs
confectioner or baker. These are Associated secondary school, Šurany; Associated secondary
school, Levice,; Associated secondary school of transport and services Jesenského 1, Nové
Zámky; Associated secondary school, Zlaté Moravce; Secondary professional training school
of business, Kalná nad Hronom, Associated secondary school of trade and services, Komárno;
Associated school of horticulture and agriculture, Kravany.
Conclusion : Requirements for the optimization of educational system in Slovakia rise from
the priorities of the strategic orientation of secondary professional education and training.
Priorities are related to the role of schools: to prepare graduates for work in a rapidly
changing society with changing labor market requirements, with the opportunity to apply on
the European labor market.
The research results show that secondary food-processing schools and training schools offer a
variety of food-processing study programs and training programs corresponding the tradition
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of the region and satisfying the requirements of the labor market. Schools feel little interest
for traditional food-processing technology programs which educated specialized experts. In
nowadays, the interest is in programs that can be a springboard for various specializations in
employment practice of the graduate, such as. food-quality evaluator, entrepreneurship in
food industry, baker – confectioner ... This raises the requirements for many changes,
especially in professional education. Changes are aimed at improving the impact of the
educational process and the flexible professional training for work in Slovakia and abroad; at
lifelong learning and at positive application in personal, professional and social life. It is
necessary to monitor foreign trends in professional education and training, mainly in EU
countries, and use this knowledge in development of study and training programs and in
continuous education of teachers. It is necessary to promote the creation and implementation
of local – regional educational policy, design in collaboration with employers, parents,
government bodies etc. It is appropriate to modify general education and focus rather on the
development of key competencies, as opposed to just focusing on theoretical knowledge. It
would be essential that schools, parents, pupils could benefit from greater flexibility in what,
how and when to educate. It is therefore appropriate to promote independence, responsibility
and also to create the quality control system of education. To encourage linking the education
with the real life. To review teaching documentation each five years. The competitive
environment among professional schools will arise by natural evolution and this will lead to
efforts to achieve the highest quality of study programs and so the training offer.
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APPLIED PROBLEMS OF FINANCIAL MATHEMATICS ON
THE WEB SITES
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Abstract: In the paper we deal with applied problems of financial mathematics in
mathematical education at the Faculty of Economics and Management at the Slovak
University of Agriculture (FEM SUA) in Nitra. The aim of this contribution is to show some
applications of mathematical apparatus in financial practice. Not only has the mediation of
theoretical knowledge to students been necessary in the teaching process but also possibilities
of application in financial practice what is also shown in problems. In the paper we present
some possibilities of financial applications via electronic study materials. The study materials
are created in the form of electronic study materials, on-line courses or web sites. The
incorporation of applied tasks into the mathematics allows flexible integration of this subject
into context of education at FEM SUA in Nitra. In the results of this paper we present the
evaluation of tests from subjects Mathematics (compulsory subject), Mathematics in
Economics (optional subject) and their analysis. By statistical methods we verify the
hypothesis if the data dependence exists between the assessment results of compulsory math
subject and optional math subject. By χ2 – test of data independence we have found that the
exam results of mentioned subjects are dependent.
Key Words: Financial mathematics, mathematical apparatus, electronic study materials,
statistical methods, investigation of data dependence
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Introduction
The university education system gives students a general theoretical basis for the bachelor's
degree in education and vocational training courses, learning applications for undergraduate
and master's study. Then graduates of the Faculty of Economics and Management, the Slovak
University of Agriculture (FEM SUA) in Nitra, have a better possibility of inclusion in the
fields of economics, management, marketing, banking, finance, insurance, social services, in
general, and in many other areas.
Basic knowledge of higher mathematics student obtained by passing compulsory subjects
Mathematics I, II, in the 1st year bachelor's degree. These subjects provide a basic course of
higher mathematics with examples of applications in economics and technical courses.
Financial mathematics provides the appropriate application of mathematics in the financial
field. Knowledge of financial mathematics allows lending or investing funds more efficient
and rational way of using them. The knowledge and methods can be applied not only in the
job decision, but also in deciding on the assessment of private finance.
Applied tasks are important motivating factors of the study of mathematics for future
economists and managers. We can demonstrate the applications of mathematical methods to
students on tasks with different levels of difficulty referring not only to the content but also to
the time needed. Students can lose logical relationships in time-consuming applied tasks and
this could result in the distraction from studying. A short and appropriately chosen task will
fulfill our main aim – to motivate the students to be interested in mathematics (Országhová,
Gregáňová, Majorová, 2007).
Students pass the exam in the compulsory subjects at the end of the first term and of the
second term in the first year of university studies. The Chart 1 shows faculties of the
university, number of terms of the teaching of compulsory subjects in mathematics and their
actual hour range in the academic year 2009/2010.
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Chart 1:
SLOVAK UNIVERSITY OF AGRICULTURE IN NITRA
Number of

Hour Range of

Hour Range of

Terms

Reading

Seminar

FEM , FE

2h

2 h/2 h

2 h/2 h

FBFR, FHLE, FESRR

1h

1h

3h

Faculty

FE - Faculty of Engineering, FEM - Faculty of Economics and Management,
FBFR - Faculty of Biotechnology and Food Resources, FHLE - Faculty of Horticulture and
Landscape Engineering, FESRR - Faculty of European Studies and Regional Development

The aim of the teacher is to motivate the students to arise their interest in mathematics. It is
important for them to realize that the acquired knowledge will be necessary in other
economical subjects. One of the possibilities of motivating the students is to show the
necessity of acquiring of mathematics and its consecutive applications in which the use of
mathematics results in simplification of many situations and problems of various areas.
Graduates of FEM SUA in Nitra will better evaluate opportunities for lending or investing
funds with the knowledge of the mathematical tools. At the same time, aware of the
mathematical apparatus used in the applied tasks offers the possibility of using funds welladvised and more efficiently. Students learn the methods and procedures to solve the tasks of
financing and investment. Mathematical tools help the student to be better oriented in
practice.
Mathematical education without information technology is not possible now. The
implementation of e-learning methods into the teaching of mathematics is one way of the
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improvement of the university education. The areas in which we can monitor the effect of
using information technology in education include:
•

Information and communication technologies influence the form and content of the
educational process,

•

New requirements for independent work of full-time and external study form students,

•

Information technology promote active independent learning and individual work of
each student, then therefore the success of the study,

•

Production of educational materials in the form of electronic documents,

•

Electronic testing and evaluation of students' knowledge through computers.

One particular application possibilities of electronic documents in education is the use of Web
pages, which should meet the following requirements:
•

Easy and comfort handling,

•

Multimedia content,

•

Clarity of content,

•

Availability and reasonable price.

The role of educators is that students understand that information technology and the Internet
are not objective knowledge, but primarily a tool for communication, information retrieval
and collaboration. They are a means of implementing new forms of education, whether
students or teachers.
Tools of information technology allow applications of mathematics teaching in the modern
form by e-learning. It is important to choose an appropriate methodological approach creation
of interactive curriculum materials in mathematics, making it a useful didactic tool for
individual study.
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Material and methods
Teachers of the Department of Mathematics deal with the creation of electronic study
materials for full-time students and for students of distance learning. Study materials are
available for students at the web pages of the faculty. Electronic courses in LMS MOODLE
belong to outputs of grant from Grant Agency KEGA with the title “Theoretical and
mathematical transformation of the educational training of agricultural engineers” (No.
3/7382/09). Therefore our main material source for the contribution was the teaching of
compulsory subjects in the 1st study year Mathematics I, Mathematics II and of optional
subject Mathematics in Economics in the 2nd study year.
In financial mathematics the following topics are included:
•

Simple interest - interest as a linear function of time

•

Compound interest - interest as exponential function of time

•

The principle of financial equivalence

•

Continuous interest - limits the use of functions to calculate the intensity of interest

•

Use definite integral to calculate the future value of capital

•

Use sequences and series in rent amount and amortized amount

The mathematical apparatus is built strictly logical. Individual concepts are interlinked. They
can not be understood without the base and a logical sequence. Well mastering of
mathematical tools is the assumption that students will be able to apply them in further
examples and in specific economic problems.
The economic applications of mathematics are very frequent and necessary and for this reason
we focused only on some economical applications that we introduce in examples. The
examples illustrate that mathematics is irreplaceable in economy and non-separable from
economy. Economy requires not only the basic mathematical operations but also the
knowledge of higher mathematics, such as functions of one real variable, differential and
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integral calculus. This is why it is necessary and important to show the possibilities of
applications of mathematics in other areas through the variety of properly selected examples
and problems. By including of applied problems into the educational process this may
improve and raise the knowledge level of the students. The subject Mathematics in
Economics provides opportunities to use mathematical methods in applied tasks.
The mentioned subjects end with the exam and we will analyze those by statistical methods.
Methodological approach is based on an analysis of the students study results. By statistical
methods we test the hypothesis if the data dependence exists among the assessment results of
the taught subjects Mathematics and Mathematics in Economics (Országhová, 2006).
In the following we briefly describe used methodology:
We have statistical sample of range n and we investigate two statistical attributes – the first
one signed by X is the test mark of the subjects Mathematics II (1st study year), the second
one signed by Y is the test mark of the subject Mathematics in Economics (2nd study year).
The primary table for quantitative characteristics is a sequence of ordered pairs of values,
which are further sorted out into contingency table of two-dimensional frequency distribution.
• Hypothesis H0: Attributes X and Y are independent,
alternative hypothesis H1: Attributes X and Y are dependent.

n n

 nij − i • • j
r s 
n
• Test criterion (for large n): χ 2 = ∑∑ 
ni • n• j
i =1 j =1




,

n
where nij is empirical frequency,
• Critical region:

ni • n• j
n

is theoretical frequency.

Wα = (χ 2 ((r − 1)( s − 1)); ∞) ,

where χ 2 ((r − 1)( s − 1)) is critical value of χ 2 − probability distribution.
True: If χ 2 ∈ Wα , so the hypothesis H0 is rejected in favor of the alternative hypothesis;
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if χ 2 ∉ Wα , so the hypothesis H0 is not rejected.

Results and discussion
Nowadays the university study is influenced by electronic forms of education. The process of
teaching is seemed to be incomplete if some electronic materials are not included among its
components. Special preparation of lectures and tasks in electronic form is one of way of
increasing effectiveness of teaching and also it is one of way of increasing the level of
students’ knowledge of mathematics. Electronic study materials influence the methods and
forms of a university study of mathematics. Creating electronic study materials allows us to
study independently. Except of traditional study materials of mathematics, we can also use in
the teaching supplement electronic study materials for students and spread then by web sites.

1

Tasks of Financial Mathematics in the course APPLIED MATHEMATICS

We were created e-learning materials on the web sites for students at the SUA in Nitra which
are accessible at URL: http://www.fem.uniag.sk/km/aplikovana_matematika/.
Theoretical knowledge, examples, tasks and also applied tasks from physics and economics
are on these web sites. The implementation of applied tasks represents one of the possible
ways of the content innovation and the teaching methods of mathematics in universities study.
By solving of applied tasks:
•

we increase motivation of students to study theoretical methods of mathematics,

•

we support and develop creativity of students,

•

we demonstrate connection of theory and practical tasks,

•

we develop interdisciplinary relations between mathematics and finance,

•

we increase quality of education (Országhová, 2005).

Contribution of created web sites is:
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•

obtaining mathematical knowledge by attractive way of e-learning,

•

implementation of new and non-traditional method of teaching of mathematics at
universities by using ICT,

•

development of interdisciplinary relations, supported by solving of applied tasks for
profile subjects and practice,

•

support of education and professional growth of teachers in field of using ICT in
university education (Gregáňová, 2005).

1.1 Simple Interest
- Increase the present value of capital is determined by the formula K n = K 0 ( 1+ in )
K n … future value of capital; K 0 … present value of capital; i … interest rate per annum
(p.a.); n … interest period (in years)
- Future value of capital is a linear function of n (interest period)
- The task of calculating the magnitudes of the fundamental relationship we solve a linear
equation
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Graph is a straight line

Fig. No. 1: Simple interest tasks - Preview web sites at URL:
http://www.fem.uniag.sk/km/aplikovana_matematika/

1.2 Compound Interest
- Increase the present value of capital is determined by the formula K n = K 0 ( 1 + i )n
K n … future value of capital; K 0 … present value of capital; i … interest rate; n … number
of years
- Future value of capital is a exponential function of n (number of years)
- The task of calculating the magnitudes of the fundamental relationship we solve exponential
and logarithmic equation
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Graph is a exponential curve

Fig. No. 2: Compound interest tasks - preview web sites at URL:
http://www.fem.uniag.sk/km/aplikovana_matematika/

1.3 Continuous Interest
- Increase the present value of capital is determined by the formula K n = K 0 ⋅ eδ ⋅ n
K n … future value of capital; K 0 … present value of capital; δ … interest rate; n … term in
years
- Future value of capital is a exponential function of n (term in years)
- The task of calculating the magnitudes of the fundamental relationship we solve exponential
and logarithmic equation
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Graph is a exponential curve

Fig. No. 3: Continuous interest tasks - preview web sites at URL:
http://www.fem.uniag.sk/km/aplikovana_matematika/

We present applied tasks of financial mathematics which are accessible at URL:
http://www.fem.uniag.sk/km/aplikovana_matematika/. Web sites provide to students ability to
study independently in any time and place.

2

Tasks of Financial Mathematics in the courses EULER´S NUMBER

At the SUA in Nitra the practical realization of educational ways and the creation of study
materials are supported by LMS MOODLE. Educational system MOODLE offers for the
author of teaching course a variety of modules and activities that can be used in the teaching
mathematics. We were created electronic study course with the title EULER’S NUMBER like
an alternative method to study independently. This electronic study course provides to
students of SUA in Nitra to get knowledge about this important mathematical constant and its
application

in

financial

mathematics.

This

course

http://moodle.uniag.sk/fem/course/view.php?id=85 (see Fig. 4).
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is

accessible

at

URL:

Fig. No. 4: Applied tasks of financial mathematics - preview at URL:
http://moodle.uniag.sk/fem/course/view.php?id=85

Fig. No. 5: Applied tasks of financial mathematics - preview web sites at URL:
http://www.fem.uniag.sk/km/eulerovo_cislo/

The next electronic study materials are created in the form of web sites (see Fig. 5). Creating
electronic study materials allows us to study independently. We present the created electronic
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course via web sites with the title Euler’s number e. This course is accessible at URL:
http://www.fem.uniag.sk/km/eulerovo_cislo/. Created electronic study materials present
introduction of Euler’s number e and they also afford opportunity of applied tasks of financial
mathematics.
Electronic e-learning materials are created for:
- Students of the Slovak University of Agriculture in Nitra,
- Students from other universities in Slovak Republic,
- Employ Students, which are study at university,
- The admass, it is accessible on the web sites of the FEM SPU Nitra.
Electronic e-learning materials can be recommended to students as an alternative self-study in
preparation for testing of mathematics.
3

The dependency analysis of the study subjects results of Mathematics and
Mathematics in Economics

To preserve the objectivity of the dependency analysis and demonstrativeness of used
statistical methods, we explored the classification results of academic year from 2003/2004
till 2008/2009. In these years test results have been consistently rated by scale A (1), B (1.5),
C (2), D (2.5), E (3) and FX (4). The option of the final evaluation FX (4) did not occurred in
our statistical sample.
We realized the selection by single survey, non-anonymously, and then we registered marks
in the table with the usage of MS Excel 2003. Then the list has been changed to anonymous
(students appear in the tables just below the serial number). We made data processing of the
statistical sample by statistical methods, namely, we tested the hypothesis of the distribution
function using the χ 2 − test of independence (Vrábelová, Markechová, 2001, Wimmer 1993).
Now we start to present obtained data and their analysis according to academic years. In
Tables 1 to 6 are given sorted data: ordered pair [x, y] where x is a classification of
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Mathematics and y is a classification of Mathematics in Economics. The table data of
corresponding academic school year are also graphically displays (Abbreviations: Math or
MAT - Mathematics, Math in Ec., or MvEk - Mathematics in Economics).

Table 1: Data in academic year 2008-2009
Math in Ec.
1

1,5

2

2,5

3

Total

1

4

3

2

2

0

11

1,5

1

1

3

0

0

5

2

0

1

0

3

1

5

2,5

0

0

0

0

2

2

3

0

0

1

0

1

2

Total

5

5

6

5

4

25

Math

MvEK 0809

MAT 0809
12

7

10

6
5

8

4

6

3

4

2

2

1
0

0
0

0,5

1

1,5

2

2,5

3

0

3,5

Graph 1: Math 0809

0,5

1

1,5

2

2,5

3

3,5

Graph 2: Math in Economics 0809

Test criterion χ 2 = 28,155. We can state: tested data are dependent.

Tested statistical sample of academic year 2007/2008 is very small – it consists only of 13
students. In this case the results show that hypothesis H0 is not rejected, i.e. data are
independent. We incorporated this sample of students to the overall selection. Then tested
sample was sufficiently large and results reliable.
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Table 2: Data in academic year 2007-2008
Math in Ec.
1

1,5

2

2,5

3

Total

1

1

0

0

0

0

1

1,5

0

0

0

1

0

1

2

4

1

2

0

0

7

2,5

1

0

0

0

0

1

3

0

0

2

1

0

3

Total

6

1

4

2

0

13

Math

MAT 0708

MvEK 0708

8

7

7

6

6

5

5

4

4
3

3

2

2

1

1

0

0

0

0,5

1

1,5

2

2,5

3

3,5

0

Graph 3: Math 0708

0,5

1

1,5

2

2,5

3

3,5

Graph 4: Math in Economics 0708

Test criterion χ 2 = 13, so the hypothesis H0 is not rejected. We can state: tested data are
independent.

Data of academic year 2006-2007 we have not analyzed because we had no data. In 2005 the
Faculty of Economics and Management had accredited new study programs. Many changes
have occurred in optional subjects, many courses were omitted as reflected in the choice of
math optional subjects. From the next academic year 2006-2007, student participation on the
subject Mathematics in Economics was lower.
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Table 3: Data in academic year 2005-2006
Math in Ec.
1

1,5

2

2,5

3

Total

1

12

2

0

0

0

14

1,5

10

4

1

0

0

15

2

7

2

5

1

0

15

2,5

7

8

4

1

4

24

3

3

6

7

6

6

28

Total

39

22

17

8

10

96

Math

MvEK 0506

MAT 0506
50

50

40

40

30

30

20

20

10

10

0

0
0

0,5

1

1,5

2

2,5

3

3,5

0

Graph 5: Math 0506

0,5

1

1,5

2

2,5

3

Graph 6: Math in Economics 0506

Test criterion χ 2 = 42,219. We can state: tested data are dependent.
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3,5

Table 4: Data in academic year 2004-2005
Math in Ec.
1

1,5

2

2,5

3

Total

1

2

0

0

0

0

2

1,5

6

5

3

0

0

14

2

10

6

6

5

2

29

2,5

2

7

9

2

1

21

3

3

6

7

11

7

34

Total

23

24

25

18

10

100

Math

Graph 7: Math 0405

Graph 8: Math in Economics 0405

Test criterion χ 2 = 34,21. We can state: tested data are dependent.

Table 5: Data in academic year 2003-2004
Math in Ec.
1

1,5

2

2,5

3

Total

1

5

1

1

0

0

7

1,5

5

1

1

0

0

7

2

5

3

3

0

0

11

2,5

7

5

5

4

0

21

3

0

4

9

12

4

29

Total

22

14

19

16

4

75

Math
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Graph 9: Math 0304

Graph 10: Math in Economics 0304

Test criterion χ 2 = 37,57. We can state: tested data are dependent.

Table 6: Data in academic years together (2003-2009)
Math in Ec.
1

1,5

2

2,5

3

Total

1

24

6

3

2

0

35

1,5

22

11

8

1

0

42

2

26

13

16

9

3

67

2,5

17

20

18

7

7

69

3

6

16

26

30

18

96

Total

95

66

71

49

28

309

Math

MvEK

MAT
120

100

100

80

80

60

60

40

40

20

20

0

0
0

0,5

1

1,5

2

2,5

3

0

3,5
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0,5

1

1,5

2

2,5

3

3,5

Graph 11: Mathematics

Graph 12: Math in Economics

Test criterion χ 2 = 93,53. We can state: tested data are dependent.

In the Table 7 there are listed the results of data analyzing and statistical testing of hypothesis:
•

Hypothesis H0: Attributes X and Y are independent,

•

Alternative hypothesis H1: Attributes X and Y are dependent.

We have made calculations using the spreadsheet MS Excel 2003rd. We found the critical
value χ 2 in tabulating values χ 20,05 (4 ⋅ 4) = 26,30 . From the results it is clear that the value of
each χ 2 - test for single years (except academic year 2007-2008) and for all academic years
combined is greater than the critical value of 26.30 for the significance level 0,05. Therefore,
we can reject the hypothesis H0 with 95% confidence. This means that we accept the
alternative hypothesis H1: Attributes X and Y are dependent.

Table 7: Overall results of analysis
Year

Year

Year

Year

Year

0304

0405

0506

0708

0809

75

100

96

13

25

309

75

100

96

13

25

309

2,386

2,355

2,198

2,154

1,58

2,243

1,773

1,84

1,619

1,577

1,96

1,754

Total

Mathematics
Frequency
Math in
Economics

Mathematics
Arithmetic
Math in
mean
Economics
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Correlation
0,621

0,459

0,533

0,371

0,627

0,488

37,57

34,21

42,219

13

28,155

93,53

coefficient

Test
criterion χ

2

Knowledge testing and assessment is the important part of the educational process. We
presented the study results and classification of the subjects Mathematics I, II and
Mathematics in Economics. We have made statistical analysis of these data and we can state
that study outcomes of optional subject Mathematics in Economics are better than outcomes
of obligatory subjects.

Conclusion
Mathematics is the part of the life of every man and accompanied him throughout life.
Mathematical education at the Slovak University of agriculture in Nitra has log-time tradition.
The main aim of the teaching of mathematics is to provide students with the adequate
mathematical apparatus and theoretical methods. Compulsory and optional mathematical
subjects are concentrated in bachelor study level. The acquired mathematical knowledge,
mathematical and statistical methods are used in the teaching of other specialized subjects in
applied form.
Offer courses and specializations reflect, inter alia, the requirements of practice, qualifications
for graduate education and university faculty to its application in the labor market. The basic
question is: what subjects and with what extent we should include in the student's education at
the Faculty of Economics and Management. The current system of university study supports
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the possibility of complementing individual choice of curriculum subjects. Students can
develop their own professional interests and opportunities to improve self-realization in labor
market after graduating at the university.
The part of the Bachelor's degree at FEM SUA in Nitra is a study of two terms of
mathematics - specifically subjects Mathematics I, II. The main aim of this contribution was
to highlight the importance of the subjects Mathematics I, II, and their applications in the
system of subjects taught at the FEM SUA in Nitra. They have an important role for
applications for the profile subjects and practices. Teaching of applied mathematics is
available after the management of the necessary mathematical tools. Only part of the students
has the ability to use mathematical tools excellently. It is necessary to allow students with an
interest in mathematics and its applications to gain additional knowledge, thereby increasing
the possibility of their further application in science and in practice. By implementing of
applications in the process of learning and teaching of courses focused on applications of
mathematical apparatus can improve the learning process and increase the knowledge level of
students.
We consider an important determinant of the effectiveness and durability of mathematical
knowledge the student motivation for learning and his ability to study independently.
Educators at the university suggest that the students have own experience from the previous
study and they know methods of active learning and independent work with study literature.
The start of university study is difficult for first-year students, because of their adaptation to
the learning system.
Study results and outcomes are affected by:
•

The adaptation to the university system study

•

Searching and applying the methods of individual study

•

Awareness of own responsibility for learning outcomes
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•

Knowledge of secondary school

•

Relationship to the study subject

Nowadays the university education has been going through various changes. In the paper we
dealt with the educational content from the field of financial mathematics that can be very
useful for future economists and managers. Information and communication technologies in
the teaching at universities represent wide possibilities for the use, the application and the
preparation of study materials and courses. Method of e-learning increases the attractiveness
of education, as well. From long-term experience from the teaching of mathematics at the
Slovak University of Agriculture in Nitra we can state that students are interested in applied
mathematical subjects. Teachers can be satisfied with their study results – this is evident from
the analyzed results of optional subject Mathematics in Economics.
Finally, we want to emphasize that mathematics with its methods help to resolve and
comprehend different kinds of social and scientific problems. Suitable applications are the
gateway to bring mathematics knowledge to students.
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Prediction of the financial situation of agricultural subjects in the
Slovak Republic
Ľ. Gurčík1, J. Miklovičová1, S. Miklovičová1
1

Slovak University of Agricultural, Nitra, Slovak Republic

Abstract:
The paper deals with the analysis of financial health of agricultural companies in the Slovak
republic. We analyzed 662 agricultural companies during the period 2000 – 2007. We divided
companies into two groups (the companies in LFA and the companies in better area
conditions – productive areas). For appreciation of financial situation we used models of
financial analysis ex ante – Indexes IN 95 and 05, G index, CH index, Taffler`s model,
Springate`s model, Balance analysis I. by Rudolf Doucha and Altman`s model. According to
the results of G and CH indexes, which were developed and tested on agricultural companies,
all companies from our collection ranked among averaged companies. Springate`s model
detected that the majority of companies had financial problems. Taffler`s model showed us
that more than 60 % of all companies were in the area with small probability of bankruptcy.
Balance analysis I. by Rudolf Doucha ranked the majority of the companies situated in LFA
and also in better area conditions among companies with worse financial situation. From the
point of view of indexes IN 95 and 05 we can determine that the most problematic year was
2004 because of the fact that more than 50 % of all analyzed companies were the companies
with very bad financial situation.

Key Words: agricultural companies, financial analysis ex ante, less favored areas, productive
areas
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Introduction:
The prediction of financial situation has been long time as an object of research and interest.
Ex ante analysis how is called the prediction of financial health is connected with the
prediction of financial situation on the bases of indicator values which were reached in the
past and in the present1. In the 30 years of 20th century was Fitz Patrick the first person who
tried to make the prediction. Later deal with this problem other authors (for example H.I.
Ansoff, Beaver, Beerman, Altman, Fulmer, Legault). Techniques of composition of indicators
system split up on the pyramidal decomposition (hierarchal order of indicators) and purposely
chosen groups of indicators, which aim is diagnostic the financial situation of enterprise.
Bankruptcy models give the answer on the question if the enterprise goes to bankruptcy.
Bonita models assign points to determine bonita of chosen enterprise and integrate into the
enterprise from the point of view of financial aspect2.

Material and Methods:
In the paper we deal with the financial health of the agricultural enterprises in the Slovak
republic. We divided the enterprises into two groups: the enterprises in LFA and the
enterprises in better area conditions (productive areas). The data used in this paper was gained
from the Information Sheets of Ministry of Agriculture SR, which were prepared by the
Research Institute of Agricultural and Food Economics in Bratislava. Observed periods are
years 2000 – 2007. We analyzed 370 enterprises in LFA and 292 enterprises situated in
productive areas. For the prediction we used models: Indexes IN 95 and 05, G index, CH
index, Taffler`s model, Springate`s model, Balance analysis I. by Rudolf Doucha and
Altman`s model.

1

Zalai, K. and col. 2008. Financial economic analyze of the enterprise. Bratislava: SPRINT vfra, 2008. 385 p.
ISBN 978-80-89085-99-6
2
Růčková, P. 2008. Financial analyze. Methods, indicators, usage in praxes. Prague: Grada Publishing, 2008. p.
70-71. ISBN 978-80-247-2481-2
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Indexes IN were developed and applied on the enterprises situated in the Czech Republic.
These indexes are from authors Neumaier and Neumaierová and the name of indexes are
according the years of origination. Six indicators compose index IN 95. Each indicator has
own weight3. The weight of indicator is different for each economic sector in which the
enterprise operates. Between indicators there is not indicator, which counts with market value
of enterprise what is the advantage of not developed capital market in the Slovak republic. For
the sector of agriculture is followed composition of index IN 95:

IN 95 = 0,26 ⋅
− 17,38 ⋅

Current Assets
Assets
EBIT
EBIT
Re venues
+ 0,11 ⋅
+ 4,99 ⋅
+ 0,33 ⋅
+ 0,10 ⋅
−
Debt
Interests
Assets
Assets
Shortterm Debt

Liabilities after cash period
Re venues

If the value of IN 95 is more than 2 – enterprises can pay their liabilities without problems.
The grey zone (indifferent situation) is in the interval from 1 to 2. The value of IN 95 less
than 1 signalizes problems with payment of liabilities.

In the methodics of index IN 05 the authors changed weights of criteria and indicators. There
are changed criteria for dividing the enterprises into groups. This model composes of 5
indicators4.

IN 05 = 0,13 ⋅

Current Assets
Assets
EBIT
EBIT
Re venues
+ 0,04 ⋅
+ 3,97 ⋅
+ 0,21 ⋅
+ 0,09 ⋅
Debt
Interests
Assets
Assets
Shortterm Debt

3

Neumaierová, I. – Neumaier, I. 2002. Performance and market value of company. Prague: Grada Publishing,
2002. 215 p. ISBN 80-247-0125-1
4
Neumaierová, I. – Neumaier, I. 2005. Index IN 05. In: European financial systems. Brno: MU ESF, 2005. p.
143 – 148. ISBN 80-210-3753-9
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The criteria for dividing enterprises according the results of IN 05 are following: IN 05 > 1,6
means satisfactory financial situation. IN < 0,9 signalizes that the enterprises can have
financial problems. The interval from 0,9 to 1,6 is grey zone.
G index was created in 2003 by Slovak economist Gurčík Ľ. and CH index was created by
Chrastinová, Z., who works in the Research Institute of Agricultural and Food Economics.
These indexes were developed and applied on the conditions of the Slovak agriculture. CH
index was the first model applied on the sector of agriculture5. Both indexes are composed of
5 indicators.

Undivided Pr ofit
EBT
EBT
CF
+ 2,226 ⋅
+ 3,277 ⋅
+ 3,149 ⋅
−
Total Assets
Total Assets
Re venues
Total Assets
Stocks
− 2,063 ⋅
Re venues

G = 3,412 ⋅

We can classify companies like prosperous if the value of G index is more or equal to 1,8. If
G index is less or equal to -0,6 the companies are classified as unprosperous. From -0,6 to 1,8
are averaged companies.

CH = 0,37 ⋅

EAT
EAT
CF
Liabilities
Debt
+ 0,25 ⋅
+ 0,21 ⋅
− 0,10 ⋅
− 0,07 ⋅
Total Assets
Sales
Sales
Sales
Total Assets

5

Gurčík, Ľ. 2002. G-index the prediction method of financial situation in the agricultural companies. In
Agricultural Economics, 48, 2002, p. 373-378
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The criteria for CH index: CH ≥ 2,5 – prosperous enterprises. CH ≤ -5 – enterprises failed into
the group of unprosperous enterprises. The value of CH index in the range from -5 to 2,5
determine averaged enterprises6.

Taffler`s model exists in two versions, in the basic and modified version. In the paper we
quantified and evaluated the enterprises according basic Taffler`s model. For the prediction
this model uses 4 indicators. The positive value of Taffler`s model means small probability of
bankruptcy7.

Current Assets
Shortterm liabilities
EBT
+ 0,13 ⋅
+ 0,18 ⋅
+
Shortterm liabilities
Debt
Assets
Financial accounts − Shortterm liabilities
+ 0,16 ⋅
Operating Costs

T = 0,53 ⋅

Springate`s model was developed in 1978. He used multiple discriminate analyses to select
four financial indicators out of 19 indicators. He tested this model on data of 40 enterprises
and it is built of 4 indicators. The company is classified as “failed” when Springate`s model is
less than 0,8628.

S . M . = 1,03 ⋅

Working Capital
EBIT
EBT
Sales
+ 3,07 ⋅
+ 0,66 ⋅
+ 0,4 ⋅
Assets
Assets
Shortterm liabilities
Assets

6

Chrastinová, Z. 1998. Method verification of financial standing evaluation and so called system of frequented
warning of financial situation in the Slovak agricultural companies. Bratislava: The Research Institute Of
Agricultural and Food Economics, 1999. ISBN 80-8058-105-3
7
Taffler, R.J. – Tseung, M. 1984. The audit going concern in practice. In: Accountant´s magazine, vol. 88, 1984,
p. 263 – 269
8
Springate, G.L.V. 1978. Predicting the possibility of Failure in a Canadian Firm. Unpublished M.B.A.
Research project, Simon Fraser University, January 1978
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Balance analysis I. by Rudolf Doucha is applied on the enterprises in the Czech Republic too.
It composes 4 indicators of: liquidity, activity, profitability and stability. If the enterprises are
healthy can we determine very simple9.
Indicator of stability = Equity / Noncurrent Assets
Indicator of liquidity = (Financial Accounts + Short-term Receivables) / (2,17 . Short-term
Debt)
Indicator of activity = (Production / (2 . Obligation))
Indicator of profitability = (8 . EAT) / Equity
Total indicator = (2 . stability + 4 . liquidity + activity + 5 . profitability) / 12
According this model we can determine an enterprise as financial healthy if the total indicator
is more than 1. The value of total indicator is less than 0,5 – it signalizes bad situation of
enterprises.

Altman, E. I. was the first person who successfully used step-wise multiple discriminate
analyses. He developed a prediction model where he used two collections of companies.
These companies he divided onto: failed companies and successful companies. Altman`s
model is made of five indicators and every indicator has own weight. If Altman`s model is
more than 2,9 the financial situation of the enterprise is healthy. If it is less than 1,2 it
signalizes bankruptcy10.

Z = 0,717 ⋅
+ 0,998 ⋅

Working Capital
Undivided Pr ofit
EBIT
Equity
+ 0,847 ⋅
+ 3,107 ⋅
+ 0,420 ⋅
+
Total Assets
Total Assets
Total Assets
Debt

Re venues
Total Assets

9

Doucha, R. 1995. Balance analyze. Prague: Grada Publishing, 1995. ISBN 80-85623-89-7
Altman, E.I. 1968. Financial Ratios, Discriminant Analysis and the Prediction of Corporate Bankruptcy.
Journal of Finance, 1968. P. 589 – 609.

10
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Results:
Table 1: Development of indexes IN 95 and 05 in the agricultural enterprises in LFA
and percentage share of the enterprises according criteria
Years

2000

2001

2002

2003

2004

2005

2006

2007

0,3584

2,0856

1,5434

2,1364

-3,4094

4,4013

1,8590

1,7932

IN95>2

43 %

40 %

48 %

42 %

26 %

58 %

40 %

42 %

1<IN<2

15 %

19 %

19 %

18 %

16 %

18 %

19 %

17 %

IN 95 < 1

42 %

41 %

33 %

40 %

58 %

24 %

41 %

41 %

1,3718

1,6446

1,2659

1,6423

-0,3729

2,3073

1,4806

1,2193

IN05>1,6

32 %

28 %

32 %

29 %

22 %

42 %

30 %

28 %

0,9<IN<1,6

29 %

30 %

34 %

33 %

23 %

31 %

27 %

26 %

IN 05 < 0,9

39 %

42 %

34 %

38 %

55 %

27 %

43 %

46 %

LFA IN 95

LFA IN 05

Source: Information Sheets of MA SR and own calculation

According the results of index IN 95 (table 1) the majority of the enterprises situated in the
less favoured area were in the group of enterprises with better financial situation. In 2001,
2004 and 2006 was higher percentage value of enterprises with worst financial situation from
the point of view of financial health.
According the results of average values of index IN 05 the enterprises in LFA reached higher
value as 1,6 in 2001, 2003 and 2005. In these years the enterprises among to enterprises with
better financial situation. In other years of followed period the value of index IN 05 was in
interval 0,9 – 1,6 what means grey zone (indifferent situation). The most critical year was
from the point of view of indexes IN 95 and 05 the year 2004 when these indexes were
negative. In 2004 the most of half followed collection of enterprises among to enterprises with
very bad financial situation or with insolvency.
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Table 2: Development of indexes IN 95 and 05 in agricultural enterprises in productive areas
and percentage share of enterprises according of evaluation criteria
Years

2000

2001

2002

2003

2004

2005

2006

2007

3,0843

2,0723

5,9151

2,9557

-1,7752

4,1996

1,2018

1,1083

IN95>2

44 %

48 %

55 %

53 %

26 %

50 %

35 %

34 %

1<IN<2

15 %

11 %

14 %

14 %

15 %

14 %

17 %

14 %

IN 95 < 1

41 %

41 %

31 %

33 %

59 %

36 %

48 %

52 %

1,7882

2,8695

2,6504

1,6037

0,3576

1,8495

1,0664

1,0922

IN05>1,6

34 %

44 %

43 %

39 %

12 %

30 %

18 %

16 %

0,9<IN<1,6

24 %

18 %

27 %

25 %

28 %

32 %

34 %

36 %

IN 05 < 0,9

42 %

38 %

30 %

26 %

60 %

38 %

48 %

48 %

PROD
areas IN 95

PROD
areas IN 05

Source: Information Sheets of MA SR and own calculation

The enterprises in the productive areas reached the negative value of index IN 95 only in
2004. In the other years were results positive. From 2000 to 2003 the most of the enterprises
from the followed collection reached the value of IN 95 higher than 2, what means that the
enterprises were solvency. In 2006 and 2007 companies were in the area with indifferent
situation.
The same development as previous index had index IN 05. In 2004 60 % of all companies
were under the low limit of evaluation of index however total averaged value of IN 05 was
positive.
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Chart 1: Development of results of indexes IN in the agricultural enterprises in LFA and
productive areas

Source: Table 1 and 2

Table 3: Development of results of CH index in the agricultural enterprises in LFA and in
productive areas (PROD areas)
Years

2000

LFA

-0,138

2001

2002

2003

2004

2005

2006

2007

-0,0725 -0,0415 -0,0539 -0,1099 -0,0071 -0,0372 -0,0276

PROD areas -0,0579 -0,0630 -0,0233 -0,0337 -0,0870

0,0627

-0,0545 -0,0618

Source: Information Sheets of MA SR and own calculation

According the criteria of CH index the agricultural companies in both natural conditions were
in the interval from – 5 to – 2,5 what signalize that the companies were in the area of the
average enterprises. In 2005 reached CH index positive value (0,0627) in the enterprises
situated in productive areas. In the next years of period the value of CH index was negative.
Interesting is that all followed agricultural companies in LFA and also in better area
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conditions reached the value of CH index in interval where the companies belong to average
companies.

Table 4: Development of G index in agricultural companies and percentage share of
enterprises according the criteria of evaluation
Years

2000

2001

2002

2003

LFA

-0,4291

-0,2082

-0,1372

-0,2302

G >1,8

7%

4%

5%

4%

4%

7%

7%

7%

-0,6<G<1,8

54 %

63 %

68 %

63 %

53 %

73 %

63 %

58 %

-0,6 > G

39 %

33 %

27 %

33 %

43 %

20 %

30 %

35 %

-0,3867

-0,3981

-0,1242

-0,2229

3%

3%

4%

3%

4%

26 %

3%

4%

-0,6<G<1,8

58 %

56 %

74 %

92 %

49 %

64 %

62 %

63 %

-0,6 > G

39 %

41 %

22 %

26 %

48 %

10 %

35 %

33 %

PROD areas
G >1,8

2004

2005

2006

-0,5692 0,1088 -0,1038

-0,5862 1,0061 -0,2872

2007
-0,0891

-0,2192

Source: Information Sheets of MA SR and own calculation

On the basis of quantification of G index can we say that all companies were in interval from
– 0,6 to – 1,8. We can among these companies according the criteria to average companies.
CH and G indexes were developed and statistical verified on the data from agricultural
companies so their results are nearly identical.
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Chart 2: Development of indexes G and CH in the agricultural companies in the Slovak
Republic

Source: Table 3 and table 4

Table 5: Development of Springate`s model in agricultural enterprises and percentage share of
agricultural enterprises according the criteria of evaluation
Years
LFA

2000

2001

2002

2003

2004

2005

2006

2007

0,5066 0,4342 0,5037 0,4474 0,2247 0,6177 0,5218 0,6352

% of enterprises in
23 %

14 %

18 %

13 %

10 %

25 %

15 %

28 %

LFA over limit 0,862
PROD areas

0,5484 0,5267 0,6952 0,6497 0,2492 0,6576 0,5560 0,6726

% of enterprises
in better area
22 %

20 %

29 %

conditions over limit
0,862
Source: Informational Sheets of MA SR and own calculation
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24 %

13 %

32 %

23 %

32 %

This is model which was developed by Springate and was tested on 40 companies. It has
simple criteria of evaluation. It divides the companies on problematic and not problematic
from the point of view of financial health. The enterprises among to problematic enterprises
when the value of Springate`s model is less than 0,862. In the table 3 there are results of
Springate`s model. According the results we can allege that the companies in LFA and also in
better area conditions was the value of Springate`s model in the followed period under the
limit what means that the enterprises had financial problems.

Chart 3: Percentage share of the agricultural companies in LFA and PROD areas over the
limit 0,862

Source: Table 5

Table 6: Development of Taffler`s model in agricultural companies and percentage share of
enterprises with positive values of Taffler`s model
Years
LFA

2000

2001

2002

2003

2004

2005

2006

2007

0,3279

0,3635

0,3212

0,3591

0,2853

0,3956

0,4451

0,2353
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% of positive
values
74 %

83 %

90 %

86 %

66 %

90 %

85 %

72 %

0,7565

0,2167

0,3716

0,3266

0,1367

0,3559

0,2910

0,3622

79 %

77 %

93 %

91 %

68 %

91 %

85 %

87 %

in enterprises in
LFA

PROD areas

%

of

positive

value
in enterprises in
PROD areas
Source: Information Sheets of MA SR and own calculation

The model was evolved by Taffler. Zero is the divided value. If the enterprises reach positive
values of Taffler`s model it predicates the small probability of bankruptcy and contrariwise, if
the results of model is lower than zero it predicates higher probability of bankruptcy. On the
basis of the counted averaged values for the enterprises situated in the both natural conditions
can we say that the positive value of Taffler`s model reached 65 % of all companies. The
companies belonged to group with the small probability of bankruptcy.

Table 7: Development of Balance analysis I. by Rudolf Doucha in agricultural enterprises
and percentage share of enterprises according of criteria of evaluation
Years

2000

2001

2002

2003

2004

2005

2006

2007

LFA

0,6536

0,7421

2,3273

0,5775

-0,7199

0,8054

0,5311

0,4121

I>1

28 %

17 %

17 %

25 %

9%

21 %

17 %

15 %
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0,5< I<1

22 %

25 %

27 %

18 %

16 %

29 %

26 %

25 %

I<0,5

50 %

58 %

56 %

57 %

75 %

50 %

57 %

60 %

0,6958

0,8015

0,7101

0,5862

-4,6296

1,7511

0,5217

0,5490

I>1

16 %

20 %

18 %

13 %

10 %

29 %

14 %

15 %

0,5< I<1

27 %

33 %

32 %

26 %

21 %

25 %

26 %

30 %

I<0,5

37 %

47 %

50 %

61 %

69 %

46 %

60 %

55 %

PROD
areas

Source: Information Sheets of MA SR and own calculation

Balance analysis I. by Rudolf Doucha contains four groups of indicators of ex post. In 2002
reached the enterprises in LFA value of model more than 1 so we can divide the enterprises
into group of good enterprises. The companies in better area conditions belong to good
companies only in 2005. From 0,5 to 1 is the area of grey zone what means that the
companies are classified as financial healthy. In 2004 the enterprises in both conditional areas
belong in the group of failed companies.

Table 8: Development of Altman`s model in the agricultural enterprises and percentage share
of the enterprises according of the evaluation criteria
Years

2000

2001

2002

2003

2004

2005

2006

2007

LFA

2,8811

-1,9114

1,0106

2,8960

2,6322

2,7250

3,0308

2,9350

Z>2,9

29 %

0%

1%

24 %

28 %

29 %

30 %

28%

1,2<Z<2,9

44 %

1%

23 %

32 %

42 %

50 %

42 %

42%

Z<1,2

27 %

99 %

76 %

44 %

30 %

21 %

28 %

30%

3,9272

2,5975

2,6312

2,3744

2,1737

2,3222

2,1994

2,2671

PROD
areas
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Z>2,9

24 %

27 %

29 %

24 %

23 %

23 %

18 %

19 %

1,2<Z<2,9

54 %

51 %

54 %

59 %

54 %

60 %

59 %

58 %

Z<1,2

22 %

22 %

16 %

17 %

23 %

17 %

22 %

23 %

Source: Information Sheets of MA SR and own calculation

In the table 8 are results of Altman`s model. In productive areas the value of Altman`s model
is positive. In 2001 – 2007 the companies fell into companies with indifferent financial
situation. Only in 2000 the enterprises in productive areas belonged to the enterprises with
healthy financial situation. The development of Altman`s model in the enterprises situated in
LFA was different in every year of followed period. In years 2001 and 2002 the results of
Altman`s model signalized bankruptcy. In years 2006 and 2007 these enterprises showed the
healthy financial situation.

Conclusion:
Healthy financial situation and the position of the enterprises demand of anticipate the critical
situation with the careful following of the enterprises results and conditions in which
enterprises are situated and operate. Interpretation of results gives a possibility to identify
problems in the each area of activities of company.
In this paper we deal with the prediction of the financial situation in agricultural companies.
According the results of each models the best models which can be used for the prediction of
financial health of agricultural companies are G and CH indexes. These indexes showed us
that the companies in both natural condition among to average companies (companies with
the indifferent financial situation). We used indexes IN 95 and 05 which were constructed by
Czech economists Neuimaierová and Neuimaier. These indexes composed of indicators ex
post analysis and each indicator has own weight. The advantage of these indexes is that it can
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be used for each sector of national economy. In 2004 the results of both indexes indicated
bankruptcy of agricultural companies. Springate model detected that the majority of
agricultural companies fell into the group of “failed” companies. The positive results of
bankruptcy prediction achieved in every year of followed period and in both area conditions
only Taffler`s model. Balance analysis I. by Rudolf Doucha detected similar results as the
indexes IN. According this model the majority of companies failed into grey zone and in 2004
signalized bankruptcy of agricultural companies. Altman`s model had different values in
observed period.
The year 2004 was not only for farmers and agriculture influential also for other sectors in the
Slovak republic because of the entrance the Slovak republic to the European Union. In this
year the investment activity of agricultural companies decreased what was influenced by
deficiency of financial resources. The companies became a financial support in the 2005 from
the Sectoral Operational Programme (SOP) “Agriculture and Rural Development”. The value
of revenues in the companies situated in LFA is increased by the current supports from state.
Direct payments are very important financial source for agricultural companies and farmers.
Agricultural production is being held in much differentiated production conditions, which
significantly influence the result of farming not only in the achieved fertility, utility and in
volume of produced commodities, but also in the financial results of enterprises. Among the
objective factors there belong land, quality of land, natural and climatic conditions, structure
of agricultural land, size of company and other11.
Results of agriculture suggest that a typical feature of this industry is economical
differentiation of agricultural companies and product sectors. In contrast to the expectations

11

Szabo, Ľ. – Grznár, M. 2008. Prosperity factors of agricultural companies in the SR in the LFA after the EU
integration. In Agricultural Economics – Czech. no. 10, 54, 2008. p. 461-466 ISSN 0139-570X
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at the time of entering the market environment a more significant levelling of economic
results has not yet taken place12.
An important factor in the agrarian sector after the accession into the EU was the change in
the agrarian policy which resulted in the increased influx of funding for agriculture. In term of
competitiveness, this includes support to domestic and foreign market, direct payments and
subsidies to rural development measures13.
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Using of internet and internet services in enterprises of
agricultural sector

M. HALLOVÁ1
1

Slovak University of Agriculture, Nitra, Slovak Republic

Abstract: Information of all kinds is relatively easily available to everyone, but offers the
advantage of only those, who know how to obtain, process and evaluate it. Information
represents a huge potential for economic growth and development. The best and easiest way
to get the information is the Internet. Connecting to the Internet expands business
opportunities not only for trade, but in particular in the field of presentation through the web
site to potential customers. The aim of the article is to describe the use of Internet and Internet
services in the companies of agricultural sector.

Key Words: Internet, internet services, www

Introduction:
Internet and internet services are very important for functioning and development of the
organization nowadays. Internet is a modern communication tool, which essentially changes
and facilitates communication between peoples, removes geographical barriers and shortens
the distance. Every organization, which wants to be successful in the market, needs all
information. Through the Internet is gathering such information faster and easier. Another
important element of success is the presentation of the company through the website. Quality
web site can attract a variety of potential customers; therefore, each should have its company
website.
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Material and Methods:
One of the definitions of the Internet is that it is a group of connected, but decentralized
networks. Public and private local area networks connect to a set of high speed transmission
lines using the TCP/IP protocol, and can include multiple configurations, such as wireless
networks and cloud computing (Decourlande1, 2009). Computer networks streamline the
work of the working teams, help maintain reliable and timely information, help accelerate the
sharing of data, improve communication between working groups and streamline business
services to its clients. The basic communication and information services for Internet users
include electronic mail and World Wide Web (Hennyeyová2, 2001). Part of the possibilities
for using the Internet is a presentation of the business entity. This activity is in the agricultural
sector at a very low level. Few companies have home web page and few are care about the
maintenance and updating. Company web site may provide information about the company,
its activities, the offered products or services, but may also allow for electronic commerce
with the possibility of electronic payments. Important is the role of continuous update and
supplement of data. Web site offers easy-to-use environment, search and selection of goods to
obtain detailed information about it, in short, convenient shopping (Rohaľová3, 2002). Aim
of this paper is to describe the use of Internet and Internet services in the agricultural sector
enterprises.

1

DECOURLANDE, Christine. 2009. What Is The Internet. [online]. 2009. [cit 2009-11-15]. Available on the
Internet:<http://internet.suite101.com/article.cfm/ what_is_the_ internet>.
2
HENNYEYOVÁ, Klára. 2001. Služby Internetu a ich vplyv na prosperitu podniku v trhovej ekonomike, In
Zborník z medzinárodnej konferencie. „Faktory podnikovej úspešnosti“ Liptovský Ján. 2001. s. 126 – 131. ISBN
80-7137-972-7.
3
ROHAĽOVÁ, Michaela. 2002. Možnosti využitia počítačových sietí pri informačnom zabezpečení
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globalizácie. Zborník vedeckých prác: Nitra 16. – 17.5. 2002. Nitra: SPU, 2002. s. 1177 – 1180. ISBN 80-8069030-8.
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Results:
Questionnaire survey was carried out in agricultural and food businesses in 2008. Enterprises
from the Nitra region, Bratislava region, Trnava region and Trenčín region were sample of the
questionnaire survey. According to legal forms of organization was 61% of cooperatives, 26%
of limited liability companies and 13% of joint stock companies.
Based on the results of the questionnaire survey 92% of enterprises using internet it means,
that the companies understand the importance of using the Internet and its services. Only 8%
of enterprises reported that they had no connection to the Internet.
Most commonly used types of Internet connections, which are used in enterprises are ISDN
(Integrated Services Digital Network), DSL (Digital Subscriber Line) and wireless
connections. Mobile types of connections such as GPRS (General Packet Radio Service) or
EDGE (Enhanced Data rates for GSM Evolution) uses only a small percentage of businesses.
Up to 44% of companies still use ISDN internet connection. Another type of internet
connection, DSL connection, uses 33% of enterprises. WiFi or Bluetooth is used in 17% of
companies and only 6% of enterprises are connected via a mobile connection (chart 1).

17 %

44 %
ISDN
mobile connection
DSL

33 %

6%

Chart 1

WiFi, Bluetooth

Used types of Internet connections
Source: questionnaire survey, own processing
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The largest variability in the use of different types of Internet connections is in the
cooperatives. ISDN connection is the most used in the limited liability companies. No limited
liability company or joint stock company used mobile connection or wireless connection
(table 1). The fact that cooperatives can also use these technologies may be caused by surface,
which manage, therefore is better wireless connection for cooperatives.
Table 1

Connection types used in enterprises by legal status
Joint

Limited

Stock

Liability

Company Cooperative

Company

ISDN

4

12

16

mobile connection

0

4

0

DSL

2

18

4

WiFi, Bluetooth

0

12

0

Source: questionnaire survey, own processing

For communications in the enterprise is very important intranet. It is an enterprise network
and is much safer than the Internet. Usually only employees have access and this access is
usually password protected. Intranet uses 59% of enterprises thus the rest 41% of businesses
have no intranet (chart 2).

41 %

59 %

yes, we use the intranet
no, do not use an intranet

Chart 2

The share of enterprises using Intranet
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Source: questionnaire survey, own processing

Based on the results of the questionnaire survey it was found, that the most used Internet
services are email, www, electronic commerce and electronic banking. Any company uses
any combination of services and not only one Internet service. Most, that is 50% of businesses
using a combination of e-mail, web and electronic banking. The second most common
combination is an e-mail, web, electronic banking and electronic commerce - 28%. The
combination of email and web is in 14% of enterprises and e-mail and electronic banking
using 8% of enterprises (chart 3).

e-mail, www
14 %

28 %

8%

e-mail, el. banking
e-mail, www, el. banking

50 %

Chart 3

e-mail, www, el. banking,
el. commerce

Use of Internet services in enterprises
Source: questionnaire survey, own processing

Promotion through the web site is currently the most important way of visibility in the
marketplace. Internet, in essence creating a new market space, which is also, manifested a
strong competitive impact, which divided enterprises on enterprises with bad sites and with
good sites. The difference between them arises in applying the basic principles of corporate
websites, which including:
 web site must follow the marketing planning business,
 web site must not only inform the client, but also to convince,
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 site must meet the basic technical and visual parameters,
 corporate web site must sell.
Just a good website can satisfy customer, to buy goods and services of the enterprise. When
creating web pages is the need to respect some basic rules of modern web pages. Website
should have an esthetic quality, decent and target oriented graphic design. Too many colors,
effects, or disturbing elements may cause opacity and chaos for visitors. Another important
rule is simple navigation. Users don’t like too many different references, because it’s very
chaotic. Very important is to keep the current norms and standards. This makes the sites easier
to load and also have better position in popular search engines such as Google, AltaVista, or
Slovak Zoznam. Nowadays, there are many companies providing web design and web
development. Just simply choose the company that best meets customer requirements.
However, some companies of the agricultural sector still ignore the importance of putting on
the Internet. According to the questionnaire survey to 64% of businesses have not its own web
site and only 36% of companies have it (chart 4).

41 %

45%
40%
35%
30%

21 %

25%
20%

13 %

10 %

13 %

15%
10%

3%

5%
0%
Joint Stock Company
Yes, we own web site

Chart 4

Cooperative

Limited Liability Company

No, we do not have own web site

Own company web site
Source: questionnaire survey, own processing
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Chart 4 shows the frequency of companies that have their own web site. The data in the
selected sample are broken down by legal forms of enterprises.

Conclusion:
The Internet offers great opportunities to promote business. Nowadays, no business should be
without an Internet connection. It is an excellent opportunity to present their business while
finding new markets and contacts for cooperation. In our sample is to 92% of enterprises
connected to the internet. The most used internet connection is ISDN, which uses up to 44%
of enterprises. It's probably because it's one of the cheapest types of connection, and some
providers offer number of advantages. Based on the survey most commonly used internet
services are e-mail, www and electronic banking. If a company wants to survive in the market
should have its own web site, on which promotes its products and services and of course the
site should also include an order form for sales through electronic commerce. Regarding the
creation of web pages, there are many programs that even less experienced users can use to
create high-quality site. Few companies aware the importance of presenting its products
through its own web site. Only 39% of companies from questionnaire survey have its own
page.
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The Impact of Enterprise Environment on Successful
Entrepreneurships in Commerce Sphere

M. Hambálková1, P. Rovný1
1

Slovak University of Agriculture, Nitra, Slovak republic

Abstract: Every company is planning strategies and aims on the beginning of enterprising.
Companies are in market economy influenced by external and internal factors, which have
impact on function and economy of the company. The right company location in specific area
is leading to possibility of fulfilling of inhabitants demand and of attracting consumers to this
locality.
The aim of this paper is to evaluate impact of enterprise environment on successful
entrepreneurships in commerce sphere.
In this paper we make situation analyze of the chosen company, than we analyze company
competitiveness and we analyze factors, which have impact to company localization decision.
On the end of this paper we propose some important recommend for the chosen company and
also for other commerce companies.

Key Words: enterprise environment, entrepreneurships, factors, company location

Introduction:
The term "entrepreneurial environment" refers to a combination of factors that play a role in
the development of entrepreneurship. Empirical studies on the entrepreneurial environments
of various countries show that countries that keep rules and regulations at a minimum, offer
tax and other incentives, and provide training and counseling services to start-up
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entrepreneurs increase the likelihood of new venture development. Furthermore, factors such
as the availability of financial resources, being in large urban areas, and the presence of
universities for training and research are also found to be very important in increasing the rate
of new venture creations. Studies also show that entrepreneurs face several obstacles
including lack of financial assistance, lack of information on various aspects of business,
excessive taxation, and high rates of inflation. Scholars recommend a variety of policy options
for developing entrepreneurship. These may include providing venture capital funds, taxbased incentives, and government procurement programs; protecting proprietary ideas and
innovation; investing in education and research; rewarding entrepreneurship; and minimizing
entry barriers.
There seems to be an agreement among researchers that the more conducive the business
environment, the more likely new businesses will emerge and grow. Individuals are more
likely to be encouraged to start a business when the social environment values
entrepreneurship, opportunities are available, and entrepreneurs have sufficient knowledge
and skills to start and manage a business.
Entrepreneurship prospers if society views it with a favourable attitude. Societies and cultures
that value entrepreneurship trend to develop societal systems to encourage it. Programs that
develop societal awareness of entrepreneurship have a positive effect on small business
development and growth. Research also shows that tax and other start-up incentives have a
positive impact on small business establishments and growth.
Entrepreneurs may be discouraged from starting a business if they have to adhere to an
excessive number of rules and procedures. The level of procedural requirements for
registration and licensing, taxes, and financial reporting may either facilitate or hinder
entrepreneurial activities. Research shows that most small businesses consider paperwork
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very time-consuming and cumbersome. Countries that keep procedural requirements to a
minimum generally have a viable and dynamic entrepreneurial sector.

Material and Methods:
The objective of this paper is to present how environmental indicators were established and
implemented for and to show that the indicators significantly correlate with the environmental
performance of the chosen enterprise. We would like to show evaluation of the company
location on the case study. The case study is oriented to the RE/MAX company in Slovakia
(in Nitra region) . For the location evaluation we use Reilly formula.
Reilly formula:

Ba [Pa ] [Db ]
=
*
[Pb ] [Da ]
Bb
N

n

Ba + Bb = 1
where:

Ba – purchasing demand, which is reached by Nové Zámky from the chosen
region,
Bb - purchasing demand, which is reached by Nitra from the chosen region,
Pa – number of inhabitants of the city Nové Zámky,
Pb – number of inhabitants of the city Nitra,
Da – distance of the city Nové Zámky and the chosen city,
Db – distance of the city Nitra and the chosen city.
The values of powers N=1 and n= 2 were empirically specified.

We evaluate suitableness of two cities (Nitra and Nové Zámky) for the region of these cities:
Nitra, Šaľa, Nové Zámky, Levice, Vráble and Zlaté Moravce.
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Results:
Despite crises and uncertainty in international capital markets, foreign direct investment by
multinational enterprises is booming. The business world is expected to be moving closer
together through more or less recent developments in communication technologies and
transportation facilities. The political ideal of democracy along with a liberalization of
national economies seems to have finally gained the recognition it deserves as the system that
in the end allows for the best utilization of wealth creating endowments. Besides differences
in economic development, cultural differences remain as a single important means of
distinguishing between people from several nations. The critical issue is that this situation is
being recognized and mankind restrains from emphasizing distinctions, and instead focuses an
working out compatibility between cultures.
Culture has been given the attribute of being responsible for economic performance by several
scholars over the past decade. If cultural factors are of significant importance for overall
economic performance, i.e. the macro-economic level, they must be of at least the same
importance for the performance of companies that work within the particular culture, i.e. an
the micro-economic level. In this case, not only local but international investors in particular
are affected by their respective cultural environment as two - or even more - different cultures
have to be brought to work together. Obviously, a consensus has to be found between
influences from home and host country culture.

RE/MAX
RE/MAX is a real estate franchising system originating in the USA. RE/MAX was founded in
1973 by Dave and Gail Liniger. From a single office in Denver, Colorado, it has grown into a
global network of nearly 100,000 Sales Associates in more than 75 countries, an international
presence greater than any of its competitors. Nobody in the world sells more real estate than
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RE/MAX. RE/MAX has been recognized as the leading real estate franchise in the “2009
Franchise Times Top 200,” and has also been honored as the top real estate franchise for nine
of the last 11 years in the oldest and most respected ranking, “The Franchise 500 Survey,”
published by Entrepreneur magazine.
Since the beginning of 2005 RE/MAX has also been active in the Slovakia. The following
facts have lead to conclusion thus persuading to state this. RE/MAX network has grown each
and every month for almost 30 years and its unique concept has proved to be successful in
more than 50 countries with different economical, cultural and business environments.
RE/MAX is a clear leader in the real estate markets in the USA, Canada and most competitive
markets worldwide. The strong RE/MAX brand, great reputation and a unique concept attract
the most productive and experienced agents to the RE/MAX network. RE/MAX agents have
13 years experience on average and achieve the highest average revenues. RE/MAX is the
only real estate company in the world that has had the privilege to be included in the book “50
Companies That Changed the World”. Franchising enables everyone who desires the
independence and the satisfaction of running his or her own business, to benefit from a proven
concept and a recognized brand to achieve it with much less risk of failure. REMAX target
and motto is to “Enable Everyone to Win”. This is also the target of RE/MAX Slovakia
This paper evaluate suitableness of two cities (Nitra and Nové Zámky) for the region of these
cities: Nitra, Šaľa, Nové Zámky, Levice, Vráble and Zlaté Moravce for the RE/MAX
subsidiary.

Table 1

Values for suitable location evaluation of the RE/MAX subsidiary
Nitra – 84 444 inhabitants
Nové Zámky – 41 431 inhabitants
Šaľa – 24 506 inhabitants
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Levice – 36 657 inhabitants

Number of inhabitants

Vráble – 9 390 inhabitants
Zlaté Moravce – 15 618 inhabitants
Distance in km
Nitra

Nové Zámky

Šaľa – 28 km

Šaľa – 33 km

Levice – 44 km

Levice – 53 km

Vráble – 20 km

Vráble – 38 km

Zlaté Moravce – 30 km

Zlaté Moravce – 57 km

Nové Zámky – 40 km

Nitra – 40 km

Source: Statistical office of the Slovak Republic, own processing

The data from the table 1 were used in Reilly formula for the calculation of the purchase
demand between two cities Nitra and Nové Zámky.
The results of the calculation are shown in the table 2. The numbers represents the share of
the fulfilling of the demand between the cities.
Analyzing city

Nitra

Nové Zámky

Šaľa

65%

35%

Levice

66%

34%

Vráble

86%

14%

Zlaté Moravce

86%

14%

Source: Own calculation

Conclusion:
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From the results follows that Nitra has 65% share on the purchase demand of the Šaľa region
and Nové Zámky has only 35% share. In Levice region has Nitra 66% share while Nové
Zámky has only 34% share. In Vráble region has Nitra 86% share while Nové Zámky has
only 14% share. In Zlaté Moravce region has Nitra 86% share while Nové Zámky has only
14% share. From the results follows the city Nitra has wider representation and higher share
on demand fulfilling in cities Šaľa, Levice, Vráble and Zlaté Moravce than Nové Zámky. It
means that Nitra has more efficiency location for the choosing RE/MAX subsidiary.
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Abstract: Using of information and communication technologies (ICT) and information
systems (IS) is a necessary condition of enterprise and organization development. These
activities are closely connected with the development of the information society. Strategy of
informatization of the society is connected with extending Internet connectivity, supporting
activities in using new information and communication technologies and information systems
and developing of electronic communications. Information and communication technologies
and information systems in enterprises must be able to provide managers current and reliable
information in real time and these must be adequate secure. Information security is a very
important task for all users of ICT and IS. The strategic goal of the information security is to
protect the credibility of the digital environment in Slovakia.

Key Words:

information society, information security, information and communication

technologies, information systems

Introduction:
Information security is defined as the ability of the network and information system as a
whole to withstand with a certain level of confidence against of accidental events, or unlawful
or malicious actions that compromise the availability, authenticity, integrity and
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confidentiality of stored or transmitted data and related services offered by these networks
and systems.
Security breaches can include anything - from the damage of the look of the website, or attack
a computer through the malicious software, failure of the employee who inadvertently
discloses your password to a former employee who sabotages a customer database. The
largest part of these malicious actions is a theft, misuse and unauthorized manipulation with
information.
Information security is actually compensation the risk with benefits, which is connected with
the electronic data processing. The importance of information security and its compliance is
increasing proportionally, because of the use of information and communication technology
(ICT) and information systems (IS) in everyday life.

Material and Methods:
Information and communication technologies permeate all spheres of society, increasing the
importance of access to information, technologies and services at a reasonable price. The
information society is characterized by high sensitivity to phenomena and events that
negatively affect the ability of information systems to provide their services enough secure
and with required quality. Consequently, great attention must be given to information security
in all areas of society and business.
The main document that solves problems of information security is the National Strategy for
Information Security of the Slovak republic, approved by the Slovak Government in August
2008. In Slovakia operate several businesses whose activities are directly or partially focused
on information security. This is particularly the audit firms (security audit of IT systems)
consulting firms, firms which develop and distribute antivirus programs, companies selling
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special hardware systems and software applications, firewalls, etc. There are several firms
engaged in physical security and security of the infrastructure. The need for information
security also leads to software firms to the incorporation of security features into their
products (authentication, protection of data access, protection of confidentiality of data).

Results:
The strategic objective of security is to protect the credibility of the digital environment in
Slovakia. This document is the proposal process, leading to a functioning of ICT and IS in
Slovakia without problem.
Protection of ICT and IS must be based on a qualified analysis of threats against IS and have
to eliminate these threats by using appropriate means. This will be made for:
•

protection ICT an information processed by them throughout their life cycle - prevention,

•

prompt and effective response to security incidents and restoring damaged systems rehabilitation.

In Slovakia, there is not an institution that would systematically deal with collection,
processing and disseminating information on various aspects of the IT security (cyber crime
statistics, surveys, forecasts, etc.). Overview of the information security in Slovakia we
become only from the knowledge of IT managers and from several surveys on individual
issues.
Informatization of all areas of life must be a key element of the policy of information society.
The information society represents a change in our lives, coupled with enormous
opportunities for all people. Strategy of the informatization of society is closely linked to
increasing Internet connectivity, support for activities related to the use of new information
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and communication technologies and development of electronic communication, all forms of
e-business, e-commerce, e-learning, etc. Strategy of the informatiozation in Slovakia has to
identify the fundamental problems of information security and outlining how to solve them.
To meet the strategic goal will be necessary:
•

to achieve and maintain the adequate level of security ICT and IS which are used in
enterprises,

•

to achieve the perception of the information security and safety measures with users of
ICT and IS as a necessary integral part of the building and operation of corporate IS,

•

to create better conditions for further development of information security in enterprises in
Slovakia.

Slovak companies are in principle willing to invest in the IT security. Most focus on various
technical measures, but forget the security processes, i.e. systematic production of codes of
practice and work with information, mandatory for all employees. The implementation of this
security processes do not require a lot of money. But it needs a lot of time and patience to
train employees and motivate them to change their habits in work. All this requires the
support of the top management. Without this support of the top management, a head of IT
department (IT manager), has sufficient competence and authority to oblige all employees to
behave responsibly in a work with information.
Under the survey of magazine Data security management, the approach to information
security in enterprises in Slovakia in recent years has slightly improved. At least as interpreted
by comparison of their two surveys. The surveys have done in years 2006 and 2008 in
cooperation with the National Security Agency in Slovakia. The survey was conducted in 170
enterprises. The questions in the survey responded mostly IT managers or other IT specialists
in the enterprises.
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Nearly forty per cent of respondents in both surveys agreed that the biggest obstacle to the
development of information security in Slovakia is low awareness of its importance. As the
second most common reason for the large spacing ended financial burden of security
measures. But in last years we may see, that the number of companies, which have introduced
a special budget for information security is increasing. Approximately the same level - up to
10% of respondents stated as the problem of inadequate legislation, lack of information and
lack of support of a top management in enterprises.
Figure 1: Obstacles of the development of information security in Slovakia (% of respondents)

1

1 – a lack of knowledge about IT security

2

2 – financial situation in enterprises

3

3 – legislative

4

4 – non existing a security standard in Slovakia

5

5 – a lack of information

6
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7

7 – non interest of top management

8

2008

8 – other problems

9
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9 – a lack of IT experts
10 – technological problems

10
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Source: Survey in Slovak enterprises

Conclusion:
Nowadays, the information security is the reduction of any risks that might arise during the
work with information. The majority of Slovak companies do not realize all processes
connected with IT security. Information security may be effective only if they involve all
departments, which will frame the top management or IT manager. The problem is that the
percentage of organizations where someone take care about information security as a major
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work activity is low (about 13%). Only 18 % of contacted organizations do not have the IT
manager, who is directly responsible for this area. In about 17 % of enterprises, the
responsibility from information security has the top management. These results suggest, that
managements of the companies in the future must pay more attention to manage the
departments of IT security. One reason for the inadequate level of knowledge about IT
security of users of ICT and information systems is a lack of systematic education in the field
of information security.
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Abstract

Positive country image is an essential for all countries because of its impact on
encouraging trade, tourism, foreign investments etc. Country image can be defined as the
picture that consumers attach to products of a particular country based on their personal
experiences with products, interaction with other individuals who have their own views about
countries, stereotyping and news media may also influence the formation of product country
images. To gain an understanding of these images, it is necessary to measure beliefs, feelings
and behavioral orientations of consumers towards a country, its people and products and it
was the purpose of our empirical study. The research was undertaken to determine strengths
and weaknesses of images of Slovakia and selected EU countries (Czech Republic, Hungary,
Poland and Germany) from Slovak consumer point of view on the one hand and to compare
the images according to variables that create the country image on the other hand. To these
variables belonged representative products, economic and political background, history,
traditions, international relations of the country, responsibilities to the environment, tourism,
culture etc. All this information can be useful in marketing strategies especially today when
marketers need to exploit every opportunity for competitive advantage.

Key Words: country image, product country image, country of origin, consumer behaviour
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Introduction

Image is the cluster of meanings that are shaped in minds. Positive and negative
corporate image has great influence on company`s profit and loss accounts, while in macro
environment, a country`s or nation`s image has impact on encouraging trade, tourism and
foreign investments of that country. In that perspective, a positive national image becomes an
essential for all countries. Today, positive country image has a great role in branding the
countries. It also helps the country to brand its other products. But in whole, all those effects
help countries be branded as a whole. Developing a country brand is a difficult and complex
process. But despite all these difficulties and intensive process, it will have positive and
permanent effects in the long run. Especially, in today`s world – in the impact of the
globalization, branding a country and developing the positive image of the country bring
comparative advantages to the country.

Theoretical background

Country image has been studied extensively in consumer research and international
marketing. In the field of marketing research, the study of consumer attitudes toward various
countries and their products is called „Product Country Image“ (PCI), known also as the
„Made in“ or „Country-of-origin“ phenomenon. In general, it has been shown that consumers
often use stereotyped images of countries and their products to help them form opinions and
make choices. The implications of this practice are many and varied, for both strategy and
research. However, PCI is not a well defined construct and findings from different studies
often conflict due to the different measurements used.
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Nagashima1 defined CI as the picture, the reputation, the stereotype that businessmen
and consumers attach to products of a specific country. This image is created by such
variables as representative products, national characteristics, economic and political
background, history and traditions.
Since the political, cultural and economic conditions of nations change over time,
Product-Country Images are also likely to change. Consumer perceptions toward countries
and their products are not static. Some of the factors that have great roles in developing the
country images are human nature, social and cultural richness, economic structure, democracy
and human rights in the country, international relations of the country, technical
developments, business – globalization of business, history of the country, responsibilities to
the environment, tourism, etc.
In general, consumers view products from less developed countries as being of a lower
quality than products from developed countries. Country image can be regarded as a function
of macroeconomic measures, such as GNP per capita and levels of imports and exports. More
findings indicate that respondents are more willing to buy products from politically free and
highly economically countries than from ones that award their citizens few civil and political
rights. An unfavorable country image can create significant market barriers for firms from
less developed countries. It may also pose a dilemna for multinational firms seeking labour
cost advantages in developing countries, as management must weight the benefits in cost
savings against a possible erosion in brand-name value. 2
Several studies have proposed that the PCI phenomenon may be explained as either
a halo or a summary construct.3 Both hypothesis assume that country image will be specific to

1

Nagashima, A. (1970), „A comparison of Japanese and U.S. attitudes toward foreign products“ Journal of
Marketing, Vol. 34, pp. 68-74.
2
Mehrkens, M.B. (2000), „A Longitudinal examination of product – country images of Canada”, Ph.D. thesis,
Carleton University, Ottawa.
3
Han, C.M. (1989), „Country image: Halo or summary construct?“ Journal of marketing research, Vol. 26, pp.
222-229. ISSN 0022-2437.
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product categories. Consumers are said to use country image as a halo in product evaluation
when they infer the quality of an unknown foreign brand based on their general perceptions of
the source country. In this case, the overall country of origin image will be based on
consumers` beliefs about the country, including such variables as representative products,
national characteristics, economic and political background, history and traditions. In contrast,
the summary construct view contends that consumers will use their knowledge about the
quality of foreign products from a specific country to construct information about that country
and its other products.
In forming their images of a country, its people and its products, however right or
wrong they might be, a consumer may be influenced by a number of factors. Some of these
factors may only influence an individual`s images while others may influence the sample`s
images. Stereotyping is one such factor. It allows the individual to overgeneralize his/her
images in an attempt to deal with excessive amounts of information in the environment. Other
factors that influence the formation of product- country images are, for example, the influence
of social groups, exposure to news media and personal experiences with a country and its
products. These factors may also influence changes in these images. But radio and TV
transmissions of international programs, newspapers and magazines, cultural exchange
programs, sports, books, news services are probably the strongest image shapers. 4

Material and Methods

Based on insights provided by the literature review, we ask ourselves the following
questions: how do Slovak consumers rank images of selected EU countries, are there any

4

Gooding, E. (2002), „Eastern Europe and product-country images: a longitudinal analysis of the
competitiveness of Eastern European products”, Ph.D. thesis, Carleton University, Ottawa.
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differences in images according to demographic variables (gender, age, income, education)
and travelling to those countries? The countries selected for our study were Slovakia, the
Czech Republic, Hungary, Poland and Germany. In order to find an answer at the previous
questions, we designed a large-scale survey. Data measuring Slovak attitudes towards
European countries and products was collected between February and December, 2008. The
research was completed using a self-administered questionnaire, distributed by the pick-up
technique to adult consumers in a sample of 1100 respondents in all regions of Slovakia. The
sample was selected using a multi-stage, systematic, random sampling procedure based on
gender and age. A sample size of approximately 1000 respondents was determined a priori.
The pick up technique was used to distribute the questionnaires. This method has been shown
to yield high response rates and to have the added benefit of quick data collection.
Once the data was collected, the 1100 retrieved questionnaires were checked for
completeness. Of these, 83 were incomplete and were thus eliminated from the study. In total
then, the final number of usable questionnaires was 1017. This represents a response rate of
92 % after data editing. All of the completed questionnaires were translated into numerical
codes and enters into a database on the SAS statistical program.
More in detail, the questionnaire included sections to measure a) attitudes toward
countries, b) attitudes toward products from those countries, c) specific product evaluations,
and d) basic demographic information. Consumers were asked to rate these categories using
a 5-point scale. Completion of the questionnaire took about 30 minutes.
A series of ANOVA and t-tests were used to determine whether there are differences
in country images, in analyzing the demographic correlates of product-country images and the
association between travel and product-country images. Descriptive statistics, or more
specifically, mean scores, were also examined for purposes of comparison.
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Tabulation was used to create categories for analyzing the sample`s demographic
characteristics. The result will be discussed in the following section. Table 1 describes the
sample`s demographic characteristics. As noted in the table, the percentage of male
respondents was 48 and that of female respondents, 52 %. The median age of the respondents
was between 40 - 49 years, approximately 26 % of those surveyed were university graduates.
The median household income was between 800 – 1000 €.

Table 1 Sample`s demographic characteristics
Variables
Gender
woman
Man
Age
18-24
25-29
30-39
40-49
50-59
60-64
above 65
Education
Primary
some high school
high school graduate
university graduate
Source: Own research

Sample

Population

Difference

52,0 %
48,0 %

51,4 %
48,6 %

+ 0,6
- 0,6

26,9 %
10,6 %
9,7 %
21,7 %
16,7 %
5,6 %
8,8 %

13,9 %
10,7 %
17,9 %
17,7 %
16,4 %
5,4 %
14,3 %

+13,0
- 0,1
- 8,2
+ 4,0
+ 0,3
+ 0,2
- 5,5

7,4 %
13,4 %
52,7 %
26,5 %

22,5 %
27,7 %
38,0 %
11,8 %

- 15,1
- 14,3
+ 14,7
+ 14,7

The population statistics of Slovakia are also shown in Table 1. Comparison of the
census population with the sample population reveals several differences. Women
respondents, for example, were slightly over-represented. Generally the majority of the
respondents in the sample were between the ages of 18 and 24. Relative to the population, the
percentage of respondents in this group were over-represented. The second largest group of
respondents in the sample was the middle age group (40 and 49). The respondents were also
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above average on both education and income levels. Although the sample is generally not
representative of the population in terms of age, income and education, such sample is useful
for the purposes of this study since these consumers are those that can be expected to
eventually influence the images and behavioral orientations of other consumers. These
consumers may also have had greater exposure to foreign countries and markets, and are
likely to be familiar with foreign products.
The respondents have ever been in Hungary, the Czech Republic and Poland (once or
more times). The majority said that they had never traveled to Germany (Figure 1).

Figure 1 Structure of respondents according to contact with selected EU country
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Source: Own research

Results

Before the image analysis of selected countries, the reliability of different scales has
been certified. There are several methods how to assess the reliability of scales. We have used
the most widely used method, Cronbach alpha coefficient - the rate of internal consistency
range.
The evaluation was based on examining correlations between individual items of the
image of countries. The value of Cronbach alpha coefficient for all countries together was
(0.80), Slovakia (0.82), Czech Republic (0.77), Germany (0.69), Poland (0.80) and Hungary
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(0.85), so we can speak about adequate internal consistency of the scale. Therefore in the
following section can be discussed the image analysis of selected countries.

Table 2 Cronbach alpha
Variables

Row variables

Standardized variables

Correlation

Alpha

Correlation

Alpha

Likeable people

0,4699

0,7781

0,4708

0,7786

Good country repute abroad

0,5743

0,7678

0,5743

0,7684

Country with high living standard

0,5132

0,7739

0,5143

0,7743

Democratic country

0,4865

0,7767

0,4870

0,7770

Interesting country for tourists

0,4563

0,7795

0,4556

0,7801

Technological progress

0,4584

0,7793

0,4584

0,7798

Country with history and tradition

0,4346

0,7816

0,4343

0,7821

0,4638

0,7789

0,4641

0,7792

Competitive enterprises

0,4749

0,7778

0,4761

0,7781

Production of high quality products

0,4115

0,7838

0,4111

0,7843

Economic developed country

0,3347

0,7915

0,3357

0,7915

Agrarian country

0,1947

0,8039

0,1928

0,8046

Country with low environmental
pollution

Cronbach alpha

0,7958

0,7962

Source: Own research

In order to ensure better image characteristics of Slovakia were used several methods.
First of all free associations have been used, which respondents challenged to the concept
“Slovakia”. The results are captured in a cognitive network in Figure 1. The advantage of this
type of questions is generating respondent`s interest to participate in the survey and obtain
information that could lack by researchers` prepared alternatives.
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Figure 2 Cognitive network of free associations to „Slovakia“
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Spontaneous associations give the first impression of the structure of the image of
Slovakia by Slovak consumers. In this context, it is necessary to stress the importance of free
and spontaneous expressions. To what extent are the different dimensions of the image
relevant to building the image of Slovakia will be subject of other parts of this paper.
1017 respondents reported total 894 responses which were divided into six groups:
 Foodstuffs/home cooking
 Nature/country/sport
 Home/society
 Economy
 Culture/history/tourism
 Politics
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Table 3 Number of free associations to „Slovakia“
Category

Frequency

Share

The most common answers (amount/share in %)

291

32,5 %

dumplings (69/7,75)

another dairy products (36/4)

alcohol (18/2)

another foodstuffs (27/3)

beer (34/3,75)

sheep cheese (107/12)

Tatras (161/18)

Slovak mountains (33/3,7)

lakes/rivers (12/1,3)

nice nature (22/2,5)

ice hockey (18/ 2)

middle of Europe (22/2,5)

modesty (13/1,5)

beautiful women (7/0,75)

Foodstuffs/
home cooking

Nature/country/

268

30,0 %

Sport

194

Home/

21,7 %

motherland (174/19,5)

Society
Economy

Culture/history/

67

45

7,5 %

5,0 %

Tourism
Politics

29

3,3 %

∑

894

100 %

quality (45/5)

high prices (7/0,75)

economy (13/1,45)

unemployment (3/0,3)

tradition (11/1,2)

Bratislava (5/0,6)

culture (20/2,2)

other Slovak cities (8/0,9)

politics (18/2)

state symbols (11/1,3)

Source: Own research

Categorization, associations and the most commonly responses are shown in Table 3.
Spontaneous picture of Slovakia is intended primarily for answers in the categories of the
food (32.5%), nature (30.0%) and home / society (21.7%). The most common individual
replies of the respondents were sheep cheese / sheep cheese dumplings (19.8%), homeland
(19.5%) and Tatras (18.0%). Some categories have been partially negative. They were
associated with unemployment, higher prices and some political leaders. But in general
according to the proportion of total responses we can talk about the positive image of
Slovakia.
After qualitative image research (spontaneous associations), the other section was
focused on analyzing the image of Slovakia using quantitative closed battery. "Do you think
that the following statements are true for the country?" The respondents` task was to evaluate
the individual components of the image of the country (likeable people, country's reputation
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abroad, living standard, democracy and political stability, a tourist attraction, technological
progress, tradition and history, low pollution environment, competitive companies,
manufacturing high quality products, agricultural orientation) on Likert scale from 1 (strongly
agree) to 5 (completely disagree). Based on the researcher works of Janssen (2003)5, Leitow
(2005)6 and Sedláková (2008)7 the individual components of the country image were divided
into five groups:
 policy (democratic country, politically stable country, the country's reputation
abroad, a country with rich history and traditions, a country with high living
standards),


people (nice and likeable people),



economy (technological advances, competitive companies, manufacturing
high quality products, economically developed country),

 environment (the country with low environmental pollution),
 country (the attractive landscape, agricultural oriented country).
This allocation based on respondents' answers was confirmed only partially. Some preassigned categories in some variables did not show the expected correlation and conversely
correlated with more variables from other categories. Using of cluster analysis we have found
new groups of image components:
 policy (democratic and politically stable country, the country's reputation
abroad, a country with high living standards, a country with low
environmental pollution),

5

Janßen, J. (2003), „Ausländische Lebensmittel auf dem deutschen Markt aus Sicht der Konsumenten“, Ph.D.
thesis, Humboldt Universität zu Berlin, Berlin.
6
Leitow, D. (2005), „Produktherkunft und Preis als Einflussfaktoren auf die Kaufentscheidung“, Ph.D. thesis,
Humboldt Universität zu Berlin, Berlin.
7
Sedláková, J. (2008), „Herkunf und Image der Lebensmittel als Entscheidungsfaktor bei der Vermarktung im
internationalen Wettbewerb unter besonderer Berücksichtigung der Kommunikationspolitik“, Ph.D. thesis,
Humboldt Universität zu Berlin, Berlin.
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people / tourism (nice and likeable people, a tourist attractive country, the
country with the history and traditions),



economy (economic developed country, technological progress, competitive
companies, manufacturing high quality products),



agriculture (agriculture - oriented country).

The next section provides a summary of the mean ratings for the target countries. The
results from a series of within subject comparisons are also discussed. These tests were
performed to determine whether there are any differences in the views held by Slovak people
toward selected European countries.
Figure 3 presents the mean ratings for the target countries on the country scales.
Slovak people rated Germany the highest overall, and on 7 of the 12 individual scale items.
On almost every scale item, Germany`s mean score was at least one point higher than those of
the European countries. The

items for which Germany did not score the highest were

„likeable people“, „ interesting country for tourists“, „country with history and tradition“ and
„agrarian country“.
The lowest ratings by respondents were given to Poland. The country had the lowest
average score and received the lowest ratings on 11 of the 12 items. The country was rated
significantly lower than all of the European countries on items: „country with high standard
living“, „production of high quality products“, „country with low environmental pollution“.
Poland received significantly lower ratings than Hungary (6 items), the Czech Republic (11
items) and Germany (10 items). These results demonstrate that Poland has a significantly less
favorable image than the other European countries.
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Figure 3 Country images

Source: Own research
Notes: Scores range from 1 (high) to 5 (low)

Comparisons were performed to test differences in Slovak perceptions of the European
countries. The country profiles were considered significantly different if p <.05.The result of
this test indicated that respondents did rate the countries of Europe differently. Slovakia, the
Czech Republic, Germany were rated more similarly by respondents. The significantly
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differences were between these three countries on one hand and Hungary and Poland on the
other hand.
The Slovak images of Slovakia were quite positive. Slovak people believed that
Slovakia is „interesting country for tourists“, „country with history and tradition“, and
„country with likeable people“. Even the highest ratings from all countries were given on the
scales „agrarian country“ and „country with likeable people“ but all means were above the
midpoint. However lower ratings were on the scales „country with high standard of living“,
„technological progress“, „country with low environmental pollution“, „economic developed
country“. But it is important to say that consumers tend to evaluate their own country
relatively more favorably. This may reflect the tendency for consumers to be patriotic.
To determine if images held vary across different demographic consumer segments,
this study examines the data for significant demographic correlates. Research has shown that
a number of demographic correlates can moderate an individual`s product-country image.
Numerous researchers have examined demographic differences in consumer product and
country evaluations. The demographics most frequently examined have been gender, age,
education, occupation and income. Some researchers found strong correlation, others found
little or no impact.
Our analysis of the demographic and travel correlates of country images has mixed
results. The Anova results for sociodemographic relationships to the country image of
Slovakia are shown in the Table 4. Significant differences were found for almost all of the
respondent groups, only gender based differences in country images were not found. On the
other hand, we have found age based differences in the image of Slovakia. Older respondents
generally had more positive images of Slovakia than younger respondents. The respondents
between the ages 18 – 24 had the most negative beliefs about Slovakia. The results of the
analyses on the association between education and country images were not as clear as those
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on age. The less educated generally had more positive images than the more educated. The
most critical group were households with monthly income above 1500 eur.

Table 4 Image of Slovakia and sociodemographic correlates
Characteristics
F-value
Critical value
Gender

0,203

4,747

Age

6,447*

2,584

Occupation

2,376

4,844

Activity

3,250 *

2,892

Education

9,569 *

2,892

Income

15,600 *

2,584

Number of household members

4,203 *

2,383

Source: Own research
Notes: * indicates significant differences
Travel was found to be associated with the Slovak respondents` images of selected
countries, however only with Hungary. Both the images of Hungary and of Hungarian
products were more positive when the respondents had ever traveled to Hungary (family,
friends, holidays, business). The results of the pairwise comparisons (contact /without contact
with the country) are shown in Table 5.
Another situation happened in the case of aware buying food from selected countries.
For all five countries referred that if people knowingly buy foodstuffs from these countries,
evaluated the country from which they originate more positive than those who did not know
that they buy products from these countries.
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Table 5 Country image in dependence on contact with selected EU countries
Components of country image

Czech R.

Germany

yes

no

yes

no

yes

no

yes

no

Likeable people

1,75

1,72

2,61

2,80

2,49

2,42

2,91

3,28

Good country repute abroad

1,96

2,06

1,67

1,70

2,81

2,86

2,77

2,80

Country with high living standard

2,31

2,28

1,34

1,31

2,90

3,04

2,72

2,67

Democratic country

2,25

2,15

1,63

1,66

2,58

2,55

2,55

2,74

Interesting country for tourists

1,73

1,71

1,94

1,91

2,49

2,42

2,39

2,59

Technological progress

2,19

2,32

1,41

1,49

2,79

2,88

2,70

2,77

Country with history and tradition

1,46

1,39

1,66

1,74

1,93

1,91

1,93

2,05

2,64

2,76

2,37

2,31

2,93

2,96

2,79

2,85

2,11

2,05

1,51

1,59

2,62

2,62

2,58

2,56

1,89

1,97

1,52

1,56

2,95

2,85

2,49

2,54

Economic developed country

2,16

2,12

1,37

1,36

2,78

2,75

2,57

2,51

Agrarian country

2,23

2,24

2,56

2,62

2,28

2,25

2,13

2,33

Country with low environmental
pollution
Competitive enterprises
Production of high quality
products

Poland

Hungary

F value

0,31

1,82

0,10

2,65

Critical value

2,20

2,20

2,20

2,20

Source: Own research
Notes: yes – contact with country, no – without contact with country

Conclusion

This study examined Slovak consumers` attitudes toward selected European countries.
The research found that Slovak people rated Germany most favorably, Poland least favorably
and the other three Central European countries (Slovakia, the Czech Republic, Hungary)
somewhere between these two extremes. In general, Germany was given an average score one
point higher than the other European countries.
Globalization is creating a greater appreciation of the actual differences between
countries, which are specializing in the activities that they do best. As a result, PCI effects are
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very pronounced and their resulting implications very important. The results of this study
indicate that Slovak consumers view Germany and its products favorably. German producers,
therefore, may want to accentuate the country of origin in advertising, packaging or labeling.
On the other hand, export oriented firms must understand foreign consumers` images
of Slovakia, its people and its products especially by planning successful marketing strategies.
Product-country images are also of interest to other than consumer markets. Such
images may influence a consumer`s willingness to visit a country or international business
investment decisions. Therefore, an understanding of such images is essential not only for
Slovak businesses wishing to export but also for Slovak government in its effort to attract
foreign investments or to promote travel to Slovak regions abroad.
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Abstract: Revenue recognition issue is a sensitive matter in the global accounting and thus
accounting community pays a considerable attention to it. World accounting, which is mainly
represented by IAS/IFRS and US GAAP, applies into revenue recognition time value and
recognises revenue in the moment of minimal risk of its realisation. On the other hand, Slovak
approach has always come up from significant influence of tax law, which creates the
tendency to understand the accounting mainly from the aspect of further gain adjustment of
the tax basis. Article compares US GAAP and Slovak approach for revenue recognition in
case of sales of goods when right of its return exists even from bookkeeping aspect or from
impact on total revenue.
Key words: Revenue recognition, US GAAP, SFAS 48, seasonal index.

Introduction
In the community of accounting experts is frequently discussed the issue of IAS/IFRS
(International Financial Reporting Standards) implementation within European area and its
convergence with American accounting principles US GAAP (United States Generally
Accepted Accounting Principles). Even the matter of IAS/IFRS is presently more than topical
in Europe; the important element of accounting education also represents the US GAAP due
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to continuous increase of American investments in the Slovak republic. American approach to
revenue recognition comes from conservative and reserve principle that recognises revenue at
the moment, when there is minimum threat of cancellation of fulfilment.

Material and Methods
The aim of this contribution is to point out the difference between US GAAP and Slovak
accounting approach from the aspect of total revenue recognition by sale of goods when right
of return exists. The issue uses analysis and comparison method backed by theoretical basis
represented by American principle SFAS 48, Slovak procedures of accounting and Slovak
accounting code. In order to follow up SFAS 48 attitude, it is necessary to estimate probable
return of goods that were sold during the fiscal period by objective mathematical or statistical
method. For this purpose we recommend to use statistical time line method with seasonal
index which is based on the following formula:

Seasonal Index
Yi
Si =
Yi´
Si – seasonal index, Yi-monitored input value, Yi´-central sliding average

Coming from historical timeline values of recorded returns, it is necessary to divide these
values by seasonal indexes, and then to extrapolate it by an appropriate function, make an
estimate to the future (recommended to use Statistics software application, e.g. Statgraphics)
and finally multiply the obtained figures by about mentioned seasonal indexes.
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The main issue is to calculate the difference of recognized revenue by using of SFAS48
principle and to highlight any possible conflict with the revenue output, resulting from the
Slovak accounting approach. Because of lack of factual figures from existing Slovak
enterprises, we used arbitrary numbers.

Results and discussion
US GAAP approach
The most sensitive issue in US GAAP undoubtedly represents the issue of revenue
recognition and revenue reporting. According to US GAAP, it is possible to recognise the
revenue when it is:
-

Realised or realisable,

-

Earned,

-

Gain recognised.
SEC (Security Exchange Commission) interprets the revenue as realised or realisable,

when all the following criteria are met:
-

Persuasive evidence of an arrangement exists,

-

Delivery has occurred or services have been rendered,

-

The seller’s price to the buyer is fixed or determinable, and

-

Collectibility is reasonably assured.
Statement of Financial Accounting Standards No.48, which describes revenue

recognition when the right of return exists, declares that revenue from sales transactions shall
be recognised at time of sale only if all of the conditions specified by the Statement are met
(The seller's price to the buyer is substantially fixed or determinable at the date of sale; The
buyer has paid the seller, or the buyer is obligated to pay the seller and the obligation is not
contingent on resale of the product; The buyer's obligation to the seller would not be changed
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in the event of theft or physical destruction or damage of the product; The buyer acquiring the
product for resale has economic substance apart from that provided by the seller; The seller
does not have significant obligations for future performance to directly bring about resale of
the product by the buyer; The amount of future returns can be reasonably estimated). If those
conditions are not met, revenue recognition is postponed; if they are met, sales revenue and
cost of sales reported in the income statement shall be reduced to reflect the estimated returns
and expected costs or losses. Sales revenue and cost of sales that are not recognised at the
time of sale because the foregoing conditions are not met shall be recognised either when the
return privilege has substantially expired or if those conditions subsequently are met,
whichever occurs first. The ability to make a reasonable estimate of the amount of future
returns depends on many factors and circumstances that vary from case to case. For example
it may be influenced by technological obsolescence, historical experience with similar types
of sales etc. If conditions for revenue recognition are not met, it is also proposed to decrease
the revenue by uncollected amount. Then we book the rest of the revenue according to
incoming payments.

Slovak approach
Related to Slovak approach, which is characterised by Slovak accounting code and by
Slovak procedures of accounting, the definition of revenue is mentioned in Art.2, par. 4, letter
c) of Slovak accounting code as an increase of economic benefits of enterprise in fiscal
period, which can be measured reliably. Furthermore, economic benefit is defined as a
possibility to contribute to collection of cash and cash equivalents in a direct or indirect way.

With respect to Art.3, par. 2 of Slovak accounting code, the enterprise is obligated to
recognise revenues in that fiscal period, in which they originated, regardless of collecting date
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or date of its other balance. According to Slovak accounting procedures we book revenues
into that period, into which they materially and terminally relate to. The basic criterion for
accruals is a fact that it is well known in its material content, value and the period they relate
to. From the Slovak accounting point of view we can observe a restricted perception of
revenue recognition. It is mainly orientated on correct account selection from an accounting
framework and on general definitions of accruals. Slovak accounting procedures do not
specify methods of revenue recognition in case of right of goods return. Unfortunately, in
Slovak accounting practice we can recognise tendency of automatic booking of revenues by
issuing the invoice, which in many cases it has nothing to do with revenue occurrence.

Practical comparison
In 2009 company has sold goods in amount of 90,000 EUR; costs of goods were 60,000 EUR;
it is allowed to return goods by customers within 1 year from the purchase date. What is the
difference between revenue recognised by SFAS 48 and Slovak approach?

Coming out from SFAS 48, it is necessary to estimate the expected amount of future return
goods, which will take place in 2010. This prediction may come from historical records of
minimum 5 years, noted on a regular quarterly basis. Subsequently we have to calculate
averages, sliding averages and centralised sliding averages on 4 record basis and then to
calculate seasonal indexes. For this reason it is necessary to use formula described in section
“Material and method”, then to divide values of quarterly sold goods by appropriate seasonal
index and consequently extrapolate obtained values by a convenient mathematical function to
make future prediction. For this reason it is recommended to use some statistical software
application. Obtained predicted values are then necessary to multiply by relevant calculated
seasonal indexes. Let’s assume, that described statistical method estimate 10% return of
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goods that were sold in 2009. From the above mentioned forecast, the comparison for Slovak
and SFAS 48 accounting approach would be based on following operations:

Table 1: Slovak and SFAS 48 booking confrontation I.
In
Thousand
EUR

Difference
Slovak approach - (A)

SFAS 48 - (B)
A-B

Period

Text

year 2009

Invoice :

year 2009

Out of store:

year 2009

Allowance for margin
loss of return estim.
10%:

Dr. / Cr.
receivable / revenue
cost of goods / inventory

expense / allowance

year 2009

Sum

Text

90,0 EUR Invoice :
60,0 EUR Out of store:

3,0 EUR 10% return estimation:

10% return estimation:

Dr. / Cr.

Sum

receivable / revenue

90,0 EUR

cost of goods / inventory

60,0 EUR

revenue / unearned revenue

3,0 EUR

revenue / cost of goods

6,0 EUR

year 2009

Revenue:

90,0 EUR Revenue:

year 2010

Return of goods 5%

inventory / cost of goods

3,0 EUR Return of goods 5%

inventory / receivable

3,0 EUR

year 2010

Return of goods 5%

revenue / receivable

3,0 EUR Return of goods 5%

unearned revenue / receivable

1,5 EUR

year 2010

Return of goods 5%

allowance / receivable

1,5 EUR Return period expired

unearned revenue / revenue

1,5 EUR

year 2010

Return period expired

allowance / expense

1,5 EUR Return period expired

cost of goods / revenue

3,0 EUR

year 2010

Revenue:

-3,0 EUR Revenue:

4,5 EUR

-7,5 EUR

Revenue 2009+2010

87,0 EUR Revenue 2009+2010

85,5 EUR

1,5 EUR

Expense 2009+2010

58,5 EUR Expense 2009+2010

57,0 EUR

1,5 EUR

Profit 2009+2010

28,5 EUR Profit 2009+2010

28,5 EUR

0,0 EUR

Source:

81,0 EUR

9,0 EUR

self-calculation

If we take into consideration Slovak approach and company will create allowance for margin
loss of predicted goods return as a revenue reduction, the comparison shall be as follows:
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Table 2: Slovak and SFAS 48 booking confrontation II.
Difference

In Thousand
EUR

Slovak approach - (A)

SFAS 48 - (B)
A-B

Period

Text

year 2009

Invoice :

year 2009

Out of store:

year 2009

Allowance for margin
loss of return estim.
10%:

Dr. / Cr.

Sum

receivable / revenue
cost of goods / inventory

Text

Dr. / Cr.

90,0 EUR Invoice :
60,0 EUR Out of store:

revenue / allowance

3,0 EUR 10% return estimation:

year 2009

90,0 EUR

cost of goods / inventory

60,0 EUR

revenue / unearned revenue

3,0 EUR

revenue / cost of goods

6,0 EUR

10% return estimation:

year 2009

Revenue:

year 2010

Return of goods 5%

Sum

receivable / revenue

87,0 EUR Revenue:
inventory / cost of goods

year 2010

Return of goods 5%

revenue / receivable

year 2010

Return of goods 5%

allowance / receivable
allowance / revenue

81,0 EUR

3,0 EUR Return of goods 5%

inventory / receivable

3,0 EUR Return of goods 5%

unearned revenue / receivable

1,5 EUR

1,5 EUR Return period expired

unearned revenue / revenue

1,5 EUR

1,5 EUR Return period expired

cost of goods / revenue

year 2010

Return period expired

year 2010

Revenue:

-1,5 EUR Revenue:

Revenue 2009+2010

6,0 EUR

3,0 EUR

3,0 EUR
4,5 EUR

-6,0 EUR

85,5 EUR Revenue 2009+2010

85,5 EUR

0,0 EUR

Expense 2009+2010

57,0 EUR Expense 2009+2010

57,0 EUR

0,0 EUR

Profit 2009+2010

28,5 EUR Profit 2009+2010

28,5 EUR

0,0 EUR

Source: self-calculation

Principles of SFAS 48 might be also reflected by a compatible method with identical
recognised revenues and expenses:

Table 3: SFAS 48 approach – different method
In Thousand
EUR
Period

SFAS 48 - (B) - other method
Text

Dr. / Cr.

year 2009
year 2009
year 2009

Invoice :
Out of store:
10% return estimation:

receivable / revenue
cost of goods / inventory A
revenue / unearned revenue

year 2009

10% return estimation:
Revenue:

inventory B / cost of goods

Return of goods 5%
Return of goods 5%
Return period expired

inventory A / inventory B
unearned revenue / receivable
unearned revenue / revenue

Return period expired
Revenue:

cost of goods / inventory B

year 2009
year 2010
year 2010
year 2010
year 2010
year 2010

Sum
90,0 EUR
60,0 EUR
9,0 EUR
6,0 EUR
81,0 EUR
3,0 EUR
4,5 EUR
4,5 EUR
3,0 EUR
4,5 EUR

Revenue 2009+2010

85,5 EUR

Expense 2009+2010

57,0 EUR

Profit 2009+2010

28,5 EUR

Source: self-calculation
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As seen from above tables, Slovak approach recognizes revenue and corresponding
expense even from sales of goods, which are estimated to be returned by customer. Because
of predicted return, it is clear, that the company would not realise the profit margin and
therefore the company should create an allowance. Company however recognises revenue and
corresponding expense in the year of sale. SFAS 48 approach comes from the principle
substance over form, which means, that it is prohibited to recognise revenue from sold goods
that would be probably returned, because in this case no real trade had taken place (product
was finally returned). Slovak approach takes into consideration only profit result, which is a
primary base for tax calculation. Based on this aspect, there is no profit difference between
the compared approaches. Accounting however should not serve primarily to tax authority,
but it should represent real financial situation of monitored enterprise, which is dominant for
eventual investor’s decisions. If we compare amount of revenue recognised in each year, there
is a significant difference of compared approaches. For this reason we are in position to point
out, that revenue recognised by Slovak approach is partially deformed from the individual
year point of view. If we take into consideration the fact, that allowance creation is booked as
expense, partial revenue and expense deformation is even visible from an aspect of two years
aggregation. On the other hand, if allowance creation is based on revenue decrease, difference
between compared approaches is clear only on the individual year basis. However this partial
deformation might lead investors to make mistakes in their decisions and activities.
As it is well known, potential investors establish their decisions also on financial ratio
analysis that in some cases comes out of revenue inputs. Because of distinguished revenue
recognised by Slovak approach, attributes from financial ratio analysis may lead investor into
a wrong investment decision.
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Conclusion
Slovak accounting approach to revenue recognition is very general and with exception of
some examples it doesn’t describe a situation of revenue recognition within specific trade
operations. Slovak attitude is therefore formally based on right recognition of company profit,
which is the base for tax calculation. On the other hand, American accounting principles US
GAAP concentrate their accounting focus on true and fair view of financial situation of a
company with the rule of substance over form. In sales, when right of goods return exists,
regulation SFAS 48 does not allow to recognise revenue and related expense of sold goods
that are predicted to be returned by customer. Conversely, Slovak approach distinguishes the
moment of sale and the moment of return as two separate business transactions and
accounting operations. We do not consider this attitude as accurate and therefore we are in
position to propose to supplement a specific regulation in Slovak accounting procedures that
would comply with SFAS 48, in order to reach a fair view of overall revenue situation of
company.
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COUNTRY OF ORIGIN OF THE FOOD AND CONSUMER
PREFERENCES IN SEGMENT OF UNIVERSITY STUDENTS

A. KRETTER1, Z. KÁDEKOVÁ1, J. SEDLÁKOVÁ1
1
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ABSTRACT
Knowing of consumer preferences and country of origin of the food offers the important
information to the food producers and trades and creates the base for their marketing
decision making. In the era of market globalization, the consumers regard the country of
origin of products as one of the quality indicator. The paper examines the consumer
preferences and attributes of decision making in the segement of university students in
Slovakia. The results suggest, that this group of consumers preffers the atributes as freshness,
flavour and also the price when food shopping, while preferring domestic products is
dominant.
KEYWORDS: Consumer Preferences, Country of Origin of the Food, Segment of Students,
Consumer Communication.

INTRODUCTION
The stronger influence of the globalization affects also the food market. The food producers
are still finding new groups of consumers all over the world. Distribution of consumer goods
from different countries in the world has an impact on consumer behaviour and consumer
preferences in particular country. Therefore it is a necessity and highly actual to research
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consumer behaviour and consumer attitudes toward domestic and foreign products, mainly a
formulation of the new marketing strategies and using the tools of marketing mix.
The literature concerns about the consumer behaviour research.
In many studies the country-of-origin is also the cue for evaluation of the products. The
country-of-origin [COO] analysis and research the focuse on the buyers‘ opinions regarding
the relative qualities of goods and services produced in various countries.
The results of research of Bilkey1, Papadopoul 2, Hausruckinger3, Webb 4, Janssen5 and many
others indicate that the domestic products enjoy generally more favorable evaluation than
foreign-made products. In recent years, the research of consumer behaviour in Slovakia has
been also realized by Kretter6, Sedlaková7, Kubicová 8, Nagyová9 , Horská

10

and many

1

Bilkey, W.J., Nes, E. ( 1998 ), “Country-of-origin effects on products evaluations“, In: Journal of Intenational
Business Studies, no. Spring/Summer, pp. 89-90, ISSN 00472506.

2

Papadopoulos, N. - Heslop, L.A. - Graby, F. - Avlonitis, G. ( 1998 ), “A cross-national view of consumer
predispositions toward products from forgein countries“, In: ESOMAR, Proceedings of the 39th congress, Monte
Carlo, September, pp.91-117
3

Hausruckinger, G. ( 1993), “Herkunftsbezeichnungen als präferenzdeterminierende Faktoren: eine
internationale Studie bei langlebigen Gebrauchsgütern“, Frankfurt/Main: Lang, ISBN-10 3631452624.
4

Webb, D. ( 2000 ), “Country of origin and brands effects in a university setting“, In: OZRETIC-DOSEN, D. et.
al. Assessments of country of origin and brand cues in evaluating a Croatian, western and eastern European food
products. In Journal of Business Res, vol. 6, no.3. ISSN 0265-1335.
5

Janßen, J. ( 2002 ), “Ausländische Lebensmittel auf dem Markt aus Sicht von Konsumenten“, Dissertation,
Humboldt-Universität zu Berlin, Berlin, pp.222, ISBN 3-89825-737-1
6

Kretter, A. ( 2006 ), “Regionálne potravinové produkty a faktory spotrebného dopytu“, In: Zborník
z medzinárodnej konferencie FMK UCM “Nové trendy v marketingu“, Trnava: Univerzita sv.Cyrila a Metoda,
Fakulta masmediálnej komunikácie, pp. 61- 63. ISBN: 80- 89220- 21-5.

6

Kretter, A. ( 2007 ), “Imidž a spotrebiteľské preferencie vybraných zahraničných mliečnych produktov
a komunikácia“, In: Marketingové komunikace a image: Univerzita Tomáša Bati ve Zlíně, pp. 120 – 125. ISBN:
80 –7318 –394 -3.
7

Sedláková, J.- Schade, G.-Vogler,W.- Kretter, A. (2007), “Spotrebiteľské správanie sa mladých
konzumentov – vplyv etnocentrizmu a pôvodu potravín“, In: Acta oeconomica et informatica, roč.10, č.2, pp.
45-48. ISSN 1335-2571
8

Kubicová, Ľ. ( 2008 ), “Vplyv spotrebiteľských cien na vývoj spotreby mäsa v SR“, In: Firma a konkurenční
prostředí 2008, Brno: Mendelova zemědelská a lesnická univerzita. ISBN: 978-80-7392–021-0.

9

Nagyová, Ľ. – Golian, J. ( 2008 ), “Komparácia názorov slovenských a českých spotrebiteľov na kvalitu
a bezpečnosť potravín“, In: IX Potravinárska konferencia, Ministerstvo pôdohospodárstva Bratislava:
Spoločnosť spotrebiteľov potravín, pp. 19-21
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others. The results of mentioned research points at important needs of knowing the consumer
behaviour and consumer decision making when shopping the products in a strong bond with
marketing activities of producers and merchants.

MATERIAL AND METHODS
The aim of the work was to research the food shopping preferences and country-of-origin of
the products in the market segment of university students.
To research the attitudes towards domestic products, the self-administrated written
questionnaire was used to collect the data from students in 2008. Before research, the study of
allowable sources of literature took a place and the Pre-Test was used to specify the questions
used in the questionnaire. Thereafter the questionnare was adapted and used in the asking of
chosen research sample. The sampling frame consisted of the university students.
The chosen university students could be characterized as a homogenous group of the young
educated people, open to the news and knowledges who have an access to huge amount of
information. The present students in Slovakia represent the new generation of Slovak
consumers and could be marked as potential multiplicators who will markedly influence the
consumer behaviour and consumer decision making in the future. Sampling frame of the
respondents doesn’t cover all basic complex of consumers in Slovakia and the sampling
frame of respondents represents just one segment of the market.
respondents´ answers

The total amount of

is 468 . Information were processed by computer program

SPSS,Ver.14.
The questionnaire was divided into 2 sections.

10

Horská, E. – Nagyová, Ľ. ( 2007 ), “Európsky spotrebiteľ a spotrebiteľské správanie“, In: Zorník
z odborného seminára Medzinárodné programy EÚ na FEM SPU v Nitre, Nitra: SPU, pp. 64- 66. ISBN: 978-808069-944-4.
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The first section surveyed respondents´ attitudes toward their home country Slovakia and
Slovak products.
Further, the respondents were asked to evaluate specific attributes of the products that could
influence their decision and preferences in choosing the food.

The country-of-origin

perception toward home-products was investigated as well as consumers´ accent on the price.

RESULTS
Total amount of 468 respondents answered the questionnaire. The age of respondents ranges
between 18 and 30 years, with an average age of 21.26 years. The females with 69.7% were
proportionally heavier represented in the sample as males (30.3%).
The respondents prefer to do their shopping mostly in the hyper- and supermarkets (94.9%)
while 47.6% of respondents prefer to do their shopping in the retail stores. The discount are
not popular among the young students, only 13.3% do their shopping over there. There are
still 12.2% of respondents, who visit the market place and shop there.
In the first question, the image of the home-country Slovakia has been investigated. The open
question to capture all association of the respondents to the term “Slovakia” has been asked.
More then 92% of the attitudes to the term “Slovakia” were positive. Respondents expressed
their attitude to Slovakia by appointing the attributes which are in their opinion the best
known in Slovakia. From individual attributes the most common were the following answers:
nature (96.2 %), family ( 89.7 %), Slovak cuisine ( 48.3%), historical monuments and tourism
(37.8%).
Following question tried to find out the attitudes of respondents to their native country. To the
respondents was given 16 findings about Slovakia. Respondents evaluated each one in the
range of Likert scale ( 1 = total disagreement, 6 = total agreement). More than 50%
respondents believe that Slovakia is hospitable and likeable country.
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48.4% of respondents totally agree or agree with the finding, that Slovakia is the country with
traditions and 45.5% of respondents believe that Slovakia has a great future.
To investigate the most important factors in the consumer behaviour of the respondents when
buying food products, the next question had been asked. The main purpose of this question
was to find out if the country-of-origin of products plays an important role in consumer
decision making. For majority of respondents, the important factors by consumer decision are:
the freshness, which is preferred by 92.7 % of respondents. Next factor that influences the
consumers is price (88.2 %).
Consumer decision is influenced also by the flavour of products ( 84.6 %) and by healthy
products. Almost half of the respondents insists on the general design of the product. The
country-of-origin has impact by one third of respondents in their behaviour in buying the food
products. The country-of-origin is not dominant factor in decision making, but the preference
by one third of respondents predicts the possibility for the producers to use it as a extrinsic
cue to influence some groups of consumers and that is why the higher attention in marketing
should be paid to this question.
Figure 1 : Respondents´ preferences in food buying

Source: Own research
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In the next question we have analysed had been the impact of the country-of-origin and the
price to the consumers. The yoghurt as a product of the daily consumption was used. In the
first part of the question the preferences between Slovak and foreign yoghurt was investigated
in general. Almost 88% of respondents would prefer Slovak product.
In the second and the third part of the question the respondents were asked about their
preferences in term of price and product´s country-of-origin. If the price of Slovak product
was lower than the price of foreign one , the Slovak product would be prefered , it means
more than 88 % of respondents prefer the Slovak yoghurt. But if the price of Slovak product
would be 20% higher than the price of foreign one , its preference would decrease on the level
of 47.2% and the foreign product would be bought by more than one half of the respondents.
From stated above follows that the Slovak students prefer domestic products, but they are
also the price sensitive. We can deduce that the country-of-origin of the products has impact
on one group of the respondents, because more than 40 % of respondents prefer domestic
yoghurt despite of its higher price .
In analysing the factors influencing the respondents´ behaviour when buying the household
food, these have mentioned the taste of the Slovak foodstuff as the most important reason for
this preference of the Slovak foodstuff. Respondets totally agreed or agreed with findings ,
that Slovak economy is supported by buying the Slovak products ( 64.4%), 52.9 % of
respondents usually buy the Slovak products because of its high quality and

49 % of

respondents would buy the products beacuse these were produced in their domestic country.
The other factors influencing respondents´ preferences for domestic products are indicated in
figure 2. From domestic products, the most preferred food products are diary products and
milk, followed by candy and sweets, fruit and vegetable, bakery products, wine, beer and
alcoholic drinks in general.

2599

Figure 2: Respondents´preferences for domestic products: “ I prefer domestic Slovak
products because...” (in %)

Source: Own research

In consumers´ decision making process the communication policy has an important position.
While searching different external factors which influence the consumer we have found out
that the product knowing and previous good experience with the product has a great impact in
consumer influencing which is higher than influence of the advertisement. The other factors
that stimulate the buying of the foodstuff are the information on the product (48.9 %), well
known brand (45.6 %), recommendation from the experts (39 %), like doctors, teachers,
ministry or health organisation, , professional associations , word-of-mouth advertising (38
%), recommendation from the expertsavailability of the product in many shops (36.8 %),
quality label (36.5 %), country of origin advertisements. These results show that there is
a necessity to creatively apply the communication tools on the consumer.
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CONCLUSION
The aim of the work was to find out the preferences of the Slovak young people in the
segment of university students and to examine their attitudes towards country-of-origin and
the preferences of the Slovak young consumers for domestic and foreign food products. The
study also analysed the image of Slovakia as a home country of the respondents and the
image of the Slovak products.
The preferences for domestic food products were indicated too. From these results it can be
stated that the positive image of Slovakia has an influence on the products that are produced
in Slovakia. The image of Slovakia among the young students is very positive and affects also
the preferences for the domestic products which are on higher level and more than half of the
respondents pay attention to the country-of-origin information on the products. However,
when we presented the list of factors, that could influence the consumer buying decision, the
respondents gave the distinctive importance to freshness, price and flavor of the products. One
explanation for this finding could be that the intrinsic cues, like a freshness and flavor are
relatively easy to access, so the consumers don’t need to give greater reliance to others cues.
But the extrinsic cue price has impact on consumer decision, because we have investigated,
that the young Slovak students are price sensitive. Respondents prefer Slovak food products
because of their flavor and freshness and students also believe they support the Slovak
economics by buying them.
Therefore we can advise to use above mentioned results in applying in communication
focused on the consumers. This is true mainly for bigger retail units , because those are the
places where the respondents- university students prefer to do their shopping.
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Comparison of Consumptionon the Food Market Between
Slovakia and Austria
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Abstract: The paper targets the consumption of the chosen food products in Slovakia and
Austria. The consumption of food is related to every inhabitant, there are social-economics
conditions, traditions, culture and total standard of living reflexed in it. Besides the product
prices, decision-making of the consumer on the food market depends also on the income.
Austria is considered to be a dynamic developed industrial country, which belongs to the
group of the most wealthy countries in the European Union. The economy of Slovakia, even
after entering the European Union, remains to fall behind the level of the near-by Austria,
namely not only in economics productivity and efficiency but also in the income level. The
target of this paper is to find out which factors influence the Slovak and Austrian consumer
behaviour in the chosen food products purchasing , which are the items of everyday
consumption. Our marketing research of the above mentioned markets is based on the ground
of questionnaire method.

Key words: Food consumption, Price development, Consumption expenses, Household
income, Consumer behaviour.
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INTRODUCTION

For all of us, one of the most important consistent values is the fact that in spite of all
differences everybody is the consumer. All of us regularly consume the food, use the clothes,
transportation, different goods and services. Our consumer behaviour infulences the demand
for the basic materials and products which are able to influence employment and sources
development, success of some industrial sectors as well as terminating ot the other sectors.
On the present dynamic developed market the sellers have to know their customers- their
wishes, style of work, ways of thinking and spending their leisure time1. The sellers have to
understand the influences, that affect the decision process of consumers.
In the selection of the goods, each consumer is limited by the income and prices that have to
be paid and it is the consumer´s ambition to reach the highest possible level of demand
satisfaction in a frame of these restrictions.2
Consumer behaviour of inhabitants is from the short-term point of view determined by
income development, changes in the price development of the goods, size and structure of the
offer on the consumption market.3
From the long-term point of view is this behaviour affected by demographic development,
conventional consumer habits and precise cultural ideals. In the structure of the consumer
expenses have an important share the expenses on the foodstuff and non-alcoholic beverages

1

Nagyová, Ľ., Stávková,J.,Tonkovičová, Ľ. ( 2008 ), Selected characteristics of Slovak consumers purchasing
behaviour, In: Acta Universitatis Agriculturae et Silviculture Mendelianae Brunensis LVI, pp.69-77, ISSN
12118516
2
Grüner, B. ( 2009 ), “Österreichischer Ernährungsbericht 2008“, 1. Auflage, Institut für
Ernährungswissenschaften der Universität Wien , pp.436, ISBN 978-3-901861-99-4
3
Jamborová, M. ( 2005 ), “Komparatívna analýza vývoja spotreby vybraných druhov potravín na slovenskom
trhu a v EÚ o období rokov 1993-2003“, Bratislava: VÚEPP, pp. 65, ISBN 80-8058-376-5

2605

in Slovakia.4 Comparing to the countries with the advanced market economy is this market
share really high.
Many various elements influence the food expenses but the most important are the economic
ones. In the EU countries - 15 is the share of expenses on the foodstuff and beverages of the
total expenses inversely dependent on the household incomes. While the expenses on the
foodstuff and beverages increase, their share of the total expenses decrease. The similar trends
could be seen also in Slovakia.

MATERIAL AND METHODS

Basis for solving

the

given problem

was taken from the official publications of the

Statistical Office of the Slovak republic5 and Statistik Austria6. Information about consumer
food buying behaviour were taken from Agrarmarkt Marketing company´s research in Austria
and from our the self-administrated written questionnaire research .

FINDINGS AND RESULTS

Many various elements influence the food expenses but the most important are the economic ones.
It means that decreasing od foodstuff expenses is subjected to economic growth and income
increasing. The food consumption is influenced by GDP progress, real income development , prices

4

Kubicová, Ľ. (2008), “ Vývoj spotrebiteľského dopytu po potravinách“, Nitra: SPU, pp.85, ISBN 978-80-5520092-7

5
6

Statistical Office of the Slovak republic (n.d.). Available at web address: < http://portal.statistics.sk/>
Statistik Austria( n.d. ). Available at web address: < http://www.statistik.at/>
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of the foodstuff, services and industrial goods. Differences in the foodstuff consumption are based
on the different income level of the inhabitants in Slovakia and in Austria.
Graph 1 presents that in the year 2008 average monthly income in Slovakia was only 723 € , while
in Austria it was 1901 €. Incomes of inhabitants of Slovakia and Austria were not the same at all.
Despite of this fact, the leeway of Slovakia slowly became to shorten. While in the year 2000
employees in Austria earned 4.3 times more than employees in Slovakia - in the year 2008 it was
only 2.6 times more. The faster growth rate was reached in the period of 8 years, when the average
monthly income increased about 8.5 % per annum , while in Austria the increase was only about
1.94 % per annum.

Graph 1: Average monthly income in Slovakia and in Austria ( in Euros )
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Consumer decision on the foodstuff market depends besides the income also on the product prices.
The consumer price is one of the factors which influences demand for the particular product or
service. The foodstuff prices have the special position in the area of the consumer prices of the
products and services. There are two basic effects reflecting in the consumer prices. One of them is
the nourishing function, which has tendency to pull the consumer price of the foodstuff downwards,
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and the second one is economic conditionality, which increasing limitation has tendency to push
the consumer prices of the foodstuff upwards. In the frame of this action is difficult to find the level
of equilibrium. The price strongly influences consumer demand. Current price influences not only
demand but also supply because the producers and processers compares the reached prices of their
products with expended production costs. During the watched period there were lower income level
in Slovakia than in Austria, also in the year 2008 the foodstuff prices were lower in Slovakia than
in Austria.
Consumption expenses represent the amount of expenses on the products and services. Statistical
Office of the Slovak republic use the qualification of the finding items within the statistics of the
family bills ( qualification of the individual consumption according to purpose COICOP). In this
statistics are the household expenses devided according to purpose of use, it means according to
intention on which money has been spent or which part of the living standard has been satisfied
by products and services.
Consumption expenses depend on the consumer habits of region, its culture and traditions on the
one hand but these also reflect the concrete socio-economic situation of the particular households
and given economic environment on the other hand. Generally the truth is : The poorer the country
is, the higher expenses have to be paid to satisfy the basic needs as the food, living, water,
electricity, gas and fuel and lower expenses to satisfy so-called “higher needs“ as education, culture
and vacations.
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Graph 2: Comparison of the consumption expenses of households in Slovakia
and in Austria in the year 2008 per person ( in %)
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In the structure of the final consumption of the private households in Slovakia, the highest part
within the consumer expenses is created by expenses on food and non-alcoholic beverages buying.
Despite the fact, that their progress in the mentioned period of 9 years has been decreasing and
since the year 2000 has decreased from 28.4 % to 21.9 % in the year 2008, their part in expenses
structure of the households is still high. Decreasing of the part of the food expenses is accompanied
by slow downturning of material consumption of some kinds of the food and by demanding for the
cheaper food, as well as fluctuating the consumer prices of the food. There are living expenses on
the second place of the total consumption expenses ( graph 2 ). In the year 2000 these were on the
level of 17.8 % and has an increasing tendency. Their growth is the result of the electricity, gas,
water and warmth price raising that their share in a frame of the consumption expenses has
increased about 1.7 % and reached the level of 19.54 % in the year 2008. The third most important
item represents the travel expenses. In 2000 they were on the level of 8.5 % and in the watched 9
year period have increased about 3 % to reach the level 11.58 %.
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The most important part in household expenses in Slovakia is still created by food and nonalcoholic expenses, but their share has decreasing tendency year by year. The structure of the
consumption expenses of the households in Slovakia is close to the structures of EU-15 countries.
On the base of the statistical data, in 2008 the inhabitants of the neighbouring Austria (graph 2)
spent the most money on traveling, living and energies followed by foodstuff expenses and nonalcoholic beverages expenses.

Comparison of the chosen foodstuff consumption development in Slovakia and Austria

In Slovakia in 1989

the

food consumption of majority of the foodstuff was balanced.

Transformation of the Slovak economy has reflected in economic and trade possibilities of
inhabitants. The market in Slovakia was opened and the supply was extended by entering the
European Union. Entrance of the international chain stores influenced the supply and demand
mainly by wider availability and the level of presentation and selling of the products in international
standardized conditions. An important factor from the consumption of foodstuff´s point of view is
the age structure of the inhabitants, which assigns their aging. From the other factors influencing the
foodstuff consumption could be mentioned also decreasing of the family size and increasing of
inhabitant´s level of education. Changes into development of foodstuff consumption were brought
by unstable growth of incomes and expansion of income differentiation of inhabitants. After 1998
has decreased the consumption of the animal products, mainly beef and veal, pork and milk ( graph
3,4).
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Graph 3: Development of meat consumption in Slovakia
35

Consumption in kg

30
25
pig

20

beef
15

poultry

10
5
0
1998

2000

2002

2004

2006

2008

2010

Years

Source: Statistical Office of the Slovak republic

Tendency of development of particular meat consumption could be written in linear functions
with following parameters:
Pig

Yt = 32,18 + 0,006* t

R2 = 0,0335

Beef

Yt = 8,49 – 0,41 * t

R2 = 0,911

Poultry

Yt = 18,45 + 0,29 * t

R2 = 0,537

Milk and dairy products have an irrecoverable position in everyday food consumption.
Development of the milk consumption has

decreasing tendency and as from the trend

function results there is an average annual decrease about 2.685 kg. Since the year 2000, the
consumption of milk has decreased about 18.5 kg - from 69.4 kg to 50.9 kg in the year 2008
per person per year. Reasonable decrease was noticed in butter consumption from 2.2 kg in
2000 to 1.7 kg in 2008 per person. Rapid decrease of milk consumption was caused by price
raising, decreasing of

inhabitants´ effective demand and weak advertisement of dairy

products. Decrease of milk was partly substitued by increasing of cheese consumption,
average about 0.336 kg per year.
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Graph 4: Development of milk, cheese and butter consumption
in Slovakia
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Tendency of development of milk, cheese and butter consumption could be written in linear
functions with following parameters:
Milk

Yt = 73,09 – 2,685 t

R2 = 0,967

Cheese

Yt = 5,42 + 0,336 t

R2 = 0,856

Butter

Yt = 2,63 – 0,062 t R2 = 0,478

In Austria the food consumption during the watched period was developing similarly to
situation in Slovakia. Decreasing of beef and pork and increasing of poultry consumption was
noticed ( Graph 5).
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Graph 5: Development of meat consumption in Austria
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Tendency of development of particular meat consumption could be written in linear functions
with following parameters:
Pig

Yt = 41,44 – 0,178t

R2 = 0,531

Beef

Yt = 12,75 – 0,082t

R2 = 0,587

Poultry Yt = 17,23 + 0,298t

R2 = 0,786

In comparison with Slovakia, there is a higher consumption of beef and veal in Austria while
the differences in poultry consumption are minimal. Decreasing in poultry consumption was
in both countries average about 0.298 kg per person per year.
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Graph 6 : Development of milk, cheese and butter consumption
in Austria
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Decreasing tendency of particular commodity consumption ( from graph 6 ) could be written
in following linear functions:
Milk

Yt = 75,91 + 0,453 t R2 = 0,678

Butter Yt = 4,65 + 0,023 t R2 = 0,385
Cheese Yt =17,96 + 0,160 t R2 = 0,593

Development of dairy products consumption in Slovakia points at the decreasing tendency of
milk, cheese in butter consumption. In Slovakia was noticed only cheese consumption
decrease.
The differences result from the comparison of substantial level of consumption of various
nutritous foodstuff. As could be seen in graph 7, in the year 2008 in Austria the consumption
of beef and veal was 2.4 times higher, milk 1.7 times higher, cheese and butter 2.1 and fruit
1.5 times higer than in Slovakia.
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Graph 7: Consumption of chosen foodstuff in 2008 in Slovakia
and Austria
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Historically conditioned consumer habits and climatic identity in both countries could be
seen in compatible level of demand for the food as poultry, beef, vegetable and potatoes.
Lower or decreasing level of milk, butter and fruit is influenced by the lower income level of
the Slovak households. The most important factor in this development is just the short time
after Slovak economy transformation.

Comparison of consumer behaviour in foodstuff buying in Slovakia and Austria

Based on our own questionnaire research and the research of Agrarmarkt Austria Marketing
company in Austria7, we would like to point at the consumer behaviour in basic food buying.

7

Agrarmarkt Austria Marketing ( 2009 ). Available at web address: < http://www.ama-marketing.at/>
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What is important for you when buying the food?

According to answers of the respondents of our marketing research, the factor that influences
the consumers the most of all ( graph 8) is the price of the food ( 30 %). The second most
important factor influencing consumer decision is freshness of the food ( 27 %), the third
one is quality (13 %), followed by date of consumption (10 %), country- of-origin (8 %),
compound (7 %) and producer (5 %).

Graph 8: Factors influencing food buying decision in Slovakia
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In the conditions of the Austrian households ( graph 9 ) was found out that majority of
respondents is influenced by country-of-origin of the food ( 28 %). The second most
important factor influencing consumer decision is price ( 25 %), the third one is date of
consumption ( 18 %) followed by freshness of the food ( 14 %), producer ( 9 %), quality (3
%) and compound ( 3%).
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Graph 9: Factors influencing food buying decision in Austria
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What are three the most important reasons to buy the following food: milk, cheese, beef,
pork, poultry, fruit and vegetables?
In Slovak households- the most important factor when buying the food in general ( chart 1) is
freshness (80 – 91 %). The bargain price is also very important for all mentioned food (65 – 78 %).
Attention is paid to domestic products, mainly milk (71 %) and meat (58 – 63 %),as well as cheese
(28 %), fruit and vegetables (26 %). The appearance has the most important position when fruit and
vegetables buying (65 %), and it is not so important for milk (22 %). Wide selection is asked for
cheese (60 %) and fruit (51 %), while the wide selection is not so important in beef (25 %), pork
(23 %) and poultry (23 %). Bio product is not so important for Slovak consumer (bio-cheese would
prefer only 9 % of respondents , bio milk 11 % and bio fruit and vegetables 14 % respondents).
Chart 1 : Preferences in buying the chosen food in Slovakia
Reasons to buy
Bargain Freshness Appearance
Product
price
72 %
89 %
22 %
Milk
78 %
86 %
38 %
Cheese
75 %
86 %
55 %
Beef
71 %
88 %
55 %
Pork
72 %
91 %
52 %
Poultry
65 %
80 %
65 %
Fruit and vegetables
Source: Own research
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HouseholdBio product
product
71 %
11 %
28 %
9%
58 %
0%
63 %
0%
62 %
0%
26 %
14 %

Wide
selection
35 %
60 %
25 %
23 %
23 %
51 %

Austrian consumers, as it can be seen in chart 2, prefer the freshness of the food as the most
important attribute. Accent is on household products buying, mainly milk (71 %), poultry (63 %),
pork and beef ( 61 % ). The bargain price has almost the same importance for all mentioned foods
( 42 – 48 %). The appearance influences the fruit and vegetables buying the most (58 %), but
appearance is not so important for milk (20 %). Wide selection is asked for cheese (24 %) and
fruit (18%), while the wide selection is not so important in beef (7 %), pork (7 %) and poultry (5
%). Respondents would buy the bio product , mainly bio milk (19 % ) and bio fruit and vegetables
(18 %).
Chart 2 : Preferences in buying the chosen food in Austria
Reasons to buy
Product
Milk
Cheese
Beef
Pork
Poultry
Fruit and vegetables

Bargain Freshness Appearance Household Bio
Wide
price
product
product selection
46 %
44 %
47 %
48 %
45 %
42 %

70 %
62 %
84 %
81 %
83 %
84 %

20 %
39 %
46 %
46 %
48 %
58 %

71 %
53 %
61 %
61 %
63 %
42 %

19 %
17 %
17 %
15 %
16 %
18 %

11 %
24 %
7%
7%
5%
18 %

Source: AMA

What does the food quality mean for you?
Mentioning the quality in Slovakia, 29% of respondents connect the quality of the food with its
freshness (graph 10 ). For 21 % repondents the quality means healthy food and 22 % respondents
would connect quality of the food with using no artificial flavours. 17 % respondents award the
flavour of the food and 11 % appreciate the country-of-origin which is a sign of product quality
for them.
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Graph 10: Importance of quality for the Slovak consumer
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When asking about the quality in Austria ( graph 11 ), 44 % of respondents believe that quality is
connected with the freshness. The country-of-origin is a synonym of quality for 25 % respondents.
Good flavour of

food is quality assurance

for 14 % of asked Austrian consumers. 11 %

respondents trust the quality food with no artificial flavours and 6 % consumers would buy the
healthy food because they believe that this kind of food means quality.

Graph 11: Importance of quality for the Austrian consumer

11%

freshness

6%
44%

flavour
country-of- origin

25%

healthy food
no artificial flavours

14%

Source: AMA

2619

Which requirements on milk are the most important for you?

From marketing research in Slovakia (graph 12) is obvious that the most important requirement of
consumers on milk is “freshness“ (83 %). The second most important requirement belongs to
inquiry

“natural - not artifical flavour“ (74 %), followed by requirements: “ no dyes and

conservation materials“ (46 %), “bargain price“ (42 %), “domestic product“ (40 %) and “strict
quality control“ (37 %).
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For Austrian consumers ( graph 13), the most important requirement of consumers on milk is
“natural - not artifical flavour“ ( 67 %). The second most important requirement belongs to inquiry
“ no dyes and conservation materials“ ( 61%), followed by requirements: “domestic product“ (58
%), “freshness“ (48 %) and “strict quality control“ (48 %). “Bargain price“ is the most important
requirement for 43 % Austrian consumers.
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Graph 13: Requirements of Austrian consumer on milk
80
67

70

61

60

58

55
48

%

50

43

40
30
20
10
0
natural not
artificial
flavour

no dyes and
conservation
materials

domestic
product

freshness

strict quality bargain price
control

Source: AMA

Which requirements on meat are the most important for you?
For Slovak consumers ( graph 14), the most important requirement on meat is “freshness“ (85 %).
The second most important requirement is “natural - not artifical flavour“ (78 %), followed by
requirements: “ appearance “ (66 %), “domestic product“ (55%), “bargain price“ (48 %), and
“strict quality control“ (42 %).
Graph 14: Requirements of Slovak consumer on meat
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freshness

strict quality bargain price
control

For consumers in Austria, the most important requirement of consumers on meat is “natural - not
artifical flavour“ ( 73 %). The second most important requirement is “freshness“ (68 %) followed
by requirements: “strict quality control“ (60 %), “domestic product“ ( 60 %) and “apperance of the
meat“ ( 58%). “Bargain price“ is the most important only for 42 % of consumers in Austria.

Graph 15 Requirements of Austrian consumer on meat
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CONCLUSION

Realized marketing research of consumer food shopping behaviour in Slovakia and Austria shows
constantly increasing concern of consumers over quality, fresh and domestic products.While
importance of bargain price of food in Austria wanes, in Slovakia the bargain price appears as
important factor influencing the food buying. Majority of consumers of both countries believe in
importance of the food freshness. The similar accent is on the country-of –origin of the foodstuff ,
when domestic products are prefered, especially milk (71 %) and meat (61 – 63 %). Bargain price
is also very important for Slovak consumers (65 - 78 %). Austrian consumers require higher quality
control and these consumers are very sensitive on the country-of-origin of the food.
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Success of the food products on market requires research of consumer behaviour. Using the
advertisement is necessity in selling domestic products which have to be also competitive in
price and quality. Increasing of incomes, delaying of consumer prices and decreasing of
unemployment are necessary for demand increasing .
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Relationship of Selected Pupils Secondary Vocational Schools
in Nitra Region to Rural Life in Rural Areas and Their Ideas
about Life Success
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Abstract: Authors present results achieved while working on the KEGA project (No. 3
/4279/06): "The state of secondary vocational agri-food education in the Nitra region, and the
proposal of its optimal structure". Attention was focused on the family background of students
from selected vocational high schools in the Nitra region and their relationship to the life in
the countryside and views on life success. Overall, responses were received from 361 students
from 12 selected schools. In the groups of respondents there was predominant representation
of students from rural areas. This fact determined the affiliation of the absolute majority of
respondents to the countryside. The results have shown that students in the imagination of
their life success emphasize the importance of social networks and their own activity. We
have seen a relatively high representation of single-parent families with the absence of fathers
in the family. This probably ranks these families to socially weaker ones. In the sample
dominated families with two children. Only 4.62% of students family members have their
own business and especially in the sphere of services. The priorities chosen by pupils in
developing their life careers correspond with the priorities of rural households generally
preferred in Slovakia. They emphasize social networks and their own activities. Evidence of
this is prooved by the pupils choice of the order of preconditions important for the success in
their lives: to know the right people, work hard, have talent, talent, achieve the highest
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possible level of education. The research results also show the diversity of pupils' ideas about
their future lives and life path. Students from rural areas only partially combine their ideas of
future career with the rural life. They would like to live in the countryside but work in the
city. The vast majority of students do not link their lives with the countryside neither want to
make their own business.

Key Words:

Secondary vocational schools, agri-food complex, family background, relationship to life, life
success

Introduction:

Perceptions of life and vision of the future is an important precondition for the development
of socio - economic activities and life strategies of individuals and social groups. Knowledge
gained from research activities (Kučírková, D., 2003; Kučírková, D., 2005) highlighted the
fact that the family background remains in the current period, similarly to what it was in the
past, an important part of social networks in rural areas. Forasmuch as the secondary
vocational agri-food and veterinary schools can have positive effects on further development
of agriculture and food industry, rural development, local employment, regional employment,
development of the activities which revitalize the regions (especially regions with low skill
and territorial mobility), we focused in the research just on family background of the students
from secondary vocational agri-food and veterinary schools, on their relationship to the
countryside. We were interested in students‘ideas about their life success as well as their
relationship to the life in the countryside. In particular, whether they would like to live and
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work in rural areas in the future. We investigated the facts based on selected indicators which
were the following: respondents permanent residence (city-countryside), employment
of family members in agriculture and food industry, family business, pupil evaluation of the
prerequisites for achieving success and life visions of the respondents about their future path
in life connected with the life in the countryside.

Material and Methods:

System of actions, ie a situation in which the action takes place, consists of three elements player, standard and motivation. Therefore the performed analysis was based on the
disposition of actors - students in the cultural and value context of the social rural area in
which selected students of secondary schools act or wish to act in the future.
In the preparatory phase of the research there were selected the secondary vocational agrifood and veterinary schools with accredited programs of study in every district in Nitra
region from the network of schools published by the Ministry of Education of the Slovak
Republic for the current 2007/08 school year. Also, the secondary vocational schools, which
professionally correspond with the development of services in the rural areas.
Owing to the changing structure of the various types of vocational schools in Slovakia,
schools were defined as associated secondary vocational schools, secondary vocational
schools and secondary industrial schools. Classification of selected schools resulted in the
selection of a representative sample of schools. The sample consisted of 12 schools from
various districts in Nitra region.
In June 2008 we approached the students of selected schools. Random selection
of respondents – students was the subject to the basic criterion they should have been in their
2nd year of study branch where school leaving exam is not needed and in the 3rd year
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of study branch with school leaving exam. Pupil sample of respondents consisted of 61%
of students in their 3rd year of study and 39% of pupils in their 2nd year of study. Overall, we
obtained responses from 361 students of selected schools. It accounted for 31% of pupils from
agri-food schools and 69% of pupils from agricultural and veterinary schools (including the
corresponding fields in services in rural areas). We chose the method of the questionnaire.
Students‘ responses to each questionnaire were marked by a cross (x). For qualitative
evaluation there was used a scale of points from 1 (lowest value) to 5 (highest value). Open
questions were answered by students expressing their own views.

Results:

The Nitra region (autonomous region of Nitra) is a residential distribution of population of
rural-urban type. Taking into consideration this fact we assumed that a large proportion of
pupils from selected schools live in rural areas. We anticipated that the affiliation of the
students to rural area influences their attitudes and their relationship to the countryside,
perceptions of their employment after graduation and future life path.
We anticipated that the ideas of students living in rural areas will be oriented to the rural
community (lower rates of social mobility in rural areas) and their preferred ranking of values
will be close to traditional values of people in rural areas.
We anticipated that students studying agricultural and veterinary branches of study will have a
stronger family and business background in the countryside than the students studying at agrifood school.

1. Family background of pupils of agricultural, veterinary and food fields of study from
selected schools in Nitra region
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We asked students about their place of residence. At the time of the research 65.09% of
students from agricultural and veterinary schools and 57.65% of students from agri-food
schools lived in rural settlements. 64.66% of pupils from vocational schools without school
leaving exam and 61.43% of pupils from vocational schools with school leaving exam
permanently lived in the countryside. We see that in the groups of respondents predominant
were the students from rural areas (59.56%) which identified the affiliation of the absolute
majority of respondents to the countryside.
Place of residence in the countryside has become a starting indicator for assessing the social
networks of respondents. These social networks are particularly connected with family
background and broader social relationships, which relate to work activities of immediate
family members (including business). We paid special attention to family background of
students from rural areas.
We asked students about the people living with them in one house (flat). Achieved results,
however, can not be regarded as an expression of the respondents´ household structure. We
approached students at the age under 18 and therefore we thought that they would not be
familiar with the common housekeeping of all family members.

a) Family background of pupils from agri-food schools
Research has shown that the students from agri-food schools live predominantly in a complete
family. We have found that 24.00 % of respondents from agri-food orientation live without
their father in the family, and 9.33 % without their mother.
The situation was similar in the groups of respondents from vocational schools without
leaving exam. Almost 19% of them live without fathers and 2.70% without their mothers. We
can see that there is high absence of fathers in the family. The finding can be regarded as a
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negative phenomenon. There has been a wide representation of two-generation families in
rural areas.
In the families of pupils attending agri-food schools with leaving exam dominated families
with two children (65.00%). Fewer families had three children (28.33%). There were only
6.67% families with more than three children.
In the families of pupils attending agri-food schools without leaving exam (including
branches focused on services for rural areas) dominated the two-children families (52.00%).
Highly were represented the families with several children (24.00% were families with three
children and 20% of families with four children). Only 13, 51% of students from the total
sample of respondents stated that they do not live together with their siblings. However, there
were also some of them who said they live in one house (flat) with the family of their siblings
(8.10%).

b) Family background of pupils of agricultural and veterinary schools

Similarly to the families of students from agri-food schools, in the families of students from
agricultural and veterinary schools a complete family dominated. But there was significantly
lower number of single-parent families. However, 11.11% pupils from these schools reported
that they do not live with their father, and 4.86% of them with their mother.
In the families of abovementioned group predominated the families with two children
(61.61%), and the families with three children (19.64%) were less represented. Families with
more than three children were in this group of respondents represented less than in the group
of students from agri- food schools. In this group of respondents, there was a family with 11
children.
Students of vocational schools without leaving exam aimed at agriculture and the rural service
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sector came mostly from complete families (83.81%). In this group of respondents, 12.38% of
students also lived without their father, and 3.81% grew up in a family without a mother. In
the structure of these families dominated two children families (50.55%). There were 29.67%
of families with three children and 11% of families with several children. There was a higher
number of students from these schools living with siblings and their families (5.71%).

2) Notions of pupils on assumptions relevant to the achievement of life success

Based on our experience acquired in the years 2001 - 2003 can be stated that the people in the
Slovak countryside show their dependence in notions (about life, living standards and future
prospects) on the type of regional community. Their ideas about future are to a great extent
influenced by the level of rationality that can be understood as a measure of adaptability
of the members of these households to the new social conditions. It was established that:

•

An important factor in the development of social and economic activities
of rural households towards the prospective development and growth of living
standards, is a network of local social relations, in particular, family and
friendly ones. These are the traditional elements of social life in the Slovak
countryside, which from the perspective of rural households play an important
role not only at local but also at regional level.

•

Villagers expected the growth of living standards in the career of their
children, particularly linked to their education. They saw the priorities in the
development of their children‘s careers in the achievement of higher education.
They did not expect the kids would go in their footsteps related to the
profession and choose the occupation of either parent. They believed their
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children would find the future work on labor market. They did not associate
children‘s future life paths with the life in their native village and business.
•

The impact of family and friendly relationships were evaluated positively. The
relatively well-known fact has been confirmed that there are very strong family
ties and solidarity in Slovakia. Up to 70% of randomly selected rural
households in 2001 rated the positive impact of family on living standards
of households.

•

They emphasized their own activities as an important determinant of growth
in living standards. (Kučírková, 2003)

Based on the above, we focused on the attitudes of pupils towards the achievement of certain
selected indicators of life success. Students should determine the significance of various
assumptions, achieving life success on a scale from 1 (lowest level of significance) to 5
(highest level of significance).
In connection with the affiliation of a larger part of the students to rural areas we wondered
whether the priorities in the development of their careers will correspond with the priorities
preferred by the representatives of selected rural households in Slovakia. Whether their ideas
about the future life path correspond to the strategies of members living in rural households in
Slovakia. It has been shown that the students, without significant differences in the
imagination of their life success, stress the importance of social networks and their own
activity. Like the vast majority of selected rural households in Slovakia.
Students set the following sequence of conditions for achieving life success: know the right
people, work hard, have talent, talent, have the highest level of education, to have educated
parents, to be ambitious, willing to take risks, come from wealthy families, have political
connections, political views.
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3) Notions of pupils on their future life path

The research results show the diversity of pupils ideas on their future life path. Some of the
respondents from the vocational apprentice schools would like to go abroad for work after
graduation (14.40%). The work abroad was interesting also for 16.62% of pupils from
vocational schools. Up to 26.59% of students from vocational schools would like to continue
their studies at universities. Our assumption that a greater interest in continuing their studies
will be shown by the students of vocational schools has been confirmed. The profile of their
studies would create greater opportunities to be successful at universities. Only 9.42% of
students from the vocational apprentice schools were interested in working in the sphere of
their profession. The revealed fact that students of both kinds of schools are mostly not
prepared to consider the possibility of making business is more than striking. The idea of
making their own business is being considered only by 5.26% of the respondents of
vocational schools and 8.03% of pupils from vocational apprentice schools. Some students
have no clear idea about their future life path. They wrote about their future professional job,
which is unrelated to the branch they studied (eg. a policeman, a driver, a professional soldier,
a football player).
We have not seen any major differences in pupils' ideas about the future path of living
according to different types of schools and disciplines studied. We anticipated that especially
pupils from schools with agricultural and veterinary orientation will associate their future
work with the life in the countryside. We found that a greater interest in living in the
countryside manifested part of pupils from agri-food schools. They would like to work in the
city. To live in rural areas would be interesting for a part of the respondents from agricultural
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and veterinary schools. Most of the students, however, have not thought about this possibility
yet.
We focused also on students from rural areas. Respondents from rural areas are only partly
associated with their future work in rural areas, they would like to dwell in the countryside,
but work in the city. Most students from the city have not deal with this issue yet.
The vast majority of students from vocational schools do not link their lives with the
countryside at all.

Conclusion:

Nitra region is characterized by a higher concentration of agri-food activities within the
business activities of the economically active population. That situation is due to the
localization of agriculture, food industry as well as services to the most fruitful parts of
Slovakia, which are the southern regions (Danubian Lowland). Southern regions of Slovakia
are characterized by lower level of education and aging population. (Falťan, Ľ. – Pašiak, J.,
2004)
Nitra region ranks among the predominantly rural region with a mixed character of rural
settlements (small villages and 1000 people in residential structure represented 40-60%).
By the way of maintaining the settlement or re-settling the population especially in remote
rural villages can be met the needs of the young families who are struggling with the rising
living costs in the cities and are more and more interested in living in the countryside.
Countryside provides also some other important options (retirees moving to the countryside the availability of transport). Urban populations may thus contribute to the rural revitalization.
Rural development is therefore the issue of public interest and not only the interests of the
rural population itself.
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The present way of providing the educational services and counselling in the Slovak
countryside through their commercialization is inefficient. The economically weak enterprises
and households with low pension levels do not create an effective demand for these services,
although their social need is high.
Counseling and educational services for rural areas should be supported, coordinated and
developed by the state like in most developed countries of the world. (Fáziková, M., 2001)
The groups of respondents, the students of vocational apprentice schools, are mainly
represented by the students living in rural areas, which affects their identification with the
countryside. We confirmed the assumption that students of agricultural and veterinary schools
were rooted in the countryside much more than the students of agri-food schools.
Students have created a broad social relationships within the family backgrounds. Families
with more children were recorded especially with the students studying at food schools
(including schools focused on services for rural areas) - 20%. Most students come from twochildren families but rural families are still represented by more children and two-generation
families (the traditional components of rural social space). The relatively high representation
of single-parent families without fathers, ranks these families likely to socially weaker ones.
That fact was noticed especially in the group of students from agri-food schools.
Entrepreneurially family background of respondents is very weak. We have not seen any
difference in the business background of students from all fields of study. Only 4.62% of
students‘ family members are entrepreneurs especially in the sphere of services.
The priorities chosen by pupils in developing their life careers correspond with the priorities
preferred by members of rural households in Slovakia. Notions of pupils on their future life
path corresponding strategies of members living in rural households in Slovakia.
Students in the imagination of their life success emphasize the importance of social networks.
Like the vast majority of rural households in Slovakia, they highlight their own activities.
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That was proved by the sequence in which students organized their assumptions to achieve
success: to know the right people, work hard, have talent, talent, get the highest possible level
of education.
Only a small proportion of students we interviewed raised the possibility of having their own
business. This is due to several factors: the economically weak enterprises in the sector, the
low level of households income in rural areas, lack of transformation of secondary vocational
education, etc. The offer of various study programs in the tracked types of schools should be
directed to the preparation of the active people for the development of modern structure of the
rural economy, such as commercial farmers, non-commercial farmers and non-agricultural
businessmen from the local community who use the local development potential in the rural
areas. Human potential must play a key role in current development processes, mainly in
connection with the countryside. It is necessary to know the countryside in its complexity and
in order to adjust appropriate social activities related to its development.
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Influence of Information systems on quality improving of
management of agricultural enterprises
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Abstract:
Information systems and information technologies become a crucial factor of the development
and competitiveness. Ensured functioning of the business without the corresponding software
and hardware equipment is not only inefficient but also unimaginable. Today, the
implementation of quality information systems and information technologies is a necessary
condition for business success in each area of economic activity.
Management information system implementation becomes significant factor of successful
development and sustainable market position retaining for agricultural enterprises. This
software should also respect the specifics of agricultural production. Software for managing
provides efficient information and secures competitive advantage in relation to domestic as
well as foreign competitors.

Key Words: software, information system, management, agricultural enterprise

Introduction:
From the European and territorial understanding of the process of globalisation and
the internationalisation of the business environment a fact is, that the enterprises are stepping
2638

into the era of increasing competitiveness. According to Látečková, A. – Kučera, M. –
Brédová, K. (2009) only those are successful, who are well prepared and use the opportunity
to achieve competitive advantages. Serenčéš, P. – Tóth. M. – Čierna, Z. (2009) consider the
Slovak economy be an open economy with little internal trade. Therefore the effectiveness of
the Slovak economy, especially agricultural sector is sensitive to the external environment,
i. e. to the global trends in the word economy and to the development of the European
Economic Area.
World trends tend to achieve the highest quality and fast adaptation to the customer
claims. According to the autors Škorecová, E. – Látečková, A. – Kučera, M. (2009) this rises
pre - production and production, management aspirations, aspiration for parallel technical and
economic tasks decisions.
The pressure of competitive environment on the highest production flexibility requires
elastically change production content, come with new products and new production
procedures, regulate production volumes, produce not for stockroom, look for new production
resources.
The implementation of qualitative information systems becomes inevitable.
The quality of the data processing and of the obtained results for the managing essentially
depends on the quality Applied Economic software. Voříšek, J. (2006) a Vrana, I. Richta, K.
(2005) say that there is a need to integrate information systems into a complex managerial
information system, with a goal to create data files to decision support (datawarehousing).
The aim of the present article is to highlight the benefits of applying information
systems management in agricultural enterprises. Specifically we focused on the following
area:
•

company´s costs system,

•

calculations,
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•

decision - making.

Material and Methods:
In the contribution we apply information from the research of selected economic
software products (Aurus, Datalock, Pro-fit, Softeam, Codex, LCS Helios, Stormware –
Pohoda, Cognos, SAP) and analyse of a list of agricultural enterprises. Results are reached
with the analytic – synthetic method, comparative method, method of selection, controlled
conversation, direct observation and questionnaire method.
We used the available information sources, domestic and foreign literature, including
current net sources provided under resolution problem.
In the article, the data and partial results of the research work VEGA 1/4402/07 are
applied. This project is realised at the Department of Information Systems of Slovak
University of Agriculture in Nitra, the title „Management information system for managing of
agricultural enterprises and its modification in terms of the EU ".

Results:
Nowadays the world economics is passing through cardinal change. The movement of
strategic sources of industrial society towards the sources of knowledge society (presented by
information and knowledge) is considerable. The major assumption of successful society`s
running is determined by human factor. Successful managers are regarded as:
a)

creative managers who are able to find out non-traditional manners in managing,

b)

managers who are able to make decision in a short time,

c)

managers who have sufficient amount of information about running of enterprise and
about situation in market.
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Quality company information system and its software equipments state necessary
condition for managers.

1 Company information system
Company information system consists of subsystems, which do solve a concrete area
of registration and entry processing. The basic subsystems are: long - time assets, supplies,
production, personal and wages agenda, marketing and billing, claims and obligations
registration, banking operation, in - plant accounting and financial accounting.
On a basis of performed analysis in a separated set of enterprises we introduce the
graph 1 which shows the utilization of individual subsystems. Subsystem „Accounting” is
implemented in all of the enterprises, subsystems „Stocks” and „Invoicing” are implemented
in 97 % of enterprises. Less than half of enterprises use subsystem: „Land”, „Crop
Production”, and „Animal Production”.
The quality information system is characterized, that mentioned subsystems work
interactive, in a dialog regime and are connected together. This solution allows to capture all
necessary data for monitoring costs and process of calculationg.

2 Costs system and calculations
In the most of agricultural enterprises in Slovakia costs are followed according to
individual types. The basic structure of costs is given by the chart of accounts for
entrepreneurs. Various decision analysis also need so - called „managerial cost sorting“.
To capture the cost, it is important to build a corresponding system, which allows them
not only register the amount as well as other data (place of, the responsible entity,...), but also
caputure the following cost categioris:
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•

alternative (opportunity) cost – it is a value of holding or services, which we have
renounced,

•

relevant costs – costs that are immediately necessary for the implementation of specific
activities,

•

irrelevant costs – costs which are unimportant for selected decision making,

•

assumed costs – hypotetical costs, presented use or benefit, for which was actually spent
no cash,

•

implicite costs – the outstanding enterprise resources (production factors), for example:
private business owner does not receive salary, but the compensation in the form of
profit,

•

explicite costs – costs paid by an enterprise for using of borrowed capital (interest),

•

unproductive costs – costs that the enterprise is in a breach of its obligations and duties
to the other companies or state (for example fees, penalties,…).

Integrated information system enables to register cost direct in place of its origin and
then distribute to a place of further processing. In this manner registered entries became
reliable basis for: economy and efficiency appraisal of individual outputs (final products),
detailed cost analyse of selected outputs, comparison and analyse of real and planned cost.
General calculating formula which could be adjusted by enterprises according to their
own conditions consists of following calculating items:
1.

Direct material

2.

Direct wages

3.

Other direct costs

4.

Production overhead costs
Own production costs
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5.

Administration overhead costs
Product costs

6.

Distribution overhead costs
Total product costs

7.

Profit
Selling price

Calculating classification of costs enables to find out what amount of costs is matched
with individual products. It is useful in the process of setting of calculation of costs of
individual products. It provides the comparison of planned and actually spent amount of costs
of products, the analysis of occurred deviations and the search for possibilities of efficiency
increase.

The way of valuation of own production for the calculation of own costs for
agricultural enterprises is set up. It means that the valuation of own agricultural production
cannot be performed without the calculation of interdivisional prices. The whole procedure of
valuation by this form can be described as follows:
1.

determination of the amount of direct costs used during the production process,

2.

determination of the amount of indirect costs which comprise of production overhead
cost, eventually the part of administration overhead costs which do not directly enter
into lonely product of crop or animal production, but are essential for the securing of
operating process (they are identified as non-production costs).

During the process of calculating preparation enterprises can use the methodology set
by The Research institute of economics of agricultural and food - processing industry. The
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final calculation of own costs is always created for finished productions and therefore in
agricultural production the calculation are performed gradually according to actually spent
costs.

In the process of creation of individual calculation regarding the specifics of
agricultural activities we recommend to agricultural enterprises using the calculation of price
within the scope of evidence of stock, to put to used manner not only monetary description of
individual items (direct costs for crops gathered in present year, future year etc.) but also
natural description e. g. consumption of own seeds, etc., therefore the qualified calculation of
own costs will be secured. Calculation formulas of set sector vary by individual items
concerning the direction of crop and animal production.

3

Requerements for the software solution of calculation

Compliance with requirements for monitoring costs by desired structure and also
mutual coherence of the various subsystems is assured by dials, which allow the preset
processing and ensure the integrity of the individual subsystems.
Valuation of economy and efficiency is nearly connected with calculations. Cost
partition for calculation needs is expressed by the relation between expended cost and
achieved outputs. Therefore is also cost monitoring in the economic software solved so, that it
is possible to record and assign cost to output, which did initiate the cost and that in similar
structures in calculation formula. Subsystem binding and redemption requirement of cost
monitoring in the wished structure is guaranteed by code - books which make it possible to
default the processing and guarantee the subsystems integrity. In spit of benefits resulting out
of the company information system automation we also meet with some limitations in
connection with calculations, mainly in the area of overhead expanses.
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Current automated cost to outputs processing has according to us following
limitations:
1. scheduling of overhead is built in the program. Main part of agricultural enterprises does
not intervene the defined cost - allocation base in the program and overhead expanses
scheduling. This leads to in the final effect of wrong output cost quantification,
2. cost - allocation base does not respect the needs of overhead cost scheduling. This are
cases, when in the enterprise the operator has not the access to change the defined cost allocation base in the program or it is not possible to select the optimal base.

Software enterprises try to eliminate these limitations and one of the possibility is
software variability assurance for concrete users requests, i. e. higher parameter abilities of
the software, so that the user can individually set up own procedure of cost monitoring and
overhead cost scheduling according to the chosen cost - allocation base.

By purchasing a suitable software for automatic calculation scheduling should the user
determine criterions that he will follow. To ensure that the software satisfies special
calculation requirements in the conditions of market economy, we recommend to take into
selecting account of software, following criterions:
1. elementary requirements
a) integrated connections of subsystems,
b) variability of cost - allocation base,
c) consistent monitoring of all product costs,
d) preparation of calculation for main and additional product,
e) creation of classical and non - traditional calculation,
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f) inclusion so - called calculation costs which are not the subject of recording in
financial accounting, but are of high importance for correct decision making,

2. additional requirements
a) possibility to prepare product calculation for interdivisional department and
activity,
b) direct connectivity with subsystem accounting, possibility of creation of analytical
evidence to cost accounts so that within the frame of accounting costs the tax and
non - tax, economically eligible, fixed and variable costs would be separated,
c) possibility of alternative solution for the valuation of own word capitalised, mainly
work in progress,
d) utilization of software for planned purposes (as well as in before - production
phase) and monitoring of alternative amount of individual kinds of costs and
revenues with impact on product’s profit/loss, profit/loss of department, activity,
monitoring of costs bearing in implied price and price bearing in implied costs,
e) possibility of dial correction according to manager’s need.

Besides the subject side is important utility and structure of the company information
system. As important we consider to following specifications:
•

modularity,

•

integrity of the whole information system,

•

high level of parameters set up by user, adaptability to the organisation changes,
changes of market position of the enterprise and also legislative changes,

•

high user comfort,

•

interactive accessing primary documents,
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•

individual criterions information searching,

•

making real time analysis,

•

connection to the internet,

•

reliability,

•

security.

4 Improving of cost managing
Benefits of company information system automation for product cost managing is
possible to improve in case, that the enterprise disposes the complete economic software, i. e.
company information system is an integrate connection of subsystems and the processing is
done in the real time.

New quality of analyze and cost management offers integrated software solution of
company information system. Evidence and processing of records is in relatively independent
subsystems that are connected with each other. Every subsystem is dedicated to a concrete
section of economic enterprise activity (long - term property, material, product, in - plant
supplies, claims, liabilities, financial resources, staff, …).
Connection of the subsystems offers the possibility to create realistic reviews of
expended costs. It is also possible to have statements in financial units and also in quantity
units to single organization units or outputs.

To further improving of cost management can be applied „management information
systems“. The basement of automatic dealing of management information system is data
basement (data warehouse) and defined methods of analysis. Data basic is created by own
company information system.
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For data analysis we can use methods as a standard deliver of the software company or
managers have access to modify the methods. It means they can define own formulas and
individual analysis.
The management information system provides detailed records of existing costs, what
is relevant for the cost management and cost control. There is possibility to define several
identification entries, which are putted into the system at the same time with entering costs
into data basement. Cost evidence is done in maximum details according classification, which
the manager set down.

There is possible count out indirect costs in several levels in management information
system, to be able to influence the activities only those which were based for indirect cost
existing. (e. g. machine repair costs, including material transport, cost for repair will be count
out for activity where had been machine used). Counting of the costs bracketing is not
necessary to be standard, may be adjusted by manager.

Dimension of costs searching and analysis may be realised by several ways. One of
the possibilities is identification of demand of firm department order accomplishment or
calculation look for in the time of creation of accounting system. User is obligated to
complete facts about place of cost creation and using purpose in the time of counting.

The management information system offers next possibilities – for example time
dimension combination several levels (time space, organization unit, accomplishment, order
etc.).
Listed information system is constantly developed and supplemented by new
possibilities. In the last time period we observe higher quality mainly in connection with

2648

economic analyses, which are getting as a part of the information system and also are
interlocked to basic subsystems. The software fully provides financial planning, economic
analyse, cost controlling, strategic controlling, liability controlling, sales controlling,
marketing analyse and planning, profit management, cash flow and other financial indicators.

Mentioned information system ensures to the company management information in the
required volume and structure in the real time on a specific range of issues. In the scene of
product cost it allows interactive work with entries, processing entries for analyses,
monitoring basic indicators and complex analyses in the real time, dynamic analyse of
detailed levels and determination of divergence reasons. Based on a analyse is it possible to
define global enterprise goals and range them in according to the company priorities to reflect
the interest of the enterprise owners, managers and staff.

5 Information systems and their application on agricultural enterprises
The specifics of agricultural production need enhanced requirements on the
information security of all areas: purchase and storage facilities, production, trade and
distribution, financial management and planning. The producers of agricultural products have
to have the ability to quickly change their production processes and trade chains, to be able to
respond to the changing requests of their customers. Software products have to solve all
questions of the enterprises in that sector, from managing of suppliers through processing,
development, managing of prescriptions, managing of purchasers and logistics.

Applied information systems are different depending on the size of the enterprise and
the output of the (processed) production. While in smaller companies business information
systems are applied, which are comprised of subsystems for the solution of basic areas. The
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solution for large enterprises is much more complicated. There are used systems of ERP
(Enterprise Resource Planning), which are specialised in the acquisition and processing of
primary data of the business processes being in progress and other specially oriented systems,
among which we include for example: Production Planning System (PPS), Computer –
Integrated – Manufacturing (CIM), Mobile data evidence (MDE), Manufacturing Execution
System (MES), Human resource management, Supply Chain Management (SCM), Customer
Relationship Management (CRM), Document management system (DMS), Business process
management (BPM), Business Intelligence (BI).

Agricultural products are characterized by a limited lifetime, dependence on welfare,
customer requirements and competition. Applying of business intelligence managers acquire
the readily available necessary data, which can be in following period optimally evaluated.
It means that the system of business intelligence enables the interactive work with data,
pre - processing of data needed for the analyses, monitoring of expenses according to required
aspects of view. It also makes possible the sequential calculation of the basic indicators as
well as complex analyses in real time, dynamic analyses of detailed levels and the
determination of reasons of deviations in terms of defined values, multidimensional analyses
over summarised data and sequential presentation of related data with the possibility of
correction in real time, individual creation of configurations and overviews.

Managers lay stress on the data processing in real time, on – line information, more
elastic price making, communication with the customers, fast reaction on the changes of
demand, real presentation of all processes from the purchase till the sales of products and total
backward monitoring.
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Considering the fact that we are dealing with agricultural products, it is necessary to
adhere the statutory requirements on backward controls and monitoring throughout the food
production chain according to the Regulation (EC) No 178/2002 of the European Parliament
and of the Council of 28 January 2002. In purchase it is important to keep the correct
assortment of materials at disposition in adequate quantity. In the production it is important to
have besides material the necessary production facilities and workers. It is similar by sales
and by purchase – the basis for the right decision is the analyses of enterprise processes and
their presentation in the enterprise information system (IS). The system of quality (DIN EN
ISO 9001:2000) is a necessary component in the complex information system for the
management of agricultural company, which interferes into all organisational units. The
software security of the quality management means to connect all components of the
enterprise from the purchase till the sales with a network of information and control points.
This ensures to observe the quality of dairy products during the production process. Mostly
charging system is applied, which provides all identification data on - line and so it is
important for the backward controls and monitoring of products (each component entering the
prescriptions is marked with a charge – the number of amount, and in this way it is possible a
faultless analyses of the product´s origin in the direction from the customer to the supplier and
vice - versa). This kind of charging system, in the case of critical occasion, enables quick
access to required data, shorter restriction of the flow of goods, targeted and fast recall of
inconvenient products from the customer, fast information of the consumers, concrete
charging measures by the suppliers.

The result of a properly chosen information system in agricultural enterprises is the
farm - saving production costs, elimination of abundant stock inventories, increased
productivity in the logistics processes, improving product quality and food safety.
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Effective application of information systems is also possible to solve problems in
animal production, as specified in the next section.

5.1 Information systems used in pig farms
Data recording was made by hand in the farms and cooperatives before the year
1980. After that turning point a new era has come, it was the beginning of the
implementation of information systems in agriculture. The first equipment for data
processing, according to the control of utility of heritability and reproduction of
beef - cattle, pigs and sheep, was established in 1981. Since that time many efforts were
made to develop an advanced computer system, but a proper evaluation of the added value
of the management information system usage in the pig rearing is still missing. It is due to
the uncompromising struggle of software companies, which would like to obtain a good
position on the market. They provide only minimum information, because they are afraid
of competition. That is why such assessment would be useful for farmers, who are making
decisions about investments to such information systems and for software companies
which design and sell management information systems.

The development of pig farming is generally characterised by high risk and
decreasing income. Pig farming is on the second place after beef - cattle rearing in terms of
market share according to the total revenues of livestock production. In the era of
globalisation and after the entrance of Slovakia to the European Union, the intensification of
pig rearing, the increase of competitive capacity of breeders is more and more important
question. Even insufficient differences in production efficiency of pig rearing have increasing
influence on the economic results. That is why qualitative management is more and more
important for breeders to survive. In average 20 weaned piglets reared per sow is considered
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for setback in the forwarded countries of EU, while 17,38 % weaned piglets were reared per
sow in our country, (representing 1.9 % increase) in the year 2007.

For all that it is important to improve the quality of the genetic base, replace the rusty
technologies of stabling and feeding, enlarge the increase of live wage and raise the quality of
slaughter pigs to conform to the criteria of the quality system EUROP.
One possibility to do better the economy of rearing with minimum expenditures is the
implementation of a reliable managerial program to control and evaluate pig farming.

Management information systems used in pig breeding are not enough wide spread. According to the estimations of experts only 1/3 sows are registered in
information systems for rearing control. In total, some 951.900 pigs were registered in
Slovakia, as of 31. 12. 2008, i. e. 13,8 % less than in 2007. Of those, 62.000 were sows,
i. e. 19,3 % less than the year before. There were recorded 416.700 pigs for fattening,

i.

e. 13,7 % less than at the end of 2006. In total, some 1,211,900 weaned piglets were
reared by farms. This represents a decline of 6,9 % compared to 2007.

The software used in pig rearing come from the domestic software companies like
Softteam, Aurus, Datalock, Codex, Kubiko, KW - software, MVL Stefanek, as well as
from the foreign companies like Agrosys and Konfirma. All algorithmic functions of these
management information systems are closely interconnected to the actual ordinary law
and regulations for entrepreneurs. Their software solution in individual systems is
different, however all companies are trying to address the clients with simple
communication of the computer with system users. All information systems of the above
mentioned software companies contain subsystem „Animals” („Zvieratá“) or are
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specialized in pig breeding which produce the broad - spectrum of documents containing
information for top management, but first of all information for zootechnicians and
chosen workers of pig rearing. Analysed information systems fulfil their primary task,
represented as the instrument of the evidence and management of pig rearing. Farming
type and required computer - aid set up the software type used by breeders. Managerial
requirements often determine the selection of suitable software. There are available
computer software and packages for breeders at different expositions for example
„Agrokomplex Nitra”, and mostly further information are available on the internet.

Conclusion:
The application of data warehouse could be beneficial if it had a database about the
key efficiency indicators in pig farming. Setting up this database could be used to
determine the economic efficiency of pig farming. Data warehouses are important for
farmers because they provide a bottom line for comparison with the competition. The
database should provide standards for rearing, economic cost - benefit analysis, reports for
farmers, mean, standard deviation for each parameter, and percentile distribution for each
value with regard to benchmark.
Future farm development will affect the economic value of management information
systems. Farm sizes will further increase and income margins per animal will become
narrower, i. e. that farm management becomes increasingly important. Costs saving aspects of
management information system become meaningful with increasing scales of farming.
Management information systems can help to save costs on labour input through faster
exchange of information and calculation of farm results. Intangible „management information
system” benefits which were not discussed in this paper such as „having a good overview of
the farm“, „feeling better because management information system confirm that we have
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made the right decision“, and „controlling the time“ will become more significant in the
future.

Based on the performed analysis we can state that information systems applied in
agricultural enterprises do not provide the sufficient information needed for management.
Used information systems record and evaluate historical events primarily on accounting needs
and control compliance with the established plans.
Despite of this fact, information systems present clearly important support of managers.
Significant benefits of improving of quality of cost management and calculations are
considered as follows:
•

establishment of well functional calculation system with conventional and unconventional
calculation methods, which gives the opportunity to use suitable calculation type for each
decision task,

•

determination of optimal norm and normative level specification of unite cost, so that in
combination with production instruments they can secure required efficiency of
production,

•

finding out of such a way of overhead expenses allocation, which make possible to
improve calculations – the basic background for the analysis and production cost
management,

•

security of such needed information in pre - production phases, formation of qualitative
estimate calculations, not only for operative, but also for tactic and strategic cost
management, what requires also using of adequate mathematical apparatus and
automation of entry processing.
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Current period of the funding situation in agricultural enterprises is distinctly affected
by the global economic crisis. Necessarily we suggest application of progressive information
systems, which we consider to be an important element of improving competitiveness of
enterprises at the selected sector.
The specific characteristics of agricultural production require also the monitoring of
biological information. In the Slovak Republic it means that farmers can obtain information
about different breeds of animals, their utility, crops and also conditions for the cultivation.
Nowadays current monitoring is as well the one concerning information related to
environment. It emphasizes many related standards, as the standard for detecting of quality of
soil, air, water and determination of exact procedures and methods for communication with
international databases. It is necessary to solve complex and algorithmically difficult task for
making decisions and management by using heuristic methods.
This trend of economic decision making has resulted in creation of special class of
systems „Decision support systems” (DCS). These systems are able to solve problems based
on knowledge. As a perspective systems seem to be knowledge - based systems operating on
certain problem – specific knowledge, i. e. expert systems. Expert system processes input data
managed by knowledge base, while classical program processes the exactly specified process.
Creation of expert system is useful when its creation replaces, facilitates or completes
information needed for solving concrete problems. The advantage of expert systems is the
ability to offer selective, targeted and current information in an appropriate extent.
Furthermore the improvement of management of all production systems is not possible
without perfect awareness of managers in agricultural enterprises. In accordance with that
there arise wide possibilities for application of expert systems, particularly in the operative,
tactical and strategic management.
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Creation and application of expert systems enable the utilization of scientific methods
in the enterprise management in agricultural and food industry. Based on provided
information expert systems build up assumptions for achieving permanent prosperity.
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Abstract:
The importance of statistical methods in economy and other cognate science disciplines is
well known today. It´s not possible to make successful decision making in economic practise
without minimum usage of statistics. We focuse on descriptive characteristic, characteristic of
time series and graphical analysis of average annual consumption of selected agrarian
products in Slovak republic in this contribution. We chose these products for analysis and
definition: milk and milk products, cheese and curds, eggs, fats, sugar, cereals, potatoes,
legume, vegetable and vegetable products, fruit and fruit products and salt.

Key Words: analysis, time series, consumption, foodstuff, characteristics

Introduction:
Human needs nutritive for his existence. These are so called necessary articles which
can´t be replaced by any other alternative. One of the aim of every state if it´s advanced or
developing, is to provide sufficiency of foodstuffs for its inhabitants. This is the reason why
many characteristics, analyses, predictions about this theme are being made. Following
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contribution contains statistical analysis of average annual consumption of selected agrarian
products per capita in Slovak republic.
According to classification of individual consumption by purpose of use – by COICOP
which includes 12 fields and 44 classes of goods and services, divides consumption of
foodstuffs into 9 main parts. These kinds of foodstuffs were selected for our analysis and
definition: meat, milk and milk products, cheese and curd,eggs, fats, sugar, cereals, potatoes,
lugume, vegetable and vegetable products, fruit and fruit products and salt. We analyse
average annual consumption of these foodstuffs per capitat in Slovak republic.

Material and Methods:
The aim of acuired statistical file is to make data available graphically, in table charts
and by calculating of different statistical characteristics, so that their statistical properties
would be clearly visible. Our statistical consumption file of selected foodstuffs in Slovak
republic contains 12 already mentioned kinds of foodstuffs. Data include years 1999-2008 and
they are acquired from Statistical office of Slovak republic. The main points of contribution
are:
1.

Characterization of level and changeableness of attribute value in statistical file
during reasearch by means of medium value, characteristics of variability and
characteristics of shape divisiveness.

Arithmetic average and medium value of position are calculated in medium values.
Calculation of quantile is also concerned in this part. The other descriptive characteristic
included in contribution is absolute and relative variability characteristic of examined
statistical field. Variational coefficient, quartile span, quartile deviation, dispersion, standard
deviation, average absolute deviation and relative quartile deviation belong here. The last
characteristic in this part is characteristic of form of divisiveness. We explore obliquity and
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torque of examined field by Pearson obliguity, quartile obliguity, coefficient of obliguity and
coefficient of torque.
2.

Characterization of time series of average annual consumption of selected agrarian
products per capita in Slovak republic.

We come out from long term time series of expressed absolute quantities. We judge
development of given variables by absolute increases (decreases), relative increments
(decreases) ,coefficients of increase (decrease) id est chain index, base index, where base year
is year 2000.
3.

Analysis of given time series graphically.

We use two dimensional point graphs (Scatter Plot). Adjusting regression line which is
drafted by method of least squares is folded by them.

Results:
We chose these kinds of foodstuff for consumption analysis of selected kinds of
foodstuff per capita in SR:
1.

Meat - aggregate antecedent involves consumption of beef meat, calf meat, pork meat,
mutton meat,capric meat and horse meat. Datum is listed in kilograms per capita

2.

Milk and milk products - aggregate antecedent involves consumption of cow , capric
and sheep milk and its products. Datum is listed in kilograms per capita.

3.

Cheese and curds – datum is listed in kilograms per capita

4.

Eggs – this iantecedent is listed in kilograms per capita

5.

Fats - aggregate antecedent involves consumption of butter, lard, vegetable fats and
oils. Datum is listed in kilograms per capita

6.

Sugar - datum is listed in kilograms per capita
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7.

Cereals - aggregate antecedent involves consumption of wheat, other cereals and peeled
rice. Datum is listed in weight of seed- in kilograms per capita

8.

Potatoes - Datum is listed in kilograms per capita.

9.

Legume - aggregate antecedent involves consumption of bean, peas and lens. Datum is
listed in kilograms per capita

10.

Vegetable and vegetable products - Datum is listed in kilograms per capita

11.

Fruit and fruit products - aggregate antecedent involves consumption of south fruit,
grape and other fruit. Datum is listed in kilograms per capita
Salt - Datum is listed in kilograms per capita

Potatoes

Legumes

41,9
42,6
36,6
34,5
34,6
32,0
33,8
34,9
34,8
30,5
31,5
26,6
27,6
27,0
30,2
34,0
31,9
29,8
34,6

158,6
158,2
147,8
142,0
142,6
145,0
143,8
137,3
136,1
133,5
132,7
128,2
127,7
129,1
124,7
122,4
114,3
114,5
113,6

85,8
90,8
77,7
89,0
74,2
74,3
78,4
78,6
75,2
71,7
68,1
64,3
74,8
66,3
64,2
60,3
58,6
58,7
55,8

1,9
2,0
1,8
1,9
1,9
2,1
1,9
1,9
2,0
2,0
1,9
1,9
1,9
1,6
1,6
1,6
1,6
1,6
1,7

Source: database Slovstat – ŠÚ SR
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100,6
109,8
105,0
108,3
107,3
105,8
106,3
107,4
108,1
108,7
94,2
80,5
77,3
80,9
89,9
86,7
88,0
88,4
100,7

54,0
59,7
62,5
64,4
65,5
68,1
68,4
65,7
67,1
58,2
56,8
51,3
49,7
52,3
49,7
52,6
54,0
60,3
62,8

Salt

Cereals

25,3
24,8
24,0
24,3
23,3
23,9
23,9
24,3
24,0
23,9
23,9
24,3
25,2
24,6
23,3
23,8
23,3
21,8
23,6

vegetable products
Fruits and

Sugar

19,4
19,4
17,9
16,3
16,4
16,4
16,2
15,8
15,6
12,1
11,7
11,8
11,9
12,2
11,1
12,0
12,4
12,3
12,3

Vegetables and

Fats

9,9
8,8
8,5
8,6
7,7
8,1
8,1
8,3
8,1
8,1
7,9
8,3
9,0
9,3
8,2
9,1
9,5
9,8
9,4

Chart 1

Eggs

226,3
211,8
193,8
170,6
165,7
162,4
162,1
161,8
162,5
161,4
160,2
161,8
166,2
158,3
153,3
154,6
152,4
153,4
151,7

Cheese and curd

84,0
77,2
69,3
64,9
63,9
63,7
65,0
66,1
65,9
65,0
60,9
58,7
59,7
61,5
60,1
61,6
61,1
59,0
58,1

milk products

Meat

1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008

Milk and

Years

Consumption of selected kinds of foodstaff per capita in SR

fruit products

12.

6,4
6,4
6,5
6,6
6,5
6,5
6,5
6,5
6,6
6,6
6,0
6,5
6,5
7,3
6,7
6,5
6,7
6,6
6,7

1.1. Descriptive Statistics
Data stated in chart 1. are being analysed in this part of work. We have at disposal linear
variables which can theoretically acquire arbitrary value from certain interval of real numbers.
We use numeric charakteristics shown in aims and methods, which describe different aspects
of data.

1.1.1. Central Values and Quantile
We calculate simple arithmetic average ( x ) id est function of all measured values of
assigned variable. We use median ( ~x ) and modus ( x̂ ) to define medium value of location.
It is range of file which presents odd number (n = 19). Therefore, determination of medium
value is clear. We use division of numerousness and typical value of variable in order of
consumption of cereals, potatoes and vegetable and vegetable products. It´s not possible to
identify modus.
Another indicator which we verify are quantiles of given variables. Low quartile (x0,25)
responds to value of attribute, which has order r = 4,75 (rounded 5) and upper quartile
responds to attribute which has order r = 14,25 (rounded 15). Concrete values of average,
medium values of location and quantiles of given variables are stated in next chart 2.

Medium values and quantiles of consumption data of selected kinds of
foodstuffs per capita in

Chart 2
quartile

Foodstaff

~
x

x

x̂
x0,75

x0,25

Meat

64,5

63,7

65

65,9

60,1

Milk and milk products

167,9

161,8

161,8

166,2

154,6

2664

Cheese and curd

8,7

8,5

8,1

9,3

8,1

Eggs

14,4

12,4

19,4

16,4

12,0

Fats

24

23,9

23,9

24,3

23,6

Sugar

33,1

33,8

34,6

34,8

30,2

Cereals

134,3

133,5

-

143,8

124,7

Potatoes

71,9

74,2

-

78,4

64,2

Legumes

1,8

1,9

1,9

1,9

1,6

Vegetables and vegetable products

97,6

100,7

-

107,4

88,0

Fruits and fruit products

59,1

59,7

54

65,5

52,6

Salt

6,6

6,5

6,5

6,6

6,5

Source: own calculations

1.1.2. Dispersion
We use variational coefficient (R) as absolute characteristic of variability. This
represents highly approximate characteristic of variability because it´s responsive to extreme
values what can lead to garbled conception of variability. We can clear this difficulty by
quartile range ( R Q4 ) and quartile deviation(Q). Concrete antecedents of absolute, quantile
characteristic of variability of given variables are stated in chart 3.

Characteristics of variability

in consumption of selected kinds of

foodstuffs per capita in SR

Chart 3
R

R 4Q

Q

Meat

25,9

5,8

2,9

Milk and milk products

74,6

11,6

5,8

Cheese and curd

2,2

1,2

0,6

Eggs

8,3

4,4

2,2

Foodstaff
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Fats

3,5

0,7

0,35

Sugar

16,0

4,6

2,3

Cereals

45,0

19,1

9,55

Potatoes

35,0

14,2

7,1

Legumes

0,5

0,3

0,15

Vegetables and vegetable products

32,5

19,4

9,7

Fruits and fruit products

18,7

12,9

6,45

Salt

1,3

0,1

0,05

Source: own calculations

Variation range as well as quantile rate of variability don´t deliberate amount of all
values of attribute while variability characterizing. We eliminate this relevant defect by rate of
variability (s2) id est dispersion, what is function of all measured values. Result of dispersion
is in squares as measuring accuracy unit. As a result , dispersion can´t be logically interpreted
so we use root from dispersion id est standard deviation (s).Data about dispersion and
standard deviation are stated in chart 4.

Characteristics of consumption variability of selected kinds of foodstuffs
per capita in SR

Chart 4
s2

S

Meat

40,0

6,3

Milk and milk products

394,1

19,9

Cheese and curd

0,4

0,7

Eggs

7,4

2,7

Fats

0,6

0,8

Sugar

17,6

4,2

Foodstaff
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Cereals

171,3

13,1

Potatoes

100,1

10,0

Legumes

0,0

0,2

Vegetables and vegetable products

118,6

10,9

Fruits and fruit products

39,8

6,3

Salt

0,1

0,2

Source: own calculations

Except dispersion and standard deviation as a absolute measure of variability,
antecedents for calculation of relative variability measure are also used. We use variation
coefficient (Vx) and relative quartile deviation (RQ4). Data of these antecedents are stated in
chart 5.

Characteristics of consumption variability of selected kinds of foodstuff
per capita in SR

Chart 5

Foodstaff

Vx

RQ4

Meat

9,8

4,6

Milk and milk products

11,8

3,6

Cheese and curd

7,5

7,1

Eggs

18,9

17,7

Fats

3,2

1,5

Sugar

12,7

6,8

Cereals

9,7

7,2

Potatoes

13,9

9,6

Legumes

8,7

7,9

Vegetables and vegetable products

11,2

9,6
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Fruits and fruit products

10,7

10,8

Salt

3,5

0,8

Source: own calculations

1.1.3. The shape of the Distribution
Statistical files may form different numerousness of different shapes even if they have
the same average amount of attribute values and the same variability. According to this fact,
we use characteristic of the shape distribution for the next description of given consumption
statistical files
We apply Pearson measure of obliquity (Sp),quratile measure of obliquity ( SQ4 ) and
coefficient of obliquity to calculate measure of obliquity. Pearson and quartile measure of
obliquity acquire values from interval − 1,1

. Obliguity is negative in left-hand asymmetry

and positive in right hand asymmetry. Obliguity equals zero in symmetriccl distribution. For
coefficient of obliquity γ 1 is valid: γ 1 = 0 means completely symmetrical distribution, γ 1 > 0
is right hand asymmetry, γ 1 < 0 is left hand asymmetry. Direction of asymmetry is expressed
by obliquity coefficient and power of asymmetry is expressed by its value.
We apply torque coefficient to calculate torque. It´s torque measure which compare
distribution shape of data to standard normal Gauss distribution. Value of γ 2 for standard
normal distribution equals zero. If γ 2 is positive number , distribution is sharper than standard
normal distribution. If value γ 2 is negative number, distribution is flatter. According to these
principles we can interprete values in chart 6. It´s not possible to determine values of Person
measure of obliquity for cereals, potatoes and vegetable and its products beacuse modus of
these nutritives doesn´t exist.
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Characteristics of shape distribution in consumption of selected kinds of
foodstuff per capita in SR

Chart 6
Sp

SQ 4

γ1

γ2

Meat

-0,1

-2,0

1,8

2,8

Milk and milk products

0,3

-8,1

1,9

2,4

Cheese and curd

0,9

0,1

0,4

-1,1

Eggs

-1,8

4,0

0,5

-1,2

Fats

0,1

0,0

-0,7

1,6

Sugar

-0,4

-3,0

0,6

0,1

Cereals

-

7,2

0,1

-0,7

Potatoes

-

-20,6

0,2

-0,8

Legumes

-0,4

0,0

-0,4

-1,2

-

-29,1

-0,5

-1,3

Fruits and fruit products

0,8

-4,2

0,0

-1,4

Salt

0,3

0,0

1,0

4,6

Foodstaff

Vegetables and vegetable products

Source: own calculations

1.2. Analysis of the Time Series
The consumption of selected kinds of foodstuffs per capita in SR in chart 1 shows that
data are arranged chronologically, it means that they are arranged in time sequence in
direction from past (year 1990) until present (year 2008) .We call them time series. These are
long term, interval time series of primary antecedents.

1.2.1. Basic characteristics
This part of work is focused on characterizing of base attributes “behaviour“ of
consumption time series. We also define certain attributes for their modelling by measure of
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dynamics. We judge numeric characteristic of variable time series and consumption of
selected kinds of foodstuffs per capita in SR (yt) between two consecutive periods (t-1 and t
for t = 1991, 1992, ..., 2008) by absolute(first) difference ∆yt, relative differences ( k ∆ ), chain
t

index so called growth (drop) coefficient (kt) and basic index (Bt). Basic year is year 2000.
Abstractive characteristic of consumption time series is depicted in chart 7. It contains:
•

Total increase/ decrease of cumsumption in year 2008 compared to year 1990 (∆y19902008).

This antecedent has positive values when it´s increase or negative values when it´s

decrease.
•

Increase coefficient / decrease coefficient in year 2008 compared to year 2007(k2008).
This coefficient expresses how the consumption value of certain foodstuff yt .When it´s
increased in year 2008, it´s k2008 > 1. When it´s decreased it´s k2008 < 1 compared to
2007 year. If k2008 = 1, there was no change in consumption compared to previous years.

•

Tempo of increase/decrease of consumption in 2008 year compared to 2007
year(Tm2008). Antecedent of difference coefficient is expressed in percentage. It
expresses how value yt in 2008 increased or decreased compared to value yt in year
2007.

•

Average annual absolute difference in years 1990 until 2008 ( ∆ ). This antecedent has
positive values if it´s increase or negative values if it´s decrease of consumption. It is
time series of differences created from all time series of selected kinds of consumption
foodstuff yt yt for t = 1990, 1991, ..., 2008.

•

Average annual coefficient of increase/decrease from 1990 until 2008 years ( k ). It´s
geometrical average of growth coefficients. It expresses how average value of variable
consumption of selected foodstuffs per capita in SR increased ( k > 1), or decreased ( k
< 1) in time series for one period.
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Aggregate characteristics of consumption time series for selected
Chart 7

foodstuffs per capita in SR
Foodstaff

∆y1990-2008

k2008

Tm2008

∆

k

Meat

-25,9

0,98475

-1,52542

-1,43889

0,9797

Milk and milk products

-74,6

0,98892

-1,10821

-4,14444

0,9780

Cheese and curd

-0,5

0,95918

-4,08163

-0,02778

0,9971

Eggs

-7,1

1,00000

0,00000

-0,39444

0,9750

Fats

-1,7

1,08257

8,25688

-0,09444

0,9961

Sugar

-7,3

1,16107

16,10738

-0,40556

0,9894

Cereals

-45

0,99214

-0,78603

-2,50000

0,9816

Potatoes

-30

0,95060

-4,94037

-1,66667

0,9764

Legumes

-0,2

1,06250

6,25000

-0,01111

0,9938

Vegetables and vegetable products

0,1

1,13914

13,91403

0,00556

1,0001

Fruits and fruit products

8,8

1,04146

4,14594

0,48889

1,0084

Salt

0,3

1,01515

1,51515

0,01667

1,0025

Source: own calculations

We detected consumption decrease of chosen kinds of nutritives from 1990 until 2008
except consumption of vegetable and its products, fruit and its products and salt. The most
marked change occured in milk and milk products consumption ,where 74,6 kg per capita in
SR was decreased in years from 1990 until 2008. Cereals ( decrease about 45 kg per capita),
potatoes (decrease about 30 kg per capita), meat ( decrease about 25,9 kg per capita)
followed.

1.3. Graphic Analysis of the Time Series
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Graph nb.1 is folded by trend line.Grafom 1 je preložená trendová čiara. It´s polynomial
function of 2nd degree. Function of compensatory curve is:
y = 0,0922 x2 - 369,59 x + 370378
R2 = 0,7746

Graph nb.2 is folded by trend line.Grafom 2 je preložená trendová čiara. It´s polynomial
function of 2nd degree. Function of compensatory curve is:
y = 0,3414 x2 – 1367,5 x + 1E+06
2672

R2 = 0,8055

Graph nb.3 is folded by trend line. It´s polynomial function of 2nd degree. Function of
compensatory curve is:
y = 0,018 x2 – 71,817 x + 71829
R2 = 0,6614
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Graph nb.4 is folded by trend line. It´s polynomial function of 2nd degree. Function of
compensatory curve is:
y = 0,0324 x2 – 130,03 x + 130419
R2 = 0,902

Graph nb.5 is folded by trend line. It´s polynomial function of 2nd degree. Function of
compensatory curve is:
y = – 0,0712 x + 166,36
R2 = 0,2644

2674

Graph nb.6 is folded by trend line. It´s polynomial function of 2nd degree. Function of
compensatory curve is:
y = 0,0884 x2 – 354 x + 354353
R2 = 0,7409

Graph nb.7 is folded by trend line. It´s polynomial function of 2nd degree. Function of
compensatory curve is:
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y = – 4663 ln(x) + 35578
R2 = 0,9532

Graph nb.8 is folded by trend line. It´s polynomial function of 2nd degree. Function of
compensatory curve is:
y = 3E + 22e-0,024x
R2 = 0,8639

2676

Graph nb.9 is folded by trend line. It´s polynomial function of 2nd degree. Function of
compensatory curve is:
y = – 0,0022 x2 + 8,6437 x – 8616,8
R2 = 0,6403

Graph nb.10 is folded by trend line. It´s polynomial function of 2nd degree. Function of
compensatory curve is:
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y = 0,0275 x2 – 111,44 x + 112810
R2 = 0,4546

Graph nb.11 is folded by trend line. It´s polynomial function of 2nd degree. Function of
compensatory curve is:
y = – 0,0126 x2 + 49,75 x – 49168
R2 = 0,1898
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Graph nb.12 is folded by trend line. It´s polynomial function of 2nd degree. Function of
compensatory curve is:
y = 0,0004 x2 –1,7235 x + 1713,9
R2 = 0,1345

Analysis and characteristic of average annual consumption antecedents of selected foodstuffs
per capita of Slovak republic, which are presented in this work are applicable for other
agrarian products too. It would be possible to come out from COICOP classification again
while choosing foodstuffs for analysis. Data from other countries f.e. 27 countries of
European Union could be also applied in this analysis. This kind of analysis would be good
base for the next research in social - economic areas.

Conclusion:
In conclusion we can say that avarage annual consumption of 9 from 12 chosen
foodstuffs per capita in SR in certain observed period decreased.
These were : milk and milk products,cheese and curds, eggs, fats, sugar, cereals,
potatoes and legume. Average annual consumption of salt,vegetable and its products was
2679

approximately identical in 2008 compared to year 1990. Consumption of fruit and its products
increased. The largest decrease was noticed in consumption of milk and milk products. It was
about 74,6 kg per capita per year. Cereals – about 45,0 kg per capita per year , potatoes about 30,0 kg per capita per year . There was increase about 8,8 kg per year of fruit and its
products in year 2008 compared to year 2009 , but there was still decrease of this products
about 1,4 kg per capita per year in 2005. Consumption of fruit and its products started to
increase after this year. We can state that there are the largest swings in consumption of these
products.
Generally we can state that consumption analysis of products affords opportunity for
companies to know and understand factors which influence consumption of given product.
Knowledge of historical data, trends in consumption and comparing belong here. Many
organizations can lose the determination of the most important areas where they can succeed
due to this lack of information.
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Brand Equity and Buying Behaviour
Lesáková Dagmar1
1

University of Economics Bratislava, Bratislava, Slovak Republic

Abstract: The aim of this paper is to explore the links between brand equity and consumer
behaviour in general and between brand attributes / brand benefits in their role of „low“ vs.
„high“ buying motivators and consumer choice decision. Brand equity has been defined
generally as the incremental utility with which a brand endows a product, compared to the
non-branded products. We use a new concept of brand equity focusing on three components:
economic equity, behavioural equity and attitudinal equity. Besides this, we review the results
that have occurred in brand equity research in marketing in the past decade and present new
approach in brand choice prediction. We propose an agenda for future research based on the
outcomes of our study. The article is an output of the research project VEGA 1/0652/10
„Dynamic aspects of buying behaviour of the Slovakia´s population under conditions of
economic instability“.

Key words: Brand equity, buying behaviour, attitutes to brands, buying intention

Introduction
The concept of brand equity has interested academics and practitioners for more than two
decades, primarily because of the importance of building, maintaining and using brands when
developing strategic advantage. The concept of brand equity refers to the basic idea that a
product´s value is enhanced, when it is associated with a set of unique elements that define the
brand.
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There are different definitions of brand equity proposed in the literature. Aaker (1991) defined
brand equity as a set of brand assets and liabilities linked to a brand, its name and symbol, that
add or subtract from the value provided by a product to a firm and to the firm´s customers.
Keller (1993) offered a cognitive psychology view, defining customer-based brand equity as
the distinctive effect that brand knowledge has on consumer response to the marketing of a
particular brand. Erdem and Swait (1998) argue that consumer-based brand equity is the value
of a brand as a credible signal of a product´s position. More generally, brand equity is often
considered as the difference between the value of the branded product to the consumer and the
value of the product withour branding.
All these definitions argue that the value of a brand to a firm is created through the brand´s
effect on consumers. Most brand equity concepts are further linked to consumers by
emphasizing consumer-based concepts, such as associations, brand knowledge and credibility
of the brand information under imperfect and asymmetric information. Hence, there is a need
to know how consumer choice processes are shaped by brand value perception.
Understanding brand equity contributes not only to appreciating the assets of a company, but
also to establishing the value of a brand as a component of unit sale price, deciding whether to
invest or to withdraw in relation to profitability. Analysis of a brand helps in understanding
the sustainable strength of a brand and in enhancing marketing effectiveness. The inability to
protect a brand may be caused by mistakes in exploring the real buying motivators and in
insufficient investment to them. A common mistake is that a lot of money is spent on „low
buying motivators“, while the high motivators are neglected. The basic benefit in identifying
high motivators is to stick to what the consumers believe our brand can do best and to avoid
getting too close to other brands.
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In our analysis we explain how brand equity could play a role in explaining how brand
attributes are used in buying decisions and choice. We concentrate on the link between
attribute´s role in consumer perception and buying intention.
This paper (1) initiates the multiple streams of research in branding, brand equity and brand
choice and (2) proposes the new approach in brand choice prediction. Our purpose is to
develop a more coherent framework for future research in brand equity.
The article is an output of the research project VEGA 1/0652/10 „Dynamic aspects of buying
behaviour of the Slovakia´s population under conditions of economic instability“.

Material and Methods
Consumers are typically confronted not only with the choice between branded and non
branded products, but also with the choice between many brands. As a matter of fact, some
brands manage to develop a stronger loyalty in a certain target group than others. In spite of
the fact that some brands might have more or less the same perceived physical characteristics,
they can still have different mental connotations, which determine brand behaviour. The
reason behind it is „brand equity“.
There are several definitions of brand equity with varying implications in terms of their
validity and practicability. We use a new concept focusing on three components of brand
equity: economic equity + behavioral equity + attitudinal equity. For a successful
performance a brand must excel over competitors in each of these three dimensions.
The economic dimension of equity is the incremental value, arising from transaction as a
result of branding. For the operational purposes the economic dimension is defined as the
amount of money, that a consumer is willing to spend on a particular brand relative to a
commodity equivalent or even to other brands.
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The basic notion behind behavioural equity is „behavioural loyalty“. High behavioural equity
is reflected in a greater tendency to use the same brand again and again, without manifestation
of the reasons why – in other words it is a sign of unexamined habitual buying behaviour.
The attitudinal dimension of equity is the active preference expressed by consumers for a
brand based on their perceptions. This consists of the extent, to which each brand is
considered as a viable alternative together with the consumer´s values and feelings which
underlay such perceptions of brand substitutability.
Our framework of brand equity offers three major benefits to business and marketing
specialists. From the businessman´s viewpoint, mergers / acquisitions as well as planning of
business strategies all require the evaluation of brands. In our approach value of a brand is
measured in relative terms; i.e. how does a brand compare to competitors in the market place,
in terms of:
-

price elasticity: the less price-elastic the brand is, the higher value it has,

-

strength of brand franchise: the less substitutable the brand, the higher value it has,

-

motivational uniqueness: the more the brand excels on brand attributes which are strong
brand choice motivators, the higher is the value.

The three components framework delivers advise for action, which is directly applicable to
communication and other marketing activities. The application of framework offers
information such as: which attributes / benefits are high brand choice motivators (including
tangibles as well as intangibles) and how brands are perceived by the consumers on these
attributes / benefits. These perceptions are then split into four alternatives. Each of them has
clear consequences for marketing actions:
-

our brand excels over competitor´s brand on high motivators (the strategy reccommended
is: to hold the position)
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-

competitor´s brand excels over our brand on high motivators (the strategy reccommended:
analyse the problem)

-

both brands excel on high motivators (the strategy reccommended: select the right price
strategy)

-

neither our brand nor competitor´s brand excel on high motivators (this situation is an
opportunity for repositioning current brand or introducing a new brand).

In this context, protecting a brand means recognising the attributes which best distinguish the
brand from the competitors and which are determinants of brand choice.
a) Measuring the Economic Equity
The economic dimension of a brand´s equity is relatively easy to understand, but difficult to
measure accurately.
Measurement of the economic equity of a brand is usually done by using price elasticity as a
surrogate for equity, for example by using a brand / price trade-off method. In this method
consumers are asked to express their brand choices in varying price scenarios. This approach
gives estimates of both high and low price elasticity for each major brand. The conclusion
made is that lower price elasticity (little change in demand following after large increase in
price) indicates strong brand equity.
However, the trade-off method usually overestimates the effects of price changes and
underestimates the value of branding. Therefore some other alternatives are used to get more
realistic estimates. One approach is a direct measurement of the demand elasticity. Here
consumers are offered higher stimuli to switch away from preferred brands. The assumption
here is that the higher the stimuli required to reject preferred brand, the higher is the brand
equity.
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The economic equity is a strong indicator of the „resistance“ of the brand to market changes
and a confirmation that the currently measured value of the brand will continue, if not
improve in the future.
b) Measuring the Behavioural Equity
As mentioned above, the basic idea behind the behavioural dimension is behavioural loyalty.
High behavioural loyalty is derived from question on usage and trial questions. A second
approach to measuring behavioural equity could be evaluating the purchase intention for new
product concepts as a function of brand names. If concepts with the name of particular brand
create more positive response among consumers (i.e. a higher propensity to buy), than the
same concepts under another brand name, then this can be interpreted as a higher behavioural
equity for a particular brand.
c) Measuring the attitudinal equity
The attitudinal equity is usually the most important part of a brand equity. Attitudinal equity
is the active brand preference based on the consumer´s perception. The issue here is what
images do consumers have of each brand and what is the realative motivational power of each
of these dimensions. It should be stressed that we intentionally talk about „motivational
power“ and not „importance“ of attributes dimensions, for reasons which will be explained
below.
A successful positioning requires:
a) identifying highly motivating attributes
b) performing highly on these attributes
c) poor performing on these attributes by competitors.
The measurement of the first two dimensions – economic and behavioural – requires simple
methods such as methods used in quantitative image assessment. However, identifying the
motivational power of attributes (or benefits) is much more difficult task. The reason why
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we talk about „motivational power“ and not „importance“ of attributes is that the
„importance“ is a „rational“ concept, normally derived from the direct questioning of the
consumers, e.g. what they think is important for them in determining brand choice. In contrast
the concept of „motivational power“ means to indicate the importance of the attributes from a
certain way of analysis, rather than asking consumers to tell about something of which they
are often not awere, namely their real brand choice motivators.
Consumers would normally tend to reject the relevance of emotional and intangible benefits
and overestimate the importance of rational arguments (quality, price, taste, etc.) Hence we
use a special technique based on calculating a score between buying intention as a dependent
variable and the ratings of a special brand attribute as an independent variable. The
observation of a positive correlation between propensity to buy brand and the rating of a
certain brand attribute indicates a high motivating power. The lack of positive correlation
indicates that irrelevant whether the brands are rated high or low on that attribute, the buying
intention does not change.
The assessment is done for each attribute and each respondent separately. This information is
then used for aggregating data and discovering the motivating power of the attributes to the
way the brands compare to each other on these attributes.

Results
The objective of our research was to analyse buying motivators for 2 brands of fruit yogurt.
The respondents were asked to express their agreement / disagreement with the statement:
„The yogurt brand is low in fat“. The power of agreement, as well as intention to buy is
expressed on a 5-point Likert scale (5 is highest mark). As an example of the method we
bring a table with the evaluation results of both brands X and Y by one respondent.
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Table 1: Methodology example
Attribute

Power of agreement

Intention to buy

Brand X

Brand Y

Brand X

Brand Y

(scale 1-5)

(scale 1-5)

(scale 1-5)

(scale 1-5)

3

3

4

3

4

5

4

3

Low in fat
High nutrition value

While for brand X is the „low fat“ statement high buying motivator, this is not the case for
brand Y. Significant are the results of the assessment of second statement. No matter, how
high are both the brands rated on the attribute „high nutrition“ (4 for brand X and 5 for brand
Y), the positive correlation between intention to buy and power of agreement does not exist,
hence buying intention has not been approved.
The data are aggregated from all respondents and the sum of difference between buying
intention and power of agreement is divided by the absolute value of this difference:
∑(BI – PA)
│BI - PA│
Only positive (plus) result is an indicator of buying intention. The results of the assessment of
„low fat statement“ are presented in Table 2.
Table 2: Assessment of attribute „low fat“ for brand A
Power of agreement
Respondent

with the statement

Buying intention

Score

Score

(PA)

(BI)

(BI – PA)

│BI - PA│

1

3

3

0

0

2

4

4

0

0

3

5

4

-1

1

4

3

4

+1

1

5

4

3

-1

1
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6

3

4

+1

1

7

3

3

0

0

8

4

3

-1

1

9

4

4

0

0

10

3

4

+1

1

11

5

4

-1

1

12

4

4

0

0

13

4

3

-1

1

14

3

4

+1

1

15

5

3

-2

2

16

3

3

0

0

17

3

4

+1

1

18

4

4

0

0

19

3

3

0

0

20

4

4

-1

1

21

4

4

-1

1

-4

14

∑

The results of the statement „high nutrition value“ are presented in Table 3.

Table 3: Assessment of attribute „low fat“ for brand B
Power of agreement
Respondent

with the statement

Buying intention

Score

Score

(PA)

(BI)

(BI – PA)

│BI - PA│

1

4

5

1

1

2

4

4

0

0

3

3

4

1

1

4

3

4

1

1

5

3

3

0

0

6

4

4

0

0

7

3

4

1

1

8

4

2

-1

1

9

4

3

-1

1
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10

3

4

1

1

11

4

5

1

1

12

3

3

0

0

13

5

3

0

0

14

5

4

0

0

15

5

3

0

0

16

4

3

0

0

17

4

4

0

0

18

3

4

1

1

19

4

3

-1

1

20

3

4

1

1

21

4

2

0

0

+5

11

∑

Coefficient of buying intention based on „low fat statement“ for brand „A“ is - 0,285 and
indicates that this attribute is no buying motivator.
CBI = - 4/14 = - 0,285
Coefficient of buying intention based on „low fat statement“ for brand „B“ is + 0,454 and
indicates that this attribute for brand „B“ is a high buying motivator.
CBI = + 5/11 = + 0,454
One of the main tricks behind long lasting brands is the ability to create a brand „myth“ and to
hold it. Protecting the brand means, therefore, knowing precisely which „myth“ the product is
after. The inability to protect a brand may be due to failure to explore the „high buying
motivators“, to invest and support them. A common mistake is that a lot of money is spent on
„low buying motivators“ (e.g. in advertising) and high motivators are neglected. It is often
the case that high motivators are equity of the mother brand only, but not the brand varieties.
In certain products high motivators are shared with other brands, which means that no
uniqueness occurs.
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The basic benefit in identifying high motivators is to stick to what the consumers believe our
brand can do best and to avoid getting too close to other brands.
Effective brand equity measurement techniques can help corporate executives and marketing
managers:
-

to appreciate the true value of company assets

-

to understand and manage relative value of each brand

-

to know the sustainable strengths of a brand

-

to enhance marketing effectiveness of brand management

-

to increase the benefit to customers through brand quality and service excellence.

Conslusion
We have made a first attempt to draw the links between brand perception, brand choice
processes and brand equity. In particular, we explored the correlation between power of
attribute and buying intention. More specifically, we analysed the differential impact brands
have on attribute perception and decision process. We also discussed the implications of the
impact of brands on consumer choice processes for brand equity management. In this context,
we stressed the importance of understanding the three elements of brand equity: economic,
behavioural and attitudinal.
There are many pathways for future research. Firts, cognitive psychological approaches can
be integrated to explore several topics, such as how consumers decode signals sent by firms.
Attention to information asymetries in the market, together with a detailed analysis of
consumer cognitive psychological processes, would improve our understanding of the links
between consumer choice and brand equity. Additionaly, special attention is to be paid to
learning theories in consumer research.
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Abstract: The submitted paper was elaborated as a short summary of main findings resulting
from the research we have realized at the University of Economics in Bratislava. Based on the
study of large amount of local (Slovak) and foreign literature and other sources we have
analyzed and compared many (often inconsistent and contradictory) approaches and opinions
of Slovak and foreign authors related to outsourcing and offshoring. Following the
questionnaire survey which we performed in years 2008 and 2009 on the sample of 51 Slovak
companies, and as well as on the set of interviews carried out with managers and employees
of these companies we have identified several weaknesses in outsourcing decision-making
and also in the management of outsourcing projects. These weak points are connected with
insufficient assessment of risks resulting from outsourcing and managing these risks, rather
than with inadequate monitoring of outsourcing provider and insufficient measurement of
outsourcing efficiency. We have elaborated the standardized methodology, which can be used
in decision making, implementation and management of outsourcing. In more details we
focus on areas that show gaps in applied management and in available theory: on risk
management in case of outsourcing and on measurement of outsourcing efficiency.
Key Words:

outsourcing, offshoring, decision making in outsourcing, management of

outsourcing project, risk connected with outsourcing
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Introduction
The global economic conditions have been changing fundamentally - extremely fast
development of information technology, significant concentration processes or hybrid
consumer behaviour - are only some of the examples. In the current world influenced by
financial crisis, which grew into the economic crisis, we are witnesses of numerous fast and
extensive changes, whose scope cannot be specified exactly at present.
One of various conditions of successful business is to be able, in the long term, to
focus the effort and the resources on the core company activities. It means not to waste time
with the activities, which are not directly connected with the main focus of the company, but
which are necessary for the company operations. The way how to solve this situation is
outsourcing. In spite of its great success, which is being verified by rapidly increasing
volume, outsourcing is neither universal nor simple solution suitable for every organization.
The submitted paper is aimed at the topic of outsourcing: process of decision-making
between outsourcing or internal performance of company activity; implementation of
outsourcing and especially at the management of outsourcing project.
The submitted paper consists of 3 chapters. The first chapter gives short analysis of
available literature sources. Here we compare opinions of many experts, define the concept of
outsourcing, briefly analyse the factors leading to the outsourcing development and we also
outline the expected future development of outsourcing.
The second chapter defines the objective of our research and the methodology we
have used. Here we present also the results of our research, which was performed and based
on questionnaires submitted to managers of Slovak companies and on interviewing them.
In the third chapter we describe the analysis we have performed. We have analysed
the reasons why companies decide for outsourcing, the preparation of an outsourcing project
(risk assessment, expectations, responsibilities in company etc.), the management of an
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outsourcing project (outsourcing contract, meetings with provider, and approach to the
management of outsourcing) and the assessment of outsourcing (methods of the assessment of
outsourcing efficiency, satisfaction with the provider and with outsourcing).
We have elaborated the standardized methodology, which can be used in decision
making, implementation and management of outsourcing. This approach enables to improve
and efficiently increase the general process of decision, implementation and management of
specific outsourcing theme. The last part is aimed on summarization of theoretical and
practical contributions of our paper.

The theorethical overview of outsourcing concept
Outsourcing means providing of company activity by the external provider.
Outsourcing is based on long-term, regular partnership, where the provider is responsible for
the complete results in the outsourced activity.
Outsourcing decision could be the first step to increase profitability or improve
competitive position of company. But we can observe very limited understanding of this
process, especially of risks connected with outsourcing, what is resulting into inappropriate
management of outsourcing.
Jane C. Linder says, that until she doesn’t deal with outsourcing deeper, she thought
this phenomenon was well understood. But, in fact, the definition is quite fuzzy. Most
managers would agree that outsourcing involves purchasing services from an outside
company. But that is where the agreements stop. Some argue that it isn’t outsourcing unless a
company’s employees transfer to the service provider, still others would insist only that the
organization could have provided the service for itself.
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The approaches differ also in management of this process. Inadequate understanding
of outsourcing can result into many problems e.g. costs undervaluation, low efficiency, low
quality, negative PR, loss of employee’s trust or loss of customers.
The situation of outsourcing in Slovakia hasn’t been investigated yet, also no
domestic literature about outsourcing is available (only several articles and some information
on Internet). Based on the results of submitted research, outsourcing is not a new term for
Slovak companies and many of them use it. Foreign specialized literature deals with
outsourcing approximately from the year 1995. The results of foreign researches and
experiences show that outsourcing has its own place in the company of every size or
specialization, but also that outsourcing is complicated and sophisticated process which must
be managed and assessed properly.
The systematization of theoretical knowledge shows that in spite of fact that
outsourcing is very popular and frequently used concept, its' understanding is not clear and
also looking at its' history and first application are very different.
There are many foreign sources which deal with term of outsourcing, they include
professional literature and scientific articles but also popular articles available on Internet. No
Slovak monograph about outsourcing has been published yet, only several articles are
available. In any case, foreign experiences and literature are much more consistent and
detailed.
The basic idea of outsourcing is not new. Hiring of external parties for activity,
which can not be provided internally, by the company, is very old. The opinions regarding to
history of outsourcing vary from author to author. Kakabadse, A. and Kakabadse, N. say that
the one of the first example of outsourcing is possible to observe in the Antic Rome, where
the process of tax-collection was outsourced. According to Hirschheim, R.A, Heinzl, A. and
Dibbern, J. the concept of outsourcing (as agreement with external entity for providing of
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goods or services) is being here for centuries. According to James, H.S. and Weidenbaum, M.
outsourcing is not a new concept and we can find its origin in the sub-contracting of
production activities. According to Corbett, M. F. “outsourcing was first used in the 1970s by
manufacturing executives and has been gradually adopted since then by executives in just
about every other business function“.
Bacher, M. R. says that the first article which discuss the term of outsourcing, was
published in 1984 in USA. This article describes the conflict between American car producers
and employees representatives „United Auto Workers“. The subject of conflict was entry of
Japanese producers to the American market: „The one issue that is the most troubling to the
union and the least negotiable: „outsourcing“. American producers were buying components
from abroad, where were the labour costs lower than in USA. According to others authors
tradition of outsourcing in information technology stretch back to the ’60s. (That time were
created computing centres for processing of accounting data).
McIvor, R. says: “Although, the term outsourcing has become in vogue in the last
few years, organisations have always made decisions on determining the boundary of the
organisation. “
Authors of publication Outsourcing management information’s systems say that:
„…outsourcing is not a revolution but an evolution of change in business organizations and
the way they conduct business activities”.
The looking at history of outsourcing varies. We think that it is not crucial to looking
for the answer to the question, when was the term “outsourcing” used for a really first time.
More important is to analyse the present results and to predict the future of outsourcing: how
it will influence the companies, management and also the economies of single countries.
One from the reasons of inconsistent view on outsourcing history could be
considered also inconsistent understanding of this term. The term of outsourcing is very often
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interchanged with “make or buy” decision or with a delivery of any goods or services from
supplier.
We think that outsourcing means sourcing of goods and services, previously
produced internally within the sourcing organisation, from external supplier. Outsourcing is
long-term partnership, brings new perspective of quality, innovations and responsibility for
given activity.
Majority of available literature is aimed on possible advantages of outsourcing, but
no relevant methodology for assessment of this advantages has been elaborated (for example
any qualitative or quantitative metrics).
Literature gives many models which can help manager to decide about outsourcing
or to implement it. Every model is based on several steps or phases, while the weight is given
to the separation of activities into three groups: key, critical and support activities. Underlined
are also personal and technical requirements necessary for successful implementation of
outsourcing. Many from named authors (Dominguez, L, Corbett, M., Davidson, G. or Click,
L. R. and Duening, N.T.) could be considered as „pro-outsourcing“ oriented, they are mostly
highlight the possible advantages of outsourcing and minimal place is given to the assessment
of the risks resulting from outsourcing and to management of these risks.
On one hand we see companies which used outsourcing for their growth, for cost
decrease, risk diversification of increase of quality. On other hand there are many companies,
they, due to outsourcing, suffered loss, loosen control over process or loosen customers.
There are only several successful examples of offshoring, which brought cost saving,
innovation, quality increase or other benefits, and these are mostly among large, global active
companies. In spite of that we thing that outsourcing decision has a place also in small or
medium size companies.
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All authors understand the process of outsourcing implementation as time-consuming
and demanding. Every outsourcing implementation is very specific and depends on type and
on structure of organization.
Based on actual progress and decrease of outsourcing business, which was positively
influenced by globalization, deregulation, IT development, increasing quality of education
and specialisation, we are expecting further growth of outsourcing and offshoring. Based on
study of mentioned sources and based on analyses of factors they led to outsourcing growth,
we expect that in many countries will be new law regarding to outsourcing adopt, because
such law is missing and we expect also initiatives to regulate the outsourcing and offshoring.
We think that outsourcing hasn’t reached its peak and we expect its growth. Current global
economy is still influenced by crisis. In connection with crisis we see that it is strongly
influencing the outsourcing business: many companies, in order to cut the costs and manage
their business effectively, are looking for radical and fast solutions like outsourcing is. On the
other hand, many companies try to eliminate the activities, they are not core for their business
and are not necessary (consulting, some HR services, e.g. recruitment). We can observe
ambitions of many countries to influence offshoring and to protect domestic employment.
We think that the leadership in economy and better competitive position can reach
only these companies they achieve good results in research and development, are innovative,
dispose of educated and competent employees and focus on their core activities. Outsourcing
should be seen as a tool which allows company to concentrate on the core business.

2700

Base on our analysis, which was elaborated by comparison of many literary
sources, we observe:
•

The understanding of term “outsourcing” is not clear. This is probably caused by

many different approaches its history. Term of outsourcing is also very often confused with
“make-or-buy” decision, with consulting but also with single purchase.
•

Many authors concern on possible advantages of outsourcing, but no calculable and

reliable methodology for assessment of outsourcing efficiency is available (for example as
a set of defined quantity and qualitative metrics).
•

Many different risks are connected with outsourcing. These risks are named in

literature, but analysis of these risks is missing and also methodology for management of
these specific risks connected with outsourcing.
•

Based on existing development in increase of outsourcing (and also offshoring), which

was supported by globalisation, deregulation, development of IT and communication
technologies, progress in education and deepening of specialisation, we expect that
outsourcing will more and more expand.
•

Legislation doesn’t regulate several aspects of outsourcing and offshoring (accounting

and tax aspects, outsourcing contract etc.). We think that many countries will in near future
adopt lows to regulate offshoring (e.g. as a tool for protection of domestic employment).

Material and Methods
The main goal of our research was to survey the current situation of
outsourcing on the sample of Slovak companies (such research has not been performed in
Slovakia before) to identify weaknesses in management of outsourcing and to prepare
general methodology which would be applicable in the process of decision-making,
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implementation and management of outsourcing. Such methodology should help to
manager to avoid the most frequent mistakes which appear by managing of outsourcing.
Based on study of theoretical sources available in domestic and foreign literature,
based on trends in global economy and also based on analyse of practical experiences of
Slovak companies with outsourcing, we identified gaps (weaknesses) in management of
outsourcing project and we tried to define the recommendations to the manager, which is
considering outsourcing or which is responsible for implementation and management of
outsourcing project.
We applied general methods (system analysis, information analysis, system
synthesis, classification, induction, deduction and comparison). These methods we use in the
first part of our research (more theoretical). We applied also following specific methods:
1. Research methods:
a) Questionnaire survey (aimed on Slovak companies, questionnaire includes open and also
closed questions, respondents can use multiple choices, alternatives or assessment based
on a scale).
b) Managed, structured interview (both, open and closed questions)
2. Statistical methods of descriptive statistics, for assessment of data received in
the questionnaire survey. Based on the type and number of variables, we use descriptive
characteristics (arithmetical average, median, modus, Eta coefficient, maximum, minimum,
variation range, percentage rate etc.). Data were analyzed in MS Excel and are presented in
different tables and charts.
The file of investigated companies was not created as a random choice. We would
like to create very varied sample and also achieve high response rate, so we considered the
sample subjectively. The random choice is often treated as only one real scientific way of
sampling, its allows use of inductive statistics, probability theory and the results of random
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choice sampling can be applied from the sample to the whole population. But there are also
many problems connected with the random choice, e.g.:
-

A perfect list of all statistical units of population is necessary for the random choice
sampling (in our case we would need the full list of all companies in Slovak republic).

-

The response rate and the willingness to participate on survey is very low – especially in
case of economic research (many data are confidential; companies would not share their
experiences). Based on this reason we should have to limit the random choice only on
respondents they are willing to participate and the fundamentals precondition of random
choice will not be fulfilled.
Based on consideration all mentioned limits and problems connected with random

sampling, we decided to address our questionnaire to the selected companies. We do not have
any aspiration to generalize our findings to the whole population, but we think that our results
are interesting and useful for company of every size or business.
The research was based on questionnaire survey, which has its own limits (presented
approaches can be in discrepancy in reality, some answers could be inconsistent etc.). Our
questionnaire was quite extensive, it consisted of 36 questions and the respondent must have
had good knowledge not only about relevant company, but also about specific data. We
communicated the questionnaire personally or via electronic mail to 120 managers and
employees of different companies in Slovak republic and we received 51 filled in
questionnaires.
Questionnaires were distributed in years 2008 and 2009. In 2009 we continued with
additional research and we realised and than analysed the interview with managers of selected
companies.
Based on great interest of our respondents, we sent them the result of our research in
March 2009, in shortened form and we received very positive reactions.
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Results
Based on the performed research we have observed following findings:
•

Outsourcing is being used, by the companies they were participating in our research,

very often (88% of our respondents are being used outsourcing).
•

Frequent use of nearshoring (22% of respondents) confirms the strong connection of

Slovak economy with EU countries.
•

Offshoring was not used by our respondents very often (only by 2%), the main reasons

were: company size, cultural and language barriers, need of physical interaction between
supplier and customer and also specifically local conditions (low, accounting etc.).
•

We observe that, the most frequently outsourced activities are advisory and consulting

(legal, tax-related and finance advisory), outsourcing of accounting, information and
communication technologies and also HR activities or supporting services (courier, foodservice, post, vigilance and security, parking, cleaning etc.)

Figure 1: Use of outsourcing - based on type of outsourced activity
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Use of outsourcing - based on type of outsourced activity
Other activities

2%

Administrative services

2%

Supporting services

9%

Advisory and consulting

18%

Facility and assets management

1%
12%

Accounting
Document management

2%
12%

Information and communication technology
Human resources (recruiting, training and other
HR activities)
Public relations

9%
1%

Distribution and sale activities

4%

Marketing

6%
9%

Transport, logistics, supplying
Production

5%
2%

Research and development, design
Market research and analysis

5%
0%

4%

8%

12%

16%

20%

Source: results of own research

•

Consulting is being treated as outsourcing, but we can not fully agree with this

approach, because it is complicated to say that this activity is being delivered continually and
was “before outsourcing” performed internally. This also confirms that the understanding of
outsourcing in practice is very wide.
•

Costs spent on outsourcing are not insignificant. (Average costs were about 17% from

total costs, minimum 1%, maximum 10%, median 10%, variance range 54%, in total amount:
average costs were 123 ths EUR per year, minimum 1, 2 ths EUR, maximum 450 ths EUR).
•

The reasons, why do company outsource are in particular an effort to increase the

efficiency (16%), lack of internal resources (16%), effort to decrease costs (15%) and the
focus on core activity (16%).
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•

The most frequently considered risk, in case of outsourcing, is the risk of costs

increase, than risk of misuse information and security risks, fear of low quality of outsourced
process and human failure.
•

Companies, in connection with outsourcing, do not consider properly the risk resulting

from loss of knowledge and innovation abilities, loss of the control over the outsourced
process or threats of loss the customer's trust.

Figure 2: Risks considered in case of outsourcing decision-making
Risks connected with outsourcing - total assessment
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1

174
74
84
66
209

0

50

100

150

200

250

Other risks
Unexpected accidents (political, economical or climate etc.)
Low quality of outsourced process
Reputation risk, los of customers
Human errors
Security risks (incl. IT security)
Insufficient management of supplier
Loss of control over the process
Loss of knowledges and innovation ability
Costs increase

Source: results of own research

•

We calculated Eta coefficient to determine the connection among several numeric

and categorical variables. We didn’t find any dependency between the size of company
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(measured by number of employees) and the costs spent for outsourcing (as a percentage from
total costs). We didn’t find any connection between costs spent for outsourcing (%) and
company’s age, location of company or company’s profitability (we can not say that company
which spends more for outsourcing is aloe more efficient).
•

Higher correlation (0,498 what mean medium-strength correlation) we observed between

costs spent for outsourcing (% from total costs) and the industry. Based on our analysis,
companies from finance sector and trading companies spend more for outsourcing (as a
percentage from total costs, not in absolute numbers).
•

For the implementation of outsourcing is mostly responsible top management (44,

2%), unit leader (23%) or, in case that capacities of company are adequate, for the
implementation is responsible several employees (18% of respondents). Implementation of
outsourcing is very often supported also by the employees of vendor (in case of 46%).
•

Suppliers of outsourcing are being evaluated based on several criteria, while as the most

important is considered the quality of supplier, than the price and the fulfilment of deadlines.

Table 1: Criteria for provider assessment in case of outsourcing
Criteria of provider

Total number of

Number of
Modus

assessment/importance

Average

all points

responses

Provider's quality

359

10

9

40

Price

317

10

8,1

39

Fulfilment of deadlines

264

10

8,3

32

Provider's flexibility

246

9

7,5

33

Complexity of services

242

10

7,6

32

Goodwill, reputation

233

10

7,3

32
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Provider's stability

213

8

7,9

27

References

205

5

6,8

30

Quality of management

159

10

6,1

26

Organizational capacity

136

7

6,2

22

81

2

4,1

20

Language skills and culture
understanding
Source: results of own research

•

The satisfaction with supplier, quality of delivered services, solving of problems and

fulfilment of deadlines were assed very positively. The overall satisfaction with outsourcing
was very high, outsourcing met the expectations of respondents (49% were fully satisfied and
51% of respondents were partially satisfied with outsourcing). Lower satisfaction rate we
observed in case of innovation ability of provider and also with the price for services (which
would be lower).
•

The measurement of outsourcing efficiency and assessment of supplier are very

different from one company to the other. Majority (48%) of companies don’t measure the
efficiency of outsourcing, another big group says that they measure the efficiency (but 43%
also say in other question that they do not use any specific indicators for measurement of
efficiency). The monitoring of provider's efficiency and measurement of it is inconsistent.
Companies use most frequently only subjective assessment and monitor the quality of
delivered services, the price of the response time.
•

The approach of measurement the outsourcing efficiency is various. The majority of

our respondents didn’t agree with the supplier any specific indicators and one-fourth of
respondents said that they do not waste theirs time managing the outsourced activity.
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Figure 3: Monitoring and measurement of provider's performance
Monitoring andmeasurement of provider's performance
12%
48%

40%

We are informed, we regularly measure the provider's performance
No, we do not measure the performance and also our provider does not measure and report it.
The performance is measured and reported only by our provider.

Source: results of own research

•

The approach of employees to the outsourcing was very positive (52% of them known the

outsourcing initiative and supported it), but we think the positive approach was influenced by
the fact that in majority (3/4 of respondents) outsourcing hasn’t direct impact on their
positions.
•

Also the assessment of costs connected with outsourcing was very positive, majority

of companies (60%) think that they save with outsourcing and another 20% say that
outsourcing is not more expensive than internal solution. It is very difficult to objectively
assess this statement, because we didn’t dispose with data, which compares the costs
“before” and “after” outsourcing. (And we also suppose that the companies don’t dispose
with relevant data to validate this cost savings).
•

Majority of respondents (63%) think that outsourcing simplifies management of their

company.
Based on the scope of sample (51 companies) and way of statistical sampling, we do
not generalize our finding to the whole population. The subject of our research was to
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describe the situation in outsourcing in Slovakia, to identify weaknesses in the process of
outsourcing management and subsequently, using analysis and synthesis, elaborate
recommendations for business practice.

Conclusion
Based on the performed survey, we would like to recommend the managers
responsible for implementation and management of outsourcing:
•

We recommend focusing on the analysis, assessment and managing of risks

connected with outsourcing. Some companies don’t consider possible risks resulting from
outsourcing and companies, they do the risk analysis, don’t cover all possible risks. We
recommend preparation of risk scenarios and business continuity plans for potential
supplier's failure.
•

Majority of companies calculate with some costs connected with outsourcing, but

probably not with all costs. We recommend to focus also on “hidden” costs of outsourcing,
which are highlighted and well described in available literature:
-

Costs connected with monitoring of provider,

-

Management of outsourcing,

-

Costs on outsourcing transaction (outsourcing contract, spent time etc.)

-

Costs in case of returning the activity back “in-house”

•

In case of sufficient internal capacities, we recommend to realise the implementation of

outsourcing with the support of “outsourcing team” (either from inside of company or in
cooperation with employees of further supplier, because an individual is not able to cover
such complex issue alone).
•

Indicators for assessment of outsourcing efficiency are not being used very often. We

recommend implementation of indicators directly into the outsourcing contract. Both,
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provider and customer should be involved in the efficiency monitoring. It is necessary to
consider also personal and technical requirements connected with measurement of
outsourcing efficiency. We insist that the monitoring of outsourcing efficiency is crucial for
successful outsourcing project.
•

Approximately one quarter of companies do not deal with management of outsourced

activity. We agree that outsourcing should help manager, but we insist that outsourced
activity should be monitored and managed. Company should have a complex overview
about outsourced activity and control over it.
•

We do not recommend outsourcing of problematic activity, which is being performed

at very low level. Before outsourcing, is necessary to revitalize this activity.
•

For assessment of outsourcing efficiency is necessary to measure internal performance of

single activity first (costs, personal requirements, technologies etc.). Without such data is
company not able to assess the costs increase/decrease after outsourcing.

Based on results received from questionnaire survey and also based on interview we
had with managers of some companies, we formulate partial analysis, identify weaknesses in
management of outsourcing and subsequently elaborated methodology, which can be used in
case of decision making, in case of implementation and management of outsourcing.
The proposed methodology for decision-making about outsourcing and for
implementation and management of outsourcing consists of seven phases (see the picture
below).
We recommend focus especially on analysis and management of risks connected
with outsourcing and also on measurement of outsourcing efficiency. The undervaluation of
these activities would lead to serious problems. Insufficient risk analysis can lead to choice of
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bad partner, to outsourcing of inadequate activity and to expose the company to unneeded
threats. Risk scenarios allow the company to prepare for uncertain future.
Both, improper management and missing monitoring of supplier, lead to lack of
information and complicate decision-making and managing of outsourcing project. Lack of
information regarding to quality and quantity of delivered services decrease the trust between
outsourcing partners. Without metrics is company not able assess objectively the benefits of
outsourcing.

Figure 4: Proposed methodology for implementation, management and assessment of
outsourcing project

Source: results of own research
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In the context of further research we think that in particular should be analysed and
developed following questions:
•

Impact of outsourcing and offshoring - on companies, on countries and on public also.

(E.g. questions of continuing division of labour, deepening specialisation, orientation of
education, globalisation).
•

Impact of outsourcing and offshoring on movement of labour force and also on drain

of capital and jobs.
•

Requirements given to manager in connection with outsourcing decision making and

management of outsourcing project (personal and qualification requirements, but also new
skills: coordination and management of third parties work in virtual teams, solving of cultural
problems etc.).
•

Development of methods for quantification of benefits resulting from outsourcing

and development of specific models for analyses, measurement and management of risks
connected with outsourcing.
•

Legal directives regarding to outsourcing (outsourcing contract, booking of

outsourcing, or taxations).
•

Impact of outsourcing on organisation structure and new structures (virtual teams, new –

organically structures etc.).
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ADAPTIVE APPROACHES FOR MODELING THE
DEVELOPMENT
OF CHOSEN INDICATORS OF MILK PRODUCTION

P. Obtulovič1, M. Uličná 1
1

Slovak University of Agriculture, Nitra, Slovak Republic

The Box - Jenkins methodology is very useful for building reliable models in order to forecast
the development of economic indicators. Their advantage is that they are applicable especially
when the data highly fluctuate or there are seasonal fluctuations. Conventional Methods as
analytical equalization of the time series respectively regression and correlation analyses do
not give us reliable results. The reason is that these models are not able to represent the
fluctuations of the data, which are influenced by present turbulent market environment.
Key words: exponential smoothing, the Box - Jenkins methodology, forecast, time series,
forecasting model

Introduction
The increase in milk yield due to improved genetics, animal nutrition and quota of milk
production causes rapid reduction of dairy cattle. In 2013 it is assumed that a milk production
in the EU-27 will reach 149 mil t, that is 0.3 % less than in 2005. The share of the member
states of the EU-10 will be approximately 20.8 mil t (14 %) of total milk production and EU-2
(Bulgaria and Romania) approximately 5.8 mil t (3.9 %). The milk production in order to self-
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supplying has gradually decreased by the year 2013, which will cause slightly decrease in the
total milk production in the new member countries of the EU-12.
It is assumed that an average performance of dairy cows in the EU-27 will grow from 6.0 to
6.6 (+11.2 %) in 2005 and 2013 respectively. It will be a result of sustainable efficiency
improvement and ongoing structural changes in milk sector in EU-12. It is supposed a
sustainable increase of milk cows’ performance in average rate 1.2 % by year, which will in
the EU-27 cause a decrease from 24.9 mil units in 2005 to 22.5 mil units in 2013 respectively.

Material and methods
In order to verify quality of forecast the development of indicators in milk production’s sector
we applied adaptive models. The data set contained month time series and the length of the
reference period was 95 units. The most of all time series have had very difficult and unstable
development with a number of breaks. The analysis was made in three phases.
In the first phase were applied adaptive models for accounting ex-post forecast of chosen
indicators from January 2002 to December 2008. In the second phase there were used
adaptive models for accounting ex-ante forecast for holding-out sample from January 2009 to
November 2009. In the third phase were applied adaptive and combinational models for
accounting ex-post forecast till the end of 2009. The quality of forecasts was verified by
MAPE (%).
In the models were used chosen month products and price indicators from January 2002 to
November 2009. As a result we obtained time series with 95 units in the reference period. In
order to build adaptive models we used chosen indicators collected by Radela ltd. towards
monthly statistical reports ML (MP SR) 6-12.
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Obtained results and discussion
In our statistical study we analyzed in total 10 time series of chosen indicators. Knowledge
about further development of time series samples is very important information for strategic
decision in firm’s economic environment. With summary of knowledge obtained by building
adaptive models it is possible to claim the following final statements:
•

The benefit of adaptive approaches for modeling the time series is their flexibility and
quick adapting to changes in time series. The adaptive models stochastically do not create
only trend but also seasonality in time series.

•

The adaptive models are able to describe unstable time series with fluctuation trend and
season component. The conventional analysis of time series and their equalization with
suitable analytic function are insufficient and the quality of forecast is under the required
reliability.

•

The suitability of adaptive models is validated by practice applications which allowed
gaining significant forecasts. In compare with other methods, adaptive models achieve
more significant results.

•

Development of information technologies and suitable software processing adaptive
model methodology increases usage of this methodology. Furthermore the development
leads to absolute model building automation (for instance SAS). As a result of this will
decrease a subjective human intervention in building models.

•

On the other hand it is necessary to note that the intuition of decision maker places the
most important role in the making forecast.

•

A disadvantage of using the previous methodology is that results of final models cannot
be simple interpreted.
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Besides the mentioned final statements in the next part of work is showed knowledge
obtained from creating models for the surveyed indicators.

Graph 1: The development prognosis of indicator “the purchase of raw milk from primary
producers in the Slovak Republic” (t).

Source: own calculations

The changes in development have been caused first of all by trend and there has been also an
influence of seasonality. The trend has had unstable development. The seasonality is a typical
factor for whole agricultural production. In compare with other indicators the surveyed
indicator “the purchase of raw milk from primary producers in the Slovak Republic (t)” has
the largest seasonal fluctuation. In Graph 1 it is possible to see a contrary, the lowest seasonal
fluctuation were identified in indicator “the number of milk cattle” measured in thousand
units (Graph 2).
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Graph 2: The combinational forecast of the development of indicators “the number of milk
cattle” (1000 units)

Source: own calculations
•

The combinational models provide the best results for building short-time forecasts based
on adaptive models.

•

We made 10 forecasts for the further development. During the verification of the forecast
quality of adaptive models, there were more significant results achieved for 9 models.
These models were built as combinational models. Only in one case a better forecast was
obtained by exponential smoothing model (for indicator “the drinking milk produced for
distribution outside the dairy” measured in tons. The comprehensive results of forecast
quality for all surveyed indicators are shown in Table 1.

•

Through the usage of adaptive models there were obtained very significant forecast. The
error rate was less than five percents. It is very significant result for point estimations. The
indicator “the quantity of drinking milk sold to domestic market” had error more than five
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percent.

Through summarization of the mentioned statements we can conclude that achieved results
confirmed the application possibilities of our presented procedure. Adaptive approaches for
modeling the time series lead to obtainment of very significant forecasts of prices of chosen
agricultural commodities.
Table 1: The MAPE coefficients of chosen indicators of milk production and price used for
three forecast phases.
MAPE

holding-out
Chosen indicators of milk production

Combinated

ex post

sample

ex post

by 2008

by 2009

by 2009

Purchase of primary Slovak producers in t

1,6969

1,9765

1,7009

1,6971

Milk price in €. Kg-1 from primary producers

1,3121

1,7564

1,3263

1,2585

1,7647

2,4124

1,7659

1,7609

4,0441

4,8854

4,1001

4,1101

5,7041

6,7442

5,7301

5,6851

Kg-1

1,4411

2,1147

1,4324

1,4309

Milk yield

1,0901

1,8452

1,0911

1,0755

Dairy cattle

0,8129

1,5421

0,6877

0,6966

Cow's milk production in t

0,8999

2,1121

0,8826

0,8785

Cow's milk production in l

0,8998

2,1124

0,8825

0,8779

1,96657

2,75014

1,95996

1,94711

forecasts

Contracted amount in the month from primary
producers in t
Quantity of drinking milk produced for
distribution outside of dairy in t
Quantity of drinking milk sold on the domestic
market in t
The average trade price of milk without VAT in €.

Average value of MAPE
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Source: own calculations

Despite the fact that mentioned methodology is very computationally intensive (especially
sophisticated Box - Jenkins models are very difficult to meet expectations on the properties of
surveyed time series), the results indicated the validity of application. The more significant
results can be obtained by using an effective information technologies and quality software.

Conclusion
An importance of modern forecasting methods based on adaptive models still increase. We
consider the main focus of their use a forecasting of further development of economic
indicators which are characterized with seasonality and huge fluctuation. In our work we
evaluated the quality of forecast by using adaptive and combinational models. Mentioned
results confirmed high quality of forecasts of analyzed indicators. First of all the results
obtained by combinational models had error rate account in average for 1.95 %. Results were
also shown graphically by using software product SAS.
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Investigation of the equilibrium relationship between gross
domestic product and consumption in the Slovak Republic using
error correction model

J. Palkovič1, Z.Sojková1
1
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Abstract
This paper is focused on the investigation of equilibrium relationship between gross domestic
product and consumption in the Slovak Republic. Our analysis is based on quarterly data and
covers the period 1995-2009. From the methodological point of view we use the error
correction model to analyze the relationship between gross domestic product and
consumption. Error correction model (ECM) is way of combining long run relationship
between the levels variables, and the short run relationship between the first differences of the
variables. Analysis includes unit root test, Granger causality test and cointegration test as
well. Our analysis confirmed the existence of the long run equilibrium and estimated ECM
model.
Key Words: Granger causality, cointegration, unit root test, error correction model

2724

Introduction
Investigation of relationships between economic processes plays an important role in
economic policy and effective decision-making about economic development of the country.
However, in the time of global economic and financial crisis is much more important
examination of system stability, its response to shocks and recovery process. Econometrics
plays essential role in this part of research. When we talk about equilibrium relationship, we
should distinguish between long run and short run relationships. Short run relationships
persist only in the short time and disappear after certain period. Long run relationships persist
in the long time and are closely connected to issue of equilibrium and its recovery.
Equilibrium is the condition of system, to which system converge, and in which stays only
temporary. Economic theory identifies long run relationship; nevertheless it is insufficient at
identifying dynamic short term errors. This fact is the main reason for development of the
error correction models, which can be used in synergy with economic theory for estimation of
deviation („error“) in reaching long run equilibrium.
Material and Methods
The main goal of this paper is to investigate relationship between consumption and GDP, as
the economic theory assume long run equilibrium relationship. This is the fundamental
condition for building of the error correction model. If this assumption will be confirmed, an
error correction model can be created. In this paper are used methods connected to test for
stationarity (Augmented Dickey Fuller test), test for cointegration and the final step is
construction of the error correction model. The data for the analysis are taken from Eurostat.
We used quarterly data, so we can expect presence of seasonality. Data covers period of years
1995-2009. We decided not to remove seasonality directly from the used time series, but we
2725

tried to include seasonality by implementation of dummy variables in the model. Another
objective is to analyze and to evaluate the seasonality effect in the error correction model and
to evaluate the effect of adding dummy variables to the model. Both time series are used in
form of natural logarithm, because economic theory assumes they will rise at the same rate.
Results
First step of our investigation is visual exploration of the time series, which can tell us a lot
about relationship between them.
Figure 1 Development GDP and Consumption (natural logarithm)

Source: Own calculations

Both time series contains upward trend, which means that we can expect nostationarity of
both processes. On the figure 1 we can also notice significant quarterly seasonality. Very
important for our analysis is that time series have similar trend and the gap between them
seems to be stationary. We try to confirm all these statements in our next step by the test for
stationarity and cointegration analysis.
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Unit root:
Unit root test ensures the consistency of series data. In our analysis is used Augmented
Dickey Fuller test. In the case of confirmation H0 it means that series is unit root and the
process is non-stationary. On the other side, rejecting H0 means that series does not have unit
root and the series is stationary, integrated of order zero denoted I(0). Each variable was unit
root tested to determine if the data are stationary or not. The results of unit root test are in the
Table 1. Both time series are non-stationary.
Figure 2 First difference of GDP and Consumption Figure 3 First difference of Consumption

Source: Own calculations

Source: Own calculations

In the next step are calculated differences of both time series and Dickey Fuller test is used
again. From our results it appears that all of data reject unit root null hypothesis to accept
alternative hypothesis. It means data are stationary after running first difference and both time
series are integrated of order one, denoted I(1). Confirmation of this condition is important for
further research.
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Table 1 Unit root test results

Augmented Dickey Fuller test
Variable

test statistics

5% critical value

H0: unit root

LnGDP

-1,06

-2,93

doesn't reject

LnC

-2,03

-2,93

doesn't reject

difLnGDP

-12,69

-2,93

Reject

difLnC

-11,38

-2,93

Reject

Source: Own calculations

Granger causality:
Granger (1969) defines causality as the degree to which the variable x can explain the
behavior of variable y, and reduce variable y‘s conditional variance: x Granger causes y. The
opposite circumstance will be expressed as y Granger cause x. If both is true, than x and y
maintain a feedback relationship. If neither is true x and y have independent relations. Granger
causality test assumes stationary of time series, so we have to use first differences. Test results
are in table 2. In the first step H0 means: Consumption doesn‘t cause GDP. H0 was rejected,
it means that Consumption can explain behavior of variable GDP. In the next step we test
reverse relationship. H0 means: GDP doesn‘t cause Consumption. H0 was rejected again. It
means that GDP can explain Consumption.
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Table 2 Granger causality test

H0:

F

F crit

result

LnC doesn't cause LnGDP

2,48

2,22

reject

LnGDP doesn't cause LnC

6,23

2,22

reject

Source: Own calculations

Results confirmed that Consumption and Gross domestic product maintain a feedback
relationship. We decided to investigate relationship between variables in direction: C explains
GDP.
Cointegration test:
Engle and Granger (1987) pointed out that a linear combination of two or more non-stationary
series may be stationary. If such a static linear combination exists, the non-stationary time
series are said to be cointegrated. The static linear combination is called the cointegrating
equation and may be interpreted as a long-run equilibrium relationship among variables. We
used Engle Granger test for cointegration. First stage is to estimate cointegration regression:
LnGDPt = 1,18 + 0,93LnC t + ε t

(1)

Variables y and x might individually be non-stationary, but if the estimated residual errors are
static, y and x are said to be cointegrated. It implies that y and x form a long run relationship
and the regression is not spurious. Residuals from the cointegrating regression are shown on
the figure 3.
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Figure 4 Residuals from the cointegrating regression

Source: Own calculations

In the next step, it is applied Augmented Dickey-Fuller test on residuals from cointegrating
regression. Calculated test statistics is -3,596 and the critical value is -2,925. Test statistics
exceeds the critical value, it means residuals from the cointegrating regression are stationary,
thus we can suppose that between consumption and gross domestic product is long run
equilibrium relationship. This approach has shown that any cointegrated series has an error
correction representation. Therefore, if the examined time series are cointegrated, the error
correction model can be estimated.
Error correction model:
In the case of cointegration relationship confirming, economic variables exist in long-run
equilibrium. However, in the short-run those variables might exhibit deviation. Error
correction model consists of first differences of variables and lagged residuals from the
cointegrating regresion, which are used as error correction term.
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Etimated error correction model has form:
∆LnGDPt = −0,012 + 1,39∆LnC t − 0,7( LnGDPt −1 − LnC t −1 ) + ε t
R2 = 0,7

t

(-2,05)

(9,87)

(2)

(-5,99)

Significance of the error correction term is another evidence of long-run equilibrium
relationship between variables. On the figure 4 you can see how estimated values of
DifLnGDP can fit real values.
Figure 5 Comparison of real values DifLnGDP and values predicted by ECM model

Source: Own calculations

We can see also significant influence of quarterly seasonality . We try to include seasonal
influence by adding dummy variables to the model. Estimated error correction model with
dummy variables has form:
∆LnGDPt = 0,027 + 0,95∆LnCt − 0,499( LnGDPt −1 − LnCt −1 ) − 0,01D1 − 0,04D2 − 0,07D3 + ε t (3)
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R2=0,81 t (2,28)

(6,2)

(-4,09)

(-0,81) (-2,99) (-4,44)

Higher value of R2 indicates improvement of the model. The absolute value of the error
correction term is lower than in previous model. We can say that part of the seasonal
movement in the first model was corrected by the error correction term.

Figure 6 Comparison of real values and values predicted by the model with dummy variables

Source: Own calculations

On the figure 5 we can see comparison of the real value DifLnGDP and values predicted by
the model with dummy variables. Predicted values from the model with dummy variables fit
real values better than it was in previous case. Final step is comparing ex-post prediction of
LnGDP with real values.
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Figure 7 Real and predicted values of LnGDP

Source: Own calculations

On the figure 6 we can see, that predicted values in the first part slightly underestimates real
values and in the second part slightly overestimates real values. At the end predicted LnGDP
copy real values well. From the first error correction model without dummy variables we can
estimate the factor of proportionality. When we take an antilog of β0/γ (β0 is an intercept and γ
is coefficient in front of error correction term from the first model), we get 1,016. Which
means that equilibrium value of LnGDP should be approximately 1,16% higher than LnC.
Conclusion
In this study we tried to investigate relationship between consumption and GDP of Slovak
Republic. First, we used unit root test to determine both time series are integrated of the same
order I(1). Then we examined direction of this relationship by using Granger causality test.
Result confirmed feedback relationship among variables. Using cointegration analysis we
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found the evidence about long-run equilibrium relationship between gross domestic product
and consumption. In further analysis we defined GDP as dependent variable and consumption
as independent variable. Final step of our analysis was construction of error correction model.
We tried to include quarterly seasonality to the model by adding dummy variables, which
improved model accuracy. Error correction term in the model with dummy variables was
lower than in the first model. At the end, we compared ex-post forecast of LnGDP with the
real values of GDP. We tried to estimate factor of proportionality. By comparing value 1,016
with ratio LnGDP/LnC for the last quartile (1,058), we can say that actual level of GDP and
consumption is biased from the long run equilibrium and in the near future should converge to
reduce the gap.
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DETERMINANTS OF COMPETITIVENESS
OF THE FRUIT PRODUCTION IN SLOVAKIA
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Abstract: This paper deals with current issues of most important determinants of
competitiveness of fruit production in Slovakia. The economic analysis of the fruit growing
was based on the yield per hectare, production systems, costs and performance targets.
The total production in selected kinds of fruit has been analyzed in detail and the yields per
hectare have been compared with those of EU producers. The analysis of the real costs of
each type of fruit has been done in order to find the most profitable fruit. A considerable
attention has been paid to the competitiveness of Slovak fruit within the EU. To ensure the
competitiveness of fruit, a decisive influence has the building of modern irrigation systems
and the introduction of new resistant varieties of fruits. Fruit development in Slovakia is
justified in terms of production skills and traditions of the fruit growing.
Key words: determinants, production potential, price, consumption, competetive

Introduction
Slovakia has a long tradition in the manufacture and sale of all temperate fruits. In the last
century Slovak producers have grown fruit in area 19 thousand hectares, which were owned
by cooperatives and state properties. In this period we have seen a lack of orchards, privately
owned. In our territory is a long tradition of fruit from their own gardens, which are
represented by different types, which provide subsistence, the estimated area is about 5.3
thousand hectares.
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Despite that fact, the situation is unsatisfactory in the fruit industry. Development of area and
production is declining, consumption is not covered by domestic production, and imports
considerably exceed exports. The situation is intolerable for the development of fruit. In
Slovakia there is insufficient consumption across the range of temperate fruits.
Ensuring competitiveness is thus possible to remove the determinants which cause fruit
production negative developments in Slovakia. Based on factors which negatively affect
development of fruit production, we can determine the significance of their impact on the
quality and quantity of production. One of the determinants of the priority production is to
build intensive orchards and small fruit plantations on the basis of new scientific knowledge
and research in the field. Choosing the right varieties resistant to diseases and pests appear to
be a fundamental factor in quality that affects the exercise price of the product. Production of
high quality fruits is dependent on irrigation, fertilization and chemical protection.
Another important factor is air-conditioned building with controlled atmosphere storage,
which greatly affect the level of fruit prices.
After joining the European Union, the level of fruit subsidies changed, causing a decrease in
production. The main motive was ineffective enforcement of the market, low profitability of
production due to very cheap imports from abroad. A negative aspect of fruit producers is
their low organization ability, with the result that manufacturers do not pass uniformly against
chain stores and fruit processors.
Rehabilitation and planting of new orchards in the provision of grants and contributions from
the European Union provides for the production of high quality and profitable fruit that can be
implemented primarily at the domestic and foreign markets. Reducing costs and improving
productivity is possible only in spindle and slim concentrated plantations, which are currently
the most intensive methods of cultivation of apple trees.
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Material and methods

Under review is to analyze the determinants of competitiveness of fruit production in
Slovakia, in a market economy with a focus on intensive planting orchards, production,
consumption, imports, exports, costs, feasibility and intensification of price factors. We
monitor the current state of the fruit production through a range of indicators of cost and
effectiveness. Analyzed various factors of fruit production.
We devote considerable attention to apples - the most widespread species of fruit, which
grows out of a total surface area of 3953 in 2008. Apples are the most common fruit in
consumption and production. In the paper we assess the return on deposited funds into
planting apple orchards. The article analyzes the period 2003 to 2008. When accessing the
underlying data, we used materials from RIEAFI, Ministry of Agriculture, Statistical Office
and the underlying data holdings and private fruit growers. Underlying data were processed
with the support of the standard methods of analysis, synthesis, comparison and index
methods.

Results and discussion

Analysis of individual fruit production, we found that the monitored period from 2003 to 2008
were harvested in all fruits precarious, but the lowest yield was reached in 2007 the influence
of bad weather. Night frosts in early May significantly reduce yield, which fell on trees and
bushes by 26 %. The most significant impact of weather is reflected in the peach, where
yields dropped by about half, with 32 % apples and soft fruit by 10.8 %. In 2008, we recorded
the second highest harvest in the period.
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Table 1:

Total fruit production in Slovak Republic (tons)

Fruit category

2003

2004

2005

2006

2007

2008

Index
2008/2003

Apples

60685 41595 47288 41360 28123 54639

0,90

Pears

4860

2511

2226

2419

2211

2825

0,58

Peaches

4206

4750

3609

4415

2387

4190

1,00

Apricot

2677

1584

1256

1781

1512

2089

0,78

Plums

6717

5799

4285

6286

5940

5984

0,89

Cherries

1992

1321

1413

1573

1677

1866

0,94

Sour cherries

1562

885

865

818

730

751

0,48

Greemgage

652

291

317

407

407

390

0,60

Gppseberry

273

228

168

152

129

108

0,40

Currant

1174

631

637

564

536

522

0,44

Walnuts

3425

1224

1197

1145

1150

1070

0,31

Hazelnuts

49

38

35

35

35

34

0,69

Chestnut

96

38

35

32

32

30

0,31

Other fruits

567

57

70

51

58

76

0,13

Trees amd shrubs

88935 60955 63402 61037 44927 74572

0,84

Raspberry

3,3

8,1

26

35

19

14

4,24

Strawberry

583

891

576

602

587

691

1,19

Grapes

612

690

524

368

367

379

0,62

Total

90133 62544 64528 62043 45900 75656

Source: Slovak Statistical Office
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0,84

Fruit production in 2008 was the highest since 2004. It increased by 64.82 %. The most
important had contributed nearly double the production of apples (+94.29 %), high production
of peaches (+75.53 %), apricot (+38.16 %) and pears (+27.77 %). It also increased production
of strawberries, cherries, table grapes, cherries and plums. Harvest of other species of fruit fell
from - 26.32 % (raspberry bred) to -2.61 % (currants). Pomes fruits represent 75.95 % of
production, almost the entire volume is apples, and pears represent only 4.92 %.
Over the last five years, the rise and fall rotate their crops; the most significant growth has
reached its production in 2008, almost 90 %, but no volume in 2003. Apples make up 72.22 %
of the total fruit production. Fruit with the highest proportion of the total production of fruit
are plums (8.03 %) and peaches (5.62 %).
Development of production pomes fruits been since 2003 (except 2006), decreasing in 2008
achieved an increase of 20.18 %. Of this group of fruit are plums 39.19 %, and peaches (27.44
%). The volume of harvest of berries had over the years from 2003 to 2007 the downward
trend in 2008 achieved an annual increase of 4.64 %. The most important fruit of this group
are strawberries (40.32 %) and currants (30.46 %).
The only group of fruit, which in 2008 reached the production decline (-6.84 %), they are
nuts. Walnuts are 96.92 % share of this group, the rest of the shares belong to hazelnuts.
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Table 2:

Mild climate fruit production and usage levels in Slovakia (tons)

Indicator

Index

Real indicators
2003

2004

2005

2006

2007

2008

2008/
2003

Domestic production

90133

62544

64528

62043

45900

74572

Out of this: production

41131

38394

41289

38171

22316

48762
1,19

orchards
Import
Total supply
Raw fruits for processing

49275

69214

75517

74461

114405

96016

1,95

139408

11758

140045

136504

160305

170588

1,22

14971

5476

5429

6000

6364

7600
0,51

industry
Primary consumption

0,83

110177 106919

102634

100000

101397

125600

1,14

Waste

3316

5691

6289

1744

18217

7448

2,25

Export

10944

13672

22756

28760

39327

29940

2,74

139408 131758

140045

136504

160305

170588

1,22

Total usage

Source: Slovak Statistical Office, VUEPP

The significant decrease in domestic output, which translates into even productive plantations
is evident from Table 2, in 2007 was the lowest yield during tracking. Crop failure was offset
by imports of fruit, causing 100% increase in consumer prices for selected fruits (apples).
Disproportionate loss in the penultimate year under review was due to adverse weather
conditions.
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Fruit import-export balance in Slovakia for the period 2003-2008

Table 3 presents the average yield of each fruit.
Table 3

Average Hectare Yield in the Wearing Fruit Orchards (t/ha)

Fruit type

2003

2004

2005

2006

2007

2008

Apples

9,68

9,47

11,34

9,20

5,46

12,20

Pears

2,69

2,54

2,49

3,41

2,33

2,75

Peaches

3,45

4,56

3,63

4,21

1,59

4,04

Apricots

1,14

0,98

0,63

1,72

0,70

2,05

Plums

2,64

4,51

2,90

4,54

4,0

3,90

Cherries

1,67

2,26

1,66

1,82

2,50

3,95

Sour cherries

2,10

2,45

1,89

1,88

1,18

1,51

Greengages

6,66

-

-

0,01

0,02

0,12

Gooseberries

2,20

2,87

0,63

0,77

-

0,00

Currants

0,43

0,46

0,34

0,29

0,27

0,38

Walnuts

3,76

0,08

0,07

0,04

0,04

0,05
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Chestnut

0,07

0,02

0,02

0,11

0,05

0,40

Cultivated

0,05

0,11

0,46

0,60

0,32

0,26

raspberries
Source: Slovak Statistical Office

From Table 3 it is obvious that fruits examined below the average required yield, which
would be the guarantor of profitability of production. To achieve comparative yield per unit
area in Hungary, the Czech Republic, Poland and Austria, we can express the view that all
kinds of fruits achieve higher average yields of 40 to 70 %. This fact underlies the
competitiveness of the fruit of implementation within the European Union.
The analysis of average yields, we found that the production yield plantations below the
desired yield of individual fruit and cultivars. The performance of the varieties used in
Slovakia only 30 to 40 % (Porhajas, 2002). New farming systems guarantee a high yield
producer in the unit area from 30 to 45 t.ha-1 in the production of apples, depending on
variety, but for us we are in 2003 to 2008 harvest amounted to 9.68 tons to 12.20 tons per
hectare, It is therefore necessary to improve the situation shown.
The total consumption of fruit is most involved in the consumption rate of southern fruits
(57.71 %). Consumption of temperate fruit represents 36.65 % of total fruit consumption,
consumption of grapes as well as other tropical and subtropical fruits 5.64 %. Consumption of
temperate fruits in 2007 was the same as in the previous year. The highest consumption of
fruits show this kind of apples (57.92 %), peaches (11.31 %, other soft fruits (8.14 %) and
pears (5.43 %). The fruit of the South have the highest consumption of oranges (34, 20%),
followed by bananas (24.71%) and mandarins (18.10%).
The highest annual increase in consumption of fruit was recorded sour (100 %), mandarins
(64.54 %), strawberry garden (37.50 %), currants and kiwi (33.33 %) and bananas (26.47 %).
Conversely, a decrease in consumption was reflected in apricot (-64.29 %), plums (-28.57 %)
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and other soft fruit (-21.74 %). Consumption of fruit very much behind compared to the
former countries of the European Union and therefore it is desirable to set the state change.
The analysis of per capita consumption of fruit, we rely on the current state of the orchards,
which in 2008 in Slovakia in the total cultivated area of 9602.4 hectares. Of that total net
acreage growing area is 8505.6 hectares. The net area of intensive orchards account for
5686.7 hectares (68 %) and the rest are extensive orchards.
Production plantation area is 6712.7 hectares, representing 78.9 % of net area, but high levels
agro-technical facilities cover only 3969.75 hectares. The state said that Slovakia is not
paying enough attention to the fruit production (Hricovsky, 2004), which translates to total
output, which ranges from 90133 ton in 2003 to 74,572 tons in 2008. Based on the
recommended dose of fruit consumption per capita output of the domestic production should
reach 478286 tones at a plantation area of 35,360 hectares. Gardening Association recognizes
area 5300 hectares of orchards, which are part of the garden (79000 hectares).
Table 4 lists the different types of fruit consumption in kg per capita in Slovakia.
Table 4

Level of fruit consumption in Slovakia in kg per capita – divided by categories

Consumption

Fruit
categories

per capita

Index

Recommended level

2003

2004

2005

2006

2007

2007/

2008

2003

Fruits in total

96,7

52,6

49,7

52,6

54,0

60,3

63,3

as a value of

1,15

fresh fruit

Apples

50

15,9

14,7

15,5

11,9

12,8

-

0,81

Pears

10

1,1

0,6

1,0

1,2

1,2

-

1,09

8

1,6

1,3

0,8

1,4

1,0

-

Plums

and

0,63

greengages
2744

Cherries

5

0,3

0,3

0,3

0,4

0,4

-

1,33

Sour cherries

5

0,4

0,2

0,2

0,2

0,4

-

1,00

Apricot

4

0,9

0,6

1,1

1,4

0,5

-

0,56

Peaches

4

1,4

2,4

2,1

2,2

2,5

-

1,79

11,5

0,6

0,9

1,1

1,1

1,1

-

1,83

Scrubs

Source: Updating and informational report

The above table 4, it is clear that the consumption of individual fruit is less than one case, the
recommended dose. Analysis, we found that having the highest representation of apples in
2007 where we experienced a gradual increase, except the last two years of investigation. In
the case of other fruits, their consumption is poor especially in pears, stone-fruit and soft fruit.

Table 5

Trends in Consumption of Fruit in Sovakia (kg/capita/year)

Fruit typy

Recommended

consumption

Index

Concumption per capita
2003

2004

2005

2006

2007

2008*

2008/
2003

estimate

Fruit

and

96,7

52,6

49,7

52,6

54,0

60,3

63,3

1,20

-

40,1

39,0

37,1

36,7

41,3

41,9

1,04

fruit
products
Fresh fruit

Source: Updating and informational report

The recommended dose of fruit in Slovakia is 96.7 kg. Consumption of fruit in us is only
50.5% of consumption in the EU (112.8 kilograms). From the table it is clear that
consumption of fruit and fruit products for the period is very precarious. Disturbing I
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consumption of fresh fruit and therefore it is necessary to change the situation by planting
new orchards intensive production.
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Fruit and fruit products

Figure 2

Fruit and fruit products
estimate
2008*

2007

2005

2006

Fresh fruit

2004

2003

0

Fresh fruit

Tendencies in consumption per capita in Slovakia (kg)

Table 6 shows imports of selected fruit for Slovakia tones.

Table 6

Total imports of selected fruit categories in Slovakia (tons)

Fruit type

2003

2004

2005

2006

2007

2008

Index
2008/2003

Apples
Pears, quinces
Plums, sloes

32967

33565

36554

37615

58308

44824

1,36

1405

2269

3670

3797

4853

5426

3,86

336

1521

950

914

1342

1416

4,21
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Cherries, sour

42

56

25

580

177

273
6,50

cherries
Apricots
Peaches, nectarines

Small fruit

209

495

561

2277

816

905

4,33

2507

10673

11017

7600

11961

11112

4,43

590

690

1040

1186

1758

4296

7,28

Source: Updating and informational report

Imports of fruit significantly affect overall consumption of fruit. Imports of apples and pears
have an upward trend during the period in stone-fruit, we also saw an increase. This
development adversely affects the import of negative foreign trade balance with the fruit.
Table 7 shows the average selling price of domestic fruit production for 2005 and 2008.

Table 7

Sales prices in the domestic market

Category/ price

2005

2006

2007

2008

Index

average

average

average

average

2008/2005

Peaches

22,78

21,54

25,45

24,79

1,09

Cherries

38,80

49,28

47,46

53,71

1,38

Appricots

30,92

22,09

28,78

34,33

1,11

Plums

18,62

16,02

20,15

17,71

0,95

Summer apples

15,38

17,41

20,68

18,53

1,20

Golden delícius – Apples

16,40

18,39

23,71

21,12

1,29

Idared – Apples

13,83

15,57

20,36

16,11

1,16

Jonagold – Apples

14,79

17,25

21,35

15,49

1,05

Pears

21,51

24,21

24,54

25,67

1,19

Source: Updating and informational report
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Producer prices are an essential condition for increasing fruit consumption per capita.
Purchasing power of the population largely affects the consumption of selected fruit from
domestic production. At present, the consumer starts to build on the quality and
wholesomeness of the fruit.
The greening of fruit production in Slovakia gives the assumptions and the possibility of our
fruit to survive in a difficult European market and also export the selected fruits to other
countries outside the EU. That argument can justify the quantity of chemical interventions
against pests and diseases which, if compared with EU countries, Slovakia is set substantially
lower consumption of plant protection and fertilization.
The establishment of intensive plantations is a fundamental task for fruit growers ensures
competitiveness in our country and the European Union if it wants to return Slovakia to the
former position in the production, consumption and exports. Ensuring that task is only
possible by developing intensive orchards. Currently extensive set is not desirable in terms of
production efficiency, quality and return money to build.
The establishment of intensive apple orchards, we use slender spindles that are recommended
to be planted in the buckle from 3.0 to 3.5 x 0.8 and 1.5 m depending on the variety and
regionalization. Selection of habitat and its configuration has an impact on crops, the
availability of the operation, and organization of work. Variety represented in the new
plantations should reflect supply and demand for preferred varieties and their color (green,
red). Selection of rootstock is directly dependent on the amount of direct costs. If chosen
incorrectly the graft may be reflected in the level of harvest and the quality of production.
Currently the most widely used graft weak M9. In Slovakia, the last 5 years has increased the
cost of building intensive orchards of 700 thousand Slovak crowns to 950 thousand Slovak
crowns per hectare.
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The cost of irrigation will not increase and is equal to 110 - 120 thousand ha. The cost of seed
planting material has increased by 50%. Very important factor is the intensification chemical
protection and fertilization in which we recorded 40%. Labor costs increased slightly. Total
production costs are growing faster than implementing price, which grow only minimal or
stagnating. As producer, has built warehouses, returns increased from 3 to 4 years of
production for 11 to 12 years. Return to improve as a result of increased investment costs and
operating costs. Reduction of return is possible by the company builds stores for their produce
and thereby creates conditions for effective recovery stored fruit.
Analysis, we found that companies have built warehouses of its production undertaken after
the winter harvest frontloading household and commercial chains. The second part of the
output is stored during the winter months, when the price of apples rises are removed
producing a substantially higher price to cover storage costs and provide increased profits to
the grower.
Slovakia currently registered in the following types of stores: stores ventilated air 11375 ton,
conventional cooling without climate control 11764 ton, controlled warehouses CA 1100 ton,
stores with ULO (ultra low oxygen content) 19845 tones. Currently registered capacity
storage is + ULO CA 20945 ton. It's not enough storage for the planned production of apples.
According to the president the fruit storage capacity of the Union should be increased by
50%.
In evaluating the efficiency of production of apples, we rely on their costs, which are a
decisive factor of corporate success (Bielik, 2001). Change in average cost per kilogram of
fruit for the period 2003 to 2008 is set out in Table 8.
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Table 8

Tendencies in average costs per kilogram of fruit in the period 2002 – 2008
Costs in SKK.kg-1

Fruit type/

INDEX

years

2002

2003

2004

2005

2006

2007

2008

2008/2002

Apples (4)

6,90

6,85

7,35

7,50

7,83

8,06

8,16

1,18

Source: own calculations

In assessing the costs for the period, we found that the impact will be a smooth rise. Cost of
concentrated intensive units will range from 118 to 147 000 SKK to harvest 20 to 25 tons per
hectare in slim spindles own cost is around 180 thousand Slovak crowns per hectare at harvest
35 ton or more. Table 9 provides a detailed cost structure of 1 kilogram of apples.
Table 9

The costs of production of 1 kilogram of apples

Calculations

SKK

Chemical protection

1,40

Fuel consumption

0,53

Land lease

0,38

Irrigation

0,05

Fertilizers

0,42

Orchard amortization

1,50

Amortization of irrigation system

0,40

Salary for workers engaged in harvest

0,56

Salary

1,82

Machinery amotization

0,40

Machinery repair

0,20

Overheads

0,50

Operating costs in total

8,16

Source: own calculations
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The assessment of their own calculations of costs, we found that the wages incurred for the
production of l kilogram of apples represent 22.3 % of the total production cost. Taking into
account the money to pay Apple a percentage of the collection at their own expense is up
29.1%.
The state can reduce the rational use of working time and increasing productivity (Bielik,
2001). Currently, a worker in the enterprise for change can harvest 800 to 1200 kilograms of
apples in a foreign power for change in a collector from 1500 to 1800 kilograms. A very
important factor in the intensification of apple cultivation is the consumption of the chemical
protective equipment, which contribute to their total cost of 17.2 %. When creating a new
intensive plantation, it can be inserted into the varietal structure resistant apple cultivars.

Progressive Cultivation of resistant varieties of apple trees gives a presumption to radically
reduce the cost of chemical protection. The current cultivars are necessary to carry out
chemical protection at least 12 to 15 times. Varietal structure in newly established plantations
should be chemically treated with a maximum of only 3 to 5 times (Porhajas, Adamickova
2007). It follows that the cost of chemical protection in the future can be reduced by two
thirds, which in monetary terms amounts to EUR 0.91 for one kilogram. Reducing the cost of
chemical protection will increase profits by about 0.91 Slovak crowns per kilogram.
Table 10 shows the evolution of exercise prices between 2002 and 2008.
Table 10

Apple sales price tendencies in the period 2002 - 2008
Costs in SKK.kg-1

Fruit type/

INDEX

years

2002

2003

2004

2005

2006

2007

2008

2008/2002

Apples

10,50

10,80

10,35

10,70

11,10

12,90

11,40

1,08

Source: own calculations

2751

The evolution of the average exercise prices follows the positive growth. To evaluate the
economic efficiency of growing apple orchards, we express the view that the cultivation of the
fruit is very profitable. The profit from one hectare ranges from 70 to 120 000 SKK,
depending on the chosen system of growing variety and amount of production from the unit
area. Keeping with the technology of production in those cropping systems, leads to 85 - 95%
choice of I. classes, corresponding to and the production prices. The cost reductions primarily
in the field of chemical protection apple orchards can increase profit by 0.91 SKK.kg. The
average harvest of 30 ton per hectare, profit increased by about 27 000 SKK. These cost
reductions will reduce turnaround time newly productive plantations.
By reducing its own costs and, in particular chemical protection would make it possible to
reduce inputs and improve the quality of apples. Producer prices for producers of fruit are the
main impetus for the establishment of intensive plantations. The newly established apple
orchard would have a dominant position and should gradually extensive orchards.

Economic analysis of soft fruit
In analyzing the economics of currants in Slovakia, we are based on total production and costs
incurred in the production of blackcurrant. In the evaluation we used the requirements to
establish plantations of currants. If you want to be successful production of currants and
effective it is necessary to accept the following requirements:


Red currants are intensive moisture



Blackcurrant bear drier areas



Currants optimal growth is ensured at pH 5.5 to 7.5



Redcurrants suited position from 200 to 600 meters above sea level blackcurrant
suited to the position 350 meters above sea level.
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Distance series depends on the intensity of growth of the variety and is therefore
recommended clasps upright growing at 3.5 to 3 m in series from 0.6 to 0.8 m. Number of
shrubs per hectare varies from 3570 to 5550 pieces per hectare, while the price of one shrub
ranges from 45 to 50 Slovak crowns per piece. The total cost of biological material ranging
from 178,500 to 277,500 Slovak crowns on hectare Planting and fertilization have been
moving at around 35,000 thousand per hectare.
The total cost for setting up currant plantations range from 221,000 to 319,000 Slovak crowns
per hectare. Until costs accounted for 2.5 % of design and exploration work of total costs in
the amount from 5525 to 7975 Slovak crowns. Construction of irrigation to one hectare is
110 000 SKK where counted and budgetary margin of 7%. The effective cultivation is largely
involved in agricultural engineering and the selection of a suitable variety for the region
located. Detvan large-type varieties, which yield an average 10 kg of bush, Tatran 17 kg of
bush, Marathon 10 to 12 kg of bush and Baron 10 kg of bush.
At the time of flowering, it is necessary to deploy 6 hives per hectare, mostly of black
currants, which increases the yield by 30 percent or more. When analyzing the average
production of currants in Slovakia, we found that during the period of a bush harvest ranged
from 0.5 kilograms in 2003 and last year production of the coun reached only 0.12 kilograms.
The production does not meet the requirements of efficient production of blackcurrant. A very
important factor is the intensification irrigation, which decisively influences the production
rate and quality of the soft fruit. Due to irrigation increases output by 30 to 60 % depending
on weather conditions. In our conditions it is advisable to deliver 1000 - 1500 m3.ha-1 in
three to five deliveries (25 to 40 milimeters).
For manual collection can be based on the following outputs depending on the variety:


Black currants 3 to 5 kg.ha-1



Redcurrant type Joukheer von Tet's 5 to 6 kg.ha-1
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Redcurrant type Detvan, Tatran a.o. 10-15-kg.ha 1st

The average realized campaigns are needed to make 1 ha blackcurrant 2200 hours.
Introduction of mechanization intensifies currant cultivation on plantations which can be
several fold increase productivity and save 50 % of direct labor. The appropriate varietal and
represented an average harvest of red varieties from 10 to 14 tons in the season we can collect
at least 40 ha and thus save 250 to 300 workers. Total labor costs for harvesting the crop at an
average 10 ta work performance of 80 to 120 kg per shift range from SKK 66,640 to SKK
90,000 per hectare depending on the output per unit area.
The total cost of production of currants range from 129600 to 153000 SKK per hectare.
Average exercise price in red currants is 17 SKK.kg-1 and sales are moving in intensive
varieties from 170,000 to 204,000 SKK.ha-1, where if all technological processes of
production. Profit for the producer is adequate to the costs. The evaluation of blackcurrant
Assuming a production capacity which stands at 5 ton per hectare for the strike price of 25 to
30 Slovak crowns per kilogram.
Total production costs are 85,600 per hectare, while sales ranging from 125,000 to 150,000
Slovak crowns Slovak crowns per hectare production of soft fruit that is profitable. Using
modern techniques are harvested labor costs reduced by 50 % and profit increases are
adequate.

Economics of Plum Production
The economic analysis of production of plums in the farm, we selected based on total
production and costs incurred in the production of prunes. The focus of the analysis we have
adjusted to produce its own costs and profit for each tested varieties of plums for the period.
In preparing forecasts and actual consumption of fruit in our country, it is desirable to indicate
that the optimal per capita consumption of prunes is 7 kg, while the current consumption
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shows a steady decline, which we documented that in 2005 consumed only 0.8 kilograms per
capita . The above facts can be inferred that should be invested in the development of the
fruit. In 2006 we produced in 898 397 kg with an average harvest of plums 7.17 kg-1 for the
tree. Harvest of prunes per tree ranged from 10.19 kg to 50.73 hectares in the tree depending
on variety and growing in the body under examination. Achieved yields cannot guarantee the
required per capita consumption of prunes.
The investigational business, we analyzed the yield for the years 2005 and 2008, where
production from the unit area for each variety was precarious, but nevertheless showed a
company better than Slovakia. Table 11 gives the varietal composition of plums grown in the
analyzed company.
Table 11
Variety

Development of yield and production of plums to one tree from 2005 to 2008
Years

Total production

Area

Producction

Production

in tonnes

in hectares

one tree

per hectare

in kilogram

in tonnes

Silvia -

2005

56,777

4,03

33,94

14,088

Plums

2006

59,777

4,03

33,74

14,833

2007

46,462

4,03

27,78

11,529

2008

51,243

4,03

30,63

12,715

Čačanská

2005

111,187

26,27

10,19

4,232

Lepotica -

2006

235,772

26,27

21,62

8,975

Plums

2007

191,773

26,27

17,59

7,300

2008

228,180

26,270

20,920

8,684

Čačanská

2005

91,242

13,63

16,13

6,694

Najbolja -

2006

180,684

13,63

31,94

13,256

Plums

2007

122,787

13,63

21,70

9,008
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2008

163,420

13,630

28,880

11,989

Čačanská

2005

68,382

6,38

25,82

10,718

Rodná -

2006

47,256

6,38

17,84

7,407

Plums

2007

83,438

6,38

31,51

13,078

2008

64,821

6,380

24,480

10,160

Stenley -

2005

121,942

17,11

17,17

7,127

Plums

2006

98,812

17,11

13,91

5,775

2007

360,214

17,11

50,73

21,053

2008

298,495

17,110

42,040

17,445

2005

449,530

67,42

16,06

6,667

2006

622,301

67,42

22,24

9,230

2007

804,674

67,42

28,76

11,935

2008

806,109

67,42

28,81

11,956

Total

Source: own calculations

An analysis of production, we found that the highest yield for the period reached variety
Silvia, the lowest results we have seen in a variety Čačanská lepotica - plums varieties in 2007
reached a record harvest Stanley – plums 21.053 1000 ha was due to favorable natural
conditions for pollination and fruit batch. Harvest of one tree captures Table 11, which
balanced a variety of crops reached Silvia, who more times exceeded the average harvest of
plums in Slovakia. Harvest of one tree are adequately set age, which was founded in 1992 and
1994.
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Table 12

The avarage production of one tree and analyzed enterprise in kilogram
Slovakia

Fruit type

2003

Plums

2004

2005

2006

2007

2008

7,89

6,88

4,72

7,07

6,78

6,68

-

-

16,06

22,26

28,76

28,8

in Slovakia
Analyzed
enterprise
Source: Own calculations

In Table 12, we compared the production of a plum tree in Slovakia and the enterprise under
examination. We found that the average yield in the company significantly exceeds the
average yield in Slovakia. The highest difference in yields 21.59 kg per tree were recorded in
2006 in favor of. From these results it is clear that the company pays great attention to
production of plums.

Table 13

Fruit type
Plums

Total area of breeding plum orchards in the years 2003 - 2008 in hectares

2003
525

2004
499

2005
533

2006
596

2007
574

2008
581

Source: Updating and informational report

In Table 13 we record the total area of productive plum orchards in Slovakia. In 2008, the
area reached 581 ha of land that the company has embarked area 67.42 hectares, which
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represents a percentage of 11.3 %. The comparison is obvious that the company has a
significant role in Slovakia in the production of prunes.
Table 14

Development of plums own costs, revenues and profits in SKK per hectare for

the period 2005 – 2008
Variety

Year

Own cost per

Revenues per

Profit per

hectare

hectare

hectare

Silvia -

2005

95798

122565

26767

Plums

2006

91964

133497

41532

2007

74938

112984

38046

2008

82633

118330

35677

Čačanská

2005

28777

36818

8041

Lepotica -

2006

55645

80775

25130

Plums

2007

47450

71540

24090

2008

53139

79476

26337

Čačanská

2005

45519

58237

12718

Najbolja -

2006

82187

119304

37117

Plums

2007

58552

88278

29726

2008

61847

89232

27385

Čačanská

2005

72882

93246

20364

Rodná -

2006

45923

66663

20740

Plums

2007

85007

128164

43157

2008

74931

114283

39352

Stenley -

2005

48463

62004

13541

Plums

2006

35805

51975

16170

2758

Total

2007

136844

206319

69475

2008

121298

173568

52270

2005

45335

58002

12667

2006

57226

83070

25844

2007

77577

116963

39386

2008

76022

110943

31642

Source: Own calculations

Developing its own costs, revenues and profit per hectare in the Slovak koruna is shown in
Table 14, where we found that all varieties showed a profit, while profit was the lowest in a
variety Čačanská lepotica - plums, which reached the 2005 profit for only 8 041 SKK per ha.
The record profit was recorded in 2007 in a variety Stenley of 69,475 SKK per hectare, but
recent years has been lackluster.
Table 15

Development of income, costs and results of the SKK in 2005 – 2008

Years

2005

Income

3910494

5600579

7885645

7479777

Costs

3056485

3858176

5230241

5125403

854009

1742402

2655404

2354374

Production costs

2006

2007

2008

Source: Own calculations

From Table 15 it is evident that during the period was the result of economic upward trend. A
positive result was influenced by economic growth in output per hectare plums despite deficit
irrigation. When analyzing their own costs, we found that the company does not collect its
own employees, but work orders from a company that provides collection.
The collection of plum company pays the provider for 1 kg plums harvested 2 Slovak koruna,
which means that costs are 30 % of the total production cost to produce prunes are an
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important item fertilizers and chemical protective equipment 25 to 30 %, depreciation 30 to
40% and directed . The company carries out its production for consumption and for canning
industry in the total volume of 60 % I. Class II and 40 %. class spirit, for the industry.
Implementation rates for distilleries ranging from 6.8 to 7.0 SKK.kg. For chain stores, prices
range from 14 to 16 SKK /kg early, but late varieties, canning plums collected 9 to 11
SKK/kg.

9000000
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7000000
6000000
5000000
4000000
3000000
2000000
1000000
0
2005

2006
Income

Figure 3

2007

2008

Costs

Development of income and costs of the SKK in 2005 – 2008

Economics of production of raspberries
Analysis of the production of raspberries, we found that the total area of raspberry plantations
in Czechoslovakia to Slovakia to 220 ha, grown in 1988 approximately 150 ha. At present
plantation area is only 58 ha, which is very poor. In general, the recommended planting clasps
from 2.5 to 3 meters between rows and foremost from 0.5 to 0.6 m. Harvest in the current
period ranges from 2.5 to 3.2 t. ha for the period. The correct choice of crop varieties can
reach 4 to 6 ie unit area using irrigation. The cost per tree is around 40 SKK for a total of
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5550 seedlings per hectare, planting material inputs to reach 222,000 SKK. The total cost for
setting up a classic move irrigation at 310 thousand.
Raspberries can be grown using the wire type I, T or V. The last two methods require high
investment in construction and therefore favor the type I To achieve the expected yields is
required for the proper selection of varieties and also in no small degree, it is necessary to
ensure optimal nutrition and fertilization. To achieve the required output in the period of
intensive growth during flowering and fruit formation to carry out intensive irrigation in the
months of June-July Irrigation rate should move 100 m3 per hectare. Harvesting raspberries
ranges 3 and 5 weeks depending on variety. Abroad are used to collect harvesters, despite the
high cost reduces labor costs, thereby creating a collection is profitable if the acreage of
raspberries achieve minimum 10 hectares. The harvest of raspberries we have secured
refrigeration equipment because the perishable fruit.
At present, the exercise price is around 35 SKK.kg-1st Revenues for the harvest of raspberries
4 ton of 1 hectare reached 140,000 SKK.ha-1, while the total cost of production level reached
92,000 SKK.ha-1st From the above analysis we can conclude the profitable production of
raspberries.
Table 16 Yields in hectare, acreage, exercise price and currant consumption during the
period 2003 – 2008
Year

2003

2004

2005

2006

2007

2008

Yield in tonnes

0,43

0,46

0,34

0,29

-

-

Area in hectares

853

741,0

823,0

714,14

655

652

16,93

16,81

17,23

17,59

19,20

19,18

0,1

0,2

0,2

0,2

0,25

0,40

The strike price in SKK
Consumption in kilograms
Source: Own calculations
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In Table 16 we evaluate the yield, area, feasibility currant prices and consumption for the
period 2003 to 2008.

area in hectare
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100
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2008

area in hectare

Figure 4

Developments in hectares from 2003 to 2008

Figure 4 shows the evolution of land per hectare currants for the period from 2003 - 2008. In
the past two years there was a significant decrease in area.
In the long run areas are stable and oscillate in different years, the average area of about
714.42 hectares in extent. Acreage varies in the range from 652 to 853 hectares.
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Price of fruit
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Figure 5

Development of exercise prices for the period 2003 to 2008

Figure 2 shows the average price development of currants in 2004 - 2008. From the graph it is
clear that in the last two years we have seen a significant increase in the average price of
currants.
Consumption of fruit

0,4
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Figure 6

Development of fruit consumption over the period 2003 to 2008
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Figure 6 shows the consumption of currants in the analyzed period 2003-2008. Significantly
increased per capita consumption of currants, which can be viewed as positive developments.
Development of blackcurrant consumption is shown in Figure 4 When comparing the
recommended consumption of soft fruit to 11.5 kilograms per capita in real consumption,
which ranges from 1.0 to 1.5 kg, then we can conclude that consumption of 0.2 kilograms of
currants and 0.3 kilograms is insufficient.

Conclusion
In assessing the determinants of competitiveness of fruit production in Slovakia, we have seen
the under-use factors, which greatly increase the efficiency of production. Growing apple
orchards can currently only intensive manner in compliance with the technological production
processes ensure a high producer's yield 35-45 tons per hectare. Receipts are the guarantor of
profitable production. In analyzing the production of prunes were recorded in selected
increase in costs, revenues and results of operations. Soft fruit industry is one of intense fruit,
which is necessary to spend a considerable amount of resources. Options for reducing labor
costs we expect the introduction of special machinery for the collection. Expanding the
cultivation of soft fruit production in rural areas will create new jobs. Soft fruits may become
attractive export item. Fruit production in the Slovak competition of the European Union if it
succeeds will invest in intensive orchards and small fruit plantations.
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MULTIPLE GOALS IN INVESTMENT PLAN
CONSTRUCTION
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Abstract: The main aim of this paper is to refer to the advantages of optimizing utilization
methods as a useful tool within constructing an investment plan. Investment decision making
can be simplified and more effective in firms by means of optimizing methods. The objective
function of optimization model is the maximization of net present value project.
The compromising

solution

which

assures

accomplishment

of several

objectives

simultaneously is obtained by applying goal programming.
Key Words:

Investment project, net present value, optimization, linear programming model,

goal programming

Introduction:
Quality investment plan ensures success of the firm. A remarkable improvement
in investment projects construction can be achieved by applying different models.
The optimal investment strategy is possible to identify by using for example scenarios,
optimisation and simulation models and models of decision analysis or complex evaluation
of variants. In economic practice is necessary to take into account more strategic goals,
therefore the implementation of multiple-periodic optimisation model followed by goal
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programming is a convenient procedure for the identification of the optimal investment
strategy (Repiský et al., 20021).

Material and Methods:
Aim of this paper is to refer to the benefits of using optimization methods as useful instrument
for investment plans construction. Optimization procedure is applied to find the optimal
number of hops planted rows and the optimal conditions for repaying the loan. There are
several sets of constraints in the model, such as balancing the financial resourcing. At first
is set only one objective function to identify the optimal investment strategy. This is solved
by using linear programming. Subsequently are defined three goals between which
the compromise is wanted. They are:
1. A minimum level of net present value obtained during the lifetime of the investment,
2. A minimum level of revenues in the first three years of the investment lifetime,
3. Not overdrawing the maximum own resources available.
The compromising solution is obtained by using the goal programming.
The model of investment project is the base of work. It was developed to meet all
the requirements needed to create these kinds of projects in practice. It is constructed
in Microsoft spreadsheet program Excel and optimization model is solved with configuration
utility Solver.

1

REPISKÝ, Jozef – QINETI, Artan – CIAIAN, Pavel. 2002. Implementation of Multi-periodical Optimizing
Models and Goal Programming for the Identification of Optimal Investment Strategy. In Quantitative Methods
in Economics (Multiple Criteria Decision Making XI). Nitra : SPU v Nitre, 2002. s. 204 – 211. ISBN 80-8069114-2.
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Linear programming model
To identify the optimal conditions for repaying the loan was used the model of linear
programming. The strategic goal is represented by an objective function (UF) which
maximises the assets of the enterprise. The value of the assets is represented by the indicator
net present value (NPV) of the cash flows obtained during the lifetime of the investment
project. Model variables are inputs that may affect the entity's decision and were selected
based on the type of optimization. Variables and sets of constraints (OP) are further described
in model specification.

Goal programming
In seeking a compromise solution which would be the least different from the pre-set goals,
defines Repiský (2004)2 two possible approaches:
a) non-preemptive goal programming - is characterized by the fact that all targets have
approximately the same importance. The objective function is given as follows:

UF:

n

n

k =1

k =1

min g ( y) = ∑ p k y +k + ∑ rk y −k

[1]

The set of constrains are those applied for the multi-periodic programming model plus
additional ones:
OP:

c k x − y k+ + y k− = h k

[2]

2

REPISKÝ, Jozef. 2004. Optimalizácia výrobnej štruktúry vzhľadom k vopred stanoveným cieľom.
In Kvantitatívne metódy v ekonómii : zborník vedeckých prác, Nitra, december 2004. Nitra : Slovenská
štatistická a demografická spoločnosť, 2004. S. 198-203. ISBN 80-8894640-9.
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y +k , y −k ≥ 0

[3]

where k = 1 ,..., r
where:
y +k , y −k

- is the value representing the over-fulfilment and non-fulfilment of the goal,
respectively,

hk

- is the target value of the criteria function,

pk, rk

- are penalization rates for non-fulfilment of the targeted goal,

ck

- valuation of the goal function,

x

- the endogenous variables

b) preemptively goal programming - there is a preference, respectively hierarchy of objectives
criteria, so that the objectives of primary importance receive priority attention, in the
secondary importance of secondary care and the smallest attention to the lowest level.
Priorities are in special-purpose function expressed through preferential levels Pk, Rk
or having the character of prohibition rates.

ÚF:

n

n

k =1

k =1

min g ( y) = ∑ Pk p k y +k + ∑ R k rk y −k

[4]

Results:
The construction of multi-periodic optimisation model
Multi-periodic model represents the project of reconstruction hops field with total area
of 24.04 ha, which is dedicated to reconstruction.
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Model of investment project is constructed in Microsoft Excel spreadsheet for a period
of 20 years and consists of the following parts: input decisions, planting of hops and care after
planting, amortisation, investment capital requirements, credit, the schedule for credit
repayment, projected profit-and-loss statement, projected cash flow statement, projected
balance sheet statement.
The basic variant assumes that the project is financed each year 70% with owned capital
and 30% with borrowed capital. Basic variant can be evaluated as acceptable because
of positive value of NPV (21 997 Euros).

Optimization Model
Multi-periodic balancing model can be transformed into an optimization model. Optimization
procedure is applied to find appropriate strategies for implementing the investment plan
of reconstruction hops-field, specifically, to find the optimal way of repayment of the loan
and planting each year. The aim of optimization is to maximize NPV [5].

(CFt − VZ t + ZC)
(1 + DS)t
t =1
v

ÚF:

max ∑

[5]

OP:

rt ≤ rmax t 3

[6]

2

∑r
t =0

t

≤r
[7]

rt ≤ r / 2

[8]

3

The maximum number of rows in a given year is in zero years given by actual number of rows. In the next
years is calculated as the difference between the maximum possible number of rows in a given year and the
planting of the number of rows in the previous year.
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mu st = 0 ∨ mu st = 1

[9]

mu dt ≤ 10 ∧ mu dt ≥ 1 ∧ mu dt = celé _ číslo

[10]

mu ot ≤ 5 ∧ mu ot = celé _ číslo

[11]

Z s ≤ 0,31

[12]

KCFt ≥ 0

[13]

mu 0t , mu dt , mu st , rt ≥ 0

[14]

for t = 0, 1, ..., v, s = 2, .., 5

where:
CFt

- the cash flow obtained in each year of the investment project duration,

VZt

- own capital invested,

ZC

- the market value of the assets at the end of lifetime of the investment,

DS

- the discount rate,

Zs

- total debt in the year s, where s = 2, .., 5,

rt

- selected number of rows planted in year t, where t = 0, 1, 2,

r

- the maximum number of rows across the area,

rmaxt

- the maximum number of rows in year t,

mu st

- the method available for credit repayment (0 - the same amount of loan
repayments, 1 - the same amount of total annuity),

mu ot

- grace period of repayment of the loan in year t,

mu dt

- the period during which the credit borrowed at time t has to be repaid,
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KCFt

- cumulative CF in year t,

v

- the duration of the investment project.

The optimal solution requires planting in the first two years, 214 rows in each year.
Consequently, the loan will be drawn only in two periods. The optimal solution follows
the repayment of credit granted in the first period with the same amount of total payments;
with the grace period 1 year and 8 year during which the credit borrowed at time t has to be
repaid. The loan granted in future periods should also be reimbursed the same amount of total
payments, with the grace period is 5 years and the loan repayment period 10 years. This
change in credit repayment is followed with increasing of NPV to 36 867 Euros, which
is about 14 870 Euros more than the original value obtained without using optimization. This
demonstrates the effectiveness of optimization methods application for making investment
plans.

The application of the goal programming
The previous optimization model was limited to one objective function - maximizing NPV.
In the case where more goals are needed to be taken into account is possible to use goal
programming.
The solution includes three goals: the NPV of at least at 21 thousand Euros, the revenues
in the second year of at least at 70 thousand Euros and in the third year a maximum
of 150 thousand Euros. The third goal is to finance the project from its own capital exactly
100 thousand Euros in the year zero and 105 thousand Euros in the first year.
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Non-fulfilment of the target goal is penalized by following penalising rates: the rate 7 per unit
of not reaching the first goal, the rate 3 per unit of not reaching revenues goal and the rate
5 per unit of non-fulfilment the third goal.
This solution fails to reach the first goal by an amount of 21 374 Euros. The second goal was
not fulfilled, the revenue in the second year were lower by 1 877 Euros and in the third year
by 4 799 Euro. The third goal of its own resources has also not been met. The compromise
solution requires planting 140 rows in the first year, 143 rows in the second and 145 rows
in the third year.

Conclusion:
The implementation of multiple-periodic optimisation model followed by goal programming
is a convenient procedure for the identification of the optimal investment strategy. It is very
useful tool by investment plan constructing and evaluating. It is important to set the goals
with numerical quantification which helps to find a compromise solution. It depends
on the concrete conditions of the decision maker to define which parameters are explicitly
given (constraints), which parameters are set to be optimised (structural variables)
and for which ones is possible to find a compromise solution. Many other input data
is possible to optimise, for example: the structure of production, the possibility to produce
on its own or rented land, machinery – a choice between buying their own machines or use
the services, etc.
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The evaluation of the marketing level of oil plants production and
consumption in the production-economical conditions in Slovakia
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Abstract:
Oil plants are put into the group of markets commodities. From the group of oil plants are
most important commodities like rapeseed, which is possible to grow in all production areas
in Slovakia. Other important commodity is sunflower, which is suitable to grow in corn and
rape production area. Both commodities are used for substitution of animal oil by plants oil.
Their consumption in condition of Slovakia is increasing.
The aim of the thesis is to evaluate level of marketing indicators of the production,
consumption and economical dependence in the following plants growing in the conditions of
the Slovak Republic.
Oil plants are one of the most important plants groups from the point of demand increasing on
domestic and world market. This state is supported by the higher demand on foreign markets,
which is supported by bio-fuels and ecological ingredients to convenience fuels, where are oil
plants main component.
Key words: oil plants, market, consumption, production, economy

Introduction:
Agriculture is one of the sensitive sectors of the economy and is one of the most
difficult areas not only in Slovakia but also in the World. It is caused by difficult process of

2776

the plant growing and food production. But it is also caused by different management systems
of legislative, institutional, organizational and administrative assigning of agricultural market.
Oil plants are one of the most important plants groups from the point of demand
increasing on domestic and world market. This state is supported by the higher demand on
foreign markets, which is supported by bio-fuels and ecological ingredients to convenience
fuels, where are oil plants main component.

Material and Methods:
The aim of this paper is to compare production and economical relations in rapeseeds
and sunflowers growing in the Slovak Republic. This paper comes out from materials
purchased from The Research Institute of Agricultural and Food Economics in Bratislava for
the years 2004-2008. We analyze oilseed production from the point of critical point, subsidies
efficiency and revenue rentability.
The competitiveness development creates condition for viable companies and it
eliminates unprofitable companies. That’s reason why every company wants to reach
successful location on market.
All materials used in this paper were reached from public materials from the Ministry
of Agriculture of the Slovak Republic, the Research Institute of Agricultural and Food
Economics in Bratislava, the Statistical Office of the Slovak Republic and from the USDA
Foreign Agricultural Service.
Results:
Rapeseed
Rapeseed (Brassica napus), also known as rape, oilseed rape, rapa, rapaseed and (in
the case of one particular group of cultivars) canola, is a bright yellow flowering member of
the family Brassicaceae (mustard or cabbage family).
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Rapeseed is grown for the production of animal feed, vegetable oil for human
consumption, and biodiesel. The World leading producers are the European Union, Canada,
the United States, Australia, China and India. In India, it is grown on 13% of cropped land.
According to the United States Department of Agriculture, rapeseed was the third leading
source of vegetable oil in the world, after soybean and oil palm, and also the world's second
leading source of protein meal, although only one-fifth of the production of the leading
soybean meal.
World production is growing rapidly, with FAO reporting that 36 million tonnes of
rapeseed was produced in 2004 and 50.5 million tonnes in 2007. In Europe, rapeseed is
primarily cultivated for animal feed, owing to its very high lipid and medium protein content
and is a leading option for Europeans to avoid importation of genetically modified organism
(GMO) products.
Rapeseed oil is used in the manufacture of biodiesel for powering motor vehicles.
Biodiesel may be used in pure form in newer engines without engine damage, and is
frequently combined with fossil-fuel diesel in ratios varying from 2% to 20% biodiesel.
Formerly, owing to the costs of growing, crushing, and refining rapeseed biodiesel, rapeseed
derived biodiesel cost more to produce than standard diesel fuel. Rapeseed oil is the preferred
oil stock for biodiesel production in most of Europe, partly because rapeseed produces more
oil per unit of land area compared to other oil sources, such as soy beans.
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Table 1 World rapeseed producers in 2007

Country

Rape seed production (in million
metric ton)

China

10.3

Canada

9.5

India

7.4

Germany

5.3

France

4.6

Poland

2.1

United Kingdom

2.1

Australia

1.1

United States

0.7

WORLD Total

50.5

Source: The USDA Foreign Agricultural Service.

Table 2 Development of Worldwide rapeseed production in million metric ton

Production

1965

1975

1985

1995

2005

2007

5.2

8.8

19.2

34.2

46.4

50.5

Source: The USDA Foreign Agricultural Service.

From the chart 1 and 2 follows, that the rapeseed production and yield area is
increasing in the Slovak Republic. It is influenced by rapeseed character of production,
stockfile system of purchase, world production prosperity, intersection to technical area,
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forage crop, cosmetics, pharmacy, building industry and increasing demand on the European
and World market. In the season 2008/2009 the total production was on the level of 424,4
thousand tonnes, what is increase about 32.2 % as in the season 2007/2008.
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Chart 1
Slovak rapeseed production in thousand tonnes
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Source: The Research Institute of Agricultural and Food Economics, 2008

Chart 2
Slovak rapeseed yield area in thousand hectares
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From the table 3 follows that the lowest yield of rapeseed was reached in 2007 (2.34
t.ha-1) and the highest was reached in 2004 (3.03 t.ha-1) what is in percentage expression
difference 29%. Realized farmer price was the highest in 2008 value 478.99 Euro.t-1 and the
lowest value was in 2005 224.42 Euro.t-1, what is in percentage expression difference 113%.
This considerable increase was caused in 2008, where were reached lower harvest per hectare.
When we compare years from the point of costs efficiency, we can state that the
highest efficiency was reached in 2008 (without any subsidies) 1.24 Euro and lowest in 2007
0.75 Euro on 1 Euro of inputs to production.

Table 3 The Economical evaluation of the rapeseed production in the Slovak Republic
for the period 2004-2008
Harvest Farmer prices Own costs in

Revenues

Cost efficiency

Years

in t.ha-1

v Euro.t-1

Euro.ha-1

in Euro.ha-1

in Euro

2004

3.03

292.14

1 063.73

885.18

1.16

2005

2.44

224.42

720.27

547.60

0.76

2006

2.67

267.94

753.60

715.40

0.95

2007

2.34

260.94

814.21

610.60

0.75

2008

2.90

478.99

962.16

1 196.54

1.24

Source: The Research Institute of Agricultural and Food Economics, 2008 and own
calculation

Table 4 shows efficiency of rapeseed subsidies efficiency for the period 2004-2008. From the
results follows, that share of subsidies on costs covering was the highest in 2004 (32.21%)
and the lowest in 2005 (22.46%). Subsidies per ton of rapeseed were lowest in 2005 (63.87
Euro. t-1) and the highest in 2008 (101.47 Euro. t-1).
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Table 4 The analyze of rapeseed subsidies efficiency in the Slovak Republic for the
period 2004-2008

Year

Share of subsidies

Share of subsidies on

Subsidies

Subsidies in

on costs covering

revenues covering in

in Euro.t-1

Euro.ha-1

in %

%

2004

78.80

238.76

31.21

26.97

2005

63.87

148.14

22.46

27.04

2006

64.69

172.77

22.93

24.15

2007

81.49

190.70

23.36

31.23

2008

101.47

294.26

30.58

24.59

Source: The Research Institute of Agricultural and Food Economics, 2008 and own
calculation

From the table 5 follows, that the highest difference in critical point without subsidies
were in 2007 (-0,79 t.ha-1). It means if harvests per hectare would be higher than 0.79 t.ha-1
than costs for rapeseed growing will be same as revenues. The rapeseed production with
subsidies was non-profitable only in 2007, when production was under the critical point (-0.06
t.ha-1).

Table 5 Critical points of rapeseed production in the Slovak Republic

Years
Indicators

2004

2005

2006

2007

2008

Harvest in t.ha-1

3,03

2,44

2,67

2,34

2,9

2,62

3,21

2,81

3,13

2,33

Critical point

1*
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in t.ha-1

2*

1,81

2,34

2,17

2,41

1,62

Difference in

1*

0,41

-0,77

-0,14

-0,79

0,57

t.ha-1

2*

1,22

0,1

0,5

-0,06

1,28

Profit (loss) in

1*

120,20 -172,67

-38,21 -205,84

234,38

Euro.ha-1

2*

358,96

134,57

528,65

23,43

-15,14

Source: The Research Institute of Agricultural and Food Economics, 2008 and own
calculation
1 – without subsidies, 2 – with subsidies

Sunflower
Sunflower is other important oil crop and is growing for oil. Sunflower oil, extracted from the
seeds, is used for cooking, as a carrier oil and to produce margarine and biodiesel, as it is
cheaper than olive oil. A range of sunflower varieties exist with differing fatty acid
compositions; some 'high oleic' types contain a higher level of healthy monounsaturated fats
in their oil than even olive oil.
From the table 6 follows that the lowest yield of sunflower was reached in 2006 (2.22
t.ha-1) and the highest was reached in 2008 (2.85 t.ha-1) what is in percentage expression
difference 28%. Realized farmer price was the highest in 2007 value 374.63 Euro.t-1 and the
lowest value was in 2005 236.17 Euro.t-1, what is in percentage expression difference 58%.
This considerable increase was caused in 2007, where were reached lower yields in the
European Union.
When we compare years from the point of costs efficiency, we can state that the
highest efficiency was reached in 2008 (without any subsidies) 1.06 Euro and lowest in 2006
0.77 Euro on 1 Euro of inputs to production.
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Table 6 The Economical evaluation of the sunflower production in the Slovak Republic
for the period 2004-2008
Farmer

Cost

Harvest

prices

Own costs in

Revenues

efficiency

Years

in t.ha-1

in Euro.t-1

Euro.ha-1

in Euro.ha-1

in Euro

2004

2.39

238.83

659.23

570.80

0.87

2005

2.32

236.17

659.60

547.93

0.83

2006

2.22

238.70

685.92

529.91

0.77

2007

2.27

374.63

804.22

850.40

1.06

2008

2.85

257.39

866.69

733.55

0.85

Source: The Research Institute of Agricultural and Food Economics, 2008 and own
calculation
Table 7 shows efficiency of sunflower subsidies efficiency for the period 2004-2008.
From the results follows, that share of subsidies on costs covering was the highest in 2004
(23.74%) and the lowest in 2008 (15.91%). Subsidies per ton of rapeseed were lowest in 2008
(48.36 Euro. t-1) and the highest in 2006 (84.11 Euro. t-1).
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Table 7 The analyze of sunflower subsidies efficiency in the Slovak Republic for the
period 2004-2008
Share of

Year

Subsidies

Subsidies in

subsidies on costs

Share of subsidies on

in Euro.t-1

Euro.ha-1

covering in %

revenues covering in %

2004

65.46

156.48

23.74

27.41

2005

63.83

148.14

22.45

27.03

2006

84.11

186.78

27.23

35.25

2007

76.11

172.77

21.48

20.32

2008

48.36

137.82

15.91

18.79

Source: The Research Institute of Agricultural and Food Economics, 2008 and own
calculation

From the table 7 follows, that the highest differences in critical point without subsidies
were in 2006 (-0.65 t.ha-1). It means if harvests per hectare would be higher than 0.65 t.ha-1
than costs for rapeseed growing will be same as revenues. The rapeseed production without
subsidies was non-profitable only in 2007, when production was above the critical point (0.12
t.ha-1).

Table 7 Critical points of sunflower production in the Slovak Republic
Years
Indicators

2004

2005

2006

2007

2008

Harvest in t.ha-1

2.39

2.32

2.22

2.27

2.85

Critical point

1*

2.76

2.79

2.87

2.15

3.37

in t.ha-1

2*

2.11

2.16

2.09

1.69

2.83

2786

Difference in

1*

-0.37

-0.47

-0.65

0.12

-0.52

t.ha-1

2*

0.28

0.16

0.13

0.58

0.02

Profit (loss) in

1*

-88.43

46.17

-133.14

Euro.ha-1

2*

68.05

218.95

4.68

-111.67 -156.01
36.50

30.78

Source: The Research Institute of Agricultural and Food Economics, 2008 and own
calculation
1 – without subsidies, 2 – with subsidies

Critical point express economical state, when all costs are covered by revenues and it is not
reached profit or loss. When there is more production above critical point, then it reaches
higher profit. When there is more sunflower production under critical point, then it reaches
higher loss.

Conclusion:
Supposed critical point of yield without subsidies in sunflower and rapeseed growing
shows on important state, that the Slovak producers are reaching lower yields per hectare and
reasearched plants are put into the group of risks plants. The present situation is that the
critical ponit is negative without subsidies but with subsidies is positive. For the Slovak
producers is recommendation, that they have to take over the positive experiencies and results
from the best producers, who are reaching yields from 3 and more tonnes per hectare.
The climate changes will have considerable influence on future yields, which will be
displayed in increasing temperatures connected with the rain reduction. It will be very
important, that agricultural subjects have to pay attention in crops choosing, in respecting of
growing methods, in soil preparation, term and density sowing, optimal proptection and
nutrition, what is in authorization of agrosubjects.
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EVALUATION OF EMPLOYEES IN SLOVAKIAN
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Abstract
Employee evaluation is the final phase of human resources management. All of possitives and
negatives of the previous phases like employee recruitment, their selecting, adaptation and
education are evaluated here. Employee evaluation is also the basis for system set up of
economic interest which means the basic principles of employee remuneration. This is the
reason why proper look out is given in lot of enterprises to remuneration methodology. A lot
of evaluation methods are used in praxis – classic interviews, several scale and point methods
and also progressive methods of complex evaluation. Their efficiency depend to many
objective and sublective factors, to employees categhories and kind of work. The aim is to
find the most objective methodology, which would provide the truth look on assumes and
factors influencing employee performance and thereby enterprise success.

Material and methods
The aim of the paper is to assess the contribution of the current methods applied in the
evaluation of empleyees in selected sample of farms in Slovakia and then propose the most
appropriate assessment methods for each category – top management, line managers of lower
levels management, specialists and administrative staff. Research sample onsisted of a total of
308 respondents from 32 farms in the following structure: senior management 32, middle
management 84, specialists and administrative staff 78, production workers 114. To obtain the
raw materials used and the questionnaire survey technique method of controlled conversation.
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The processing and evaluation of the data analysis was used, specificaly the method of
comparison, reasoning and synthesis.

Results and discussion
Employee evaluation system is a support tool for shaping cultural organizations. Well-built
evaluation system allows open communication within the organization. There exists two
important dimensions of staff evaluation system. The first dimension, which distinguishes the
outcome of the work systems and working behavior. The second dimension, which focuses on
the assessment of either the past (job performance) or the projection of future (potential).
According to these two dimension we can distinguish it between three different systems:
- work performance evaluation system (usually called for. "Blue collars");
- employee personality assessment system (contact with clients);
- evaluation system employment potential (positioning of corporate specialists).
Basic requirements of the employee evaluation system
Evaluation system must meet the following basic assumptions:
- workers have to accept it (considered criteria and methods of evaluation),
- must be easy manageable,
- must be objective.

Functions of staff appraisal
Employee evaluation performs several functions. These may include:
-

distinguishing feature - its essence lies in obtaining an overview of performance and
individual behaviors,

-

comparative function - is the possibility to use the results of individual assessments to
differentiate tangible and intangible rewards of working in groups,
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-

regulatory function, whose mission is to provide effective changes in the culling of
inefficient working group of individuals,

-

causal function - it is studying the causes of changes in work behavior of people,

-

incentive function - is seen as encouraging employees to work better,

-

feature selection - which is designing the career employees of the organization.

Responsibility for staff evaluation
Responsibility for evaluation is always up to managers. HR department in connection with
employee performs the following tasks:
- preparing a system under which the evaluation will take a place
- provide managers with methodological assistance, respectively. professional service in the
assessing,
- working with organizations in determining the direction and staffing leaders in the
organization as a result of the evaluation,
- outlines the organization of the system work with talent.
Evaluation of staff may be formally and informally. In addition, emloyees evaluation could be
also by an external evaluator, evaluation of customer, evaluation of colleagues, respectively
by coworkers, evaluation of subordinates; team assessment, self-assessment, evaluation
through the assessment center.

Methods for evaluation of staff
Evaluation methods are divided into verbal and nonverbal. Verbal methods of assessing an
employee's report form. Non-verbal methods are based on the specific quantification and
comparability. This is necessary to have sophisticated evaluation criteria, as well as well
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consider the range (margin) of the selected criteria. There are many methods of evaluation.
The problem is in their functionality, respectively. accuracy.
Methods for determining the order of employees in their job performance include:
- method of classification,
- the method of pair comparisons,
- evaluation method according to performance standards.
Methods scales are the most widespread methods of evaluation, because they have universal
application. They can be used for assessment of personality, evaluation of behavior,
evaluating the work, assess the effectiveness of stimulating employees, evaluation of working
conditions etc.. Assessment criteria can be compared with the organizational norm. Methods
scales are divided into: numerical methods, graphic scale, semantic potential; scale models of
the word. The method assumes that the immediate supervisor led a written record of the
behavior of a subordinate. Positive cases, respectively negative behavior over time are used to
evaluate job performance.
Checklist - is essentially a questionnaire that requires the assessor to the staff appraisal form
of responses (yes-no) answer to the question whether it is in hodnoteného present some type
of work behavior or not. Time may be a large number. This method requires high-quality
preparation of the questionnaire. Performance evaluation method according to the targets - are
used in evaluating managers and specialists. The method consists of the following steps:
1. establish well-defined and time-bound targets to be achieved by staff,
2. determination steps of how to achieve these goals,
3. create the conditions necessary to achieve the objectives ,
4. measuring and assessing performance targets,
5. setting new goals.
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Assessment center - in relation to the selection and training of staff here can do an assessment
of work performance, job skills and employment potential development opportunities for
managers and specialists. The disadvantage is that staff performance is evaluated in the
"artificial" conditions.
Recently begins to expand so called multi-source assessment. The traditional approach, which
is the only superior evaluation is charged subjectivity. Multi-source evaluation shall include,
inter immediate superior and other evaluation colleagues, direct reports, self-evaluation and
external customers. Multi-source assessment model has the following advantages:
- the evaluation focuses not on the outcome, but especially to the question: How evaluation is
carried out its work? Includes team behavior, ability to work with others to plan, delegate,
serve as a member or team leader.
- colleagues and associates are able - as is confirmed in practice - most likely to predict
successful job performance evaluations.
- evaluation of direct reports proved to be highly reliable and sometimes more realistic
judgments as superior.
The new model has a staff appraisal, except for assets, and certain challenges that need to deal
with his application in time.

Conclusion
The results of the research showed that the major deficiencies in staff performance are
inadequacy of the chosen evaluation criteria and methods, lack of appropriate forms; staff
assessment is done without their presence and assessment is done in regular cycles. Based on
these shortcomings has been proposed a system that could serve as a methodological guide for
the design of staff evaluation systems in the specific circumstances of individual
organizations. Generaly, the evaluation criteria may be corporate and individual.
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Corporate criteria are objectives that the enterprise wants to achieve. Individual criteria relate
to the actions of individual employees. These two types of criteria should be as much as
possible. Based on the specifics of agricultural enterprises in the primary criteria for a single
model, but which for various groups of employees of the organization - top managers,
managers of lower levels of management, corporate specialists, clerical and manual staff respecting the specificities of these groups of employees in the organization. In proposed
system of staff evaluation in primary agricultural production companies we suggest using
a combination of the methods: the method scales and personal interview.
The proposed criteria are recommended to use the method scales (Tables 1 and 2). The
assessment scale has 4 levels with the following global characteristics of the work behavior of
the employee: 4 level – excellent, 3 degree - a very good, 2 degree – satisfactory, 1 degree –
disappointing.
Table 1 Reference scale for senior management staff, scheduled managers, professional
specialists and administrative staff
Grades
Margin scale

4
32-27

3
26-20

2
19-14

1
13-8

3
22-17

2
16-11

1
10-7

Table 2 Draft scale for manual emloyees
Grades
Margin scale

4
28-23

Personal interview
Rated new set tasks and goals are mutually agreed and can be objectively assessed.
Assessment staff are more motivated to achieve objectives because they participate in their
design. The proposed combination of the above methods should contribute to the
najobjektívnejšiemu and accurate outcome assessment. We are of the opinion that evaluated
employee must have the same chance to comment on the results of his work as the evaluator.
Active communication contributes to mutual trust between the evaluator and evaluated.
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Information Systems and Information and Communication
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Abstract: We can see that today's management level of information is quite not fully
controlled in the most businesses. Nowadays information systems create the support for
business processes with the aim to optimalize these processes on the bases of experience with
similar business processes. Today's information systems are at the level of data management
or information management. Quite a few of them manage information processes in the area of
tactical and strategic planning and almost no one manages processes in the areas of gathering,
distribution and sharing knowledge in business. We can say that investments to information
technologies do not guarantee a successful way for the management of information and
knowledge in business.

Key Words: informations, information systems, knowledge, management

Introduction:
Information became an important firm’s source for the management of a firm. The way of its
acquiring is dependent on the way of communication in single firms. Firms get internal
information, it means information from internal environment, relatively easily. It is not so
easy to get external information, information from the external environment. External
information represents the information about customers, suppliers, but also the information
about competition, about new technologies, basically every information from the surrounding
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of a firm. Particularly nowadays this information is essential for further decision-making. It is
important to unite acquired information from external environment with the knowledge of
workers who work in a given field and are able to make decisions on the basis of analyses
leading to keeping and improving the position of a company. The quality and the way of
getting internal information is fully dependent on the quality of firm’s information system and
of course on a human factor. Firm’s information system should be fully integrated and should
respect firm’s processes of different functional fields. It cannot be created without clearly
defined global and information strategy. The proposal of an information system must also
fully respect partial strategic conceptions in a firm. Any other approach is very risky. If a
mentioned procedure (introduction of an information system on the basis of formed
information strategy) is not kept in a firm, there occur a lot of problems with all the firms.
Those firms that have not created the information strategy are not able to keep the time of
information system creation, and they are not capable to influence the amount of used
financial means as well.
The basic condition of an entrepreneurial strategy successful realization is a clear idea for
what results ICT will be used and in what way the information systems will be used.
Information systems used in firms are relatively complicated, are created by a huge functional
spectrum, they do not often have user guide books, the management of informatics section is
not on a good managerial level. The quality of a whole information system life cycle is
strongly influenced by the way of the management of informatics section in a firm, then by
the work with data and information and their next usage.
The quality of a managerial process is fully dependent on the way and the ability to acquire
information and work with it furthermore. There are lots of possibilities of getting information
from firm’s data sources. The information and communication technologies are quickly
developed as well as the approaches to getting information about the state of given problems.
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Information gradually became demanded goods and together with land, work and capital it is
becoming one of the most important firm’s sources. Nowadays just the right information
increasingly decides about success or failure in doing business. Those who are able to use
available information in a correct way have a strategic advantage over others who do not have
necessary information. Knowledge management starts with the identification of information
sources and reusable knowledge that have the value for fulfilling strategic aims of the
organization. Knowledge sources can be found inside the organization as well as outside the
organization. Data, information, knowledge which exist inside an organization are relatively
easily available. Outer environment provides them through media societies (unselected
information, aimed information) by means of web pages and by the ability to get knowledge
from various informal sources. Another step of work with knowledge in the organization is
creating the plan for using identified sources of information and knowledge, creating the
definition of the environment where the knowledge will be applied. Knowledge is
continuously created and stored in the information system of the organization. There is a
feedback with used knowledge and in this way knowledge is enriched with another
experience.

Material and Methods:
Information systems and information and communication technologies are an important
source of competitiveness. The quality of every information system is given by a number of
factors and can be judged according to measurable and nonmeasurable contributions. One of
nonmeasurable contributions is the quality of provided information and knowledge for the
management. This indicator is deduced from the ability of users to define the demands for
their needs. The quality of the whole information system is fully dependent on the ability to
manage the informatics department, to manage the creation of information strategy,
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architecture of information systems and the whole life cycle in the information system. The
quality of acquired data, information and knowledge are influenced by the ability of their
usage by managing workers. The contribution solves the approaches to information systems
by means of portal solutions and in the way of information usage and by the principles of the
approaches to this company and supracompany information by the managing workers
The article’s aim is to characterize the possibilities of the usage of the same information as
knowledge offered by information systems. Today, most businesses use information systems
which provide data and information. The work's aim is also to create the possibilities for
usage of information and communication technologies in businesses to create access to
knowledge.
The task or problem is methodically solved by migration from data to information and
knowledge with the possibility of information systems usage.

Results:
The usage of information is fully dependent on the quality of its existence, possibility of
getting it and further processing. Nowadays the increasing of competitiveness, keeping
position on the market is dependent on not only specialist knowledge of workers (agriculture,
engineering, textile industry knowledge etc.) but it is also necessary for workers to be able to
carry out analytical operations when they have necessary data available, knowledge of a given
field and knowledge of the whole-society development – knowledge of new technologies,
knowledge of the market situation in the region, in the whole world and the knowledge of
suppliers position on the market. Managing workers also need a huge number of data. They
can be acquired from information systems in the firm, from various databases, however, here
it is important to be careful with the quality of the source. Other information from various
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informal sources – discussions with workers in the region, with workers of state
administration etc. - is important as well.
The problem of managing workers is often to be able to get data and information from
company information systems, from databases systems and other sources. There is a number
of information in various databases but it is not available to workers in the right moment, they
do not have access to it. The workers of firms (specialists from IT sections) who deal with the
whole process of a life cycle of information system often are not often acquainted with basic
company terminology, basic company processes. They are very good specialists in the field of
information and communication technologies but they are not able to communicate with
workers who master these technologies. In firms it happens very often that specialists are
pressed to use software which does not correspond with their needs because it was created by
other ICT specialists who do not know the problems of a given firm in detail. We can often
meet the situation that the representatives of workers of single sections are not included into
an analysis process and then it is already late. Then the workers using information system
must adjust to information system. ICT specialists consider other workers of a firm as unable
to use the technologies because they do not know their terminology and they are not so clever
in working with “computers”.
What is the solution of this situation? Information systems which are on the basis of rapid
development of information and communication technologies must follow the needs of final
users. In previous years there were big company investments to the field of information
systems and information and communication technologies. On the basis of the survey realized
in 2006 – 2009 there is a substantial shift of investing into this field. In 2006 and 2007 most
of the investments was around 6 – 7% of the total costs, in a banking sector the investments
into ICT were between 50 – 60%. In 2008 when the first signals of an economic financial
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crisis started to become evident, the investments into ICT were in most firms less than 1%.
The decrease was also with the banks which stated the investments around 30%.
Data, information, knowledge are very important for the development of every activity of
doing business. The regions of the Czech Republic are varied as far as the natural conditions
and production activities are concerned. They provide very good conditions for relaxation,
convalescence and activities in the free time. The lack of information does not enable a full
usage of these territories. Nowadays the cycling-trails which are the part of international trails
are mapped very thoroughly. For instance the trail no. 3 from Vienna to Prague is used by
foreign tourists very intensively. At present the analysis of these areas is carried out and it
should provide the tourists with a lot of necessary information.

Conclusion:
Quality information is the most valuable thing that every man can get. The quality of
information is dependent on its source. Nowadays it is important to connect information from
more sources. An ideal environment for information publication, for instance information
from regions, is portal solution. Such an access to information from single regions is an ideal
solution for improving company position on the market (for instance agricultural firms which
offer agritourism) and for better informing of final users who want to visit a given area. In this
way the information about the whole region is interconnected and there is the improvement of
economic and financial position owing to the usability of single services.
This paper is supported by the Research program “Ekonomika zdrojů českého zemědělství a
jejich efektivního využívání v rámci multifunkčních zemědělskopotravinářských systémů“ of
Czech Ministry of Education nubmer VZ MSM 6046070906.
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Abstract: Since the year 2006, there is Universities Portal available at the URL address:
http://www.portalvs.sk. Universities Portal was founded by the EUNIS SK association and
supported by the Ministry of Education of the Slovak Republic. At present, Portal consists of
these following modules:
Information about the university – information important for the prospective study applicants,
Development IT projects,
Conferences and seminars,
eLearning,
Information of the Ministry of Education of the Slovak Republic for universities.
The first four modules of the Portal have already been implemented into practice; the module
Information of the Ministry of Education of the Slovak Republic for universities is prepared
and ready to be used (its utilization depends on the Ministry of Education of the Slovak
Republic).
The reasons for creating the module eLearning date from the year 2001. At that time, a work
group dealing with e-learning within the EUNIS-SK association came into existence, aiming
at designing a nation-wide platform for the exchange of knowledge in that sphere and later
also for the exchange of e-courses or e-objects.

KEY WORDS: Academic Portal, eLearning, study applicant, information about a university
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INTRODUCTION
Basic modules of the Academic Portal are pictured in the Figure 1, which is a copy of the
main page of the actual Academic portal. Academic Portal was introduced to the Ministry of
Education on 28th November 2006. Two month later was introduced also to the Slovak
universities. For the better use of portal, many training and instruction materials were made
and send to the universities. Also is available after the log-in to the relevant module.

Components of the system
Information concerning the universities (Information about universities) - module gives
information about University, faculties and study programs of this University. Main accent is
given on study programs. The main aim is to provide student attempting to study on
University with complex, transparent, actual (data direct from University), guaranteed (UIPS)
and in uniform structure available information about study possibilities. A content of the
module is in accordance with „Ako na vysokú školu“ manual, which is published by Ministry
of Education. This module is the base module and it’s fully working second year. All Slovak
universities participate on this module in a way.
University News – Publishing information from the university section – such as new
publications, university Open days, interesting lectures and presentations, etc. To prevention
of duplicities, portal CMS will be interconnected with Ministry of Education system.
Development projects

-------->

Projects - this will enable the project applicant to go

through the entire process of the financial approval of the project online
Conferences and seminars - calendar of events of universities conferences and seminars
eLearning - a catalogue containing all available e-learning courses provided by universities
Information for the universities from the Ministry of Education
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Central student registry - registry made by universities which consist of information’s about
all Slovak universities students and graduates, is fully working, but still missing some reports
and will be remade for this reason.
Electronics university application form – applicant to the university will have transparent
and uniform way of enrolment to the universities. Also the university will have profit –
quicker and effective enrolment process.
Mobilities - Study abroad – Socrates and another mobility of students, teachers and
academics staff – interconnection with mobility portal.
CREPČ – the link to the registry of the academic publications
Registry of employees being prepared
Citizen registry (the link being prepared)

The main aim of the project is to ensure the development of systematically ordered
information about universities, which are guaranteed by people skilled in the area and creating
an environment for the exchange of information as well as the universities key information
systems integration.

Advantages
-

Internet portal should be reached 24/7.

-

Quick information acquirement from one place.

-

Access to the central databases (accredited study programmes, database of universities,
central student registry, etc.).

-

Single sign-on, unified interface.

-

Exchange formats between portal and universities – one input, multiple uses.

-

Statistic’s.

2805

-

Services improvement.

-

User support – helpdesk.

-

Solution fully accepted by Slovak law and order.

-

Possible co-operation with public administration (e-government).

Technical maintenance of Academic Portal
The system consists of geographically separated locations. In every location there are
following hardware components: four servers (2xAMD OPTERON), one tape library, node
for management and backup, UPS, network infrastructure, router Cisco and disk array.
Systems are stored in two locations in Nitra (Slovak Agricultural Library, Slovak University
of Agriculture in Nitra) and in Bratislava (Slovak Chemical Library, Faculty of Chemical and
Food Technology, Slovak University of Technology in Bratislava).
Servers are logically divided into backend and frontend servers.

The backend consists of the so-called geographic cluster. Two servers are included in it at
each site. These nodes create a locally high availability cluster within the locality. In the
backend environment run Oracle database, MySQL database and NFS (Network File system).
The role of cluster is to eliminate failures (outages) of hardware. Geographic cluster aims to
eliminate the location failure by method of data replication from primary to secondary site.
The solution is resistant to both types of failure: failure of one piece of hardware on a certain
site or failure of the whole site (e.g. Internet or electricity disconnection). In addition, it is
possible to exploit technique of load balancing; eventually it is possible to divide running of
backend and frontend servers outside of the site.

2806

Frontend represents web services (mostly written in PHP language). These applications use
backend services which are geographically independent from it. Frontend (with method of
SNMP messages) is automatically configured on the primary backend system.
Data security is carried out by backup to tape libraries using specialized software. Regarding
security, file services and database services are stored separately from web services.
The whole system is protected by firewall and routers. Frontend and backend are separated by
network layer. All applications are also separated using the method of containers (every web
application runs in an independent container).
This facilitates the possibility of load balancing and migration of application from site to site
if necessary between localities in case of necessity.

There are following systems and technologies used:
-

Operating system Sun Solaris 10,

-

Cluster software Veritas Cluster Server,

-

VERITAS CLUSTER Geographic edition,

-

Software for data protection, backup VERITAS NETBACKUP,

-

Databases ORACLE, MYSQL,

-

Web server software Apache HTTP Server,

-

Scripting language PHP.

One of the main objectives this year will be improvement of exchange data format.
Information need to be inserted just once (on the portal) and than multiple used (on the web
pages of the universities, which have some interconnection to the data). This demand is
accepted because of used CMS and data structure. This will be the big gain of portal.
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Electronization of applications to universities
Based on the Government's resolution of the Slovak republic number 677, there was
a requirement for the development of the project Electronization of applications to
universities, which deals with the possibility of introducing a central electronic application
service for applicants who wouuld like to study at a university, at all stages of the study with
the use of means of information and communication technologies from the environment of
Universities Portal. The project was approved in 2008 and currently it is being prepared for
a pilot introduction, which will include 3 universities and 10 secondary schools.
This type of application to the universities will bring possibilities to use many type of
databases – school leaving examination results, personal information about students, about
universities and many more – and also possibilities to application to the two or more
universities by filling the information just once. Last phase will use electronic signature. This
electronics application form will be used on the all of the universities (private, public and
state). The universities witch already used some type of electronic application, will
communicate with portal by the XML. Deep impact will have this kind of centralized
application on the universities, which didn’t use the modern academics information system –
these will use the application on the portal. So, there will be no discrimination to the applicant
– electronic application will be available to the all Slovak universities and to the all of study
programs.

The module e-learning on the Academic Portal
The idea of creating an academic portal dates back to the year 2001, when within the EUNIS
association the team dealing with e-learning was established. The main aim was to establish a
national platform for sharing experience, knowledge and information in this field, and later on
also an exchange of the e-learning products – courses and objects. This group has been
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headed by many established experts; however none of them was able to extend the scope of
their consideration behind their universities to national level.
During this period many e-learning projects have been developed, even though there has not
been presented any output with national impact. All of the projects presented solution just for
one particular university. Moreover, the research team of the national project did not even
come for the public presentation of the development projects in the year 2008.
Thanks to the co-operative project of Caltech and the Virtual collaboration (association of the
deputies of all Slovak universities http://vk.upjs.sk), the universities distribute selected
lectures, seminars, and conferences. They use the EVO system. It is possible to distribute
practically whatever – from a short message to the whole course (distance education). A
remote participant can see and hear the presenter, and follow the electronic presentation.
Nevertheless, even this project does not solve the problem of the Slovak universities, and that
is availability of an overview of e-learning activities with authors’ contact information. The
e-learning portals mentioned above do not solve these problems either. A central registry of
university courses and objects is missing. This gap should be filled in by the module
E-learning.
The basic difference between the module E-learning on the Academic portal and other portals
is in the scope of the information provided about the courses, their content, and their target
groups. This module is aimed mainly at the university teachers, who should be provided with
the information about the courses developed at the Slovak universities, which will enable
them to contact the authors of the courses and establish collaboration, and thus, the
redundancy of the courses will be avoided. When one course on a particular subject is
developed, it will be possible to use it in another study programme, or just as an educational
support.
Moreover, this module can be used as a database of guarantors with their ready-made courses.
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This module is also designed for students of all levels and degrees, who can find on-line
courses or resources for their studies.
The module E-learning is structured according to particular pillars of information architecture
(metadata, navigation, classification, search, and graphic design).

Basic categories are an e-course and an e-object, where the course is a whole course of one
study programme (with use of communication tools and feedback) and the object is an
electronic product used in education (e.g. one topic).
The choice of following categories is available: an e-course, a complete electronic textbook,
an e-object, a database of e-products, tests, and miscellaneous.
Other elements of the module are as follows:
- language choice,
- target group choice – pop-up menu,
- LMS – used Learning Management System – e.g. Moodle, Eden, WebCT, Tutor2000, etc.,
- tools used, e.g. ProAuthor, Flash,etc.,
- access - authorized (login, password, key) or un-authorized (guest, free),
- availability – commercial product, free product, exclusive access, other (state),
- demo version or just partial course access,
- possibility to use a demo version, an object or link them,
- URL address of the course,
- number of students who successfully finished the course,
- background information pull-down menu – product developed as a project, research
output, by a volunteer, etc.,
- used standards – AICC, IEEE, SCORM,
- range,
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- timing,
- content, annotation,
- used tools,
- year of launching,
-

ISBN/ISNN.

Nowadays, the data for E-learning databases are being completed.

Research of the e-learning at the SAU in Nitra in the year 2008
Al the faculties of the SAU in Nitra were challenged by the Vice rector to provide the data to
the database of the electronic support materials at the SAU. In this database there have been
registered 132 electronic materials, including 32 courses (2 electronic textbooks), 100
electronic objects (e-product used in education, e.g. PowerPoint presentations, animations,
etc.).
One third of the registered materials is used in all forms of study, including the distance study.
Twenty-one courses are designed in the LMS Moodle, two in the LMS Eden, and two in some
other LMS – one of them developed at the Faculty of Economics and Management within the
Leonardo da Vinci project, and one developed at a foreign university within the Leonardo da
Vinci project and the faculty members as partners.
Following tools and types of files have been used: HTML, php, activities of the LMS Moodle,
Flash, Firefox, PowerPoint, Word,.Excel, MOVIEMAKER, AUTOCAD, ProAuthor, Adobe
products, Mathematica, CamStudio, Macromedia Flash, Toolbook Assistent, Corel Draw,
Adobe Photoshop, Xara X, Dreamweaver, PostgreSQL, JING, Pdf.
Eighty-eight of them are protected by an authorized access (password or key required) and
others are open to guests, or free.
The authors of the module E-learning on the Academic Portal do not doubt that the module
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will help improve the communication and collaboration of the authors, and last but not least
spread the usage of e-learning support in education.

CONCLUSION
Mentioned facts lead to that the central standardized system with complexes information for
applicants is necessary. All processes will be compendious and transparent. Since university
community, visitors of Universities Portal as well as representatives of the Ministry of
Education of the Slovak Republic accepted current project outcomes positively; it is more
than necessary to continue in this project. One of the main Portal contributions is to improve
the level of information services and exchange of knowledge.

Figure 1 Modules of the Academic Portal. Source: The project ‘Portál VŠ’
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Figure 2: Technical infrastructure - Portal data centers
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The influence of the EU common market
on slaughter poultry market in Slovakia
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Abstract: The situation on the Slovak poultry meat market became worse after the EU
accession (years 2004-2008) in comparison with previous period years 2000-2004. The
production base has decreased (fall of the poultry number) and also the production of the
slaughter poultry has decreased. The production capacity of poultry industry has slightly
increased but production capacity of poultry products has decreased. The utilization of both
kinds of production capacities has rapidly decreased. Consumer prices haves more increased
as the prices of producers and sale prices of slaughter poultry processors. From that point has
revenues decreased and costs have increased and economic results of poultry industry have
decreased, while the results of all food-industry have positive development.
Key words: poultry, production, market, poultry industry

Introduction:
The poultry meat sector after the EU accession had positive development in the Slovak
Republic. Other sectors of animal production achieved relentless increase of production. On
the other side the production of slaughter poultry has permanently increasing as a
consequence of domestic consumption increasing of poultry meat. After the EU accession the
situation on the agricultural and food products market changed in the Slovak Republic. It can
be also deduced from the papers about commodity results of many authors. The market with
cereals is analyzed by Šimo (2007) and market with legumes is analyzed by Horská (2006).
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Wine sector is evaluate by Dobák (2008) and vegetable market by Récky (2007). The
problems of regional markets are analyzed by Kretter (2006). Kubicová (2007) shows the
development tendencies on food market. The fact, that the EU accession influenced also
changes in territorial structure of foreign agricultural trade in the Slovak Republic is
documented by Rovný (2007).
Material and Methods:
The aim of this paper is to point out situation changes on poultry meat market in the
Slovak Republic after the EU accession in comparison with situation before the accession.
This paper consists of state assessing in production base (number of breeding poultry,
processing capacities of poultry), in production of slaughter poultry, in price development, in
poultry meat and in foreign trade with poultry meat.
The data we reached from the Ministry of Agriculture of the Slovak Republic (Green
Reports), the Research Institute of Agricultural and Food Economics in Bratislava (Situation
and outlook reports) and from the Statistical Office of the Slovak Republic (Indexes of
consumption prices and live costs).
The focused period was divided into two periods. First period are years before the EU
accession (years from 2000 to 2004) and second period are years after the EU accession
(years from 2005 to 2008). The year 2009 was not evaluated because the datas for this year
were not accessible. For the researched periods were calculated average values from the
concrete year data by weighted average. Differences for both periods were assessing by index
methods, while basic period was the average of the years from 2000 to 2004.
Results:
The EU accession monitored radical change in situation on market with agricultural
and food processing products in the Slovak Republic. By the removing of duty barrier has the
market opened for importing of products from other EU countries. The competitiveness has
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increased and the position of domestic producers became worse. Intensive marketing
activities, many years’ experiences, foreign producers and activities of foreign retail chains
caused from the year to another year decreasing of the share of domestic products in retail
chains. In consequence of the following states the volume of production has decreased and
using of production capacities has decreased in food processing subjects and also in
agricultural subjects. These facts affected permanent failing of enterprises economical results
in agrofood sector.
The following tendencies demonstrated in poultry sector, as it is documented datas in table 1
and 2.
Table 1

The production of slaughter poultry, foreign trade, prices and
consumption of poultry meat in the Slovak Republic before and after the
EU accession.
Indicators

Average I.

Average II.

Index

Years 2000-

Years 2005-

Average II./

20004

2008

Average I.

13 816,2

12 807,7

0,927

5 933,5

5 655,5

0,953

123 225,0

86 260,5

0,700

128,93

115,49

0,896

Export of poultry meat (in mil. Euro)

12,61

41,90

3,323

Import of poultry meat (in mil. Euro)

24,56

66,41

2,704

Number of poultry (in thousand
pieces)
- from that hens (in thousand pieces)
Production of slaughter poultry (in
tones of live weight)
Gross production of poultry meat (in
mil. Euro)
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Prices of slaughter chicken producers
0,77

0,78

1,013

1,40

1,60

1,143

1,71

2,03

1,187

19,36

20,65

1,067

( in Euro.kg of live weight-1)
Sales prices of slaughter chicken
-1

producers ( in Euro.kg )
Consumption chicken prices ( in
-1

Euro.kg )
Poultry meat

consumption

per

inhabitant per year( in kg)
Source: Green Report, the Slovak Republic

The total number of poultry was after the EU accession decreasing of 1 008.5
thousand pieces compare to previous period, what is 7,3% decrease. It was caused mainly by
decrease of the slaughter poultry, while the number of hens decreased of 278 thousand pieces,
what is decrease of 4.7 %. In succession of the poultry number decrease there was
considerable decrease of slaughter poultry natural production of 30% (about 36 964 tonnes of
live weight) in the period 2005-2008 compare to the average of the years before the EU
accession. The production of slaughter poultry in financial expression (gross production with
current prices) had smaller decrease (of 13.4 mil. Euro, what is 10.4%) than natural
production. It came from fact, that in the period after the EU accession the prices of slaughter
poultry has increased, which partly eliminate decreasing of the natural production.
The international exchange (import from and export to countries of the EU) of poultry
meat and products became more intensive after the EU accession. The trade with poultry has
mainly expanded with EU countries. It was caused as the reason of barrier canceling and free
trade launching. It is important to point out two tendencies. The first positive tendency is
tendency in poultry export (export to the EU countries and export to countries outside of the
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EU). The poultry export increased more than three times after the EU accession (I=3.32, what
is 29.3 mil. Euro). On the other side is import (import from EU countries and import from
countries outside of the EU). Import increased slowly (I=2.70, what is increase of 41.8 mil.
Euro). The increase consumer demand for poultry meat with decreasing domestic production
led to the power for its obtaining from other countries. Positive thing is enlarging of export,
what signalize that poultry product from the Slovak production are competitiveness and have
bigger applying on market of other countries (mainly in the EU).
From the table 1 follows tendency of poultry meat prices after the EU accession
compare to the period before the EU accession. The increasing rate of prices is considerable
differentiated. The biggest increase had consumer prices (increase of 18.7%, what is increase
of 0.32 Euro per 1 kg). This price increase is the most profitable for trade chains. The most
important components of the poultry production are farmers (if they would not produce, the
processors will not have commodities for processing and sellers will not have goods for
selling). Farmers prices increased only for 1.3% (what is only about 0.01 Euro per 1 kg) after
the EU accession. It is result of economical hegemony and dominance of trade chains in sale
of poultry and its products and also others foodstuffs. Trade subjects dictate price conditions
of food processing companies. Food processors take pain to stay on market and to be
profitable. That is reason why they press farmers for lower prices. Farmers have not generally
other possibilities and they accept conditions of food processors with minimal profitability
and sometimes with loss.
Table 2

The production capacities of the poultry industry and its utilization in
Slovakia before the EU accession and after the EU accession
Indicators

Average I.

Average II.

Index

Years 2000-

Years 2005-

Average II./

20004

2008

Average I.
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Production

capacity

of

slaughter

poultry (in thousand tones of live

118.92

135.39

1.138

103.38

102.67

0.983

86.93

75.09

0.864

11.00

15.12

1.374

10.86

9.23

0.850

98.73

61.04

0.618

weight)
Real production of slaughter poultry
(in thousand tones of live weight)
Utilization of slaughter production
capacity (in %)
Production capacity – products from
poultry (in thousand tones)
Real production of poultry products
(in thousand tones)
Utilization

of

poultry

products

production capacity (in %)
Source: Green Report, the Slovak Republic
Production capacities of poultry industry in Slovakia after the EU accession increased
in slaughtering about 16.5 thousand tones of live weight (about 13.8%) and in poultry
products more than one third (about 4.12 thousand tones, what is 37.4%). It was caused by the
EU requirement for the modernization of exists subjects, which capacities were by
modernization increasing. This can be evaluated as positive thing. Negative tendency was in
slaughter poultry production and poultry products. The slaughter production capacities were
before the EU accession about 87%, after the EU accession this number was smaller only
75%. The situation in the production capacity of the poultry products is worse. These
capacities were utilized in the firs period of the years 2000-2004 for 99%. After the EU
accession the number decreased rapidly on the level of 61%. In absolute measuring it means
decrease of the slaughter poultry production for 1 710 tonnes of live weight and decrease of
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poultry products production for 1 630 tonnes per year for the second period of the years 20052008 compare to the years 200-2004.

Conclusion:
Negative situation in the area of slaughter poultry processing and poultry products
production (loss in the last years) led to solve these problems by accession of foreign capital
to the biggest Slovak poultry companies. The changes of the owners led to the organization
and production changes. Nowadays we can predict stabilization of the slaughter production
and its processing and production of the poultry products. This stabilization will be assigned
by optimal using new modern production capacities by reaching positive economical results
in all segments of distribution vertical.
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