4

The Faculty of Operation and Economics of Transport and Communications
University of Zilina

Univerzitha 1

010 01 Zilina

Slovak Republic

https://fpedas.uniza.sk/ ~ globalization/

5
h-
-
Y.
&
&
_\..'? ’
il
-
o Lt 4 ;

-

."ﬁﬁ"

GLOBALIZATION AND ITS
SOCIO-ECONOMIC CONSEQUENCES

18th International Scientific Conference

&=
3
b
3
o
a
[
=
S

10 th - 11th October 2018 Rajecke Teplice, Slovak Republic

Proceedings Part VL.

o
o
c

=
L2
(=]

k-1
1
5
=
3
@
3
o
m
o
o
3
E
ES
@
g
=
o
3
@

o
-]
=
w
>
o
=
3
3
=
=
a
)
=

&

UNIVERSITY OF ZILINA

Faculty of Operation and Economics of Transport and Communications

-
&

i - -
>
Q £ : :
04 J
o o > >
c " -
OxiE
c E - o i a
@ 2 :
D o | P - 4 A
M 2 : »
: ﬂ. ~. ’ i I_-.J.
Qo . - ’ -
U 3 ! = " 4 =
£ 3 "
12 3 ’ SE
£ E = v =23
0 o : o . ‘,‘,"'
c A J o . :# °
0 =k 2
=
Q ¢ . .
w g J : = >
° r— "}" ?-Iv
la g -
4
(=] 9
o 3 s .
m g 2 . iy l_”'.; ‘
0 s ¥ e kel P
£ = - e ?qm "?’M 2
E B ~ > ,
m L = . |
]
- 73 1
[ ]
I 4
@ of : :
N £ ’ >
= oy e
© > A
o : .
i)
w 4 . 4
: 4 e -
- _ — - 4




ZU — UNIVERSITY OF ZILINA
Faculty of Operation and Economics of Transport and Communications,
Department of Economics

GLOBALIZATION AND ITS SOCIO-ECONOMIC CONSEQUENCES

18™ International Scientific Conference

Proceedings

(Part VI. — Inequality in Society)

10" — 11" October 2018
Rajecke Teplice, Slovak Republic



ORGANIZED BY

ZU — UNIVERSITY OF ZILINA, Faculty of Operation and Economics of Transport and
Communications, Department of Economics.

EDITED BY
prof. Ing. Tomas Kliestik, Ph.D.

TITLE
Globalization and Its Socio-Economic Consequences

ISSUED IN
Zilina, Slovakia, 2018, 1% edition

PAGES
2926

ISSUED BY
ZU - UNIVERSITY OF ZILINA

PRINTED IN
GEORG, Bajzova 11, 010 01 Zilina, Slovak Republic

NUMBER OF COPIES
80 (each part)

Not for sale

ISBN 978-80-8154-249-7
ISSN 2454-0943



18" International Scientific Conference Globalization and Its Socio-Economic Consequences
University of Zilina, Faculty of Operation and Economics of Transport and Communications, Department of

Economics

10t — 11% October 2018

GUARANTEES OF THE CONFERENCE
prof. Ing. Tomas KLIESTIK, Ph.D.
Dr.h.c. prof. Ing. Tatiana COREJOVA, Ph.D.
prof. Ing. Anna KRIZANOVA, CSc.

PROGRAMME COMMITTEE
prof. Ing. Tomas KLIESTIK, Ph.D. — chairman
assoc. prof. Ing. Viera BARTOSOVA, Ph.D.
prof. Ing. Jaroslav BELAS, PhD.

prof. Dr. Stefan BOJNEC, Ph.D.

prof. Jelena BOROCKI

Dr.h.c. prof. Ing. Tatiana COREJOVA, Ph.D.
assoc. prof. Ing. Viktor V. DENGOQV, Ph.D.

assoc. prof. Ing. Beata GAVUROVA, MBA.
PhD.

prof. Ing. Valentina V. GERASIMENKO, Ph.D.

assoc. prof. Ing. Ales HES, CSc.

Dr. Anita KOLNHOFER-DERECSKEI
prof. Dr. Barbara KOS, Ph.D.

assoc. prof. Pavol KRAL, Ph.D.

prof. Ing. Anna KRIZANOVA, CSc.
prof. Dr. Colin W. LAWSON

assoc. prof. George LAZAROIU, PhD.

prof. Ing. Zbigniew LUKASIK, DrSc.
JUDr. Mgr. Martina LUBYOVA, Ph.D.

prof. Ing. Alexander N. LYAKIN, DrSc.
prof. Ing. Olga P. MOLCHANOVA, Ph.D.

assoc. prof. Ing. Hussam MUSA, Ph.D.

University of Zilina, Slovak Republic
University of Zilina, Slovak Republic

University of Zilina, Slovak Republic

University of Zilina, Slovak Republic
University of Zilina, Slovak Republic

Tomas Bata University in Zlin, Czech
Republic

University of Primorska, Slovenia
University of Novi Sad, Serbia
University of Zilina, Slovak Republic

Saint Petersburg State University, Russian
Federation

Technical University of Kosice, Slovak
Republic

Lomonosov Moscow State University,
Russian Federation

University of Finance and Administration,
Praha, Czech Republic

Obuda University, Budapest, Hungary
Economics academa, Katowice, Poland
University of Zilina, Slovak Republic
University of Zilina, Slovak Republic
University in Bath, United Kingdom

Spiru Haret University, Bucharest,
Romania

University of Technology, Radom, Poland

Slovak Academy of Sciences, Slovak
Republic

Saint Petersburg State University, Russian
Federation

Lomonosov Moscow State University,
Russian Federation

Matej Bel University, Banska Bystrica,
Slovak Republic



18" International Scientific Conference Globalization and Its Socio-Economic Consequences
University of Zilina, Faculty of Operation and Economics of Transport and Communications, Department of

Economics

10t — 11% October 2018

prof. univ. dr. Elvira NICA
prof. Ing. Jan POKRIVCAK, Ph.D.
prof. Gheorghe H. POPESCU, PhD.

prof. Dr. Mladen RADISIC

assoc. prof. Mariana SEDLIACIKOVA, PhD.

assoc. prof. Pengfei SHENG, Ph.D.

prof. nadzw. dr hab. Wlodzimierz SROKA
Ing. Jarmila STRAKOVA, PhD.

Dr. phil., prof. Velga VEVERE
assoc. prof. Ing. Marek VOCHOZKA, MBA,

Ph.D.
prof. Ing. Natalia A. ZHURAVLEVA, PhD.

Bucharest University of Economic Studies,
Romania

Slovak University of Agriculture in Nitra,
Slovak Republic

Dimitrie Cantemir Christian University,
Bucharest, Romania

University of Novi Sad, Serbia

Technical University in Zvolen, Slovak
Republic

University of Henan, People Republic of
China

University of Dabrowa Gornicza, Poland

The Institute of Technology and Business
in Ceske Budejovice, Czech Republic

The University College of Economics and
Culture, Latvia

The Institute of Technology and Business
in Ceske Budejovice, Czech Republic

Emperor Alexander | St. Petersburg State
Transport University, Russian Federation



18" International Scientific Conference Globalization and Its Socio-Economic Consequences
University of Zilina, Faculty of Operation and Economics of Transport and Communications, Department of

Economics

10t — 11% October 2018

REVIEWED BY

assoc. prof. Ing. Viera BARTOSOVA, Ph.D.

prof. Ing. Jaroslav BELAS, PhD.

Dr.h.c. prof. Ing. Tatiana COREJOVA, Ph.D.
assoc. prof. Ing. Viktor V. DENGOV, Ph.D.
prof. Ing. Valentina V. GERASIMENKO, Ph.D.

assoc. prof. Ing. Ales HES, CSc.

Dr. Anita KOLNHOFER-DERECSKEI
prof. Ing. Tomas KLIESTIK, Ph.D.,

assoc. prof. Jana KLIESTIKOVA, Ph.D.
assoc. prof. Pavol KRAL, Ph.D.

prof. Ing. Anna KRIZANOVA, CSc.
assoc. prof. Gheorghe LAZAROIU, PhD.

prof. Ing. Alexander N. LYAKIN, DrSc.,
prof. Ing. Olga P. MOLCHANOVA, Ph.D.

assoc. prof. Ing. Hussam MUSA, Ph.D.,
prof. univ. dr. Elvira NICA

assoc. prof. Gheorghe H. POPESCU, PhD.

assoc. prof. Mariana SEDLIACIKOVA, PhD.

prof. nadzw. dr hab. Wlodzimierz SROKA
Dr. phil., prof. Velga VEVERE

assoc. prof. Ing. Marek VOCHOZKA, MBA, Ph.D.

prof. Ing. Natalia A. ZHURAVLEVA, PhD.

University of Zilina, Slovak Republic
Tomas Bata University in Zlin, Czech
Republic

University of Zilina, Slovak Republic
State University in St. Pettersburg, Russia
Lomonosov Moscow State University,
Russian Federation

University of Finance and
Administration, Praha, Czech Republic
Obuda University, Budapest, Hungary
University of Zilina, Slovak Republic
University of Zilina, Slovak Republic
University of Zilina, Slovak Republic
University of Zilina, Slovak Republic

Spiru  Haret University, Bucharest,
Romania

State University in St. Petersburg, Russia

Lomonosov Moscow State University,
Russian Federation

Matej Bel University, Banska Bystrica,
Slovak Republic

Bucharest University of Economic
Studies, Romania

Dimitrie Cantemir Christian University,
Bucharest, Romania

Technical University in Zvolen, Slovak
Republic

University of Dabrowa Gornicza, Poland
The University College of Economics
and Culture, Latvia

The Institute of Technology and
Business in Ceske Budejovice, Czech
Republic

Emperor Alexander | St. Petersburg
State Transport University, Russian
Federation



18" International Scientific Conference Globalization and Its Socio-Economic Consequences
University of Zilina, Faculty of Operation and Economics of Transport and Communications, Department of
Economics 10" — 11 October 2018

PUBLICATION ETHICS AND MALPRACTICE STATEMENT

The conference Globalization and its socio-economic consequences fulfils the requirements
of the publishing process, it recognizes the ethical responsibilities of all parties of the
publication process. Thus, we take our duties of guardianship over all stages of publishing very
seriously and we recognize our ethical duties and other responsibilities.

Editorial Board
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Authors and Authors responsibilities
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publication in another conference proceedings or journal. Authors, whose names appear on the
paper have contributed sufficiently to the scientific work and therefore share collective
responsibility and accountability for the results. The content of the paper must correspond to
the publishing strategy of the conference and the article must meet the other conditions given
in the author's guidelines (section Important dates/ Author guidelines/ Forms on the conference
website). There is a publication fee for the paper processing (section Conference fee on the
conference website).

All papers are subjected to a double-blind, peer-review process. Firstly, each submission is
reviewed by the conference editors, who may reject it, if it is not dealing with the subject matter
of the conference and does not meet the conference requirements or if it is of a low quality. In
the second stage of the review process, the paper is sent to two independent reviewers.
Reviewers are asked to evaluate the paper and they may recommend to: (i) accept the paper in
the current form, (ii) accept the paper with minor correction, (iii) accept the paper with major
corrections, (iv) accept the paper only after corrections and repeated review, and (v) reject the
paper. Reviewers include the recommendations and comments, which are then sent to the
author(s). The editors should not reverse decisions on publication unless serious problems are
identified.

Each paper must be submitted by e-mail to: globalizacia@fpedas.uniza.sk. The paper is
successfully submitted if the author receives a confirmation e-mail.

Peer-review process

All submitted papers received by the editorial office are firstly checked by the editors to
determine if they are properly prepared and follow the ethical policies of the conference. The
editors are responsible for deciding which of the submitted papers should be published. The
editors are guided by the policies of the conference editorial team and constrained by such legal
requirements as copyright infringement and plagiarism. Papers that do not fit the ethics policy
or do not meet the requirements of the conference will be rejected before the peer-review
process. Papers that are not properly prepared will be returned to the authors for revision and
resubmission.

Once a paper passes the editorial checks, it will be assigned to two independent experts for
a double-blind peer-review. Judgements should be objective, reviewers should have no conflict
of interest and should point out relevant published work which is not yet cited. Reviewed
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articles should be treated confidentially. Reviewers are asked to evaluate the paper and the may
recommend to: (i) accept the paper in the current form, (ii) accept the paper with minor
correction, (iii) accept the paper with major corrections, (iv) accept the paper only after
corrections and repeated review, and (V) reject the paper. The final decision to accept or reject
the manuscript will also be sent to the corresponding author along with any recommendations
made by the reviewers.

All reviewer comments should be responded to in a point-by-point fashion.

The editors and reviewers should evaluate manuscripts for their intellectual content without
regard to race, gender, sexual orientation, religious belief, ethnic origin, citizenship, or political
philosophy of the authors. The editors” decision to accept or reject a paper for publication
should be based only on the paper’s importance, originality and clarity, and the study’s
relevance to the aim of the conference.

Publication ethics

The editors of the conference proceedings enforce a peer-review process together with
ethical policies and standards to ensure to add high-quality scientific works to the field of
scholarly publication.

Authors wishing to publish their papers in the conference proceedings must abide by the
following:

e Any facts that might be perceived as a possible conflict of interest of the author(s) must
be disclosed in the paper prior to submission.

e Authors should accurately present their research findings and include an objective
discussion of the significance of their findings.

o Data and methods used in the research need to be presented in sufficient detail in the
paper.

e Simultaneous submission of manuscripts to more than one conference proceedings or
journal is not tolerated.

e Republishing content that is not novel is not tolerated.

o If errors and inaccuracies are found by the authors after publication of their paper or
some corrections are to be made, they need to be promptly communicated to the editors
of this conference so that appropriate actions can be taken.

o Plagiarism, data fabrication and image manipulation are not tolerated and the following
measures will be taken accordingly. First, the manuscript that has been proven to be
involved in plagiarism will be immediately rejected along with the immediate rejection
of any other manuscript submitted by the same authors. Second, each author involved in
the violating manuscript will be banned from submitting any new manuscript to the
conference in a period of two years.

For any complaints or concerns with regard to any publishing article, please contact us at
globalizacia@fpedas.uniza.sk. We will acknowledge your e-mail and provide an estimated
time to study and solve your complaints or concerns.

Retraction and correction policy

The editors are committed to upholding the integrity of the literature and publishes
editorially significant correction dependent on the situation. In all cases, the original articles
will be removed and replaced with a note stating the reason of retraction and with the corrected
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version. If plagiarism is found, a whole article will be removed from the conference
proceedings.

When an author discovers a significant error or inaccuracy in their own published work, it
is the author’s obligation to promptly notify the conference editors or publisher and cooperate
with the editors to retract or correct the paper. If the editors or the publisher learns from a third
party that a published work contains a significant error, it is the obligation of the author to
promptly retract or correct the paper or provide evidence to the editor of the correctness of the
original paper.

Originality and plagiarism

The authors should ensure that they have written entirely original works, and if the authors
have used the work and/or words of others, then this has been appropriately cited or quoted.
Plagiarism takes many forms, from rewriting another’s paper as the author’s own paper to
copying or paraphrasing substantial parts of another paper (without attribution and citation), to
claiming results from research conducted by others. Plagiarism in all its forms constitutes
unethical publishing behaviour and is unacceptable.

Authorship of the paper

Authorship should be limited to those who have made a significant contribution to the
conception, design, execution, or interpretation of the reported study. All those who have made
significant contributions should be listed as co-authors. Where there are others who have
participated in certain substantive aspects of the research project, they should be acknowledged
or listed as contributors. The corresponding author should ensure that all appropriate co-authors
and no inappropriate co-authors are included on the paper and that all co-authors have seen and
approved the final version of the paper and have agreed to its submission for publication.

Copyright and Access

The author(s) must agree that the published version of the paper will be placed on the website
of the conference (in pdf format) in the conference proceedings. Before an article goes to print,
the author(s) must sign and return the copyright agreement (a scanned signed copy in pdf).

Archiving

The editors ensure digital preservation of access to the conference proceedings content on
the conference website. All the printed issues of the conference proceedings are available in the
registry and library of the Department of Economics, Faculty of Operation and Economics of
Transport and Communications at the University of Zilina.

Website

The editors ensure that the conference website, including the text that it contains,
demonstrates that care has been taken to ensure high ethical and professional standards.

Publishing schedule

Conference Globalization and its socio-economic consequences is a peer-reviewed scientific
conference published by the University of Zilina.

Name of the conference

Conference Globalization and its socio-economic consequences is unique and it cannot be
easily confused with other conferences or misled potential authors and readers about the
conference origin or association with other conferences.
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Abstract. Income inequality has been widely debated since the beginning of the economic
development and this topic is especially present in today’s economic world. As hypotheses, as
a rule, statements are tested: economic growth leads first to an increase, and then to a
decrease in inequality; high income differentiation stimulates higher growth rates; the
processes of globalization contribute to reducing inequalities in the world. The purpose of the
empirical part of the present research is to analyze the relationships between income
inequality and economic growth, income inequality and globalization. The study has
employed a single-country regression to investigate the existence of the Kuznets curve
hypothesis for the Ukraine economy over the period 1995-2016. The bounds testing (ARDL)
approach to cointegration is applied to examine the long-run relationship between the
variables. The results, when regressing Gini index and GDP per capita based on purchasing
power parity, confirm the presence of hidden cointegration. The Granger causality test is also
applied in order to test the existence of a causal relationship between the economic growth
and income inequality. We examine the globalization-income inequality relationship and
causality. Globalization is measured by the KOF globalization index. For case of Ukraine
results show that globalization and income inequality are positively correlated, Granger
causality was confirmed.

Keywords: income inequality, economic growth, globalization, hidden cointegration, bounds
testing approach

JEL Classification: C01, C12, D63, F63

1. Introduction

One of the most important goals of the economic policy of any state is to ensure
sustainable economic growth, which is understood as the growth of welfare, as well as an
increase in the national wealth of the country. When solving problems and developing
mechanisms of measures to achieve this goal more and more attention is paid to the problems
of inequality and poverty.

Currently, among the problems actively discussed by researchers regarding inequality its
relationship with the productivity of the economy or with economic growth. Researches of
inequality represent both the development of theoretical concepts and economic and
mathematical models, and an empirical analysis of statistical dependencies between these
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indicators in the form of spatial data and in dynamics. However, numerous scientific works
aimed at studying the mutual influence of economic growth and inequality in the distribution
of income, and could not give an unambiguous answer about the nature of this influence.
Some theorists suggest that economic growth affects the level of income inequality, while
others - inequality affects the rates of development. There are a number of theories in which
both variables are positively correlated, in other theories a negative relationship is proved. As
a conclusion, two statements are most often used: (i) economic growth leads to increased
first, and then to reduce inequalities; (ii) high income differentiation stimulates higher growth
rates. At the end of the last century, the economic data provided enough examples of that says
about the limitations of these concepts: economic growth was accompanied by both
strengthening and weakening of inequality, and high growth rates were achieved with initially
low income differentiation. For example, China's economy is characterized not only by high
rates of economic growth, but also by a high level of income inequality. On the other hand, a
high level of differentiation of the population by income can lead to social and political
conflicts, thereby impeding economic growth. There are a number of channels through which
inequality can have a negative impact on economic growth: imperfect credit market, the
threat of socio-political stability, limiting investment in human capital, and so on. It is also
worth emphasizing that in the framework of the research, developed countries were most
often considered. Among the post-Soviet states, the most of researches was conducted for the
Russian Federation, Belarus and Kazakhstan, while the situation in Ukraine is still not until
the end studied. In the current study, the authors attempted to confirm or disprove the
existence of the relationship between economic growth and income inequality using
econometric methods.

2. The Impact of Economic Growth on Income Inequality

This relationship was first investigated by the American economist S. Kuznets, which
showed that economic growth first leads to an increase in inequality, and then to its
decreasing. (Kuznets, 1955) Over the years, the U-shaped Kuznets curve has been subjected
to a large number of tests, which resulted in both confirmation of the conclusions obtained by
S. Kuznets and their refutation. For example, F. Paukert and M. Ahluwalia found evidence of
the existence of an inverted Kuznets curve for developing countries. (Paukert, 1973;
Ahluwalia, 1976) However, Oshima studies have shown that there is a relationship of such a
form, however, but it must be taken into account that generalizations concerning inter-country
models need to be made taking into account the huge historical, physical, regional, political,
racial and religious differences. (Oshima, 1962)

Deininger and Squire tried to more fully test the hypothesis Kuznets. First, they used a
more qualitative data than previous researchers. Secondly, for different countries, comparable
data were used for several moments of time. The result for their sample was that no evidence
was found for an inverted U-model for individual countries. In most cases, it has not been
possible to find any significant changes in income distribution over the past decades. It was
then further explored the question of whether there is a link between rapid growth and
growing inequality, and again there was found no systematic evidence in favor of such laws.
(Deininger & Squire, 1998)

These results are consistent with earlier research Ravallion and Chen, who also did not
find a systematic relationship between growth rate and inequality. This indicated that the
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economic policy aimed at rapid economic growth, is a vital element in poverty reduction
strategies. (Ravallion & Chen, 1996) However, it is obvious that the impact of growth on the
poor depends on how the benefits are distributed among the population. Therefore, Deininger
and Squire (1998), studying economic growth and the share of income of various groups,
investigated how the initial inequality, and also how the change in inequality affect poverty. It
was found that the poor (up to 20 percent of the poorest) are the most affected by the
economic downturn, as well as benefit from the measures that stimulate economic growth
than the richest 20 percent. In addition, Ravallion and Chen (1997), analyzing data from
household surveys in 67 developing countries over the period 1981-1994, also found that
empirically there is a very strong correlation between the growth of per capita income and
poverty reduction. It is worth noting that even if there is a strong link between GDP growth
and poverty reduction, it may turn out that countries with initially serious income inequalities
may be less successful in reducing poverty. The same conclusion was reached by M. Kean
and E. Prasad on the results of a study of 14 countries with transition economies. (Keane &
Prasad, 2001) Also they showed that similar results hold if one examines alternative
inequality measures such as quantile ratios, quantile shares, or kernel density estimates of the
income distribution.

3. The Impact of Income Inequality on Economic Growth

For the first time the idea of the existence of the impact of inequality in the distribution of
income on economic growth was formulated in the mid-20th century by N. Kaldor. (Kaldor,
1956) Also mention should be made of the publications of R. Barro and P. Figini. (Barro,
2000; Figini, 1999). Barro identified four key channels in explaining the impact of inequality
on economic growth: imperfect credit markets, political process, socio-economic tensions,
differences in saving rates. Figini, in turn, considered the inequality in the distribution of
income at the household level, as well as its demographic and socio-psychological
consequences.

While some models, such as the Harrod-Domar model, predicted that greater inequality
would lead to higher growth rates, in the 1990s an opposite phenomenon was observed:
greater inequality led to a lower level of the total growth. Therefore, some empirical evidence
in both industrialized and less developed countries, as a rule, confirms the negative impact of
inequality on growth.

Such a link was found in cross-country data. (Persson & Tabellini, 1994; Alesina &
Rodrik, 1994) The mentioned authors interpreted the results in the context of the political
economy, and their argument was that when the inequality is high level, the median voter will
seek high (distorting) taxes on the wealthiers, which will have a deterrent effect on savings,
which in turn will lead to reduction of economic growth. However, further verifications of
this proposal have questioned its validity, and evidence of distracting effects of taxation is
still rather weak.

Another possible way from inequality to growth is through social conflicts, when
inequality leads to increased political instability, which leads to a decrease in efficiency and
investment level, and then to a recession. (Alesina & Perotti, 1996) It was also argued that
instability reduces the ability of governments to respond to external shocks. (Rodrik, 1999).
Deininger and Squire tested the link between inequality and growth, but found no consistent
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relationship between the level of initial income inequality and growth. (Deininger & Squire,
1998) Nevertheless, they found that high income inequality in poor countries has a significant
negative impact on future growth. This can be explained by the fact that for poor countries it
may not be possible to finance the training or make other investments. The lack of assets can
also reduce opportunities for participation in the political process and, consequently, also
reduce access to resources. As soon as countries become rich enough, this link between high
inequality and low growth seems to disappear. The authors of another study found that low
income inequality in East Asia contributed to rapid economic growth. In addition, policies
aimed at reducing poverty and income inequality, such as improving basic education and
measures that increase the demand for labor, also stimulated economic growth. (Birdsall et
al., 1995)

Forbes conducted a study of panel data using a method that allows for the consideration of
the fixed effects for countries to assess how the inequality in a country affects its growth.
Then, contrary to previous studies, she found a stable and significant positive relationship
between income inequality and growth. (Forbes, 2000) It is also interesting to note that Forbes
argues that the problem in the papers of authors who previously received a negative impact of
inequality on economic growth could be that the authors used non-comparable data on
inequality in cross-section samples (since data on some countries had to be collected from
"national sources™), and also that the data was of poor quality. It is also interesting to note the
result obtained in the paper by C. Sonin. (Sonin, 2000). The main aim of the work was to
evaluate how affects property rights protection on economic growth in Russian regions over
the period 1994-1997. According to the model proposed by the author, the direct impact of
inequality on economic growth should be negative, because in the case of low protection of
property rights, economic agents tend to spend resources on consumption, rather than on
investment, which leads to slower economic growth. However, this conclusion is wrong, if we
talk about the indirect impact of inequality on growth. Indirect impact must be positive, since
the greater the inequality, the more poor voters, the more demand for the protection of
property rights. Moreover, the poorer the "losers" from redistribution, the less attractive is the
redistribution for the "winners".

Thus the analysis of papers on this topic showed that in some of them noted the negative
effect of inequality in the distribution of income on economic growth, while other authors
conclude that there is a positive impact of inequality on economic growth, and still others
prove the existence of a complex, non-linear relationship between income inequality and
economic growth.

4. Research Results

To analyze the relationship between economic growth and income inequality were
considered such factors as the Gini index and the gross domestic product (at purchasing
power parity) per capita. The study used data from the World Bank for Ukraine for the period
1995-2016. Alternative indicators of income inequality also considered the decile ratio and
the quintile ratio. In general, the results obtained not dependent on the choice of indicators of
income inequality. Additionally, considered an indicator such as the globalization index KOF.
KOF globalization index was created by Axel Dreher (Swiss Economic Institute) in 2002. It
includes economic, social and political dimension of globalization. Globalization generally
has o direct significant impact on the economic growth. Some researchers examining the links
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with economic, social and political dimensions of globalization separately, it was found that
considerable political engagements have negative effect on growth. And economic and social
globalization effects on countries economic growth depend on a country’s economic
situation: i) economic integration does not have statistically significant impact on relatively
less developed countries and has positive effect in the group of more developed countries; ii)
social globalization has statistically significant impact on relatively less developed countries
and has negative effect in the group of more developed countries. (Butkus et al., 2017). In the
current study, the authors were to a greater extent interested in the issue of its mutual
influence with the income inequality indicator.

For this research authors have chosen two hypotheses. These hypotheses are the following:
() Existence of the cointegration between income inequality (variable GINI) and gross
domestic product (variable GDP); (Il) Detecting the presence and absence of causal
relationships between income inequality (variable GINI) and globalization (variable KOF).

4.1 Testing Hypotheses |

In the preliminary analysis of the data of strict dependence of Kuznets for the considered
sample it was not found out. At the same time, the linear correlation coefficient of the GINI
and GDP for Ukraine was -0.84, which indicates a significant negative relationship between
the level of development of the economy and the degree of differentiation of household
incomes.

Results of testing for the presence of a unit root using Augmented Dickey—Fuller test
(ADF) allowed it possible to conclude that the time series of the indicators under
consideration are nonstationary and integrated order one.

The basic equation, from which the analysis of mutual influence begins, establishes the
possibility of the presence of cointegration between the investigated indicators and has the
form:

GDP=1591)6—319.7GU{0]\OT)I; R? =0.702; DW =0.559,

(p) (0.00

DW >d,, =0.386,P,, =0.013=>H, :e, ~ 1(0) (1)

The results of the verification of rule Co-integrating Regression Durbin-Watson (CRDW)
and ADF-test confirm the hypothesis of stationarity of random error term or residuals of the
model (1), therefore, it is a cointegration model in explicit form. At the same time,
experiments with models have shown that the actualization of data leads to a decrease in the
value of statistics DW and to an increase in the P-value of the ADF-test, which leads to the
conclusion that there is no cointegration.

To further analyze the relationship between the time series of indicator dynamics, an
approach based on the search for hidden cointegration was used. Hidden cointegration is a
case of non-linear cointegration, which determines the presence of cointegration between the
components of time series, but not between their levels. As an example, we can cite cases
where time series have the same behavior only for impulses (shocks) of a particular type. In
such cases, in spite of the lack of cointegration between the initial variables, separately taken
positive and negative components of the original series can be cointegrated. In our study, as a
time series components of GINI and GDP were taken deviation from the average value of
each series. To identify hidden cointegration, a autoregressive distributed lags (ARDL) model
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was considered, in which the components of the original series are included as a variables.
Four models have been evaluated to verify the cointegration between components, testing the
hypothesis of absence cointegration was carried out using bounds test (Granger and Yoon,
2002):

m m

dy, =a, + Zalidyl—i + 2 aydx,_; + By, +Box, +€,,
H,:p, =p,=0. )

The hypothesis of the absence of cointegration is verified using F-statistics and critical
points 1(0) and I(1). If the value of F-statistics is higher than the critical point 1(1), the
hypothesis of the absence of cointegration is rejected. In the case where the value of F-
statistics is lower 1(0) the hypothesis Ho is accepted. If the value of the F-statistic lies between
the critical points 1(0) and 1(1), then we can not make a conclusion about the cointegration
(uncertainty zone). Selection of the optimal lag was based on Akaike information criterion
(AIC). Tab. 1 presents results of the bounds test of a nonlinear autoregressive distributed lags
(NARDL) model (2).

Table 1: Bounds test results

GINI GDP R? 1105(0) l106(1) Fhounds test Hypothesis
positive positive 0.996 6.84 7.84 7.01 Ho
positive negative 0.997 6.84 7.84 11.88 Hi
negative positive 0.993 6.84 7.84 6.00 Ho
negative negative 0.974 6.84 7.84 1.821 Ho

Source: (Own estimation using EViews software)

Based on the estimates of the models described above, it can be concluded that at a 1%
level of significance, the component reflecting the positive dynamics of the GINI index is
cointegrated with the component, reflecting the negative dynamics of GDP, the remaining
results of test at the considered level o indicate that there is no cointegration between the
corresponding components. This confirms the negative relationship between indicators and in
the case of economic slowdown should be expected stratification of the population by income
to a greater extent. An interesting conclusion is that there is no link between the negative
components of the indicators at any level of significance. Cointegration in the two remaining
variants is observed only for certain values of the significance level: between the positive
components of the indicators with an alpha level of 0.025 (2.5%); between the component
reflecting the negative dynamics of the GINI index and the component reflecting the positive
dynamics GDP - at the «=0.05 (5%). In other words, in the analysis of these
interdependencies for Ukraine, we find that the more likely one can expect the growing
income inequality if the growth rate of the economy decreases, but with the same assumptions
regarding the significance level — the positive economic growth will not lead to a decrease in
population stratification by income.

4.2 Testing Hypotheses I1

When testing the hypothesis Il, it was decided to use the Granger causality test. Since the
presence of a statistically significant correlation between all the indicators considered limits
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the use of multiple regression analysis methods. Tab. 2 presents results of Granger causality
test, where h — number of tested lags.

Table 2: Pairwise Granger Causality Tests

Null Hypothesis h=1 h=2 h=3 h=4 h=5 h=6
GINI does not Granger Cause KOF 0.292 0.615 0.123 0.026 0.079 0.103
KOF does not Granger Cause GINI 0.013 0,047 0.068 0.261 0.537 0.435

Source: (Own estimation using EViews software)

At the a=5% level of significance the results of the Granger causality test allow us to
confirm our original assumption about the presence of influence of KOF Globalization Index
on GINI at h=1 and h=2, as well as at h=3 with an alpha level of 0.07 (7%). And then we can
observe a change in the direction of the relationship. An empirical analysis of the data for the
case of Ukraine showed that between the studied indicators GINI and KOF observed a linear
relationship, with a certain increase in the variance of GINI with growth of KOF values.
Based on the results of the conducted testing, we can talk about the presence of mutual
influence between globalization and income inequality.

5. Conclusion

An analysis of the results of empirical studies of the relationship between economic
growth and income inequality shows that the results largely depend on the choice of the
model specification and the quality of the data used. The authors applied the bounds testing
(ARDL) approach to cointegration to examine the long-run relationship between these
variables. It can be said that the presence of significant inter-influence for these indicators
was confirmed, which manifests itself to a greater extent in the case of the relationship
between the positive component of the Gini index and the component, that reflects the
negative dynamics GDP. From the authors' point of view, hidden cointegration explains some
of the studies in which conflicting results were obtained regarding the tested relationship.
Also in the study, the authors tested the causal relationship between the processes of
globalization and income inequality. Globalization is measured by the KOF globalization
index. By the Granger causality test and through the correlation coefficients have been
validated alleged links for both phenomena. The improvement of economic and mathematical
methods and models allows us to refine the already obtained results of empirical studies of
interdependencies and to obtain new results. But in the opinion of the authors, more in-depth
studies in this area also require the development of schemes of action for the formation a list
of economic policy measures using the identified relationships, depending on the goals the
government.
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Abstract. Effectiveness of organizations depends on their employees. Employees are the
most valuable source of the organization due to their knowledge, skills, and talent. Because of
globalization, the workforce is becoming diverse, and employees have different needs. Hence
attracting and retaining highly qualified and productive employees of sufficient quantity, that
help organization to achieve its goals is very challenging. One of the reasons why employees
leave their employers is the lack of work flexibility. Organizations need to take this fact into
consideration and update HR policies that reflect this trend. The article provides better
understanding of the significance of work-life balance in relation to employees’ acquisition
and retention. The main objective of this theoretical analysis is to recognize the latest trends
in family-friendly policies and programs offered by the global companies, that establish new
innovative ways of providing employees with the work-life balance and identify the potential
effects of these programs on individual mechanisms, such as job satisfaction, motivation and
stress that directly affect employees’ commitment to the organization. A part of this research
is to analyse challenges that organizations may face while implementing the concept and
provide suggestions for overcoming them. The results of this research may help employers
assist their employees in achieving and maintaining healthy work-life balance that can
increase their satisfaction and productivity and reduce turnover.

Keywords: HR policies, work-life balance, flexibility, globalization, retention

JEL Classification: F62, F66, M54, J81

1. Introduction

The composition of the workforce is changing. More young women are employed, senior
workers - the Boomers permanently leave labor market and enter retirement, and younger
workers known as Generation Y, also called Millennials are becoming the main segment of
the global workforce. Specialists predict that Millennials (born between 1981 — 1996) will
comprise approximately 35%, Generation X (born between 1965 — 1980) approximately 35%,
and the Boomers (born between 1946 — 1964) only 6% of the entire workforce around the
world by 2020.

Millennials are not the only rapidly growing group of workers. While global companies
find it difficult to understand and satisfy the needs of Generation X and Y, another new
generation of workers known as Generation Z (born between 1996 and after) has entered the
labor market. As seen in the graph, they will make up 24% of the global workforce in 2020.
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Figure 1: Composition of the global workforce by 2020
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Source: (ManpowerGroup, 2016; Fry, 2018; EY!,2015, A)

Due to the fact that each group of workers was born in different era and is affected by
different external factors, their characteristics, preferences, expectations, priorities, and
perception of how to get work done are different from one to another.

Latest study conducted by Deloitte? (2018) shows that workers from Generation Y and Z
consider organizational culture and competitive salary as very attractive, however diversity,
workplace flexibility and employer who encourages professional development and offers
trainings are keys to their loyalty and higher productivity.

According to the global survey conducted by EY (2015, B), other than financial rewards,
benefits and higher level of flexibility, full-time employees around the globe find it hard to
manage work and family duties. As a result, 74% of Generation Y, 71% of Generation X, and
58% of Boomers (those who are parents) seek paid parental leave, onsite childcare or
telecommuting.

While each generation of workers is different, they have one thing in common: the desire
for workplace flexibility, to be able to maintain balance between work and personal activities.

Methodology

The purpose of this article is to review the literature and provide better understanding of
the work-life balance and its impact on employees’ acquisition and retention. The data are
obtained mainly from online sources, documents, books and journals. All sources are
analyzed according to the appropriate procedures. The theoretical analysis identifies family-
friendly policies and programs that help employees eliminate the work-family conflict. Part
of this research is to recognize potential effects of these programs on organizational
attractiveness, job satisfaction, motivation and stress of employees that directly affect their
performance and commitment to the organization. Challenges that the organizations may face
while implementing the concept are identified and suggestions provided.

LEY refers to the global organization, the member of Ernst & Young Global Limited.

2 Deloitte refers to one or more Deloitte Touche Tohmatsu Limited, the global network of member firms.
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2. Flexibility and work-life balance

Many global employers and governments realized that if they want to survive in this
competitive environment, they have to find solutions for flexibility issues so that all
employees will be able to work while also have enough energy to fulfil their family
responsibilities and time for personal development or other activities.

What is flexibility? It is the ability to change or adjust to certain situation. (Bednarska-
Whnuk, 2012) Flexibility in the workplace gives employees the autonomy to make decisions
about where, when and how they work. It is the key part that enables employers to adjust to
the needs of its employees and builds family-friendly organization that enhances the work-life
balance. (Lewis & Lewis, 1996)

Finding one acceptable definition of work-life balance is difficult. It is irrational to say that
work-life balance means spending the same amount of time for work-related duties and for
personal activities. Generally, the concept describes the harmony that working people are
trying to achieve and maintain by allocating the right time and effort between work and
personal life. The perception of balance differs from one to another depending on certain
aspects as age, gender, personality, marital, or parental status. (Meenakashi et al., 2013)

2.1 Work-life balance practices

The number of companies that choose flexible working environment rather than the
traditional is increasing. (Bozkurt et al., 2017) Employers are embracing different types of
policies, investing in programs that address the needs of employees, help them successfully
cope with work-life challenges and foster their well-being. These programs make companies
the best to work for.

The following table indicates the latest trends in family-friendly policies, flexible work
options and other programs that are increasing in popularity.

Family-friendly policies are mainly oriented toward working parents and their dependants,
though some take into consideration childless employees who wish to become parents. These
policies enable employees to care for sick children or ill relatives by offering un/paid parental
leave or by bringing them to work if necessary. (Bartel et al., 2017) In addition, some
employers provide financial, nonfinancial, educational, or other work and non-work-related
assistance to employees (mother or father) returning back to work after the arrival of new
born. (Lucia-Casademunt et al., 2018)

Flexible work options or flexible work arrangements provide wide range of employment
possibilities that are relevant to both, employers and employees. While employer can increase
agility (Spreitzer et al., 2017), employees can experience flexibility in terms of employment
relationship, length of workweek, breaks, shifts and work schedule adjustment, or dress code.
Furthermore, smart technologies have created time and location independent workplaces what
results in a situation when employees, to certain extend, have freedom to accomplish their
tasks far away from their offices. (Nijp et al., 2016) On the contrary, technology needs to be
used wisely and with caution, otherwise it may lead to serious mental and physical health
problems such as exhaustion and burnout. (Primecz et al., 2016)
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Table 1: Work-life balance policies

Family-friendly policies

. . e Breast milk shipping while on business travel
e Dependent care flexible spending account e Subsidize child care broaram
e Spousal benefits, excluding health care coverage e Onsite parentin sempina?s
e  Onsite lactation/mother’s room e Babies 2t Workg
° Fertlllty z.md adoptlo_n assistance e Programs for parents returning back to work (after
e Bring child to work in emergency childbirth)
e Lactation support services (education and e Parental leave (mother/father)
nsultin .
. (Ii?)sf:rtca?g assistance * Maternity leave
e Access to backup child care services *  Elder care referral services
. ackup . e  On-ramping programs for family members dealing
e  Onsite vaccinations for children with elder care responsibilities
e  Subsidized/Nonsubsidized child care centre

e Access to backup eldercare services

Flexible work options

e  Telecommuting (on full-time, part-time or ad-hoc |e  Shifts flexibility
basis) e Alternative location arrangements
e Compressed work week e  Seasonal scheduling
e Four-day work week of 32 hours or less per week | e  Break arrangements
e Job sharing e Un/Paid sabbaticals
e Flextime e  Results-only work environment (ROWE)
e Mealtime flex e Casual dress (once a week, every day, seasonal)
Other employee programs

e Break room

e  Petsat work
e  Free coffee, snack, and beverages .

- e Annual company outing
e Legal services -
. e Community volunteer programs
e Postal services o
. . ¢ Organization-sponsored sports teams

e Dry cleaning services .

e  Sport games tickets
e Language classes ; . . .

; e Electric vehicle charging station

e Educational classes

Source: (SHRM, 2018)

Other employee programs promote social interaction through participation on social or
family-oriented events, sport or entertainment activities, or provide volunteering opportunities
during work time what influence social and emotional well-being. They are also designed to
assist employees with wide range of legal, educational, personal, or physical concerns.
Welcoming animals in the workplace is another trend among pet-friendly employers.
Incorporating this policy has a positive impact on employee engagement and retention.
(Wilkin et al., 2016)

3. Work-life balance as a strategic tool

On-going process of globalization, new forms of international mobility, and increased
number of global competitors create the need for nuanced approaches to talent management.
(Farndale et al., 2010) Flexibility is essential for employees, yet they are not the only ones
who can take an advantage of it. Balanced employees’ lifestyle and healthy work environment
can be used as a strategic tool to create positive employer branding and enhance ability to
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acquire and retain motivated, satisfied, and competent employees what leads to organizational
utility.

Organizational attractiveness and acquisition of employees

It is in the best interest of the company to hire well skilled and outperforming employees.
Unfortunately, work choices and organizational attractiveness depend on applicant’s
preferences. However, vision of flexible leave policies, independent work, and accessibility to
onsite childcare or eldercare are appealing to all generations of workers. In the Randstad®
Employer Brand Global Report (2018), work-life balance is the third most important factor
rated to have a positive effect on attractiveness of the organization. Hence, the number of
employers that gain reputation for encouraging work-life balance can improve their public
image and chances to attract greater pool of applicants and fill the position with the right
employees are increasing.

Individual factors: Satisfaction, motivation and stress

Since majority of the working population spend more of their time at work than at home, it
is an ethical responsibility of every employer to ensure their well-being. De Neve and Ward
(2017) stated in their report that work-life balance is perhaps the strongest driver of subjective
well-being in the workplace. On top of that, the theory of organizational behavior explains
that autonomy and employers’ support are the two of job characteristics that are the key
indicators of job satisfaction what contributes to the well-being of employees. (Colquit et al.,
2017) Thus, employer that gives employees the sense of autonomy by bringing more
flexibility into their working lives and shows empathy toward employees’ family demands is
more likely to have happy and satisfied employees. Since employees’ motivation depends on
their ability to satisfy their needs, the level of their motivation may increase as a consequence.

Family or personal problems, childcare or elderly care problems, financial or legal
problems, working under pressure or dedicating too much time to work may lead to serious
health-related problems such as difficulty to concentrate, stress, depression, or burnout. As a
result, employees may engage in counterproductive behavior, increase number of mistakes
and abuse sick time. This reflects on decreased job satisfaction and employees’ productivity
and presents a serious threat to the business success. (Atheya & Arora, 2014) Family-friendly
policies and non-traditional work patterns are some of the future actions that may help
employers to create happy and healthy workplace, reduce stress and prevent burnout.

Individual factors vs. performance and commitment

Level of satisfaction, motivation, and stress are interrelated and determine job performance
and commitment of employees toward the organization. Satisfied and motivated employees
are more likely to stay productive and loyal (Rozman et al., 2017), however, employees that
experience stress in the workplace are less committed toward the organization.
(Abdelmoteleb, 2018)

The current literature indicates that work-life balance is a powerful strategic tool for
improvement of organizational effectiveness. Increased productivity, enhanced organization
image, and reduced cost associated with absenteeism or replacement (recruitment, selection,

3 Randstad is the global leader in the HR services industry.
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and training) of employees that decided to leave are all positive outcomes linked with the
work-life balance practices.

3.1 Challenges and recommendations for employers

It is clear that work-life balance strategies have real value to the organizational success in
the process of hiring and retaining global talent, and yet some employers find it difficult to
formulate them properly, apply them effectively, and make it possible for employees to
achieve desired balance. The following are the most common challenges faced by employers:

e Lack of preparation and rapid change in the organization.

e Work-life balance programs do not align with the current or potential employees’

preferences.

e Employees’ lack knowledge about work-life balance opportunities offered by their

employers.

e Difficulty of monitoring and evaluating employees’ performance.

To create supportive work-life balance culture, it requires to modify current strategies and
management philosophy and move from outcome orientated to people oriented culture where
in the center of attention is not profit but employees’ well-being. Such organizational change
should be established through a step-by-step process which involves planning, assessment of
current and future resources, and formulation of relevant strategies that are aligned with
organizational mission. Rapid organizational change may have an adverse impact on business
results. The theory suggests that by involving employees in the change process resistance can
be avoided and the whole process accelerated. (Hussain et al., 2018) Employees’ surveys,
meetings or a simple interview can assist employers in administering more personalized
benefits and compensation packages that address the needs of a variety of generations.

Policy implementation is as important as its adoption since it influences the perception
employees or applicants have about the policy. Employers, supervisors, managers, and
recruiters play a fundamental role in the entire process. They are the facilitators who need to
make certain that employees or applicants are informed about the programs that company
offers and understand the conditions under which they can be used. The crucial step is to
provide training sessions, use e-learning programs, or offer other informational materials that
increase their knowledge of benefits. (Laharnar et al., 2013)

Even though it takes a consistent preparation and successful implementation, proper
measurement of outcomes and their comparison with targeted results are important in order to
identify the effectiveness of these policies. Monitoring and evaluating employees’
performance may require a change in establishment of performance standards (for instance,
focusing on meeting deadlines and quality of work rather than counting working hours) and
use of unique methods of evaluation. Building trust among employees will be fundamental in
this case.

Discussion

The primary purpose of this study was to examine and understand different aspects of
work-life balance policies, reveal their benefits in relation to employees’ productivity,
commitment and competitiveness of the organization. It is certain that the importance of
work-life balance is high. The study has shown that work-life balance helps organizations to
be more attractive, effective, reduce turnover, and renew employees’ enthusiasm, but there is
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no comparison of these effects in a long or short-term run. On top of that, not all work-life
balance policies and programs are suitable for every business. It depends on the nature of the
industry, organization, and nature of the job. The further research should investigate these
issues in greater depth.

4. Conclusion

Organizations competing for the best global talent have multiple techniques to attract and
retain the targeted global talent and stay competitive. It is unfortunate that not all
organizations use work-life balance as a powerful tool in this new era where job seekers
expect organizations to offer more than just a salary. Recent research findings showcase that
work-life balance practices provide employees with much valued flexibility what leads to a
win-win situation for employees and employers.
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Abstract. The modern stage of development of international economic relations is
globalization, which is an increasing degree of integration of national factor markets into a
single global market, into a single global space. Globalization, by making the national
economy open to the free movement of all types of resources and vulnerable, is a rather
controversial process. The acceleration of commodity-money relations and the increase in the
scale of capital overflow, on the one hand, conceals the potential of economic growth and
serves as its additional factor, on the other — increases the risk factors and uncertainties,
creates serious threats to national interests. There is an acute contradiction between
globalization and the national interests of many States. Threats to national security arise from
the different levels of economic, social and political development of countries, which
increasingly widens the gaps between rich and poor countries. The initial inequality in the
technological development of countries determines the further redistribution of benefits in
favour of transnational corporations of developed countries. In assessing the immediate
prospects of globalization, the following can be noted: the absence of supranational regulators
of globalization can cause further aggravation of the long-term development of the world
economy; the current trend in the near future may be the regionalization of economies and the
development of protectionist measures; globalization is accompanied by increased instability
of the world economy and the deepening of its uneven development.
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1. Introduction

The modern stage of development of international economic relations is globalization, an
increasing degree of integration of national factor markets into a single world market, into a
single global space. (Levitt, 1983)

Despite the ambiguity of the definition of the category "globalization” in modern economic
theory (Novy, 2015), most authors agree that it carries not only a positive potential for the
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world community, but also increases the risks and threats to its development (Soltes & Stofko,
2015). One of the negative results of globalization is the growing processes of uneven
development, the dominance of developed countries and their largest companies to the
detriment of national interests. (Kliestik et al., 2018) The problem of globalization is that
governments act in favour of profits and the interests of a few. (Altunyan & Kotcofana, 2016)

Globalization, by making the national economy open to the free movement of all types of
resources and vulnerable, is a rather controversial process. (Venables, 2018; Duernecker &
\ega-Redondo, 2018)

On the one hand, the acceleration of commodity-money relations due to specialization and
the increase in the scale of capital overflow opens up additional opportunities for countries to
enter new and wider markets around the world, what contributes to the growth of production
efficiency and economic growth, on the other hand, risk factors and uncertainties increase,
serious threats to national interests are created. (Setek & Petrach, 2017) An acute
contradiction between globalization and the national interests of many governments appeares.

At the end of the XIX. century, England, as an economically developed country, actively
promoted as a new economic theory the idea of economic liberalism, developed by Adam
Smith and David Ricardo, which is based on the idea of free trade and beneficial exchange. It
was an attempt by England as an industrialized country to retain the monopoly of the leading
power by itself. (Acemoglu & Robinson, 2012) At that time, England was a leading country in
the range of knowledge and industrial development. If you follow the idea of Ricardo, the
developed countries that have established mass production, due to the effect of scale and
comparative advantage will retain leadership and will be richer than the countries lagging in
economic development, which will consolidate the role of producers of raw materials.

Based on these principles, in the context of globalization, the world is still divided into
industrialized countries, whose advantage is in knowledge and financial capital, and lagging
behind, forever catching up countries whose capital is ignorance and poverty.

Now we are gradually seeing a trend when “society turns into a ladder in which the Central
steps are rotten, in such a society there is a place either for the very rich or for the very poor”.
(Reinert, 2009; Madudova, 2017) This trend can be observed not only within each country,
but also between governments. Uneven growth and growing social inequality appears
between countries due to increased export specialization, which leads to lower income in
these countries, while in industrialized countries this leads to increase of income and at the
same time to the formation of imperfect competition. (Horner et al., 2018)

2. Globalization and inequality in society

In the 1990s, the countries of Eastern Europe and Latin America were forced to go their
way to free trade by the advice of the ideologists of the "Washington consensus” through
shock therapy, the destruction of their own industrial potential, the deindustrialization of the
economy. But as time has shown, as long as the country has a weak industrial sector, the
transition to a free trade regime in the context of globalization is premature.

Growing inequality leads to economic turbulence. So John. Stiglitz notes in his book “The
price of inequality”, that financial markets do not pursue the goal of developing the entire
economy. (Stiglitz, 2012)
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They are subjected to the ideology of “capital market liberalization", which promotes the
export of capital and the regime of global governance. One of its main messages is that the
economy and society will only benefit from reduced inequality and increased equality of
opportunity. Economic policy is the reflection and realization of economic interests of certain
groups or sectors of the economy. (Mikhailov et al., 2016).

The high level of social inequality in society is the result of the adoption of appropriate
laws and political decisions. Therefore, each new policy strategy must be adopted in view of
their impact on inequality. (Antras et al., 2017) In the context of globalization, corporations
from developed countries export capital and technology to developing countries with lower
production costs and import cheap goods and high profits. (Volkova et al., 2017)

But as a result, employment in developed countries may be reduced, which may
accordingly cause negative sentiment in the majority of the population. This may lead to an
increase in the quantitative measure of GNP, but will not affect the overall well-being of
ordinary citizens. In this regard, the policy of globalization based on the idea of free trade is
beneficial to transnational corporations of industrialized countries. The free trade regime in
the context of globalization serves the interests of corporations, but not the interests of society
and ordinary citizens.

New President Donald Trump, having made the" November " revolution in politics,
promotes the idea of re-industrialization of the country. In relation to major global
manufacturers the EU, Canada and China, which supply their products to the rich American
market, high customs are imposed duties, citing a threat to national security. (Vu, 2018;
Stiglitz, 2018; Ghemawat, 2017) As a symmetrical response, the European Commission
adopted the decision on the introduction of response customs on some U.S.A. goods.

The growth of protectionist measures has become a form of self-protection of national
markets against the global market element. This was also during the global financial crisis of
2008. Thus, according to the world Bank study, 17 of the 20 countries of G20 countries
adopted more than 47 protectionist measures that limited the size of international trade. A
third of these measures were made to increase import tariffs to protect domestic producers.
(Lyakin & Rogov, 2017)

Against the background of the constant growth of the world economy in recent years, many
countries have unilaterally reduced their import customs. Of course, in the long term,
protectionist measures can turn into trade wars, and are unprofitable for the world economy;,
but in the short term, the use of such tactics can be justified to some extent. (Van Neuss,
2018)

Although protectionism may contain the risk of a repetition of the situation which was
observed during the great depression of the 1930s. Then it all started with the law of Smoot-
Hawley, which established high customs duties for a number of goods. Its main goal was to
reduce imports and stimulate the growth of the domestic economy. The result was a response
from other countries, which led to a sharp drop in exports between the USA and European
countries.

Having ceded China the role of a leader in the global manufacturing sector, the United
States lost a significant part of its industrial potential. Trump's main demand for China was to
reduce the trade deficit by $ 200 billion by the end of 2020 from the current $ 375.7 billion.
Without the threat of a trade war, China not only would not reduce the trade deficit with the
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US, but would not even go to negotiations on this topic. (Wang et al., 2018; Kato & Okubo,
2018)

In the real sector of the US economy there are significant problems: high level of public
debt, weak purchasing power of the population with low competitiveness of the industrial
sector. The solution to these problems can be either reducing real incomes or taking
protectionist measures, which is what the US government is resorting to. (Neuman. 2017)
Economic policy stimulated production abroad at the expense of cheap labor, then to enter the
domestic market. As a result, transnational corporations were enriched and workers ' incomes
were reduced. American workers understand that they have to compete with foreign workers,
and therefore lose their positions in defending a decent salary level. (Stiglitz, 2015)

3. Conclusion

Threats to national security arise from the different levels of economic, social and political
development of countries, which are increasingly widening the gaps between rich and poor
countries and also inside rich countries. The initial inequality in the technological
development of countries determines the further redistribution of benefits in favor of
transnational corporations of developed countries. (Coulibaly et al., 2018) Although many
countries have varying degrees of winning, if they are ready to effectively take advantage of
the opportunities provided. However, globalization is accompanied by increased instability of
the economy and the deepening of uneven development. (Pavlova & Paliy, 2017; Xia & Song,
2017, Dunford & Liu, 2017)

The initial inequality in the technological development of countries determines the further
redistribution of benefits in favor of developed countries. "Globalization expands and
strengthens its own national advantages.” In relation to other governments, " the beneficial
process of globalization is gradually depriving particular governments of their sacred
sovereignty”. (Zhulega et al., 2017)

The openness of state borders in the context of limited resources allows, first of all, large
corporations to use these resources freely and make huge profits. Capital is directed to where
it is more profitable and easier to provide production, where labor and other resources are
cheaper. The UNO has published a special paper called "Globalization with a human face", in
which the contrast between developed and developing countries, as globalization progresses,
looks like this. If in the 60th year the gap between the five richest and five poorest countries
was 30:1, in the 80th it became- 50:1, and in the 90th - 74:1. The model of globalization is
aimed at extracting the greatest benefits from the accelerated development of the world
economy for highly developed countries without regarding the interests of other goverments.

However, the degree of market integration varies. Due to the lower degree of involvement
of different types of services in the international turnover, the market of services is less
susceptible to globalization processes. The capital market is more globalized because of low
flow and large volumes. The world currency market is already serving capital-related
transactions more and more than just foreign trade. This makes it possible to distinguish the
financial aspect of globalization as a basic aspect. Financial globalization because of the use
of modern information technology, liberalization and removal of the goverment from control
over financial markets and international capital flows, on the one hand, leads to a significant
increase in financial flows in the world currency market and reduces the difference between
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interest rates, on the other hand, freely and unpredictably moving between countries and
regions of the world, increases the uneven distribution of financial resources. The migration
of short-term speculative capital in financial markets can not only fill, but also suddenly
create an acute shortage of financial resources, leading to the elimination of national markets.
The absence of supranational regulators of globalization causes further aggravation of
processes. As a result of the globalization of financial markets, their real volumes become
uncontrolled and are not subject to accurate measurement. Frequent crisises in many
countries in recent decades has cast doubt on the stability of the financial system and the
positive prospects of globalization. (Zagora-Jonsta, 2017)

The financial sector enslaves society and subordinates the whole economy to its logic, and
because of this, it ceases to play its role and contribute to social welfare. (Shen, 2017) The
financial sector has become alien to the spirit of business. It does not perform the function of
optimal placement of capital and risks and contributes to the further development of "casino
Finance". The financial sector instead of serving people, subdues them. For large banks and
speculative funds, the satisfaction of private interests is increasingly contrary to the common
good and interests of the economy. The financialization of the economy as characterising of
modern globalization, contraries to the principles of liberalism.

Supporters of globalization and free trade, based on the theory of comparative advantage
of D. Ricardo, and now on the theory of the "Washington consensus” pursue a policy of
domination of developed countries to the detriment of national interests of less developed.
The neoliberal theory of trade had led to the deindustrialization of the less developed
countries and had not helped them escape poverty. In an unregulated market, not only
spontaneous order but also spontaneous chaos may appear. This leads to the idea that
economic policy can no longer be determined solely by the principles of neoclassical
economic theory. In the long term, economic policy and the welfare state are two sides of the
same medal. The welfare state is a kind of compromise between the market economy and the
planned one. (Altunyan et al., 2017) The real sector of the economy must save the modern
world from the financial crisis. During the ideological recession, the production system was
destroyed. Countries whose economies are rated low by the world Bank have virtually no
industrial production. (Voskerichyan & Norboeva, 2017)

Thus, assessing the immediate prospects of globalization processes, we can note the
following: globalization is accompanied by increased instability of the world economy and
the deepening of its uneven development, the lack of supranational regulators of
globalization. In this regard, the current trend in the near future may be the regionalization of
economies with the shift of the center towards the protection of national interests, on a
regional and geopolitical basis. The era of globalization is being replaced by deglobalization.
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Abstract. The changes and challenges in the society that we associate with globalization are
directly connected with the development processes of technologies through which people
today have greater accessibility to education, to information and fast spreading information
leads to faster transfer knowledge, innovation and faster experiencing our lives. This also
leads to the customer that is more informed and is more sophisticated in selection of the
specific product. The customer in the global world requires information about the product,
design, the distribution ways, and system of selling the product, customization, and overall
marketing used. Accessibility information leads also to the customer preferences changes.
OECD published information on the better life index level in several countries including V4
countries. The contribution deals with the similarities as well as differences between V4
countries. Better standard of living leads probably to better creativity, into the decreasing of
the criminality, to obtain better jobs, better control over the corruption, less negative
externalities, and overall economy growth. In order to create this environment and
fulfilments, the healthy ecosystem and properly connected knowledge should be created.

Keywords: standard of living, better-life index, V4 countries

JEL Classification: F44, F63, J24, 032, O35

1. Introduction

Changes in the world economy brought about by technology changes, innovations, the
development of new platforms and the application of new business models are linked to the
growth of the openness and independence of national economies. It is also possible to record
the trend in innovation and technology directed to the improvement of living conditions and
standard of living including new activities and experiences. Accelerating the availability of
new ideas and means of communication allow for closer contacts and cooperation between
innovators, regardless of their physical location. (Prahalad & Krishnan, 2008) The claimed
predominance of happiness should be substantially reformulated by the results of

In the globally interconnected economy, however, each country has its comparative
advantages. The right question is what and where are those comparative advantages? Some
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countries rich for fossil fuels (it is comparative advantage) on other hand they invest into the
future potentials such knowledge, education, innovation, R&D and etc. The question is what
if country has no valuable sources? Maybe these countries are pushed to produce more
quality outputs if we are talking about better standard of living. These countries have to
produce more innovations, better quality services, better environmental areas, patents as
valuable etc. (Greenhalgh, 2010; Markkula, 2014) Then can be transferred then into global
market. If the country wants to have better quality in standard of living then the comparative
advantages have to be carefully assessed. They should consider, evaluate and improve
innovation system, educational system, services such knowledge-intensive business-services.
In order to achieve better environment and better standard of living the innovation takes an
important role too. The countries with lack of valuable sources are in the position of pushing
innovations, R&D into sustainable growth in order to achieve the better quality living. On
other hand they don’t only produce its innovation for its economy and country, but they
contribute with their innovations the global market and better environment.

Digital technologies are rapidly changing business practices and companies, institutions or
processes. They are now an integral part of the economy, part of key innovations, but also the
essence and carrier of the great economic paradoxes of our time. Rapid advancements in
technology create unforeseen benefits and at the same time evokes challenge in consumption,
distribution, allocation of factors of production, efficiency and assessment effectiveness as
well as in the level of standard living or in the perception of well-being. The claimed
predominance of happiness should be substantially reformulated by the Ponocny et al. (2016).
At the same time, the differences between countries or regions are growing. (Rehak et al.,
2013; Smith et al., 2014; Podobnik et al., 2012) The paper deals with the level of
competitiveness of the Visegrad countries (OECD 2017; OECD 2016; OECD 2015; OECD
2014; OECD 2013; Buno et al., 2015) and the level of better-life index.

2. Competitiveness of V4 countries

For compare of individual countries we have to indicate their living standard, economic
development or growth indexes connected to gross domestic product and innovation index.
The proportion between index of innovation inputs and outputs expresses the effectiveness.
Global innovation index is evaluated by OECD (OECD 2017; OECD 2016; OECD 2015;
OECD 2014; OECD 2013), within 141 countries in the world (OECD, 2015). In our
contribution we compare the selected countries, which were previously referred to as
transition economies and are members of the EU since 2004. The V4 countries or Visegrad
countries (e.g. Czech Republic, Hungary, Poland, and Slovak Republic) represent regional
entity. The individual data related to the competitiveness and innovation in countries is based
on the OECD statistics.

Table 1 shows the global innovation index in 2013 and 2017 including some sub-indices
related to better-life index in V4 countries. By the global innovation index is on the first place
the Czech Republic followed by Slovakia and Hungary. But in this period, Hungary, by Gll,
dropped by 8, Czechoslovakia moved by 4, Slovakia by 2 and Poland even by 11 points
higher. In the assessment of political stability as an important aspect of the country’'s living
standards, however, the positive shift in the evaluation was recorded by Slovakia and
Hungary, in contrast to the Czech Republic where there was a decrease of 4 places and
Poland, which even dropped by 10 places.
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Table 1. Comparing V4 countries by indicators of Global innovation index in 2013 and 2017

Country Index 2013 rank 2017 rank
Czech Gl Global Innovation Index 48.4 28 51.0 24
Republic 10 Innovation Output Sub-Index 43.3 26 46.2 16
Il Innovation Input Sub-Index 53.4 27 55.7 27

Institutions 76.1 31 77.6 30

Political stability and safety 93.5 14 87.1 18

Human capital and research 45.7 30 47.6 30

Expenditure on education, %GDP 4.1 68 4.1 78

Gov't expenditures/pupil, secondary, %GDP/cap. 22.1 45 23.7 36

School life expectancy, years 15.8 22 16.8 17

PISA scale in reading, math and science 490.5 26 490.8 28

Pupil-teacher ratio, secondary 11.0 34 115 37

Hungary Gl Global Innovation Index 46.9 31 41.7 39
10 Innovation Output Sub-Index 454 23 35.1 37

Il Innovation Input Sub-Index 48.5 36 48.4 41

Institutions 73.5 38 70.7 40

Political stability and safety 84.5 32 81.6 29

Human capital and research 40.2 37 39.5 42

Expenditure on education, %GDP 4.9 44 4.2 73

Gov 't expenditures/pupil, secondary, %GDP/cap. 24.7 30 16.2 72

School life expectancy, years 155 30 154 38

PISA scale in reading, math and science 495.7 24 474.4 36

Pupil-teacher ratio, secondary 10.2 29 10.3 27

Poland Gl Global Innovation Index 40.1 49 42.0 38
10 Innovation Output Sub-Index 32.4 64 33.8 41

Il Innovation Input Sub-Index 47.8 39 50.2 37

Institutions 74.4 35 75.6 33

Political stability and safety 92.8 16 85.0 26

Human capital and research 37.6 45 36.5 48

Expenditure on education, %GDP 5.0 42 4.9 55

Gov 't expenditures/pupil, secondary, %GDP/cap. 23.3 40 221 45

School life expectancy, years 154 31 16.4 25

PISA scale in reading, math and science 501.1 15 503.9 17

Pupil-teacher ratio, secondary 10.4 30 9.5 20

Slovak Gl Global Innovation Index 42.2 36 43.4 34
Republic 10 Innovation Output Sub-Index 36.2 45 37.2 35
Il Innovation Input Sub-Index 48.3 37 49.7 39

Institutions 77.4 27 745 34

Political stability and safety 89.8 22 87.0 19

Human capital and research 39.5 41 34.4 53

Expenditure on education, %GDP 4.1 73 4.1 79

Gov 't expenditures/pupil, secondary, %GDP/cap. 19.0 62 19.7 53

School life expectancy, years 14.7 41 15.0 49

PISA scale in reading, math and science 488.1 28 462.8 41

Pupil-teacher ratio, secondary 12.0 42 111 32

Source: Global innovation index 2013, 2017 (OECD 2017; OECD 2016; OECD 2015; OECD 2014; OECD
2013)
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However, all countries experienced a significant drop in their expenditures on education in
the GDP in 2013-2017. The governments’ expenditures on the pupil are growing in Czech
Republic and Slovakia, light decreasing in the Poland and dramatically decreased in Hungary.
In relation to expenditures on the pupil, it is interesting to note that in PISA results a small
increase is recorded in Poland, the stable situation in the Czech Republic and in Hungary and
Slovakia there was a decrease. It’s important to say that knowledge workers as well as in
research and development expenditures as the indicators in Gll the Czech Republic has taken
the first place, where Hungary, Poland and Slovakia follows in order the rest scores.

3. Better life index level in V4 countries

For the indicating and evaluating the well-being in the different countries is possible to
use several indices. (Chaaban et al., 2016; Yang et al., 2013; Akan & Selam, 2018; Durand,
2015) We choose the better life index because it is less sensitive to income effects than
Human Development Index. (Chaaban et al., 2016) The better life index includes more
dimensions of life balance and life conditions express by quantitative and qualitative
indicators. (Stofkova & Stofko, 2016; Durand, 2015) The partial indicators are devoted to
explain or describe the state of life conditions in countries as well as the perception of these
conditions. Index deals with 11 areas connected to the life condition described by 20
indicators (see table 2).

Table 2 Changes and differences of partial indices of better life index in V4 countries in 2013-2017 years

Ccz H PL SK
Indicator difference difference difference difference
2017-2013 2017-2013 2017-2013 2017-2013
. Dwellings without basic facilities -0,1 -0,4 -1,3 0
Housing ) )
Housing expenditure -1 -2 -1 -1
Rooms per person 0 0,2 0,1 -0,1
Income Household net adjusted disposable income 4146 2963 3535 3583
Household net financial wealth 9509 10899 5775 3048
Jobs Long-term unemployment rate -1,09 -2,94 -0,91 -3,19
Personal earnings 4410 2274 6115 4173
Community Quality of support network 0 -6 -2 2
. Educational attainment 1 2 2 1
Education _
Student skills 1 -22 3 -25
Years in education -0,5 -0,9 -0,5 -0,5
Water quality 3 0 1 1
Civic engagement  Voter turnout -4 15 0 1
Health Life expectancy 0,7 0,7 0,7 0,6
Self-reported health 2 1 1 4
Life Satisfaction Life Satisfaction 0,3 0,6 0,1 0,2
Safety Homicide rate -0,9 -0,1 -0,3 -0,7
Employees working very long hours -1,81 -0,05 -0,56 -1,34
Work-Life Balance Time devoted to leisure and personal care 0,72 0,16 0,22 0,23

Source: OECD, Data extracted on 29 Mar 2018 09:50 UTC (GMT) from OECD Stat (OECD)
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The differences among the V4 countries indicate that the changes of the state of life
conditions are significant. The same direction +/- are in 11 indices, the tendencies in 9 indices
are different. There are caused, in particular, by demographic and social influences, in
particular by the decline in natality, the changes in employment and the market conjuncture.

4. Comparison of better life index level in V4 countries

The classification of the OECD countries according to their well-being scores states all V4
countries in the 3th cluster. (Peiro-Palomino & Picazo-Tadeo, 2018). By Table 3 the
similarities among V4 countries are concentrated in the four topics. At the rank from 1% to 4™
the 4 topics there are, e.g. health, life-satisfaction, education and safety. By Balestra, et al.
(2018) the health, education and life satisfaction are the topics that matter the most to users in
OECD countries. The safety dimension is more important in the two of V4 countries (Poland
and Slovakia). No differences are at the 10" and 11" ranks, e.g. community and civic
engagement. More differences exist among five topics: environment, jobs, income, work-life
balance and housing. Minimum differences show the evaluation better life index between
Czech and Slovak republic. There are only 2 differences. The environment and jobs are less
important as work-life balance in Hungary and Poland.

According to OECD the better life index the best countries for living are countries from
Europe as Sweden, Norway, Switzerland, and Denmark.

Table 3 Comparison of well-being across V4 countries by better life index of OECD

Topic Cz H PL SK
Health 10,27 1 9,78 3. 9,72 3. 10,23 1
Life satisfaction 10,24 2. 10,49 1. 10,83 1. 10,16 2.
Education 9,78 3. 9,61 4, 9,84 2. 9,51 4,
Safety 9,73 4, 9,86 2. 9,60 4, 9,54 3.
Environment 9,37 5. 9,18 7. 8,56 9. 9,16 5.
Jobs 9,16 6. 8,36 9. 8,97 7. 9,03 6.
Income 9,08 7. 8,76 8. 9,34 6. 8,68 8.
Work-life balance 8,94 8. 9,32 5. 9,35 5. 8,86 7.
Housing 8,20 9. 9,25 6. 8,95 8. 8,37 9.
Community 7,50 10. 8,34 10. 7,67 10. 8,02 10.
Civic engagement 6,76 11. 6,21 11. 5,93 11. 6,59 11.

Source: OECD, June 2017(OECD, The better life index)

5. Conclusion

We are facing new tendencies and evolution in innovation, which is an important factor in
economy growth and better standard of living. We can mention that innovation are not
replacing jobs by using high-technology, but its replacing risk jobs and employees which are
less reliable on the type of job. On other hand more knowledge workers are needed for
innovation and sophisticated market, which includes all kind of services as well as
knowledge-intensive business-services. This also leads in growth in the knowledge of
customer and therefore customer is more sophisticated in selection of the specific product,
which doesn’t fulfil the basic needs anymore. The customer also would like to be better
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informed about the product, design, the type of distribution, system of selling the product,
customization, and overall marketing used.

Better standard of living leads to better creativity, leads to obtain better jobs, less negative
externalities, and overall economy growth. In order to create this environment and
fulfilments, the healthy ecosystem and properly connected knowledge should be created. The
identification of differences in the tendencies of indicators of better-life index as well as the
direction and scale of these differences allows us to explore and then take action to improve
the state and level of the areas of life. Examining local changes in the V4 region in terms of
competitiveness and innovation on the one hand, and living conditions on the other, makes it
possible to perceive the impacts of globalization, technological and social change in
individual countries.
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Abstract. In the current context of globalization and permanent change, public investment is
the mainstay of economic development, based on which the progress and the quality of life
can be ensured both individually and at the level of organizations and communities. The
performance of a public investment strategy is assessed in terms of how it integrates the
economic, social and environmental priorities at local, regional, national and international
levels with the interests and needs of community members. The impact generated by public
investment programs can be analyzed from at least two perspectives. Thus, on the one hand,
they analyze the way in which they contributed to the development of the field of activity and
on the other hand, if they had positive or negative effects, difficult to anticipate, on the
beneficiaries of the programs, respectively the community involved. Impact assessment has
become an essential concern in theoretical and applied global research, with emphasis being
placed on the social component of an investment project. These research directions are
motivated by the fact that the public services must be oriented towards the satisfaction of the
community members. This research is dedicated to the analysis of alternatives assessment of
the social impact on the public investment, in order to increase their level of performance and
align with international standards. The results obtained can be a supporting element for public
decision makers who, based on a system of unlimited needs and a limited investment volume,
must choose the most successful projects.

Keywords: public investments, performance, social impact, community members

JEL Classification: H11, H43, R51

1. Introduction

In the recent decades, the issue of sustainable development and social impact has been
intensively discussed in the specialized literature, such concepts being recognized and
integrated in the public policy at the European and the world level. The concept of
sustainable development, launched since 1997, has made significant progress over the years
from a strategic and operational point of view, being an objective applied within the EU
Strategy for Sustainable Development. (Romanian Government - Ministry of Environment
and Sustainable Development - National Center for Sustainable Development, 2008) On the
basis of this strategy, the 2013 — 2020 - 2030 National Strategy for Sustainable Development
has been elaborated at a national level, which is a major benchmark for the design and
implementation of the principles of sustainable development within the public and private
organizations. The notion of sustainable development integrates new values in terms of the
community’s members and needs, which are elements of major importance in the forecast of
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the future towards a new dimension integrating the economic, social and environmental
progress. In the Report "Our Common Future”, also known as the Brundtland Report, the
World Commission on Environment and Development defines sustainable development as a
development based on meeting today's needs without compromising the chance of the future
generations to meet their own needs. (WCEB, 1987) The starting point of this concept is an
integrated approach of decision-making and policy factors developed because of the
harmonization of the economic growth level with the environmental protection. For example:
there is little evidence to test the policy assumption that public strategies contribute to health
improvement and reduce social inequalities in health. (Egan et al., 2010)

2. Social impact of public investment

The sustainable development perspectives are complex, global and multidimensional-
oriented in addressing social, public health, social exclusion and poverty issues, natural
resource shortages due to the inappropriate use thereof, and permanent environmental and
economic changes.

The quality and particularities of the social climate are the benchmarks for managing the
problems between the public institutions and other stakeholders. The current environment of
interaction among the members of the community are influenced by a low-level trust in the
public institutions, which discourages the development of their own values, mostly the
involvement at the community level. With a strong impact on the sustainable development,
the social climate must be participatory, so as the citizens can contribute to a proper progress
of the local activities by developing their personal aptitudes and therefore, the development of
the whole community. A participatory behavior in the social life should be encouraged and
supported by an increased confidence in the local and central public institutions, through the
interest shown for the citizens and the way of solving their necessities, by promoting certain
examples of good practice as for the interactions with and the solution for similar difficult
situations. Public authorities are aware of the importance of social impact of their projects. As
a result, they developed wind farms in such a way that minimises the total social costs of the
investment and which maximises its net benefits. (Begona & Hanley, 2002)

Recent studies show that public investment is more negatively affected by fiscal austerity
than public spending on pensions and unemployment. (Breunig & Busemeyer, 2012)

The solution to improve the social climate consists in a sustainable progress of the
economic status measured by the people’s increased well-being and a decreased inefficiency
of the public resources management. Furthermore, these days, "Aspects of globalisation are
jeopardising health by eroding social and environmental conditions, exacerbating the rich-
poor gap, and disseminating consumerism”. (McMichael & Beaglehole, 2000)

Measuring the social impact involves measuring the long-term social change and the
details of this change from the perspective of the social problem, the activities carried out and
the short medium term results of these activities. (Keyte and Ridout, 2016)

The social dimension and the impact thereto have become the priorities of the public
authorities, at least for the following reasons: it ensures an institutional credibility at the level
of the partnerships; it may contribute to a continuous improvement of the actions and
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provided services, and may distinguish from other similar organizations. (Meldrum et al.,
2016)

Consequently, in order to find out if a public programme benefits society as a whole,
additional effects have to be considered, such as the number of new jobs generated and the
impact on the public budget. The cost is deducted from these social benefits and if the net
social benefit is positive, then it is a reasonable investment of public funds. (Kuckshinrichs et
al., 2010)

The essential conditions to be ensured by the public institutions, to which all citizens
should have access, should avoid an inappropriate use of material, human, financial, and
technological resources, should provide social protection services and assume its
responsibility in the social areas, such as child protection, employment, higher education.
Through a free access to and a transparent process of the foregoing conditions, the
beneficiaries need to be stimulated to interact with the responsible institutions, thereby
ensuring an increased level of trust and connectivity between such entities.

Failure by the public institutions to solve the above problems had a negative impact on the
social environment and the environment, with certain consequences occurring in the form of
unsustainable medium- and long- term programs and projects.

The implementation of the principles of sustainable development may also be assessed
from a perspective of a socially generated impact and the way of diminishing, even
eliminating the social issues within a reasonable timeframe.

The assessment of the social impact on the public policies in Romania is carried out
differently from other economically, demographically and territorially comparable countries
of the European Union. The gap, in terms of the usage methodologies and results against
other countries is also justified by the fact that the public administration's vision is addressed
from a limited unitary perspective. That would allow a balanced and strictly necessary
consumption of resources, correlated with a human and natural capital, at the local, regional
and national level, while the process of transparency of any public decision-making is still in
a position of improvement. (Ministry of Regional Development and Public Administration,
2014)

In the current context, in the view to achieving the objectives of sustainable development
and to materializing thereof in an appropriate social impact, it is necessary to establish
partnership relations between the citizens, the members of the social community, the local
decision-makers and the civil companies, economically, socially, culturally and ecologically
correlate the use of any resources.

The most relevant principles of sustainable development to be observed in the context of
the impact are encouraging both citizens’ and business partners’ active involvement in the
decision-making process, ensuring good relations of solidarity between generations, ensuring
the protection of the fundamental human rights. Also another principle refers to encouraging
the population to follow an open and democratic vision, harmonizing public policies with the
qualitative level of governance, and implementing new methods to ensure the efficiency of
any investment and economic performance through impact assessments. (Romanian
Government - Ministry of Environment and Sustainable Development - National Center for
Sustainable Development, 2008)
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As for the way to monitor the observance of the principles of sustainable development
through strategy the European Commission has established periodic implementation and
follow-up procedures by reports submitted each two-year period, to identify the extent of
meeting the concerned issues. (Romanian Government - Ministry of Environment and
Sustainable Development - National Center for Sustainable Development, 2008) However,
the need to use tools to monitor and validate the social impact is marked by the existence of
several methodological deficiencies, from the perspective of using a set of coherent indicators
to ensure the connection of the involved fields and a transparent system for collecting and
interpreting the information.

The efforts to implement an effective monitoring system have intensified due to current
connection problems and compatibility between the empiric and standard approaches in the
areas that imply social impact and sustainable development.

The social impact on projects should not be deal with only from the point of view of the
public institutions, especially since the various private entities have been involved, over time,
in the provision or monitoring of the public programs or projects. Motivated by this partial
transfer of responsibility, the social interests may become convergent over time and may
change from a public to a private character. The joint actions of the private and public
companies should be promoted in a transparent manner, being a support of a high degree of
endogeneity in meeting the public interest. (Mahoney et al.,, 2009) When it comes to
dimension the amount of investment to accompany any level of protection, a new issue raises
up - government's choice problem. "When deciding on the level of protection to provide now,
the government must take account of the option value of increasing the level of protection in
the future”. (Kousky et al., 2006)

An agreement on certain indicators is a continuous concern of the Office of Statistics of
the European Community (Eurostat), the United Nations Economic Commission for Europe
(UNECE) and the Organization for Economic Cooperation and Development (OCDE), not
only for the financial component, but also for the social and ecological factors. Romania
supports this process through the National Institute of Statistics, which collects the data and
afterwards sends the resulting indicators system to Eurostat, as regards the available data. In
this stage, it is necessary to develop an effective system of inter-institutional cooperation, to
quantify the specific elements of human and social capital and the capacity for supporting the
natural eco-systems.

The national sustainable development indicators are focused on the key- priorities, just to
allow comparing the local to the international performances, but also to the objectives of the
EU’s Strategy of Sustainable Development. (European Commission, 2016) The
recommended indicators are permanently correlated to the entire expected outcomes, but also
to the availability of collected data, respectively the transparency level thereof.

The assessment of the social impact on the public projects is carried out individually, and
it is not regulated under an integrated perspective, from the design phase to the monitoring
and control phase. In this respect, each organization has tried to adopt and use the best
solutions, in line with the local context, without an unitary acknowledgement.

Moreover, several adopted solutions proved major limits, as for the manner used to collect,
to confirm and to check the needed information.
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The results obtained in the assessment and monitoring of the social impact during the ex-
post phase of assessment cannot be directly correlated to the assumed objectives, and in such
case, the outcomes of the public project cannot be considered as having high efficiency.

An example for a successful project is represented by "social enterprises that are being
promoted as responsive and innovative way to deliver public services. As part of this
promotion, these organizations are being required to demonstrate the social and economic
value they generate.” (Millar & Hall, 2013)

Another issue in the process of assessing social impact is related to the moment when
social impact arises, which is associated as an effect, as referred to the moment of effort
consumption. In most situations, the possibility of checking the generated social impact is
delayed by a considerable time, sometimes-even years, and the effect is more a consequence
of several events and less a result of the project.

The social impact of the public projects is also strongly influenced by the evolution of
collateral scopes, e.g. education, health protection or adult’s education policy, as such aspects
may socially and positively influence the size and outcomes of the impact. In this case it is
necessary to apply a designation process, which involves the calculation of the corresponding
percentage (the proportion of the result attributable to the project) as compared to other
results related to the environment of evolution.

The specialized literature recommends using the social return on investment as a solution
in the process of substantiating the public projects. (Nicholls et al., 2012) Among other
models and tools, the Social Return on Investment (SROI) serves as an instrument of causal
contribution analysis. (Manetti, 2014)

Present findings from an evaluation through social return on investment analysis of
transport that provides access to workplace, training and childcare in rural Highland Scotland
showed that social benefits outweight the investment by 3:1. (Wright et al., 2009)

The social return on investment - SROI is a methodological framework for measuring and
assessing the social impact and the way in which value is created, the latter being focused on
reducing inequalities, on avoiding the process of environmental degradation by integrating the
costs, and the social, environmental and economic benefits. (Nicholls et al., 2012)

The use of SROI in the substantiation of the projects refers to the concept of social value,
quantified in monetary terms, motivated by the fact that the monetary unit has a common,
useful and widely accepted feature. As compared to the classical profitability rates, SROI
completes the financial projections with quantitative and qualitative information regarding
the changes in the quality of life, the balance of resources consumption, and social protection
indicators.

In the context of this approach, it is necessary to harmonize decision-making factors
locally, regionally, nationally and in the society, and to follow up each stage of
implementation of the public programs and projects.

Social impact assessment requires the creation and development of collaboration and
coordination relationships between the community members and the decision-making public
institution.

A difficulty in ensuring the social impact of the public programs and projects is also
generated by the local authorities’ rigidity and incapacity to involve the community in
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managing and deciding on public investment, with an impact on the citizens and the
environment in which they operate. It is the responsibility of the local public authorities to
use and maintain the economic, environmental and social infrastructure, as well as the
planning and establishment of methodologies and environmental legislation. Given these
primary responsibilities of the local public authorities, they must take into account that the
investment decisions involve an increased level of technology that may have a direct impact
on the environment (e.g., waste management, wastewater treatment, noise mitigation).

According to the research conducted by the United Nations Centre for Human Settlements
— UNCHS (Habitat) and the International Environmental Technology Centre of the United
Nations Environment Program — UNEP, the public authorities may contribute to sustainable
development and social impact though two major means. The first refers to the capacity of
becoming aligned to the regional national and international standards and programs in the
scope of sustainable development, while the second aims at ensuring effective public
investment programs by the responsibility and use of socially innovative technologies and
environmental protection. (United Nations Environment Programme, 2009)

3. Conclusion

The social impact of the public investment programs and project has become a major
priority of the local and central authorities that can no longer neglect such a component, both
from a strategic and operational point of view. However, only a stable economic support, an
integrated strategy of sustainable development, a better involvement, and a higher efficiency
and transparency of the local public authority can ensure a medium- and long-term social
impact. Most often, social impact assessments are significantly affected by the frequent
changes in the objectives and interests of the political decision-makers, who, by their power,
may ignore the principles of economic and social sustainability. (Romanian Government,
Ministry of Labor, Family, Social Protection and Elderly, 2015) Given such permanent
changes in the strategic orientation of the society and the problems it faces, | consider that it
IS necessary to reevaluate the correlation between the regional public investment programs
and the real capacity to support the natural capital and the assumed social objectives.

| consider that the social impact assessment should be extended from the first stage of
project preparation (indicators related to the project documentation) to the entire life cycle of
a public program or project. In the first stage, the indicators, such as SROI, are considered to
be sufficient to substantiate the project, but for its performance it is necessary to develop new
methodologies with specific tools to be used during the implementation and operation stage.

Such incorporating approach cannot be assured without establishing certain requirements
and restrictions for this article type, to which the projects may refer from a social point of
view. Positioning the economic, social, and environment objectives in a competitive system at
the level of the project may impact its performance on medium- and long-term from different
efficiency viewpoint: social, financial, and environment. (Loveridge, 2016) The three
categories of objectives must be strategically and operationally harmonized, to determine a
constant and positive evolution. The social impact assessment in the public projects shall be
carried out in the context of an in-stages approach, which takes into account the social
problems as for the form of existence and the means of identification thereof, and the
activities necessary to solve these issues, as well as the change generated by such activities.

2481



18" International Scientific Conference Globalization and Its Socio-Economic Consequences
University of Zilina, Faculty of Operation and Economics of Transport and Communications, Department of
Economics 10" — 11" October 2018

The potential solutions from this perspective shall be based on the principle of sustainable
partnership between all entities directly and indirectly involved in the project. The reason of
such approach is justified by the fact that the impact, regardless of its nature, is generated by
one party and acknowledged by other parties. This requires transparency, appropriate level of
recognition, convergence of objectives, while such aspects are hardly implemented at the
local and regional level.
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Abstract. The performance of public investment is a complex concern of organizations
interested, on the one hand, in increasing the allocated volume but also in identifying the best
methods of use. An important component in assessing the performance of public investment
is represented by the different types of impacts generated. Globalization has directly
influenced the nature and dynamics of public investment projects, in terms of both increasing
transfer speed efforts especially the expected effects. On the one hand, competition for
resources has led to an increase in costs, and on the other hand, the expected performance
level of the results has shifted to the international level. This paper is dedicated to a research
on the possibilities of assessing the economic impact on the public investment. The economic
impact is analysed from the perspective of organizations involved throughout the life cycle of
the public investment project with a specific indicator system. The motivation to choose the
economic impact for the present research is related to the issue of the sustainability of public
investments. Research results highlight how public investment projects can generate a
positive economic impact on the community level. The relevance of the results is ensured
from the perspective of public decision makers, who can use new selection criteria in the
project substantiation process. Public decision makers can thus, identify and promote those
intelligent investment projects that generate medium- and long-term results with stimulating
effects on local economies.

Keywords: public investments, economic impact, performance

JEL Classification: H11, H43, R51

1. Introduction

The economic and social development of the communities is influenced by the way their
representatives define and implement sustainable development strategies, according to the
local and regional needs and also to the macroeconomic envisaged objectives. In the big
picture of the supporting elements of the sustainable development strategy, the financial
vision and the implemented financial management are extremely important in the context of
corporate challenges and conditions related to the availability of resources. For the period
between 2014 and 2020, Romania, as member state of the European Union, plans to increase
the capacity of local and central public institutions to attract and efficiently and effectively
use available European funds, having as final goal a higher performance level of provided
services. The modern vision on the public system aims to consolidate a position of technical,
economic and political basis to develop and implement major country projects and to sustain
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economic growth and improve competitiveness. (Ministry of Regional Development and
Public Administration, 2014)

The effects of the global financial crisis are felt at the level of local and central financial
capacity. Although desirable, the process of financial decentralization of the public
administration faces major difficulties in terms of how resources are allocated and the impact
generated by them. (Slijepcevic, 2018).

The motivation for the development of this research is related to the increase of the level
of economic vulnerability of the communities. In this way, complex preoccupations for the
determination of the Economic Vulnerability Index (EVI) have been developed by the United
Nations Development Policy Committee. This index has the advantage of capturing only
independent factors of a strict economic nature related to a particular country, but also by the
influences of other categories of factors and risks. (Gnangnon, 2018).

2. Body of paper

As main support of development, public investments are a priority for the central and local
administration, constantly preoccupied to increase their volume, but also to ensure a superior
performance level.

If in regards to the capacity to attract public funds, public authorities initiated training
programs and developed the institutional capacity, the manner in which these resources are
used remains a challenge according to the principles of sustainable development.

The performance of public investment projects is a major request for the responsible
human resources aiming to define such requests specifically, even in the foundation stage,
and also the manner in which it is quantified and evaluated in the exploitation stage.

The main objective of the present study is related to the manner in which public projects
may generate an economic impact on communities’ level as well as how it can be identified,
evaluated and replicated.

The reasoning of this study is related to the need of developing a methodological
framework for the evaluation of economic impact of public investments so that they become a
catalyst of the growth processes, both locally and centrally.

The academic literature proposes various evaluation methodologies of the impact of
investment projects, structured on four relevant dimensions. These four dimensions are
structured in figure 1.

Figure 1: Relevant dimensions for measuring the impact in investment projects

Estimation of the Planing and Monitoring of the Evaluation of the
impact quantifying of the impact impact

impact

Source: (Ivy & Staskevicius, 2015)

The first stage refers to the manner in which the impact of a public investment project can
be estimated based on the existing information from similar projects, from the experience of
other entities or from any other available source. This stage is crucial for the foundation and
approval of the project based on the estimated impact. The quality of this dimension depends
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on the human resources experience involved and on the access to information. The higher the
originality of the project, the more difficult is to estimate the economic impact and it requires
a more detailed research work.

The planning and quantifying dimension refers to the manner in which the estimated
impact is planned in terms of time and quantified in terms of quantity and quality. The
performance of this dimension is influenced by the specificity of the project and the
assimilated time frame and also the reasonable and objective possibility to quantify. In this
respect, defining of specific indicators for quantification must be supplemented by the
instrument recommended to be used and, if the case, by an analysis and comparison scale.

In fact, to monitoring of the impact means to apply the methodologic framework,
previously defined for the project being implemented so that the generated impact is
consistent with the estimated one in terms of categories, volume and associated quality. The
human resources responsible for monitoring, available time, possibility to use the instruments
and reporting manner are relevant to this dimension.

The last dimension specific for impact evaluation refers to the post-implementation period,
when the total generated effects and the accumulated and disseminated good practice training
are relevant. The approach of the economic development process is also analysed by the
academic literature from the perspective of the polarization pattern, which considers criteria
such as: number of people and their amenity; economic power and competitiveness; master
education level; territorial representation and perspective to support the regional
consolidation process. (Peptanatu et al., 2009)

The comparison between the total generated and ex-post quantified impact and the
estimated one is a priority component when assessing the performance of the investment
project. The specificity of the public investment projects is determinant when assessing their
economic impact. In many cases, it is considered that public projects result from real and
actual needs to be resolved by the representatives of the communities, irrespective of the
generated costs or generated impact.

The development priorities correlated with the volume and availability of resources require
a change of attitude in the strategic approach of investments, one that considers the economic
impact. This change can be also justified by the fact that performance on a community level
is also sustained by the development of the public — private partnership based on principles of
mutual transparency and efficiency. The harmonization of public and private interests
obviously includes the generated economic impact and its medium and long-term growth
possibility. (Mahoney et al., 2009)

Other relevant features of the processes such as causality and comparability also influence
the evaluation of the economic impact of public investments. The former refers to the fact
that the managers, the administrators and the political decision factors must analyse if the
economic impact is the result of the project or of a favourable circumstance, case in which
the decision may be based in a counter-fact analysis, respectively based on the evolution of
the community if the project did not exist. (Duflo et al., 2008), (Brest & Born, 2013)

Authors such as (Agénor & Moreno-Dodson, 2006, Fourie, 2006) underline the fact that
the public investment projects may trigger economic effects such: decrease of production
factors cost and of natural resources by easier access. Other effects can be growth of human
resources productivity by improving life conditions, creating new jobs by implementation,
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exploitation and maintenance of achieved investments, but also by improving education and
health standards

The classic investment management measures the economic impact of investments by
using standard indicators, such as financial and economic profitability or market value,
compared with regular values set as average marks in the field (McGahan, 1999). The
difficulty to apply regular standards increases significantly when we refer to public projects
such as quality of education, environment infrastructure or crime prevention.

On a national level, Government Resolution no. 907 of 2016 regulates from a legal point
of view the evaluation actions of the economic impact, the drafting stages and the framework
content of technical and economical documentation on investment objectives/projects
financed from public sources. According to those laid down in this legislative framework, the
economic impact is identified and evidenced on a concept level, on the level of the design
theme, as well as in the feasibility and pre-feasibility study (if the case). From a quantity
perspective, the economic impact is estimated and quantified based on the economic
efficiency indicators; the most frequently used are the internal profitability rate, the updated
net income and the return on investment time.

The main disadvantages of this methodology are related to the following aspects: the
indicators are calculated based only on estimations; forecasts, some of which may be
subjective, the accuracy and validity of the information used for computing cannot be
objectively checked and validated. The values of the indicators cannot be updated in case of
change in the evolution of the project environment, but also the fact that the indicators’
values are not used during the exploitation or sustainability analysis period.

In this context, | see it is necessary to approach the evaluation process of the economic
impact of public investments. This methodologic proposal to evaluate the economic impact of
investment may be a relevant technical instrument for the deciding factors that aim for
superior performance level of the investments.

Figure 2: Methodology proposal to evaluate the economic impact

Proposal 1. Identifying the Proposal 2. Defining the set of relevant
stakeholders interested in the indicators for the evaluation and monitoring of
economic impact economic impact

A

Proposal 5. Implementation of a
transparent and objective system to Proposal 3. Cost evaluation of economic
promote results and financial non intervention

Proposal 4. Defining of actual time marks
to monitor impact

Source: (own representation)
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The evaluation of the economic impact of public investments considering the four
dimensions as presented in this proposal envisages first to identify the categories of persons/
organisations or other categories of entities that may be economically affected by the future
project. This category includes individuals, community residents, economic and private
organisations that produce goods and render services, public entities, local and regional
associations and foundations.

They can perceive the economic impact in different manners and this is why the academic
studies for the foundation of public investments must include specific elements for each
category. Identifying and quantifying the positive economic impact is mandatory for the
owner of the investment, but I also think that the negative impact should not be neglected and
it is important to propose mitigation measures still in the project stage.

The identification and analysis of stakeholders from economic perspective must also
consider the specificity of the activities included in the proposed project or the field of
implementation. To include a very large number of stakeholders, who are not relevant or who
benefit from an economic impact, but from another project, may influence the result and
implicitly the decision to finance the project. (Nicholls et al., 2009)

Restrictive use of quantitative methodologies, such as ROI, can in some cases lead to
incorrectly-grounded decisions. Possible dysfunctionalities can be determined by the fact that
a meta-analysis is performed, and the perspective of calculating costs, discount rate and time
horizon may be different. (Masters et al., 2017)

As per the principles included in the public administration consolidation strategy of
transparency, professionalism, predictability and customization to needs/receptivity, the
founding documentation of the public investment must also recognise the potential negative
economic impact and propose solutions.

A second proposal to improve the evaluation framework of the economic impact envisages
defining some specific indicators, considering the categories of entities influenced by the
project, as well as the method to quantify and subsequently monitor these indicators. If
indicators can be proposed rather easily considering their diversity in the academic literature,
measuring them and assessing the associated period may create certain difficulties.

From this perspective, we consider as useful to define an optimal number of economic
impact indicators associated with categories of public investments and potentially involved
entities. One must identify for each indicator the composing scales, the method to pick data,
but also a benchmark system, which allows one to assess the potential performance. The
benchmarks and their associated features can be defined considering the existing history at
the level of central authorities, with tasks in the field of financing and monitoring.

We propose to build the indicators considering some major criteria of general interest for
all the entities involved, respectively: economic efficiency, relevance, economic sustainability
and good practice training.

Another proposal of the present research is to include the elements related to non -
intervention cost in the financial effort indicators of the investment project. The latter must
reflect the potential loss from an economic perspective in case the project is not implemented.

2488



18" International Scientific Conference Globalization and Its Socio-Economic Consequences
University of Zilina, Faculty of Operation and Economics of Transport and Communications, Department of
Economics 10" — 11" October 2018

To substantiate this cost component it is necessary to estimate losses based on similar
situations, at the level of comparable communities from the perspective of development
degree and demography.

The fourth direction to improve the evaluation process of public investments economic
impact envisages defining some actual time marks as reference intervals when the selected
indicators are recomputed and subsequently the management and operational decisions are
optimised. These reference intervals can be set considering the manner and the period in
which the economic impact appears. The subsequent decisions based on the new values of the
indicators may envisage optimising the subsequent resource consumption, to identify and
capitalize on the new opportunities from economic perspective.

The period associated with monitoring the project indicators must be correlated to the
dimension of the impact in the sense that a major impact, which influences the improvement
of life conditions, may be evaluated only after it manifests accordingly.

Another proposal related to the evaluation of the impact is oriented towards the
implementation of a transparent and objective system to measure the impact. Most frequently,
the local or regional responsible persons are allowed to design and implement their own
system and to subsequently provide only the results. This situation generates a major
vulnerability of the process, in the sense that performance and impact on documentation are
according to the communities’ expectations, but in reality, the difference between the two
values is very high.

The approach of public projects in terms of impact has to be correlated from the
perspective of the three relevant dimensions: economic, social and environmental. (Hussain et
al., 2018) Their integration must be done from the perspective of their efforts and effects, but
also because the lack of resources or the incorrect allocation determines the impossibility of a
positive impact.

Recent research in the literature has revealed that the study of the impact of the unique
dimensions of sustainability on the financial performance of organizations has reorientated
towards a total impact of sustainability, later transformed into a strictly economic - ecological
- social combination. (Alshehhi et al., 2018)

To define the both the quantitative and qualitative measuring methods of the impact still in
the documentation phase may be an improving solution. The objectivity and transparency
degree would increase considerably and the advantage to compare results would allow a
better allocation of resources at the level of the public financing entity.

Implementation of the proposal shall create several advantages for the decision-makers at

the level of public authorities, the most relevant being:

e to improve the allocation, use and monitoring system of financial resources;

e to increase the level of transparency, objectivity in the management of public
investments;

e to facilitate the implementation of a standardising system in public investments, as
reporting reference of any initiative, irrespective of the beneficiary, typology or
particularities;

e to ensure a level of consent with respect to the economic impact of the projects at the
level of all interested and involved parties;
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e to increase the integrability degree of the projects in the area of strategic objectives at
regional, country or field of activity level;

e to better understand the need of economic sustainability of public investments, even if
the effects appear on medium or long term.

The difficulties in the implementation of these proposals come from the existence of a
large number of public investments types, the significant number of entities involved in the
management of financial resources, the strong influence on the project of the implementation
place, of the subjectivity and various interest degree as opposed to the objectives of politic
factors and economic strategy. But the manner in which results are collected and reported,
how useful they are for other future beneficiaries and good practice training require modern
systems for information management that may generate additional costs and also efforts in the
field of informational and human resources.

The implementation of public programs and projects is conditioned by the country-wide
cost estimation methodologies. Developing common cost-cutting frameworks tailored to the
specificities of each country is useful from the perspective of investment standards,
considered to be the support of public policies. (Carroll et al., 2018)

3. Conclusion

A new approach of the evaluation of the public investment economic impact is the result
of at least two perspectives, asserted at both local and regional level. They are related on the
one side to the significant growth of needs at community level, in the context of a free access
to information and technology and on the other side to the ever-decreasing volume of
financial resources available to public entities. More and more, the economic impact becomes
a priority in the context of the need to capitalize on a superior level on the opportunities
offered by the community, to ensure development and sustainability. The politic and
economic objectives must be correlated still in the scheduling stage for medium and long
term so that the necessary convergence, the volume of resources and the time associated with
economic impact generation are ensured.
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Abstract. The most valuable component of the national wealth of the modern state is the
intellectual potential of the nation, which formes through an effective education system and
determines the competitiveness of the national economy and the prospects for its further
socio-economic development. The article deals with the problematic aspects of higher
education system on the example of economic education as one of the most important factors
of formation of intellectual capital in modern conditions of constant development and
globalization. It is noted, that the theoretical and practical failures of the neoclassical
direction of economic thought, which mainly constitutes the content of basic theoretical
disciplines in most countries of the modern world, largely determine the insufficient quality
of training for economic specialists. The article cites arguments disputing certain
methodological principles of neoclassicism and affirms the necessity of minimizing the use of
market methods in the sphere of education. The author also notes a certain conditionality of
the problems of higher education with the quality of the school educational environment.
Thus, the article confirms that the education system forms the intellectual capital of the
nation and should be considered as a necessary component of the state economic and national
security.
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1. Introduction

The most valuable component of the modern state national wealth is the intellectual
facilities of the nation.

At present, there is no doubt that it is necessary to preserve and increase it in order to
implement an innovative option for the national economy development. (Oreshkin, 2018) The
competitiveness of the economy of any country and the prospects for its further socio-
economic development mostly depend on it.

The formation of intellectual potential is carried out mainly through the education system.
Among other things, ensuring the proper quality of economic education is essential and
significant in this process. The state of the national economy and the prospects for its further

2492



18" International Scientific Conference Globalization and Its Socio-Economic Consequences
University of Zilina, Faculty of Operation and Economics of Transport and Communications, Department of
Economics 10" — 11" October 2018

development largely depend on it. It can be argued that the educational system is a necessary
component in ensuring the economic security of the state. (Kuporov et al., 2018)

Unfortunately, over the years of the current reform, the level of training of economic
personnel in the Russian Federation has decreased, which is noted in a number of
publications, the authors of which state the General weakness of intellectual and qualification
training of employees. (Blinov & Rudakova, 2013; Daskovsky & Kiselev, 2013)

2. On same problems of the education system

2.1 Theoretical and practical failure of neoclassical theory

It seems that the decrease in the quality of basic vocational education of economic
specialties is largely due to the questionable scientific and practical consistency of the
theoretical background of the system of economic disciplines — scientific concepts and theory,
the basis of existing educational programs in economic theory. In accordance with the current
teaching standards in the Russian Federation in the educational literature interpretation within
the neoclassical direction dominates. (Egorshin et al., 2007; Heskett, 2017)

There is the fair statement of the outstanding Russian economist of the 19th century M.
Tugan-Baranovsky: " Political Economy is the theoretical basis of the Economic policy".
(Rybakov, 2013) | want to continue with the words "like any professional activity of an
economist.”

The author of this article has already noted some theoretical inconsistencies and
contradictions of educational material presentation in this area of economic science in one of
the previous publications. (Dyshaeva, 2015)

In this article I would like to emphasize some features of the neoclassical theory
methodology and the quality of the material presentation in the educational literature, which
determine the content of the modern course of economic theory and ultimately its scientific
validity and practical significance.

A) The vast majority of topics in the interpretation of neoclassicists presuppose conditions
of perfect competition, although the present economic reality is fundamentally different. «n a
highly competitive labour market ... the equilibrium wage W. and the number of employees
Qc are determined by labor supply S and the demand for labor D.» (Brue & McConnell, 2016)
In the modern countries’ economic systems there are various forms and methods of state
participation and economic and social processes regulation, the growth of the monopoly
power of manufacturing firms with the development and consolidation of the scale of social
production, complemented by the processes of globalization and internationalization of
society economic life. In addition to the above, it is also necessary to take into account the
impact on economic processes of other social institutions: trade unions, national and
supranational economic, environmental and public organizations, etc., which also, in
neoclassical terminology, "violates the conditions of perfect competition.”

B) The unconditional rationality of economic behavior of economic entities and
consumers, which is supposed by neoclassicists, does not exist in real life at least due to
incompleteness and distortion of the information necessary for economic decision-making,
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different degrees of competence and integrity of persons making management decisions,
which is currently more or less "shadow™" activity in some countries, etc. (Calvo, 2018)

C) Unlike the classical school of political economy, neoclassics deliberately avoid
considering economic issues from the standpoint of the interests of certain social groups of
society, seeking ideological neutrality of economic analysis. In their theoretical schemes, they
also take into account human psychology, but this is a fundamentally different approach and
level of analysis: the subjective feelings of individuals as participants of economic relations
about certain economic phenomena without taking into account their belonging to a certain
social layer of society. This approach seems to be unproductive, because according to the
saying,"opinions differ”. As a result, the observed abstract reasoning on macroeconomics’
themes of dubious practical relevance.

D) Within the framework of the neoclassical concept, the authors consider mainly
quantitative characteristics of economic phenomena based on the active use of mathematical
methods — graphical, functional, limit analysis — without penetration into the essence of the
phenomena and designation of the most important objective cause-and-effect relationships in
economic processes. At the same time, if mathematical methods were considered by
economists-mathematicians of the 19th-20th centuries only as one of the tools of economic
analysis, in the theoretical concept of neoclassic mathematical methods often replace the
substantive aspects of economic theory, without providing an increment of economic
knowledge. To illustrate the discussed allegations refer, for example, the statement in the
section "Microeconomics” of educational material on the subject "labour market”. (Pindyck &
Rubinfeld, 1992) How much sense does it make to consider in a “perfect competition” (!)
interaction of functions of demand "for work "and offers" work™ (terminology of the operating
textbooks — a bus.) as a monolith and the formation of "the equilibrium amount of labor and
the equilibrium wage rate as the price of "labor”, without taking into account the elementary:
represented in the “labor” market the totality of the labor force is differentiated, at least, on
professional-qualification grounds? It is also well known that the amount of wages in real life
is determined by many factors. The experience of modern developed countries suggests that
the size of the salary of each individual employee depends on his professionalism, on the
length of service in general and in this very enterprise, in particular, on personal
characteristics (level of integrity and responsibility of the work, initiative, entrepreneurship,
degree of creativity, communication, etc.), adjusted to the social significance of the work
performed and the socio-economic situation in a country and, ultimately, is reduced to a
monetary assessment of the value of labor force quality, that consistently and scientifically
stated in Marxist economic theory.

E) It is necessary to mention one more drawback of the neoclassical methodology: the
passion for graphic interpretations for the sake of the presentation clarity of the material
forces the authors to simplify the phenomena under consideration so much that the analysis
falls out of consideration more important than the factors taken into account. This leads to
the results of doubtful reliability, or "reset" them. For an example, let us turn to the topic
"fundamentals of supply and demand theory". The interpretation of the market pricing
mechanism by A. Marshall (the author of this theory) bypassing the theory of value, and even
in conditions of perfect competition in itself raises questions. (Chepurin & Kiseleva, 2009;
McConnell, 2003; Samuelson & Nordhaus, 1997; Fisher et al., 1998) Let's turn to the
following. As the main factor influencing volumes of the goods offered for sale, its price is
considered. The reasons could be found as following. Economic reality is replete with many
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factors that can have no less significant impact on the volume of the goods offered for sale:
for example, the condition, novelty and, consequently, the performance of technological lines,
the price policy of manufacturers and trade organizations; the regional market situation; the
presence and content of the market with substitute goods; the degree of monopolization of the
industry market and the scale of shadow activity; the speed of development of fundamentally
new types of products by manufacturers to meet the same needs; the degree of involvement of
the national economy in the processes of international trade, etc. — all that is taken into
account in the normal case in marketing research and strategies. However, for the sake of
clarity of presentation of the material, for the opportunity to give a graphical interpretation of
an issue, A. Marshall is forced to consider the functional dependence of supply on the same
factor as that of demand. It is fair to say that the consideration of this issue by A. Marshall
also involves taking into account some non-price factors that affect the supply, but only in
addition to the main, in the opinion of this economist, price dependence. Thus, the discussed
defect of the neoclassical methodology is manifested. Finally, due to the consideration of the
neoclassical interpretation of the market pricing process, attention should be paid to the
following. Back in 1817, the outstanding English classical school economist D. Ricardo,
analyzing the problem of cost and pricing, made an important conclusion: “the price of goods
is ultimately regulated by the costs of production, but not, as often claimed, the relationship
between supply and demand. Of course, the relationship between supply and demand can
influence on market value of goods ... But this effect will last temporary". (Kostyuk, 1998)

F) The next point is the fact that the authors-developers of neoclassical postulates are not
confused by the weak correspondence of the abstract theoretical schemes of objective
economic reality proposed by them. Both the conditions of the notorious perfect competition,
and the unconditional rationality of economic behavior, and the completeness and reliability
of commercially significant information for making validate decisions, and the rational use of
resources — all this is poorly correlated with real economic processes. However, all of these
neoclassical analysis prerequisites assumed in each training topic section "Microeconomics".
How can we build logical chains of reasoning, based on obviously unrealistic assumptions?
And what is the sense of such theoretical constructions for economic practice? It seems that
the interest of the thinking students to the educational courses of the marked theoretical
fullness disappears during the educational process, which causes a part of the student
audience a formal attitude to learning. How can we build logical chains of reasoning, based
on obviously unrealistic assumptions? And what is the meaning of such theoretical
constructions for economic practice? It seems that the interest of the clever students to the
educational courses of the marked theoretical fullness disappears during the educational
process, which causes formal attitude to learning of a part of the student audience.

In our opinion, modern course of economic theory should be based on theoretical heritage
of scientifically wealthy and having practical significance of schools and directions of
economic science, objectively setting out and explaining the essential economic processes
that ensure the integrity of the perception of socio-economic society life, allowing to develop
scientifically sound and effective solutions on socio-economic policy of organization and
state. Such is the classical school of political economy in its most systematic and scientific
Marxist version, developed and later supplemented by studies of Russian and Soviet
economists. Some ideas proposed in the framework of the historical school of Germany,
American classical institutionalism of the early twentieth century, Keynesian economic theory
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in terms of the justification of state regulation, German ordoliberalism are also useful and
significant.

2.2 Negative consequences of the market approach in educational activities

It seems that the educational environment is a specific sphere of activity where market
instruments and methods should be applied in a limited and cautious manner. It is
unacceptable to consider and use education only as one of the areas of entrepreneurial activity
in order to extract income. Market mechanisms, supplemented by the necessary state control
and regulation, are good and effective in certain areas of activity, but in the educational
sphere in its pure form are not appropriate, moreover they are destructive.

Fundamentally different criteria, approaches and values should be used here. The
educational system should function under the state patronage, implementing a balanced and
responsible strategy of the state to form and build the intellectual national potential in order
to develop its productive forces, strengthen the competitiveness of the national economy.
Ensuring the effective functioning of the educational system should be one of the country’s
leadership priorities (Thompson, 2017).

Unfortunately, current Russian universities, immersed in the market element, are forced to
"earn money" to finance the necessary areas of their activities often to the detriment of the
institution quality parameters. This applies, for example, to the recruitment on a commercial
basis of students with low educational potential.

It seems that in order to create comfortable conditions for capable students to study, and
teachers to work productively with students susceptible to new knowledge and, thus, to ensure
the proper quality of the educational process, it is necessary to return to the recruitment of
applicants on the competitive selection basis. It is important that only young people with
abilities and motivated to study on the chosen profile, who already have a certain educational
and intellectual potential, get to the student audience.

At the present time, with sharply different starting potential enrolled in study groups, the
study conditions of "good" students are becoming more complicated. Trigger destabilizing the
atmosphere of the training class factors: beginning from the disciplinary points to the
educational material substantive content.

In addition to this problem, there is another ethical aspect. Why accept applicants with
clearly insufficient accumulated educational potential, realizing that such students are likely
to be expelled at the end of the next sessions? Why force the families of these students to bear
the waste of money in the form of tuition fees, to complicate the working conditions of the
teaching staff, as well as to worsen the educational environment of students capable of
learning?

It seems that there is no alternative to return to the financing of education mainly at the
expense of budget funds and to restore the systematic training of specialists in various fields.
This is eloguently evidenced by the experience of modern developed countries and the
domestic experience of the Soviet period.

Educational processes should be under the control of the state — this, along with the full
budget financing of science and a comprehensive socio-economic policy of the state, is one of
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the strategic components that can provide an innovative option for the development of the
national economy.

It is necessary to return to the recruitment of applicants on the competitive selection basis
in order to let only those youngsters get into the student audience who have the ability and
motivated to learn the chosen profile, who already have a certain educational and intellectual
potential. This will ensure that the efforts of the teaching staff will achieve the goal and, most
importantly, that the trained specialists will demonstrate the proper level of qualification and
professionalism.

Competitive selection of applicants will also guarantee that public funds will not be spent
in vain, and will be a reasonable public investment in the formation of human capital for the
national economy.

2.3 The roots of many problems of higher education - in the imperfection of the school
system

Some significant problems of higher education "“train stretch” from school. The overload of
school curricula, the inclusion in large volumes of "premature” information, which is then
duplicated already in University courses in the relevant academic disciplines, heavy style of
presentation, texts (in English, for example) of dubious artistic and educational value cause
diligent students, conscientiously trying to master this whole array of information, mental
disorders up to suicide; the rest of the mass-a persistent aversion to the subjects of such
fullness and to the learning process as a whole. In the latter case, it develops a formal
relationship to educational activities, reflected at the stage of learning in high school: instead
of execution of obligatory works — purchasing control, course, diplomas, etc. for reports on
the academic disciplines. (Gritsenko et al., 2018) This is a separate and very sick problem of
the educational system of the Russian Federation: the real educational process in this case is
replaced in fact by imitation of educational activities. (Harris & Jones, 2018)

It seems that school curricula should be structured in such a way as to ensure General
literacy in certain subjects to the extent necessary for the successful assimilation of University
subjects. At the same time, great attention should be paid in the framework of school
education to the acquisition of knowledge of humanitarian, cultural and aesthetic character
(national and foreign languages, literature, history, geography, ethics, ecology, etc.), since it is
about the organization of the educational process at the stage of active personality formation.
The school education result is the baggage of General cultural knowledge with which a
person goes mainly through life in the future. (Benabou, 1996)

The pedagogical component of the educational process and the acquisition of work skills
are also extremely important for the formation of a harmonious fully developed personality. It
IS necessary to create conditions and financial opportunities for the development of children’s
creativity and sports and mass work, to instill in children an interest in this, to fully support
children's creative teams.

Creating opportunities for children and adolescents to try themselves in different types of
developmental activities is significant simultaneously in terms of their professional
orientation in the future (Coleman, 2003)

All mentioned, obviously, only can be called the process of education as a full and
responsible activity for the individual formation.
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In addition to educational tasks, such an organization of the case will be at the same time
the best prevention of child and juvenile delinquency. It is necessary to take into account
child and adolescent psychology: if children do not create, then get up!

Another problem that arises at the stage of education in school — the negative
consequences of educational activities computerization. Comprehensive computerization
gives students the opportunity to extract from the Internet ready work on academic disciplines
on any topic, which partly blocks, partly devalues independent thoughtful work on
educational material, prevents the formation of skills of independent research and the
acquisition of solid knowledge.

At the same time, the low quality of such "products” of the Internet and semiliterate texts
are of little concern to its "consumers™: it is possible to formally report such quality materials.
This is truly a "scientific and technical regression™ that causes destabilization and degradation
of the educational environment!

3. Conclusion

Thus, in order to increase the national intellectual potential, strengthen the economy
competitiveness targeted efforts are needed to improve educational activities. A responsible
strategy of transformations in the educational sphere should be comprehensive, cover all parts
of the educational system, be developed and implemented in accordance to national interests
with active state participation. The necessary direction of higher economic education
improvement is a fundamental content change in the educational course of economic theory.

In order to improve school education, it is necessary to balance the curriculum of some
lessons, abandoning the "premature™ information, which is later duplicated in University
courses. At the same time, it is proposed to provide and strengthen humanitarian and aesthetic
disciplines. The pedagogical component of educational process and the acquisition of work
skills are also extremely important for the formation of a harmonious and comprehensively
developed personality. It is unacceptable to consider and use training only as an
entrepreneurial activity aiming to generate income.

The educational system should operate under government patronage, implementing a
balanced and responsible strategy of the state to form and build national intellectual potential
in order to develop its productive forces and strengthen the national economy
competitiveness. Ensuring the effective functioning of the educational system should be one
of the priorities of the country's leadership. This, along with the science full budget financing
and integrated socio-economic policy of the state, is one of the strategic components that can
provide national economy innovative version.
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Abstract. The issue of food economy and agribusiness in the global economy is one of the
main interests of contemporary economists. The food industry as a whole, as a research area,
is also very important as well as the enterprises belonging to a specific sector. A research
entity are enterprises belonging to the WIG-food index listed on the Stock Exchange in
Warsaw, which are considered worth being a role model as regards their activity and in terms
of organisational and legal requirements that are imposed. Transparency of functioning of
joint stock companies and a requirement of submitting financial reports enables to study
a financial situation of the best entities of the food industry in Poland in terms of
organisational and financial aspects. A stock market index is analysed which belongs to the
indexes informing current and potential investors about a change of a price level of a given
company and presents the market trends in the specific time depending on a global situation.
The article also deals with an attempt to identify a competitive position of the companies of
WIG-food index that depends on a functioning in the global economy. In order to support an
assessment of achieved financial results by the analysed enterprises the studies will be
conducted with a use of statistical methods and strategic management methods that include
a time series analysis and a map of aims intensity.

Keywords: wig index companies, profitability, food industry

JEL Classification: O30, L66, F60

1. Introduction

In May 2004, in the period when Poland joined the European Union structures, the food
industry received a possibility of active economic exchange at the international level. The
main directions of food products export have become the European Union countries. The
time of Poland‘s accession to the European Union was the period of transformations that were
strengthened by the globalisation processes and the positioning of Polish enterprises on the
international market (Firlej, 2013; Firlej et al., 2017). The most important changes that took
place in the agri-food industry enterprises include modernisation, restructuring and
privatisation (Stoate et al., 2009; Swinnen, 2015). As a result of the introduced changes, the
enterprises belonging to the analysed sector were recognized as competitors of market-
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oriented activities (Duarte & Restuccia, 2010; Firlej, 2017). Market orientation is regarded as
a major prerequisite for being able to create superior customer value, which in turn is
regarded as a major determinant of competitive advantage (Grunert et al., 2005). The Polish
companies of agri-food sector used the favourable conditions that appeared after the Poland‘s
accession to the European Union structures and recorded a significant growth of the export
level. The increasing level of the agri-food products export encouraged the entrepreneurs to
expand their investments aiming at gaining a better position on the international market
(Eaton et al., 2004; Jonathan, et al., 2004). The position of the enterprises belonging to the
agri-food sector was mainly determined by its profitability and competitiveness (Karantininis
et al., 2010). Two factors had a decisive influence on the proper functioning of the enterprises
in the industry — taking advantage of appearing chances of development and dealing with
failures. Competitive adventage of an enterprise that was developed by the proper
management had a significant impact on the position of a given company (Firlej, 2015).
According to R. Urban the accession of Poland to the European Union structures had a vital
influence on the conditions of conducted activity, especially in the enterprises belonging to
the agri-food sector (Urban, 2006). A good example of enterprises that implemented a
strategy of the investment character are the companies belonging to the WIG-food index
listed on the Warsaw Stock Exchange. An implementation and application of the
management strategies of international character is possible in the companies conducting
their business activity globally as well as in the small and medium-sized enterprises.

Figure 1: The pattern of changeability of the WIG-food index value from 27.04.2011 to 04.03.2018.

Source: (Authors)

The aim of the conducted study was an attempt to classify the WIG-food enterprises
regarding the profitability criterion as well as to present how the achieved level of
profitability of a given enterprise reflects its cometitive position on a domestic and
international market. The performed research works aimed to select the most profitable
enterprises and to confirm the appropriateness of relevance of the adopted and implemented
strategies. A major concern was the agri-food sector and population, that was analysed, the
selected enterprises listed on the Warsaw stock exchange and belonging to the WIG-food
index in the years 2011-2018. The subindex WIG-food is a sector index and includes the
enterprises listed in the main WIG index (Warsaw Stock Exchange Index) belonging at the
same time to a several different food industry sectors. The WIG-food index was established
on 31 December 1998. Similarly to the WIG index, the analysed WIG-food index is an
income index, which means that when it is calculated the prices of shares contained in the
index as well as proceeds from dividend and pre-emptive rights should be taken into
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consideration (WIG-food, Index description). The trends in decrease and growth of the WIG-
food index value in the analysed period are presented in figure 1.

The following companies belonged to WIG-food index on 23.04.2018: AUGA Group AB
in Vilnius, Agroton Public Limited in Lugansk, GK Ambra S.A. in Warsaw, Astarta Hodling
NV with the seat in Amsterdam, Atlanta Poland S.A. in Gdansk, GK Colian S.A. in
Opatowek, Gobarto S.A. in Warsaw, Helio S.A. in Zabor6éw, Industrial Milk Company S.A.
in Kijow, GK Indykpol S.A. in Olsztyn, KSG AGRO S.A. in Luxeembourg, Kernel Holding
S.A. in Luxembourg, GK ZT Kruszwica S.A. in Kruszwica, Krynica Vitamin S.A. in Warsaw,
Makarony Polskie S.A. in Rzeszoéw, Marie Brizard Wine & Spirits in Ivry-Sur-Seine,
Milkiland NV in Amsterdam, GK ZPC Otmuchow S.A. in Otmuchow, Ovostar Union in
Amsterdam, GK Pamapol S.A. in Rusiec, Pepees S.A. in Lomza, ZM Henryk Kania S.A. in
Pszczyna, Seko S.A. in Chojnice, Tarczynski S.A. in Trzebnica, Wawel S.A. in Krakow.

The analysis of the WIG-food index companies profitability enabled to study and
characterize their proper functioning and confirm or reject the accuracy of the strategy they
use. In case of the companies listed on the Warsaw Stock Exchange and belonging to the
WIG-food index their participation in the capital market requires transparent activities, and at
the same time making accurate decisions. An additional asset during the verification of the
WIG-food index companies is an obligation to submit a financial report by each company
listed on the Warsaw Stock Exchange. These activities have a significant impact on the
effective corporate management. According to the conducted studies the majority of the WIG-
food index companies operate on the international markets. It results from the increasing
internationalisation of trade and modernisation of enterprises (Chaney, 2008). In studies of
the US retail food industry, we find that while a general dynamic capability affects firms’
competence in supply chain management, it does not affect their competence in
environmental management (Marcus & Anderson, 2006). The enterprises listed in the WIG-
food index are obliged to carry out economic activities appropriately in accordance with the
adopted strategy.

2. The aim of the article and methodological rules of profitability
calculation of the selected WIG-food index companies

The article deals with an analysis of profitability of the selected WIG-food index
companies with the aim to present a position of a given company compared to the other
companies. Table 1 presents the main internal and external factors determining the
company’s profitability.

Table 1: Factors determining the company’s profitability.

Internal factors External factors
1 value and structure of company assets domestic economy as a whole
2. structure of capitals and liabilities inflation rate
3. funds liguidity level of income of the population, etc.
4. efficiency of working capital management existing system of financial burdens (e.g. taxes)
5. sales development monetary policy instruments used by the
Monetary Policy Council: credit ceilings

Source: (Niesyn Z., Czynniki ksztattujgce wynik finansowy, Warszawa 2011)
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The following enterprises were selected on the need for carrying out the study: Agroton
Public Limited in Lugansk, GK Ambra S. A. in Warsaw, GK Colian S.A. in Opatowek, KSG
AGRO S.A. in Luxembourg, GK ZT Kruszwica S.A. in Kruszwica, Makarony Polskie S.A. in
Rzeszow, Milkiland NV in Amsterdam, GK ZPC Otmuchow S.A. in Otmuchow, Ovostar
Union in Amsterdam, GK Pamapol S.A. in Rusiec, Pepees S.A. in Lomza, Seko S.A. in
Chojnice and Wawel S.A. in Krakoéw. The selection criterion was a cpmpany presence in the
WIG-food index during the analysed period.

The aim of the study was to define structural transformations in the finances of the
selected WIG-food index companies. The following selected financial values were used in the
study: sales revenue, net profit, total assets, an equity value. On the basis of these financial
values, the selected financial indicators, used in the study, were calculated, including ROS,
ROE, ROA, assets turnover ratio, equity multiplication factor. In addition, a comparative
method and division of values method as well as Ward’s grouping method were used in the
analysis. The data referred to the characteristics of 13 selected companies, from the years
2011-2017 was used in the study. In order to classify groups of enterprises the division of
selected finansial values, relating to the companies activity in the period 2011-2017, was
used.

Figure 2: Histogram with net sales revenue from products, goods and materials (thousand zloty).
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Figure 3: Histogram with net profit (net loss) (thousand zloty).
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Figures 4: Histogram with total assets (thousand zloty).
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Figure 5: Histogram with equity (thousand zloty).
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As a result, 92 variables referring to the individual factors were obtained, as presented in
figures 1-4. Net revenue was divided into six ranges (0 — 500 min PLN; 500 — 1000 min PLN;
1000 — 1500 min PLN; 1500 — 2000 min PLN; 2000 — 2500 mIn PLN; 2500 — 3000 min PLN).
In reference to the results relating to the profit values in the analysed period a range was
divided into five groups (loss below 40 million PLN, loss between 40-0 million PLN; profit to
20 million PLN, profit between 20-60 million PLN and profit above 60 million PLN). The
assets were divided into four groups (0 — 300 mllion PLN; 300 — 700 million PLN; 700 —
1100 million PLN; above 1100 million PLN). The last selected characteristic, the equity
value, was divided into three groups (below 0 PLN; between 0 and 300 million PLN and
above 300 million PLN).
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Figure 6: Dendrogram of the selected variables.
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As it is presented in diagram 1, two distinctive groups with different features can be
selected in the set of analysed companies. The first of them includes the enterprises with
assets below 300 million PLN. This group kept revenue values below 500 million PLN and
profit below 20 million PLN. The second group includes two enterprises, i.e. Colian Holding
S.A. and Kruszwica S.A. with the assets above 1 billion PLN. The last group includes
enterprises with assets between 300 to 1100 million PLN.

Table 2: Values of total assets in the selected years (million PLN).

Average value in the

Company Value in 2011 r. | Value in 2017 r. analysed period

SEKO SA 96, 468 120, 512 107, 428
OVOSTAR UNION NV 92,921 131, 023 116, 514
KSG AGRO SA 121, 933 59, 030 119, 478
AGROTON PLC 180, 002 91, 491 127, 764
Group . MAKARONY POLSKIE SA | 142, 157 137, 208 130, 497
PEPEES SA 156, 607 303, 887 207, 950
MILKILAND NV 327,678 160, 415 249, 125
ZPC OTMUCHOW SA 278, 561 206, 687 254, 696
PAMAPOL SA 501, 319 314, 870 372, 844
Group Il. | AMBRA SA 398, 725 412, 443 413, 707
WAWEL SA 378, 200 732, 315 559, 107

Group | COLIAN HOLDING SA 868, 733 1203, 439 1 042, 650

. KRUSZWICA SA 1307, 490 997, 475 1 086, 444

Source: (Own study based on the data Money, money.pl, downloaded: 05.07.2018)
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The selected groups of companies of the analysed index are presented in table 3. The
biggest group, containing eight companies, includes enterprises with assets value below 300
million PLN. At the same time this group is the only group that showed the average assets fall
by about 23 million PLN during the analysed period. Groups Il and Il include two and three
companies. Both groups showed the average growth of assets value by 60 million and 12
million. In general, it may be concluded that the majority of the WIG-food index companies
have fixed assets value at a level to 300 million PLN and attempt to keep it at a stable level.

3. Conclusion

On the basis of the conducted studies the following recommendations and conclusions
may be formulated:

1. The WIG-food subindex companies, implementing the adopted strategies that were
analysed, achieve good financial results and function in a planned way on the domestic
and international markets, as proved by achieved profitability factors.

2. Most of the WIG-food index companies have the capital below 300 million PLN and
attempt to keep it at a stable level. The companies Colian Holding S.A. and Kruszwica
S.A. had the highest capital in the index of the average value above 1 billion PLN in the
analysed period.

3. Despite the fact that some of the companies achieved the decrease of total assets values
in the analysed period, which was reflected in the selected years, the development of
enterprises should be defined positively. As a consequence this kind of activities resulted
in a wide expansion on the worldwide markets.

4. In the process of management and increasing a company competitiveness, the
recommendation concerning the use of suitable scenario methods, that can foster the
enterprise development significantly, seem necessary.

The study conducted in the analysed WIG-food index enterprises proved the importance of
a proper functioning of an enterprise and adaptation to the international requirements and
standards in the process of increasing competitiveness and positioning of an enterprise on a
local and international market. The strategies adopted by enterprises should contribute to
development of profits planned by them, which in the future will be reflected by an achieved
market position. Grouping the selected WIG-food index companies according to the criteria
adopted in the study enabled to identify the enterprises that characterised by the highest
profitability and decreased assets value in the analysed period.
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Abstract. The euro is the official currency of the European Union (EU). All member states
excluding Denmark have committed to adopt the euro once they fulfil the necessary
conditions, but no timetable is prescribed. Currently 19 of 28 member states use the euro,
with Lithuania being the last country that adopted Euro in 2015. Bulgaria, Romania and
Croatia aim to become the Eurozone member within several years, while Czech Republic,
Hungary and Poland are just considering this possibility. The benefits of euro include stable
prices, a more transparent and competitive market, more international trade, lower travel
costs, and better access to capital. Residents of any country that has so far adopted the euro
were afraid of price increases after the adoption of the euro. In the EU member states that
have not adopted the common currency yet, almost two thirds of respondents think that
introducing the euro will increase prices in their country. This paper analyses the inflationary
changeover effect in Baltic states. The analysis is based on the consumer price indices (CPI)
by COICOP divisions. The difference-in-differences method is used where the treated group
is Estonia, Latvia and Lithuania, and the control group consists of selected EU member states.
Our calculations show that the euro has either insignificant or small effect on consumer prices
in evaluated countries.

Keywords: Euro, changeover effect, inflation, consumer price indices, difference-in-
differences method

JEL Classification: C32, E31, F36

1. Introduction

The euro is the currency used in 19 of the 28 member states of the European Union. The
euro coins and banknotes were introduced on 1 January 2002 in 12 European states: Austria,
Belgium, Greece, Netherlands, Finland, France, Germany, Ireland, Italy, Luxembourg,
Portugal, and Spain. (Bohm et al., 2016). Seven other states adopted the euro since then:
Slovenia in 2007, Malta and Cyprus in 2008, Slovak Republic in 2009, Estonia in 2011,
Latvia in 2014, and Lithuania in 2015.

According to European Commission (European Commission A, 2018), there are diverse
benefits of euro, including more choice and stable prices for consumers and citizens, greater
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security and more opportunities for businesses and markets, improved economic stability and
growth, more integrated financial markets, and a stronger presence for the EU in the global
economy. Slavov (2008) showed that the adoption of a common currency may also reduce the
exchange rate pass-through to domestic consumer prices. Other benefits include stable prices,
a more transparent and competitive market, more international trade, lower travel costs, and
better access to capital.

Other researchers also study the possible negative effects of euro adoption. Karam et al.
(2008) investigate costs and benefits of an emerging economy's abandoning a flexible
exchange rate regime in favour of adopting the currency of its main trading partner. Their
research concludes, that the monetary union has the benefit of eliminating exchange rate
shocks, but the loss of the buffering role of the exchange rate leads to greater volatility in
domestic output and inflation. These costs are likely to decline over time, though.

1.1 Euro perspectives

To become a member of Eurozone, candidate state is obliged to fulfil convergence criteria,
defined in the Maastricht Treaty (European Central Bank, 2017). The purpose of these rules is
to ensure that countries joining the Eurozone are stable in these areas: inflation, levels of
public debt, interest rates, and exchange rates. The latest convergence report (European
Commission B, 2018) revealed big differences between readiness of the states for euro
adoption. While Poland, the Czech Republic, Hungary and Sweden have no plans for a quick
accession to the Eurozone, the three remaining states has already presented their strategy in
seeking a path to joining it.

The European Union’s latest member Croatia currently fulfils three out of the four
economic criteria: the criteria relating to price stability, public finances, and long-term
interest rates. It doesn’t fulfil the exchange rate criterion. Legislation in Croatia is fully
compatible with the Maastricht Treaty. Croatia plans to adopt the euro within the next seven
to eight years (Morgan, 2018). Bulgaria’s preparations for euro adoption are the furthest
advanced. It fulfils three out of the four economic criteria: the criteria relating to price
stability, public finances, and long-term interest rates. It doesn’t fulfil the exchange rate
criterion. Although its legislation is not fully compatible with the Maastricht Treaty yet, their
currency lev is already bound to the euro. Bulgaria wants to join the exchange-rate
mechanism ERM-2 in 2019 (Timu &Vilcu, 2018). The Eurobarometer survey (European
Commission C, 2018) shows that euro has the biggest support in Romania, were 69% of
respondents are in favour of introducing the euro. Romania’s government said that it will
present its strategy for euro adoption by the end of the year 2018. Although Romania plans to
set the concrete euro adoption date, it requires in-depth analysis, especially of the structural
reforms (Timu &Vilcu, 2018), because Romania currently fulfils only one out of four
economic criteria necessary for adopting euro, the criteria relating to public finances.
Moreover, its legislation is not fully compatible with the Maastricht Treaty.

1.2 Euro changeover effect

After the euro cash changeover in 12 EU countries in 2002, wide discussion started about
its effects on both inflation and inflation perceptions. Although economists expected no effect
on prices, the consumers perceived the higher increase in prices. In essentially all countries
big gap emerged between real inflation measured by the Harmonised Index of Consumer
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Prices (HICP) and perceived inflation, as shown in Figure 1. In contrary to these results, most
studies on the euro changeover effect revealed only its small inflationary impact — ranging
from 0.2% to 0.3% in certain categories.

Figure 1: Inflation perceptions and HICP

Euro area
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Source: (Dohring & Mordonu, 2007)

Many arguments have been published to explain this difference. Lunn & Duffy (2015)
used behavioural analysis that rationalized this fact by the difficulty of using new currency.
Moreover, Dziuda & Mastrobuoni (2009) developed a model of imperfect information, in
which cheaper goods experience higher price growth after the changeover, and
simultaneously consumers pay more attention to frequently purchased cheaper items.

In several studies small euro changeover effect was revealed. In Slovenia, unusual price
rises were detected in restaurants, bars and coffee shops, as well as in personal services,
footwear services, repair of household appliances, repair services and transport services.
Based on this information, Eurostat estimated the total impact of the changeover on price
inflation 0.3%, while the Institute of Macroeconomic Analysis and Development of Slovenia
amounted the total effect on the CPI to 0.24% (Kohek & Macek-Kenk, 2007). Merikiill &
R6Om (2014) found out that in Estonia the total changeover-related inflation was 0.39%, but
differed substantially across market segments. They showed that cheaper products
experienced higher changeover related inflation and that the changeover effect was strongest
in smaller shops. Macchiarelli (2013) analysed inflation and GDP dynamics for 10 EU
countries (Poland, Hungary, Czech Republic, Latvia, Lithuania, Bulgaria, Romania, Slovenia,
Slovakia and Estonia) and the euro area. Inflation convergence in the new EU member states
from Central and Eastern Europe also studied Spiru (2009) with conclusion that after the
inception of the single currency a proliferating inflation divergence has been observable.
Franta, et al., (2010) showed that inflation persistence is not an issue for all of the new
member states, though. Bulgaria, Cyprus, the Czech Republic, Malta, Romania, and Slovakia
exhibit levels similar to levels in other euro area countries, while Estonia, Hungary, Latvia,
Lithuania, Poland, and Slovenia encounter a problem with high inflation persistence.
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2. Methods

To estimate the effect of euro changeover on inflation in three Baltic states (Estonia,
Latvia and Lithuania), we applied the difference-in-differences (DiD) method. It is frequently
used for evaluation of inflationary changes. Otrachshenko et al. (2016) use the difference-in-
differences approach for comparison of individual levels of satisfaction with the economy in
Slovakia immediately before and after the introduction of the euro. Wunder et al. (2008)
applied a parametric difference-in-differences approach to assess the real effects of the
introduction of the euro on subjective well-being in British and German households. Miles
(2008) uses DiD method in a set of emerging markets and examines the impact of exchange
rates on inflation and production. Analysis of differences-in-differences based on French
restaurant micro-data (Eife et al., 2012) strongly supports the prediction that prices during the
euro changeover in the European Monetary Union in 2002 were less likely to increase in
larger restaurants and non-tourists restaurants.

2.1 Difference-in-differences

In the simplest version of difference-in-differences method, data is divided into two groups
and two time periods. The group under investigation is called treatment group, the second
group is control group. In our study we applied three different analyses. In each analysis, one
state under evaluation forms treatment group while remaining 21 states form the control
group. In the first analysis Estonia that adopted euro in 2011 is treated country. In the second
analysis Latvia that adopted euro in 2014 is treated country and in the third analysis Lithuania
is treated country (adopted the euro in 2015). In all three cases, we evaluated the period 24
months before and 24 months after euro adoption.

The proposed difference-in-differences approach includes macro level control variable
unemployment rate with up to three lags. We assume that unemployment was not affected by
the changeover to the euro so we take it as a suitable control for the analysis. The regression
formula for DiD method is:

3
ly=f+f,-dB+f,-d2+ B,-d2-dB+ ) B, AU, +7 +& 1)
k=1

lit is outcome of interest, monthly inflation in evaluated state. Dummy variable dB captures
differences between two groups before the euro adoption, d2 is a dummy variable for the time
period after the euro adoption, AU. is the change of the monthly unemployment rate in
country ¢ and dummy variable 7 indicates time trend. The coefficient that characterizes the
euro changeover effect is 3, which corresponds to dummy variable that is zero in all cases
expect for the observations in the treatment country after euro adoption; in this case it is one.

2.2 Data

In our research we investigated if prices in Baltic states increased after they became
members of Eurozone. We compared the inflation in Estonia, Latvia and Lithuania with other
selected states. DiD method requires that the dependant variable follows similar trends for
both treatment and control group. For control group we have chosen member states of
European Union which are also members of OECD. We compared their moving 12 month
average rate of inflation change (as suggested in Merikull & Room, 2014) and it followed
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similar trends in given periods. Due to a lack of data, Finland and Sweden were removed
from analysis, though, so these 19 states were included in the analysis: Austria, Belgium,
Czech Republic, Denmark, France, Germany, Greece, Hungary, Ireland, Italy, Luxembourg,
Netherlands, Norway, Poland, Portugal, Slovak Republic, Slovenia, Spain, and United
Kingdom.

Since HICP may not catch the changes in the separate sections of the consumer basket, the
dependant variable in DiD model is consumer price index (CPI), which measures changes in
the price level of market basket in twelve separate sections, as shown in Table 1. Data was
collected from OECD database (OECD, 2018).

Tablel: CPI sections

CPI: 01 | Food and non-alcoholic beverages CPI: 07 Transport

CPI: 02 | Alcoholic beverages, tobacco and narcotics CPI: 08 Communication

CPI: 03 | Clothing and footwear CPI: 09 Recreation and culture
CPI: 04 | Housing, water, electricity, gas and other fuels CPI: 10 Education

CPI: 05 | Furnishings, household equipment, maintenance CPI: 11 Restaurants and hotels
CPI: 06 Health CPI: 12 Other

Source: (OECD database )

We performed 13 analyses for each evaluated country, one for total CPI data and
remaining 12 for each CPI section. This way we were able to obtain detailed information
what sections of consumer basket were affected by euro adoption.

Unemployment rate was used as an independent variable to take dynamics for the business
cycles into account. We used monthly rate of change of seasonally adjusted unemployment
rate, taken from the Eurostat database (Eurostat, 2018).

3. Results

The results of the DiD method for the Baltic states Lithuania, Latvia and Estonia are
shown in Table 2. Our calculations show that the euro has only small effect on consumer
prices in evaluated countries.

In Estonia, only prices in restaurants and hotels (section CPI-11) increased significantly
higher over the prices in countries in control group. Our calculations show that the prices in
group CPI-03: clothing and footwear increased significantly more slowly (at the level of
significance 0.039) than in control group. Other differences between Estonia and control
group are not statistically significant.

The progress of inflation in Latvia differed significantly from states in the control group
after euro adoption in 2014. Overall prices increased in Latvia at the 0.001 level of
significance. Prices in groups CPI-03: Clothing and footwear and CPI-05: Furnishing,
household equipment, maintenance increased significantly over the prices in the control
group at the level of significance less than 0.001. Statistically significant bigger inflation was
identified in CPI-07: Transport (level of significance 0.089) and CPI-09: Recreation and
culture (level of significance 0.041). On the other hand, we also found 3 CPI sections with
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statistically significant negative effect on the level of inflation: CPI-01: Food and non-
alcoholic beverages, CPI-02: Alcoholic beverages, tobacco, narcotics, CPI-12: Other.

Table2: Results of DiD analysis

CPI groups

Total 01 02 03 04 05 06 07 08 09 10 11 12

Estonia |-0.050 |0.283 |0.375 |[-3.630 |0.0814 |-0.397 |0.214 |0.097 |0.162 |0.230 |-0.301 |0.374 |0.019
0.749 |0.236 |0.236 |0.039" |0.757 [0.149 |0.388 |0.754 |0.514 [0.434 |0.290 |0.083" [0.899

Latvia 0.465 |[-0.007 |-0.546 |8.794 |0.080 |[1.041 |0.047 |(0.577 |-0.109 |0.588 |-0.107 [0.173 |-0.709

0.002""*|0.000""|0.015™" |0.000""|0.706 |0.000""*|0.807 |0.089" |0.677 |0.041™ |0.791 |0.393 |0.000™"

Lithuania |-0.468 (0.115 |0.215 |-6.519 |0.004 |-0.536 [0.010 |0.199 |-0.177 |-0.181 |-0.115 |0.049 |-0.182
0.001"*/0.565 |0.343 |0.001""|0.985 |0.059" |0.9589 |0.557 |0.500 [0.530 {0.7765 [0.809 |0.290

Source: (own calculations)
Legend: Significance codes: *** p<0.001, ** p< 0.05, * p<0.1

For the last state that adopted euro so far, Lithuania, we identified statistically significant
negative effect of the euro introduction on the total level of inflation (level of significance
0.001). It was caused by two CPI sections, CPI-03: Clothing and footwear and CPI-05:
Furnishing, household equipment, maintenance.

4. Conclusion

This paper analyses the inflationary changeover effect in the Baltic states. The analysis is
based on the 12 sections of consumer price indices. The difference-in-differences method is
used where the treated group is Estonia, Latvia and Lithuania, and the control group consists
of selected EU member states. The euro introduction has only small effect on consumer
prices in evaluated countries.

We were not able to identify common patterns in the euro changeover effect in three
evaluated Baltic states. After euro adoption in Estonia inflation increased significantly over
control group states only in section CPI-11: Restaurants and hotels. For Lithuania we didn’t
find any CPI section with statistically significant difference from states in control group.
However; in Latvia after euro adoption in 2014, prices increased significantly faster than in
control group states in four CPI sections.

Our calculations show that the inflation in Estonia and Lithuania was not different from
control group, but we observed 0.465% price increase in Latvia.

The Eurobarometer survey (European Commission C, 2018) says that just over half (51%)
of respondents in 7 states that have not yet adopted the euro are in favour of introducing the
euro. Regarding this survey, the respondents who feel informed about the euro are more likely
to support its introduction compared to those who do not feel informed. One of the reasons
may be the fact that the perceived inflation in states that already adopted euro is still higher
than real inflation. However, our calculations support the previous studies that conclude that
there is only small euro changeover effect on inflation, usually only in selected sections of
consumer basket.
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Abstract. On a global scale, motivation is seen as one of the important factors affecting the
effectiveness of student learning. (Veena & Shailaja, 2013) Psychological studies refer to
significant differences in student motivation and to the resulting differences in the learning
process. Each mental process has its individual development with a particular individual.
Therefore, gifted pupils learn fast and better, they achieve the expected results sooner than
less talented pupils. The proper motivation for learning, the environment in which a child
grows, and the heredity factor also play an important role. Synchronizing individual motives
of students with factors that affect the entire society leads educators to their better knowledge
and to an adequate stimulation that can fulfill their personal ambitions and social goals. This
aspect requires the teacher to have a high degree of professionalism and pedagogical
“mastery”. In the case of teaching process, the teacher is expected to be able to combine the
adopted theoretical knowledge with practice, which is not insignificant for students, but on
the other hand, it corresponds with their motives.

Keywords: students, motivation, activation, methodology, factors

JEL Classification: 125, M50, A20

1. Introduction

Paskova (2008) suggests that the “performance motivation is inextricably linked to the
issues of general motivation” [the authors’ translation]. The greatest task of psychology is and
will be concerned with providing explanations as to why people behave as they do.
(Nakonecny, 1996)

The individual learning traits in students are particularly manifested in:
e the pace of learning;
e the way of remembering;
e the interest to study and in relation to learning;
e the way of studying and dealing with problems;
e performance level.
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The stated differences in the knowledge acquisition are mainly due to differences in
abilities of the student. (Declercq & Verboven, 2018; Verhaest et al., 2018; Safrankova &
Sikyr, 2018) Therefore, gifted students learn faster and better and achieve the expected results
sooner than less talented students. The proper motivation for learning, the environment in
which a child grows, and the hereditary factor also present important elements. (Aljaffery,
2016; Ruzek et al., 2016; Peterson et al., 2016; Blanchard & Olney, 2017)

The most important motivational factors for learning for students are aspects such as
interest, rewards and sanctions, the recognition of their results and the tendency to complete
their activities.

Following the concept proposed by Richard de Charms (Zelina, 1995), the process of

increasing motivation takes into account the following aspects:

e a person must be guided to a careful consideration of his/ her basic motives, in a pleasant
atmosphere where the personality is respected and acknowledged;

e the environment is supposed to contribute to the person’s ability to transfer his/ her
motives to short and long-term planning of objectives;

e the environment is intended to contribute to the planning a specific and at the same time,
realistic activity aimed at achieving the objectives;

e the environment is supposed to help a person to learn to take responsibility for the selected
goals (Bandura, 2011), activities, as well as for success or for the failure in the process of
achieving these objectives, respectively.

Synchronizing students’ individual motives with the social ones guides teachers to their
better knowledge and to an adequate form of stimulation in order to meet their personal
ambitions and social goals. (Dizon-Ross, 2018; Reyes, 2018) This requires the teacher to have
a high degree of professionalism and pedagogical “mastery”. (Ballou, 1996) In the case of
teaching of economic subjects, the teacher is expected to be able to combine theoretical
knowledge with practice that is not unattractive for students; rather, it corresponds to their
motives. (Hanushek et al., 2018)

2. A Proposal of Methodology for the Evaluation of Students’ Activation
and Motivation

In order to find out the activation and motivation of students in the teaching process of
economic subjects, the questionnaire provides the best option for adapting to students and for
obtaining responses with high significance. On the basis of theoretical knowledge (Aljaffery,
2016; Hill & Jones, 2018; Ruzek et al., 2016; Peterson et al., 2016; Elliot & Church, 1997;
Richardson & Abraham, 2009; Veena & Shailaja, 2013; Massenberg et al., 2017; Nguyen,
2017) the factors of motivation (Parker, Bindl & Strauss, 2010; Hanushek et al., 2017) and
the activization of students in lessons of economic subjects have been proposed.

The external and internal motivation factors are then assigned points from 0 to 10, with the
value of zero indicating that a factor does not have any effect on the motivation and activation
of the student. On the other hand, the value of 10 significantly affects the students’ motivation
in the lessons of economic subjects. (O'Leary, 1940) Depending on demotivational factors,
the value of points is different, indicating that the value of 0 means that the factor does not
have any effect on the student’s demotivation and the value of 10 that it demotivates him/ her
to great degree. The respective factors are grouped into the respective areas:
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A. External motivational factors include the following:

Good grades.

Teachers’ praising of students.

Interesting, interest-holding explanations of teachers on lessons.

Theory discussed in lessons is linked to practical examples.

Teachers assess not only the outcome but also the student’s progress (or effort)
with regards to the work which is performed.

Teachers support students’ autonomy and creativity (solving individual problems,
helping classmates, working relationship).

Teachers assign individualized tasks that take into account the specificity of the
students (some people may be considered practitioners and some theoreticians).
Teachers support the intrinsic value of pupils (they give credit and reward more
than they criticize).

Friendly atmosphere in the classroom (good interpersonal relations between
classmates and teachers; see Leuven and Lekken 2018).

Suitable environment in the classroom (quiet environment, temperature,
cleanliness).

B. Internal motivational factors are listed as follows:

Respect and recognition among classmates.

Respect and recognition among teachers.

Responsibility for achieving objectives, activities and tasks in lessons.
The ability to develop creative abilities in lessons.

Interest in the field of study.

C. Demotivational factors include the following:

Anxiety (or fear) from a previous failure.

Cold in class, classroom noise, hunger.

Exhaustion and excessive stress from preparation for the lesson.

Fear of teachers (either of their personality or of the nature and behavior towards
students in the lessons).

Unkind class atmosphere (bad interpersonal relationships among classmates).
Concerns about possible failure.

Poor grades.

Tedious process of explanation of teachers in the lessons.

The selection of the research sample

The basic set is determined from the registry of the students of the final grades of the given
study programme at the selected school for the year that is monitored. The survey is
anonymous and its completion is voluntary. We recommend a sample size (a basic file) with a
probability of 95 % and a variance of 5 %.

Distribution, collection and transfer of questionnaire data

In terms of the method, it is correct and effective to provide the student with a
questionnaire on the day that the evaluation is complete, together with the instructions for the
submission of the completed questionnaire, which should ensure anonymity. For the process
of processing data, it is necessary to identify an employee who meets the data requirements
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for the qualification and material equipment such as software, computer, printer, or the
Internet connection.

The Interpretation and Publication of Results

As regards the interpretation of the processed data, it should be a person who transfers the
evaluated data in the form of outputs on the basis of the purpose of use. It can also be the
same person as the one who processes the data. The outputs can take the form which is
presented in Table 1.

Table 1: The Use of Information from a Pedagogical Survey

The Form of Frequency of
The Purpose of Use Presentation of Results Publication of Results Publication

Written document, in an Internal materials of the

electronic form school
Annually
Increasing motivation and
activation of students at Written document,
school Presentation
A record from a meeting Continually, taking
Web page corrective measures

Source: (The authors’ processing)

A person or a number of people who are familiar with the topic should be in charge of the
interpretation of results. These experts can process data in a manner that is clear, legible and
comprehensible for individual entities that make use of the results of the satisfaction
assessment. It requires knowledge of the database work, graphic display of results and
interpretative knowledge. The process of identifying responsible persons and training is an
important phase of the whole survey.

The implementation of the survey requires the identification of people who are responsible
for the following activities:
e The distribution of questionnaires.
e Instruction on completing and submitting questionnaires.
e Collecting questionnaires from the place marked for the submission of the
guestionnaire.
e Control of questionnaires and electronic transfer of the data.
e Data processing.
e The interpretation and publication of results.

3. Empirical part — pedagogical survey

The proposed methodology for measuring activation and motivation of students was
applied to students of the selected secondary vocational school. The questionnaire was
completed by the students of the last grades in January 2017 in the lessons of economic
subjects. The return rate of questionnaires was 96 % (there were 98 completed
questionnaires).
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3.1 Results and Discussion

The results of the pedagogical survey indicate that 39.80 % of the students chose the given
school because they are interested in their area of study and intend to devote their activities to
it in the future. Another reason that most significantly influenced the choice of the school
(Muralidharan and Sundararaman 2015) was concerned with positive family and familiar
recommendations (36.73 %). The least significant factor for choosing a respective school
was that the students were not admitted anywhere else.

The students’ access to studies at the given school is also positively evaluated. Most
students (76.53 %) approach the study in a responsible way; they study for their benefit and
for their own conviction. Also, the studies are oriented for the students’ own benefit (related
to the future).

The Evaluation of External Motivational Factors

The following elements are classified among external motivational factors that influence
students to the greatest degree at given school: good grades (6.94 points), an interesting,
interest-holding explanations of teachers in the lessons (6.93 points) and also a pleasant
atmosphere in class, such as good interpersonal relationships among classmates and teachers.

The Assessment of Internal Motivation Factors

On the basis of recent knowledge, internal motivation factors are those that most influence
the motivation of students and their interest in studies. All the internal motivational factors
have reached an average value above the average (5 points), i.e. all the above mentioned
factors influence the students to great degree. Most of the aforementioned factors motivate
the students who are interested in them and also have important respect and recognition
among teachers.

Demotivational Factors

The most disabling factors in economic subjects include: uninteresting, boring
interpretation of teachers (6.18 points), physiological factors such as cold in the classroom,
noise and the feeling of hunger (5.35 points) and exhaustion and excessive stress from
preparations for a lesson (5.31 points).

3.2 Proposals and Recommendations

Based on the results of the pedagogical survey, the following is recommended to teachers

at school in order to increase the activation and motivation of students:

e Rigorous teacher training for lessons (frequent inspections of lessons, checking the
preparation of lessons by the headmaster/ deputy headmaster).

e The use of innovative methods in lessons (didactic games, discussion methods.
situational methods, heuristic methods, problem solving, project methods; see Jerrim,
Macmillan, Micklewright, Sawtell and Wiggins 2018).

e To create a friendly atmosphere among students and teachers.

e To create opportunities for teachers to give credit to each student. It is vital to provide
more reward for students than criticism.

e In order to increase the activation of students, to employ more demanding and less
demanding curriculum. Also, it is vital to assign extra tasks to more clever students.
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4. Conclusion

From the external motivational factors that have been discussed, the following have an
optimal impact on students’ grades - an interesting, interest-holding explanations of teachers
in the lessons, and also a pleasant atmosphere in the classroom, such as good interpersonal
relations between classmates and teachers.

According to recent knowledge, internal motivation factors are classified among the
factors that most influence the motivation of students and their interest in learning. All the
assessed internal motivation factors reached the average value above the average. Most of the
aforementioned factors motivate students who are interested in them and also have important
respect and recognition among teachers.

As the most demotivating factors, students noticed a lack of interest, boring teachers, there
were physiological factors involved, such as cold in the classroom, noise, hunger and
exhaustion as well as an excessive amount of stress from the preparation for the classes.
The school should adequately respond to the present-day situation which is rapidly changing.
In teaching process, more and more emphasis is being placed on changing the interaction
between the teacher and the student. The problem, however, is that activation of a student to
work independently cannot be achieved by fulfilling certain standards, commands or
prohibitions, but by stimulating, encouraging, assigning problem solving tasks, patterns and
similar solutions.

The teacher should know himself/herself and should also know how to create a favorable
atmosphere in the learning process, how to motivate students to use the means in order to
raise interest in the subject. Each activity is usually motivated by several topics. Teachers,
however, often focus on the external motivation which they prefer to internal motivation and
this is negatively reflected in the student’s interest in school activity.
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Abstract. Sustained growth in tourism has been instrumental in supporting the economic
recovery of many European countries, largely contributing to job creation, GDP and the
balance of payments. Today, tourism is one of the key pillars of the EU strategy for jobs and
inclusive growth. The harnessing of tourism positive contribution to sustainable development
and the mitigation of the sectoral potential adverse effects call for strong partnerships and
decisive action by all tourism stakeholders in line with the 2030 Agenda for Sustainable
Development. Countries lack frameworks to capture, aggregate and report on the full
economic, social and environmental impacts of tourism. In Slovakia, tourism destinations
play a more significant role in achieving the goals of sustainable development, they must be
able to measure their progress, benchmark themselves against comparable destinations and
incrementally improve their performance. The aim of the article is to examine the
frameworks to measure the role of tourism in sustainable development and its possible
transition from global to local level. Sustainable development of tourism is most commonly
measured using the indicators of sustainable development. To analyse the application of
frameworks to measure the role of tourism, the Delphi method is used which relies on a panel
of experts. The article deals with the framework for measuring sustainable development of
tourism using indicators and its possible application in Slovak destinations.

Keywords: globalisation, sustainable development of tourism, tourism destination, indicators
of sustainable tourism development

JEL Classification: L83, Q01, Z32

1. Introduction

Tourism is the third largest economy in the world (UNWTO, 2018). This industry is
economically important due to its generating activities and, hence, increased direct and
indirect employment opportunities. In addition, there are social benefits to both tourists and
residents, and the movement of tourists contributes to cultural exchange (Lozano-Oyola et al.,
2012).

However, the effect of tourism on the environment remains challenging (Scholz, 2016). In
fact, the carrying capacity of several tourist destinations has been exceeded in recent years.
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As a result, more emphasis has been placed on improving the sustainability of these
destinations.

Sustainable tourism is as such not a specific form of tourism but more an approach that
can be used to make all types of tourism more environmentally, socially and economically
beneficial (Blancas et al., 2015). Globally, several world-leading organisations have put
sustainable tourism on their agenda, such as the United Nations World Tourism Organisation
(UNWTO) or the Global Sustainable Tourism Council (GSTC). Both aim at contributing to
the objectives of the United Nations 2030 Agenda for Sustainable Development.

In this context, the UNWTO (1996) established the need to manage the destinations to
obtain long-term sustainable tourism. In this sense, the systems of sustainable tourism
indicators are a tool for the evaluation of the degree of sustainability of a destination from a
multidimensional perspective. Sustainability indicators are established tools for assessing and
monitoring sustainable development strategies. As such, sustainability indicators can lead to
better decisions and more effective actions by simplifying, clarifying and aggregating the
information available to policy-makers while also communicating the ideas, thoughts and
values of different stakeholder groups. Indicators of sustainable tourism can be defined as
“the set of measures that provide the necessary information to better understand the links
between the impact of tourism on the cultural and natural setting in which this takes place and
on which it is strongly dependent (UNWTO, 1996).

Within tourism studies, numerous researchers emphasize that indicators are crucial for
identifying and monitoring sustainable development of tourism (e.g. McCool et al., 2001;
Miller & Twining-Ward, 2005; Choi & Sirakaya, 2006; Castellani & Sala, 2010; Blancas et
al., 2011, 2015).

Scholarly interest in this subject coincided with the World Tourism Organization’s
promotion of indicators of sustainable tourism, starting with the publication of its first set of
indicators in 1996 (UNWTO, 1996). These indicators were considered the first highly
developed tools for operationalization of sustainable development in any tourism destination
context. Still, countries lack frameworks to capture, aggregate and report on the full
economic, social and environmental impacts of tourism. In Slovakia, tourism destinations to
play a more significant role in achieving the goals of sustainable development, they must be
able to measure their progress, benchmark themselves against comparable destinations and
incrementally improve their performance.

2. Methods

The aim of the article is to examine the frameworks for measuring tourism role in
sustainable development and its possible transition from global to local level. Sustainable
development of tourism is most commonly measured using the indicators of sustainable
development. In order to get an impression of which indicators that tends to be used, we
conduct literature-based research and comparative analyses. To analyses the application of
frameworks for measuring tourism role, the Delphi method is used which relies on a panel of
experts. The Delphi technique is described by Miller & Twining-Ward (2005) as a unique
method of eliciting and refining group judgement based on the rationale that a group of
experts is better than one expert when exact knowledge is not available. In tourism-related
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studies, the Delphi method has been used for the selection of indicators by several authors, e.
g. Choi & Sirakaya (2006).

The expert panel members were selected based on their expertise and experience in the
subject area from three disciplines, namely public sector (Minister of Transport and
Construction of the Slovak Republic — Tourism section; Ministry of Environment of SR),
academics (e.g. Faculty of Economics Matej Bel University; Faculty of Economics and
Administration Masaryk University; Slovak University of Agriculture in Nitra) and
destination management organizations (Central Slovakia, Visit Bratislava, Banska Stiavnica
DMO).

The sample of 21 experts was taken from those who had experiences with issue. The first
round achieved 71% response rate (15 responses). The respondents were presented with
indicators of sustainable tourism development for consideration and to express their
importance and application in sustainable tourism development of Slovak destinations. This
research forms part of a wider project to develop system of indicators that Slovak destinations
can use and assess sustainable development of tourism.

3. Results

Several indicator systems have been designed by different institutions to provide
quantitative and qualitative measures to assess and study the interrelation between tourism
and sustainable development at different territorial levels.

3.1 Frameworks for evaluating sustainable tourism development

There have been numerous approaches developed for monitoring system as a part of
specific research project for definable destinations or for specific major tourism issue
(Tablel).

Important issues that need to be addressed relate to the three core issues, namely
community, tourism and conservation. Each of these issues could be linked to the triple
bottom line of sustainability, namely social, economic and environmental sustainability, or
otherwise stated as people, profit and planet. Community links to social sustainability,
tourism links to the economic sustainability and conservation links to environmental
sustainability (Mearns, 2015).

Selected approaches categorize indicators into three key areas of sustainable development,
respectively distinguish between social and cultural dimensions. Some authors also include
other dimensions (technological, political), or apply a different classification (e.g. driving
forces, pressures, state, responses). Their content, however, in most cases matches with the
basic dimensions. The choice of indicators depends on for who is the intended system and
who should be entrusted with its collection and interpretation.
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Table 1: Sets of indicators for evaluating sustainable tourism development

Author (organization) Year Dimension/lssue No

UNWTO 1998 10 Basic Dimensions 10

McCool et al. 2001 National, Regional, Local 26

UNWTO 2004 13 Dimensions of Sustainable Tourism Development 768

Choi & Sirakaya 2006 Economic, Social, Cultural, _Ecologlcal, Political, 125
Technological

Pulido & Sanchez 2009 Driving Forces, Pressures, State, Responses 14

Castellani & Sala 2010 Population, Housmg, Services, Ecqnomy and Labour, 20

Environment, Tourism

Blancas et al. 2011 Economic, Environmental, Socio-Cultural 77

Lozano-Oyola et al. 2012 Economic, Environmental, Socio-Cultural 85

Simkova & Rybova 2012 Economic, Social, Cultural, _Ecologlcal, Political, 45
Technological

European Commission 2013 Economic Value, Environmental Impact, Social and 67

Cultural Impact, Destination Management*
Sustainable Destination Management, Economic Benefits,
Global Sustainable Tourism Council | 2013 Benefits to Communities, Visitors, and Culture, Benefits | 105
to the Environment

Margina & Partal 2013 Economic, Environmental, Socio-Cultural, Political 32
Tanguay et al. 2013 Comparation Of Most Used Indicators 27
Torres-Delgado et al. 2014 Economic, Environmental, Socio-Cultural 26
Blancas et al. 2015 Economic, Environmental, Socio-Cultural 89
Bulatovic & Rajovic 2015 Economic, Environmental, Social, Crosscutting 34
Jurigova & Lencsesova 2015 Economic, Environmental, Socio-Cultural 77
Mearns 2015 Economic, Environmental, Social, Crosscutting 34
Romao & Neuts 2017 Territorial Capital, Tourism Specialization, Tourism 11

Performance, Sustainable Regional Development
Tourism Trends Related to the Environment, Interaction
Ministry of Environment of SR Annually | of Tourism with the Environment, Political, Economic and | 12
Social Aspects of Tourism

* ETIS is based on 27 core and 40 optional indicators.

Source: UNWTO (1998, 2004), McCool et al. (2001); Choi & Sirakaya (2006); Pulido & Sanchez (2009);
Castellani & Sala (2010); Blancas et al. (2011, 2015); Lozano-Oyola et al. (2012), Simkova & Rybova (2012);
European Commission (2013); Global Sustainable Tourism Council (2013); Margina & Partal (2013); Tanguay
et al. (2013); Torres-Delgado et al. (2014); Bulatovic & Rajovic (2015); Jurigova & Lencsesova (2015); Mearns
(2015); Romao & Neuts (2017); Enviroportal (2018).

Based on evaluated frameworks, the following set of indicators for measuring sustainable
tourism development was proposed (Table 2).

The indicators were select based on frequency of use and possible application (or
measurability) in Slovak destinations. The frequency of use is a criterion that allows us to
identify well-documented indicators whose relevance has been demonstrated, both for its
value and for its effectiveness (Tanguay et al., 2013). Not applicable indicators included
those, which are relevant to a specific destination (e. g. coastal destinations) or because they
did not meet the condition of measurability. However, many of these indicators are not
calculated for a specific tourist destination, but generally. There are also indicators for which
the calculation concerns areas that are not necessarily compatible with the administrative
territorial division.
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Table 2: Set of indicators for evaluating sustainable tourism development

Indicator | Code
Economic Dimension
Number of tourist nights per year in destination 11
Average length of stay of tourists (nights) 12
/Average occupancy rate in commercial accommodation 13
Daily spending per visitor (including accommodation, meals and other services) 14
Average price for accommodation 15
Direct tourism employment as percentage of total employment in the destination 16
The percentage of seasonal employees in tourism enterprises 17
The percentage of tourism enterprises that prefers products from regional suppliers 18
Existence of a development plan, which includes tourism 19
Direct promotion of tourism development from public resources 110
Environmental Dimension
The percentage of tourists using a passenger car to transport to the destination 111
The percentage of tourists using a passenger car to transport throughout the destination 112
The percentage of tourism enterprises, which have introduced actions to reduce waste production (e.g. 113
recycling, composting, re-use of waste)
The percentage of tourism enterprises that have introduced actions to reduce water consumption (e.g. 114
reduce water flow)
The percentage of tourism enterprises that have introduced actions to reduce energy consumption (e.g. 115
low energy lighting)
The percentage of tourism enterprises actively involved in protecting and enhancing the natural 116
environment in the destination (e.g. visitor education, organization of waste collection events)

The share of protected areas on the area of the destination 117
Quality of water in the destination's natural swimming pools 118
Socio-Cultural Dimension
Number of tourists/visitors per 1 000 residents 119
Tourists' satisfaction rate with tourist development in the destination 120
Residents' satisfaction rate with tourist development in the destination 121
The percentage of tourists who prefer regional products while staying in destination 122
The percentage of tourism enterprises and attractions that are tailored to disadvantaged visitors 123
The percentage of tourism enterprises that actively promote local traditions and customs 124
The percentage of tourism enterprises and attractions that are members of locaDMO 125

Source: (the authors)

There is also no ideal number of indicators to use. Any attempt to address all the aspects of
sustainability using too few indicators would leave important gaps, while selecting too many
indicators in turn could overwhelm users and the collection of data could become too
complex and time-consuming. According to the UNWTO (2004) most practitioners agree that
it is essential to prioritize issues and the indicators that correspond to them, to help create a
shorter list (12 to 24 indicators are optimal).

3.2 Evaluating sustainable tourism development framework

The panel members were asked to evaluate the importance of proposed indicators on
Likert scale from 1 to 5, where 1 means the least important and 5 the most important
indicator. To process the responses, the measures of central tendency were used using Excel
software. The mode is the value of indicator’ importance that occurs most often. Standard
deviation shows to what extent the individual measured values are around the mean value.
The smaller the standard deviation, the closer the values around the mean value are measured.
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The summaries from the Delphi study are shown in Table 3 along with their mode scores and
standard deviation.

Table 3: Results of Delphi method

Indicator Mode Std.ev | Indicator Mode Std.ev| Indicator Mode Std.ev|Indicator Mode  Std.ev
11 5 1,16 18 5 0,45 115 5 0,49 122 4 0,99
12 4 0,99 19 5 141 116 5 0,73 123 3 1,29
13 5 0,70 110 1 1,60 117 5 1,68 124 5 0,73
14 4 1,18 111 5 1,12 118 5 1,50 125 4 1,25
15 2 1,03 112 5 0,73 119 5 1,16
16 4 1,28 113 5 0,73 120 2 1,48
17 4 0,73 114 5 0,49 121 5 0,35

Source: (the authors)

In the economic dimension, two indicators (110 - Direct promotion of tourism development
from public resources, and 15 — Average price for accommodation) have the value of
importance lower than 3 (Mode). From environmental dimension, the panel members favored
each of proposed indicators (111 — 118) with most often value of importance 5. In the social
dimension, one indicator (120 - Tourists' satisfaction rate with tourist development in the
destination) was identified as a less important (value 2). The standard deviation was highest
for 117 (The share of protected areas on the area of the destination), 110 (Direct promotion of
tourism development from public resources), 19 (Existence of a development plan, which
includes tourism) and 16 (Direct tourism employment as percentage of total employment in
the destination).

4. Conclusion

World leaders in sustainability assessment, the United Nations and the World Tourism
Organization, emphasize the need for frameworks to capture, aggregate and report on the full
economic, social and environmental impacts of tourism on destination development.
Sustainability indicators are established tools for assessing and monitoring sustainable
development strategies.

The aim of the article was to examine the frameworks for measuring tourism role in
sustainable development and its possible transition from global to local level. This paper has
sought to determine expert opinion on the importance of the indicators and their application
in Slovak destination.

The research has identified several approaches developed for monitoring system related
sustainable tourism development indicators at different territorial level. Most authors, base
their assessments of tourism sustainable indicators on the prominent three-pillar framework,
encompassing an economic, environmental and social/socio-cultural dimension or otherwise
stated as people, profit and planet.

Based on evaluated frameworks, the set of indicators for measuring sustainable tourism
development in Slovak destination was proposed which reflect triple-bottom line of
sustainable development. To analyses the framework for measuring sustainable tourism, the
Delphi method was used. The Delphi study data was entered and analyzed using Excel
software.
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The selection of the relevant indicators has to be a flexible process, which needed be
appropriate to the peculiarities of each destination (e. g. data available, management of
destination).
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Abstract. The main global economic theories, which are neo-classicists and Keynesians,
analyse the problem of product growth from different points of view. Both schools utilize
statistical models for the purpose of the prediction of the real product (GDP) development.
This article aims to predict the GDP short-term growth rate by means of a non-traditional
model in the field of macroeconomic analysis — the fuzzy approach. The essence and
principles of the fuzzy approach are first described generally in the methodological part and
specifically in the context of the problem of the prediction of the GDP growth rate. The
practical illustration of the growth rate prediction for the Czech Republic in the years 2018
and 2020 follows. This is based on the components of the previous four-year evolution of the
selected three macroeconomic indicators, which are the long-term interest rates, investment
and unemployment that are the input parameters of the task. These inputs are processed by
means of the algorithm based on the fuzzy approach that allows capturing the uncertainty and
complexity of vague socio-economic factors occurring in the real economy. The results
achieved correspond with the official statistical predictions largely. The performed procedure
sets a new global trend in the possibility of the prediction of macroeconomic indicators.

Keywords: GDP prediction, fuzzy approach, interest rates, unemployment, investments

JEL Classification: C53, E17, O11

1. Introduction

Economic growth, in the sense of a short-term increase in real product, alternating by a
decline in the product, is the growth within the cyclical fluctuations of the economy. Both the
factors influencing its development externally, such as the state of economic and political
situation abroad, and the internal factors of the ,,well-established* economic policy are the
significant stimuli of growth. Different economic schools deal with prediction of product
development. The main streams include the neoclassical direction, which describes the
dependence of product growth on the growth of capital associated with postponing current
consumption and accompanied by saving cumulating (Kuipers, 1981) and Keynesian
direction, which sees a growing domestic or foreign demand that needs to be stimulated
behind the growing product (Davidson, 1990). Both of these schools rely on different
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principles when estimating future product development, and at the same time, within their
models they use statistical and econometric techniques to the predictions.

The prediction of product development is a model-generated output that is not nearly as
accurate as it may seem. The reason is the existence of many uncertainties associated with
input assumptions and, as well known, many common small uncertainties result in significant
aggregate inaccuracies (Saltelli & Funtowicz, 2014).

The inaccuracy of the outcome of the prediction of the future development of the product
is a consequence of a lack of information needed to the elimination of uncertainty that we are
face in any non-deterministic environment (Linden, 2003). This uncertainty is associated both
with the inputs to the prediction model and its functioning. In the first case, we talk about
“external” uncertainty stemming from the incomplete knowledge of the relevant values of the
known factors that enter the prediction model, which, together with the unknown values, and
therefore not taken into account in the model, affect the future growth rate of product. In the
latter case, we deal with “inner” uncertainty arising from the approximate character of the
formal description of the considered connections between the inputs and the output of the
prediction model (Haskova, 2017).

Econometrics often identify uncertainty with randomness by considering, in the context of
the indifference principle (see Priest, 2017), the existing vague alternatives as equally
probable, and then building their prediction models solely on the basis of probability theory
and mathematical statistics. The sets of observed data are represented by a system of unbiased
point estimates of selected characteristics from which the predictive model derives the
statistically expected value of the result. To obtain as much information as possible from the
available data, sophisticated and complicated multiple regression algorithms help (see, for
example, Zarnowitz & Lambros, 1987; Pace, 2013).

On the other hand, a number of system theory authorities (for example, Zadeh, 1983) call
into question the effectiveness of decision-making and management procedures based on the
approximation of uncertainty with randomness. These doubts are in place also in the case of
product development prediction. In this paper we set the way of Dawes (1979) and Dana &
Dawes (2004), from which can be concluded that an algorithm written on a piece of paper is
often as good as a statistical formula with a multiple regression and certainly good enough to
break an expert judgment.

Herein presented fuzzy algorithm can be included in the set of algorithms with this
characteristic, as the fuzzy algorithms are generally much simpler than the probability
calculations in econometric models, and therefore the solution to the problem is more
feasible.

Within Zadeh fuzzy approach (Zadeh, 1983), offering subjectively expected values as an
alternative to statistically expected values, this article deals with the fuzzy algorithm of the
prediction of the time series continuation. This is precisely specified and justified in the
following methodological part and applied in the application section for estimating the rate of
growth of gross domestic product (GDP) of the Czech Republic in the year 2018 (compared
to the official econometric forecast) and in 2020. An innovative fuzzy approach to the
prediction of the GDP growth rate is the original contribution of this paper.
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2. Methodology

The fuzzy approach foundations can be traced in different versions of fuzzy logic, which
was created by adapting the binary numerical characteristics of the proposition operators to
the interval (0,1) (in detail in Haskova, 2017). For us, the fuzzy logic is only a tool for the
exact handling of fuzzy sets, the theory of which was published by L. A. Zadeh in 1965 - see
Zadeh, 1965).

2.1 The elements of fuzzy set theory

Let the set U be a field of consideration or discussion (universe). Let ua: U — (0,1) be a
membership function and let A = {(y, pa(y)): y € U} be a set of all pairs (y, pa(y)) in which
the numbers 0 < pa(y) < 1 assign to the given y € U a membership degree of the pair (y,
na(y)) to the set A. Then A is a fuzzy subset on the U universe. The significant characteristic
of fuzzy subset A is its support Ua = {y: 0 < pa(y) < 1,y € U} < U. In terms of fuzzy logic
pa(y) =y € Ual. The element y € U with ua(y) = 0.5 is called the crossover point in A. In the
case of values greater than 0.5, the element y rather belongs to Ua, in the case of the smaller
ones it rather does not belong to it.

In this paper, the numerical fuzzy sets are formal representations of values (terms) of
linguistic variables. For our purpose the model with one internal and two border fuzzy sets for
the terms low (L), common (M), and high (H) value is suitable. Interval U is divided with the
points a, b, c, d into five sections with the following membership functions (1):

) ) b—x )
p(x)=1forx <a,u,(x) = b fora =x < b,p (x) =0 otherwise;
1)
. r—a . . d—x .
_uﬂ'[_x] =37 ﬂfo:r'a =x< b,_uﬂi_x} =1forb=x< cJ_uE'[_x} =T Cfa*.r'c =x< d,_uﬂ{_x}

= 0 otherwise;

. . x—c
pu(x) =0 forx <cug(x) = 7

fore = x < d,py(x) = 1 otherwise.
s H

The expert determines the position of the points a, b, ¢ and d in the U universe. In the case
of their regular distribution, we get the courses of the functions p shown in Figure 1 captured
by dashed lines. From it we see that the linguistic variable acquires the values at two levels: at
the level of the basal values y in the universe U and at the level of terms (intuitive concepts)
as fuzzy subsets of L, M, H in the universe U. Each of these terms is defined by its
membership function p, pm, pun over the field of its support, which is a subset of U.

Another important tool of the fuzzy set theory is the rule. In our considered model with n
input linguistic variables and one output linguistic variable it is an element ((A:...., An), C) of
the relation F < ({L1, M1, Hi}x...x{Ln, Mn, Hn})x{L, M, H}, which a projection F: ({L1, M1,
Hi}x...x{Ln, Mn, Hn}) — {L, M, H} in the form of F(A,...An) = C, where C € {L, M, H} and
Ai € {Li, Mj, Hi}, i = 1,..., n. The n-tuple of terms (Ai,.., An) is the left side of the rule, the
term F(A1.. . An) is the right side of the rule. The relation F has a maximum of n® elements. If
an expert decides on it, we call it a set of inferential rules.
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2.2 Construction of multi-criteria fuzzy model valuation

One of the basic concepts of the fuzzy set theory is the so-called extension principle
(Kahraman, 2008). It claims that if U = Uyx...xUy is a Cartesian product of the universe, f: U
— Y projections from the universe U to the universe Y in the form y = f(xy, ...,xn) and As, ...,An
are fuzzy subsets defined on universes Uy,...,Un, then a fuzzy subset can be defined on Y

B ={(y, us(Y)):y = f(Xs, ... xn), (X1,...,xn) € U}, where
u(y) = max{min{uai(xa),....uan(xn)}: (X1,.... xn) € £ 1Y) # @};
if f 1(y) = O, then ug(y) = 0, where f L is the inverse relation to f.

Our modification of the extension principle is based on the following steps:

e Fuzzification in which the input vector x = (xu,..., Xn) converts each inference rule
from the set P into the logical notation mode.

e A set of partial results is a set
B = {min{min{pi(x1),..., pn(xn)}, pe}: (min{pi(xs),..., pn(xn)}, pe) € P*}.

e Aggregation or summation of functions of set B into a compact unit and its pagg
detection; this compact unit is a fuzzy subset on the universe V with
Hagg = max {min{min{p1(X1),..., tn(Xn)}, pu}: (min{pi(Xs),..., un(Xn)}, us) € P*}.

o Defuzzification is the final phase of the process, in the last step of which we obtain the
output value yx of the multi-criterion evaluation model of the alternative (as,...,ac) € A
as the average of the values of the elements yeV weighted by the values uagg(y) of
their significance. Therefore

Yo = j Y " Bagg(Wdy/ j Hagg(¥)dy. (2)

2.3 Assumptions and data of the fuzzy model for the GDP prediction in the Czech
Republic

The formulation of the fuzzy prediction model of the next time series element has its own
specific features lying in the fact that we know a series of previous members of the resulting
one. In particular, in the case of the GDP growth forecast it is possible to estimate in which
phase of its development (decline, depression, growth, stable boom, etc.) the GDP occurs. We
also know the previous part of the baseline values of several linguistic variables, on which
GDP depends (albeit largely in a vague way). This is particularly reflected in the values of the
extreme limits (borders) within which we search for the prediction result (see the following
part for more details).

The following Table 1 lists the baseline values of input linguistic variables of LTI (Long-
term interest rates), INV (percentage increase in investments), UNE (percentage of
unemployment) and the output linguistic variable AGDP% (GDP growth rate) between 2010
and 2017 and the official econometric forecasts in the years 2018 and 2019 (the coloured
columns).

An important specificity of the fuzzy model formulation is an opinion of a knowledgeable
expert who takes his knowledge and experience into account by means of qualified
interventions, both in the model structure and the formulation of inference rules, as well as in
the process of solving the problem.
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Table 1: Input macroeconomic data of the fuzzy model for prediction of GDP growth rate in the Czech Republic
including official forecasts

Year 2010 | 2011 | 2012 2013 2014 2015 2016 2017 2018 2019

LTI 3.9 3,7 2,8 2,1 1,6 0,6 0,4 0,8 1,6 2,1
INV 1 0,9 -2,9 -2,5 3,9 10,4 -2,5 6,6 4,3 3,1
UNE 7,3 6,7 7 7 6,1 5 4 2,9 2,4 2,4
AGDP% 2,1 1,8 -0,7 -0,5 2,7 54 2,5 4,3 3,5 3,2

Source: (European Economic Forecast, 2018; OECD data: Gross domestic product, 2018, Unemployment rate,
2018, Investment, 2018, Long-term interest rates, 2018 — own processing)

In the case of application of inference rules as a tool for partial transformation of inputs to
outputs, the high value of the realized investment growth is a prerequisite for a faster GDP
growth rate in the next period. On the contrary, the realized high interest rate value does not
have this effect; it rather tends to hinder the GDP growth rate. As far as the unemployment
rate is concerned - low unemployment is linked to a real product at the level of its potential,
so that the accelerated GDP growth rate is not expected in the next period.

3. Results: Prediction of the GDP growth rate in the next period

From the course of the AGDP% it can be concluded that in the period 2014-2017 the
Czech economy was in the phase of a relatively stable boom, which is supposed to maintain
for another year. Therefore, the characteristics of this period will be default for the
formulation of the prediction fuzzy model for the year 2018. The result will be searched
within the interval of values 2.5 (year 2016) and 5.4 (year 2015). The recalculated minimum
value (2.5) per percent of the maximum period (5.4) is (2.5/5.4) - 100 % = 46.3 %, which in
the left graph of Figure 1 gives the interval Yace = (46.3 — 100) % (the notation %AGDP is a
notation abbreviation for the predicted AGDP% expressed as a percentage of the highest
AGDP% in the previous four-year period). Analogously, for the recalculated vector input
values (XLT1, Xinv, Xune) for the year 2017, we get x.mi = (0.8 /1.6) - 100 % = 50 %, xinv = (6.6
/10.4) - 100 % = 63.5 % and Xune = (2.9 /6.1) - 100 % = 47.5 %; thus (50, 63.5, 47.5) € U.

Given the internal uncertainty of the model (the uncertain dependence of AGDP% on LTI,
INV and UNE), we choose the points a, b, ¢, d, mentioned in section 2.1 relation (1), in the
interval 0 - 100 regularly distributed (a = 20, b = ¢ = 60, d = 80). Therefore, the courses of
membership functions for all recalculated inputs are identical (see Figure 1):

e u(x)=1 forx <20, u(x) = (40 —x) /20 for 20 < x <40, u.(x) = 0 otherwise;

e um(x) =(x—20)/20 for 20 < x <40, um(x) = 1 for 40 <x < 60, um(x) = (80 —x) / 20
for 60 < x < 80, um(x) = 0 otherwise;

e uH(x)=0 for x <60, pH(X) = (X —60) / 20 for 60 < x < 80, uH(X) = 1 otherwise.

From these equations and inequalities, the following fuzzification table, valid for i = LTI,
INV, UNE, whose elements are the values pai(Xi) where Ai € {Li, M, Hi}, is derived:

Table 2: Fuzzification table valid for i = LTI, INV, UNE

Interval Xi <20 20 <x; <40 40 <x; <60 60 <x; <80 Xi > 80
Li 1 (40-x) /20 0 0 0
Mi 0 (xi—20) /20 1 (80 —x) /20 0
Hi 0 0 0 (xi—60) /20 1

Source: (own processing)
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In the fuzzification table, only non-zero elements are taken into account and the set X =
{(Mr7i, 1), (Minv, 0.825), (Hinv, 0.175), (Mung, 1)} is created.

Comment on forming the set X using a fuzzification table:

e The value x.m = 50 (for i = LTI) falls into the column of the middle interval; there is a
single non-zero element (1) in the M. line, and therefore (Mrmi, 1).

e The value xizv = 63.5 (for i = INV) falls within the interval of the penultimate
column; there are two nonzero elements — the first, (80 — xi) / 20) in the Minv line,
gives after assigning (80 — 63.5) / 20 = 0.825 and therefore (Minv, 0.825), the second,
((xi — 60) / 20) in the_Hinv line, gives after assigning (63.5 - 60) / 20 = 0.175 and
therefore (Hinv, 0.175).

e The value xune = 47.5 (for i = UNE) falls into the middle column interval; there is a
single non-zero element (1) in the Mune line, and therefore (Mune, 1).

From the set X two-element set LF = {(Mv7i, Minv, Mune,), (ML, Hinv, Mung,)} is created.
After application of the inference rules F(Mcmi, Minv, Mung,) = M and F(Mci, Hinv, Mung,) =
H to the trio from LF we can convert the general expression min{min{uai(X1),...,uan(Xn)},
UFAL..., An} Into the particular form. In the first case this form is min{min{1, 0.825, 1}, um}
= min{0.825, um} = um*: Ym — (0, 0.825), in the second case min{min{1, 0.175, 1}, un} =
min{0.175, un} = un™: Yu — (0, 0.175). For the membership function uace: (46.3 — 100) —
(0, 1) to the fuzzy set AGG we get: uacc = max{um*, un*}, where um*: (46.3 — 80) — (0,
0.825) and un*: (60 — 100) — (0, 1). That is uacc(y) = 0.825 for 46.3 <y < 62.5, uacc(y) =
(80 —y) / 20 for 62.5 <y < 76.5 and uacc(y) = 0.175 for 76.5 <y < 100 (see the strongly
drawn outline in Figure 1 on the left).

For calculating certain integers of the formula yo = [y-uacs(y)dy / Juacc(y)dy (see relation
(2)) it applies: [y-uacs(y)dy = 0.825-fydy + (80 — y)/20 dy + 0.175-Jydy = 1 633 (in the first
integral it is integrated within 46.3 <y < 62.5, in the second 62.5 <y < 76.5, in the third 76.5
<y < 100). [uace(y)dy = 0.825-dy + [(80 — y)/20 dy + 0.175-Jdy = 25 (within the same
integration limits); yo = 1633 / 25 = 63.78 %. After recalculating to the nominal values we
getyo=63.78 - 5.4 /100 = 3.44.

The prediction of the fuzzy model for the year 2020 is based on the data from the 4-year
period 2016 - 2019, taking into account the econometric official predictions of the respective
values in 2018 and 2019 (the coloured columns of Table 1). The expected maximum AGDP%
dropped to the value 4.3 (year 2017). Therefore, the recalculated value of the result is
expected in the interval Yacs = (58 — 100) % and it applies: (100, 47, 60) € U. This
COI’I’ESpOﬂdS to X = {(ﬂLﬂ, 1), (MINV, 1), (MUNE, 1)} and LF = {(ﬂLﬂ, M|Nv, MUNE)}- F(ﬂLﬂ,
Minv, Mune) = M, min{min{uai(x1),....uan(Xn)}, prear... an} = min{min{l, 1, 1}, um} =
min{1l, um } = um; uacc = max{um} = um: (58 — 80) — (0, 1), i.e. uacc(y) =1 for 58 <y <60,
uacc(y) = (80 —y) / 20 for 60 <y < 80 (see the strongly drawn outline in Figure 1 on the
right).

For the calculation of the certain integers of the formula yo = [y-uaca(y)dy / [uacc(y)dy (see
relation (2)) it applies: Jy-uaca(y)dy = Jydy + [+(80 — y)/20 dy = 785 (in the first integral it is
integrated within the limits of 58 <y < 60, in the second 60 <y < 80). [uacs(y)dy = Jdy + [(80
—y)/20 dy = 12; yo = 785/ 12 = 65.4 %. After recalculating to the nominal values we get yo =
65.4 - 4.3/100 = 2.81.
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Figure 1: The courses of the predicted functions upcg for the year 2018 (left) and 2020 (right)

B 625 m
463 | 765

0 20 40

Source: (own processing)

4. Summary and conclusion

The aim of the paper is to present a general fuzzy algorithm for solving decision-making
problems under conditions of the internal uncertainty of the model of a solved task,
formulated within the Zadeh's fuzzy approach that offers subjectively expected values as an
alternative to the statistically expected values. The theoretical basis of the fuzzy algorithm is
the transformation of the so-called extension principle into the form of the linguistic variables
and their terms in which the problem is solved. In the application part this algorithm is used
to the prediction of the growth rate of GDP of the Czech Republic in the year 2018 (compared
to the stated econometric forecast) and in the year 2020. The default data of the prognosis are
the components of the previous four-year evolution of the three macroeconomic indicators
(the long-term interest rates, investments and unemployment) published in OECD statistics.
These are used both in the fuzzy model formulation phase within which an expert gets
(through qualified interventions in the model structure and formulation of the inference rules)
an opportunity to take into account the knowledge and experience and in the process of
solving a task that is purely mechanical, independent of human factor. It consists of five basic
steps, which are fuzzification, application of inference rules, processing of intermediate
results, aggregation and defuzzification. The contribution to the fuzzification process is the
formulation of a fuzzification table that makes the solution considerably transparent and
easier to understand. In terms of inferential rules in the function of partial input
transformation tools, only three of them were used of the total number 27: (M, M, M), M),
((M, H, M), H) and ((H, M, M), M). The difference between the right sides of the last two has
its substantive reason — the high value of today's investment growth mainly accelerates the
next rate of GDP growth, the current high value of long-term interest rates does not have this
effect (it rather tends to decelerate the rate of GDP growth). The results of both tasks (the
courses of uacc functions) in terms of the linguistic variable AGDP% are shown in Fig. 1, in
which the % AGDP is a notation abbreviation for the predicted AGDP%, expressed as a
percentage of the highest AGDP% in the previous four-year period. By recalculating the
distances of the centre of gravity of the strongly delimited areas from the vertical coordinate
axes to the nominal values, the predictions of AGDP% were obtained for the year 2018 in the
value of 3.44 % (the official econometric prediction is 3.5 %) and 2.81 % for the year 2020.
Here applied fuzzy approach to the prediction of the GDP growth rate is the original
contribution of this paper.
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Abstract: The Czech Republic has the lowest unemployment rate in the European Union.
The actual unemployment rate in the Czech Republic reached 2.3% in July 2018 and is lower
than the natural rate of unemployment. Minimum and average wage has a growing tendency.
This situation causes an excess of demand for labour over job offer. Additionally, the pressure
to increase labour productivity, greater efficiency and lower costs forces companies to look
for new ways to make savings and improve their production program. One of the ways, how
to solve this problem is initiative Industry 4.0. Industry 4.0 will lead to labour substitution
using capital. The impact of Industry 4.0 on the labour market will be strong and is currently
difficult to predict the result. Changes will have a global impact and they can manifest
themselves as a decline in globalization. The aim of the article is to analyse the impacts of
Industry 4.0 in the Czech Republic and throughout the European Union. In the second part of
the article, there is an analysis of unemployment in context of age, education and gender,
which is taking into account the impacts of Industry 4.0 and Work 4.0 on the labour market.
Based on analysed data and literary research of selected studies, possible scenarios of the
creation and termination of jobs in the Czech Republic and worldwide are presented. Literary
research deals with Industry 4.0 and Work 4.0 not only in the Czech Republic but also abroad.
Primary and secondary data were used.

Keywords: Industry 4.0, minimum wages, unemployment, knowledge, globalization

JEL Classification: J21, E24, 033, J31

1. Introduction

Ptestoze se od roku 2010 debatuje o zpomaleni procesu globalizace, kterou méfi rizné
organizace po celém svété (napt. CurySska univerzita, McKinsey, DHL atd.), od roku 2011
nastupuje novy fenomén Pramysl 4.0. Némecko se prvni vefejné odkazovalo na digitalizaci
prumyslu jako "Industrie 4.0" v roce 2011 (Kagermann, H., et al. 2013). Poté byl termin
roz§ifen na anglosasky pojem ,,Industry 4.0%, zatimco jiné zemé zavad¢ji rGzné vyrazy pro
popis tohoto fenoménu. Spojené staty americké se zaméefuji na ,,Smart Manufacturing® stejné
jako Japonsko a Korea. General Electrics popularizoval koncept ,Industrial Internet®.
Kone¢né, dals§i obycCejné piibuzna slova nalezena v literatufe jsou ,Intelligent
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Manufacturing®, ,,Advanced Manufacturing®, ,Integrated Industry*, ,Smart Industry” a
,,.Smart Factory” (Thoben & Wuest, 2017; Hermann et al., 2016; Ibarra et al., 2018).

Termin Primysl 4.0 oznacuje ¢tvrtou priimyslovou revoluci, kterd je definovana jako nova
uroven organizace a kontroly celého hodnotového tetézce zivotniho cyklu produktl; je
zaméfena na stale vice individualizované pozadavky zakaznikli. Primysl 4.0 je stéle
vizionaisky, ale realisticky koncept, ktery zahrnuje internet véci, primyslovy internet véci,
inteligentni vyrobu, vyrobu na bazi cloudu a dalsi. Primysl 4.0 se tyka ptisné integrace
¢lovéka do vyrobniho procesu tak, aby se neustdle zlepSovalo a zaméfovalo na Cinnosti s
pfidanou hodnotou a zabratiovalo se vzniku odpadi. (Vaidya et al., 2018). Primysl 4.0 je
povazovan za novou prumyslovou fazi, ve které integrace a propojeni produkti do
vertikdlnich a horizontdlnich vyrobnich procesii mohou pomoci spole¢nostem dosdhnout
vyssi vykonnosti v primyslu. (Dalenogare et al., 2018).

Index pfipravenosti zemi sestaveny firmou Roland Berger fadi CR mezi , tradicionalisty*.
To znamena zemé, které téZi z kvalitni primyslové zakladny, ale zatim nezavedly iniciativy
na posunuti primyslu do nové éry. Pfipravenost zem¢ na Priimysl 4.0 je dle tohoto indexu
charakterizovana: primyslovou excelenci a hodnotovym syst¢émem. Cilem Primyslu 4.0 je
dlouhodoba konkurenceschopnost Ceské republiky. (MPO, 2016) Vahine a Johanson (2017)
vytvotili model vyvoje nadnarodniho podnikani (MBE), od ranych kroka v zahrani¢i az po
globalni firmu. Brandl a kol. (2018) analyzuji mezinarodni dohody a instituce, jak ovliviiuji
inovace v rozvojovych zemich.

2. Cil a metodika prace

Pii zpracovani clanku byly pouzity primarni a sekundarni zdroje. Data o podilu
nezaméstnanych osob a nezaméstnanosti byla Gerpana z Ceského statistického ufadu a
Eurostatu. Informace a tdaje o Pramyslu 4.0 a Praci 4.0 byla Cerpana piedev§im z dvou
klicovych dokumentt Iniciativa Prace 4.0 z Ministerstva prace a socialnich véci, Uadu vlady
a Iniciativy Priimysl 4.0 z Ministerstva primyslu a obchodu. Mezi sekundarni zdroje patii
pfedevS§im odborné zahrani¢ni ¢asopisy, odbornd literatura, webové stranky, diskuze a Gcast
na odbornych seminafich a konferencich (Hedvicakova & Svobodova, 2017). Nasledné
kategorizovat, analyzovat a aktualizovat dostupné relevantni informace ze shromazdénych
materiala, aby mohly byt poskytnuty zdkladni znalosti o vybraném tématu.

Cilem c¢lanku je strucné predstavit koncept Primysl 4.0 a nasledné analyzovat situaci na
trhu prace v kontextu Primyslu 4.0 a Prace 4.0 v Ceské republice a jejich dopady. Mira
nezameéstnanosti bude analyzovéna podle véku i vzdélani. Na zdklad¢ dostupnych informaci
budou vyvozeny mozné dopady iniciativy Primysl 4.0 na trh prace s dirazem na pozadavky
na nové znalosti a dovednosti, které¢ vlivem této iniciativy budou potteba. Dale budou
predstaveny odhady studii vénujici se vzniku a zédniku pracovnich mist vlivem Pramyslu 4.0.

3. Vysledky

3.1 Dopady Prumyslu 4.0

Primysl 4.0 bude mit celosvétovy dopad. Mezi hlavni dopady v Ceské republice i celé
Evropské unii 1ze uvést:
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e Zménu vyrobnich procesii (zméni se charakter vyroby, Priimysl 4.0 povede ke zvySeni
efektivnosti a produktivity prace, snizeni ndkladl, zakazkové feSeni, just in time,
zmensSeni globalnich fetézct, robotizace);

e Dopady na trhu prace (vlivem robotizace a digitalizace dojde ke zvySeni
nezamé&stnanosti pfedev§im u nizko kvalifikovanych pracovnich mist, pozadavky na
nové znalosti a dovednosti, zvySeni pozadavkil a pracovnich mist u technickych a IT
zaméstnancl, vétsi moznost spoluprace v mezinarodnich tymech, zkracovéani pracovni
doby a jeji vyssi flexibilita, zvySovani bezpecnosti prace a sniZeni jeji rizikovosti atd.);

e Vyroba a logistika (jedné se pfedev§im o substituci prace kapitadlem, rlst investic na
ukor mzdovych ndkladd, navraceni vyroby zrozvojovych zemi zpét do vyspélych
stati, lokalizace vyroby — pfesun vyroby blize zakaznikiim, zvySena role druzicové
telekomunikace a navigace, prediktivni UdrZzba vyrobnich zafizeni, individualizace
hromadné vyroby);

e Snizeni globalizace (vlivem zmény vyroby muze dojit k ekonomickému posileni
jednotlivych stati Evropské unie, oslabeni nadndrodnich struktur, posileni mistnich
trhti a tradic);

e Dopady na mezinarodnich obchod (v budoucnu by se mohla vlivem Primyslu 4.0
snizit potieba celosvétovych organizaci pro mezinarodni obchod, mezinarodni obchod
nebude mit z ekonomického hlediska takovy vyznam jako v soucasné dobg¢);

e Rist HDP (celosvétové se ofekava zvyseni ziskd spolecnosti a rist HDP, zména
podilu mezd na HDP);

e Ekonomické a socialni dusledky (rozevirani ntizek mezi obyvateli, zména Zzivotni
urovng).

Hamzeh et al. (2018) a Davies (2015) uvadéji, ze Prumysl 4.0 mize zvysit produktivitu a
efektivnost. Za pét let bude vice nez 80 % evropskych spolecnosti digitalizovat sviij
hodnotovy fetézec a zvysi tak efektivnost az o 18 %. Do roku 2020 budou evropské
pramyslové spolecnosti investovat vice nez 100 miliard Eur ro¢né v rdmci Primyslu 4.0.

3.2 Vyvoj podilu nezaméstnanych osob v CR

Ceska republika ma dlouhodobé jednu z nejniz§ich mér nezaméstnanosti v celé Evropské
unii. Od roku 2017 se dostala pod svoji pfirozenou miru nezameéstnanosti. Podil
nezaméstnanych osob byl v roce 2017 3,77 % viz. Obrdzek 1. Z tohoto diivodu dochazi k
previsu poptavky prace nad nabidkou prace. Tato situace zplsobuje problémy piedevsim
firmam, které nemohou najit dostatecné kvalifikovanou pracovni silu nebo jsou nuceny zvysit
mzdovou sazbu a pracovni benefity. Tato situace také zptisobuje rast mzdovych nakladi i
pramémé mzdy v Ceské republice. Rust primémé mzdy viak neni vyvaZzen rustem
produktivity prace. (Hedvicakova, 2018; Hedvicakova, 2018a; Hedvicakova & Kral, 2018)

Tento trend sniZzovani miry nezaméstnanosti pod jeji pfirozenou miru by méla zastavit
pravé inciativa Primysl 4.0. Vlivem Primyslu 4.0 dojde k vyznamnému zvySeni miry
nezaméstnanosti. Rlizné studie uvadéji odlisné progndzy viz. Table 1.

Druhym dopadem bude zvySeni disparit mezi mzdami u jednotlivych profesi. U
kvalifikované pracovni sily, pfedevSim technickych a IT profesi, bude dochdzet vlivem
Primyslu 4.0 k rastu mzdovych ndkladl. Budou se vSak zvySovat i pozadavky na znalosti a
dovednosti. Naopak u profesi s nizkou kvalifikaci dojde ke snizeni mzdovych sazeb a
soucasn¢ bude dochazet k substituci prace kapitalem. Podil robott se bude neustale zvySovat.
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3.2.1 Podil nezaméstnanych osob dle genderovych statistik v CR

Pokud se zaméfime na genderové srovnani je vyssi podil nezaméstnanych Zen nez muzi.
Tato situace je podobna pied hospodaiskou krizi i po krizi. Od roku 2013 dochazi k poklesu
podilu nezaméstnanych osob jak u Zen tak i u mizu.

Figure 1: Podil nezaméstnanych osob v Ceské republice v procentech (stav k 31.12)
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Source: (CSU, 2017; vlastni zpracovani)

3.2.2 Mira nezaméstnanosti dle urovné vzdélani v CR

Pokud se zaméfime na srovndni miry nezaméstnanosti podle vzdélani, jednoznacéné
nejvyssi mira nezaméstnanosti jak u Zen, tak u muzi je u zakladniho vzdélani ¢i osob bez
vzdélani. Mira nezaméstnanosti u muzia se zakladnim vzdélanim a bez vzdélani byla vyssi nez
u zen pred hospodaiskou krizi 1 po krizi. Od roku 2013 mé klesajici tendenci soucasn¢
S nastupujicim hospodatskym rastem.

Nejnizs§i nezaméstnanost je u vysokoskolsky vzdélanych obyvatel. Mira nezaméstnanosti
se u mizu pohybovala v analyzovanych letech od 1,5 % do 2,6 % v roce 2010, kdy vrcholila
hospodaiska krize. U zen s vysokoskolskym vzdélanim je podil nezaméstnanych osob vyssi.
Mira nezaméstnanosti se ve sledovanych letech pohybovala od 1,7 % pied krizi v roce 2007
az po 3,4 % v letech 2012 — 2014.

Dopady Primyslu 4.0 na miru nezaméstnanosti u jednotlivych skupin dle vzdélani budou
pfedevS§im u nizko kvalifikované préce, tzn. pro Zeny i muze se zdkladnim vzdélani a bez
vzdélani. Zde se pocita s nejvetsi substituci prace kapitadlem a nastupem robotizace. Dal§im
negativnim dlsledkem pro tuto skupinu pracovnikii bude nizka mzda, kterd se bude
pohybovat mirn€ nad minimalni mzdou.

Naopak se ofekava previs poptavky prace po kvalifikovanych pracovnicich predevsim
s vysokoskolskym stupném vzdelani. U této skupiny se ocekava naopak riist mzdovych sazeb.
Nejvyssi poptavka prace bude pravdépodobné po technickych a IT specialistech.

Vokoun a Strakova (2016) zanalyzovali, Ze vyuziti novych technologii ve vyrobnim
procesu muze byt levnéjsi a jejich vysledky ukazuji, ze jsou jiz levnéj$i nez naklady na
pracovni silu pro pracovniky s nizkou kvalifikaci s minimalni mzdou. Riziko nezaméstnanosti
bude jest¢ vyssi diky umeélé inteligenci; nicméné je tfeba nalézt vice vazeb mezi
nekvalifikovanou praci a novymi technologiemi. Chmelat a kol. (2015) naopak uvadi, ze
poptavka po spiSe nizSich kvalifikacich poroste, poptavka po kvalifikaén€¢ naro¢nych
profesich ziistane spiSe stabilizovana.
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VSichni pracovnici se vlivem Primyslu 4.0 budou muset ucit novym znalostem a
dovednostem. Budou vznikat nové pracovni pozice, bude kladen diiraz na jiné znalosti a
dovednosti, n¢které v soucasné dobé jeste nejsou znamé. Bude nutné propojit iniciativu
Pramysl 4.0 s Praci 4.0 a komplexn¢ pracovat na systematické piipravé na ptichod robotizace
a digitalizace. Nutnd je i kompletni reforma vzdélavacich programi, kterd spadéa do iniciativy
Vzdélani 4.0. ProtoZe ¢tvrtd primyslova revoluce zasahne vSechny oblasti, byva oznacovéana
souhrnnym ndzvem Spolecnost 4.0. Spolecnost 4.0. Spole¢nost 4.0 pfipravuje na nastup
digitalizace a stim souvisejicich pozadavkl na rozsifovani digitalnich dovednosti napfic
generacemi.

Figure 2: Mira nezaméstnanosti podle vzdélani v procentech v Ceské republice
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3.2.3 Mira nezamé&stnanosti dle véku v CR

Nejvyss$i mira nezaméstnanosti je u vékové skupiny 15 — 19 let jak u Zen tak i u muZza.
V dob¢ hospodaiské krize, od roku 2009 ptesdhla mira nezaméstnanosti u této vékové
skupiny 30 %. A nasledujici rok byla mira nezaméstnanosti u zen 40,2 % a dale se zvySovala
az do roku 2013, kdy mira nezaméstnanosti u zen ve véku 15 — 19 byla 47,6 %. Nasledné

zacala pozvolna klesat a v roce 2016 byla mira nezaméstnanosti u této skupiny 26,8 % viz.
Obrazek 3.

U muzi ve vékové skupiné 15-19 let byla mira nezaméstnanosti nejvyssi v letech 2012,
kdy dosahla 48,3 %. Nasledn¢ zacala klesat na 22,7 % v roce 2016.

Figure 3: Mira nezaméstnanosti podle véku v procentech v Ceské republice
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Vlivem Priimyslu 4.0 je nejvice ohrozena vékové skupiny nad 55 let, kdy na pracovniky
budou kladeny vysoké naroky na nové dovednosti a znalosti. Bude zalezet na konkrétnich
lidech, jak se stimto trendem vyrovnaji a zda budou ochotni se neustale vzdélavat a udit
novym dovednostem.

3.3 Predikce vzniku a zaniku pracovnich mist

Predikce vzniku a zaniku pracovnich mist se od sebe vyznamné 1i8i u jednotlivych autori i
v jednotlivych zemich. Dopady Priimyslu 4.0 vSak budou mit jednozna¢né negativni dopady
na rist miry nezaméstnanosti.

Table I Predikce vzniku a zdaniku pracovnich mist

Autor Predikce

Frey, Osborne (2013) 47 % pracovnich mist ohrozeno v USA

Utad vlady CR (2015) pomér ohroZenych a nové vzniklych pracovnich mist 5:2 (CR)
Davoské forum (2016) pomér ohrozenych a noveé vzniklych pracovnich mist 7:2 (vysp.zeme)
Arntz,Gregory, Zierahn (2016) pomér ohroZenych a nové vzniklych pracovnich mist 7:6 (SRN)

OECD (Employment Outlook 2016) | V nasledujicich 20 letech bude 10 % pracovnich mist vysoce ohroZeno
automatizaci + u 35 % pracovnich mist dojde k podstatnym zménam ve
vykonavanych ¢innostech.

Spidla (2017) 53  pracovnich mist

Source: (MPSV, 2016, vlastni zpracovani)

Pokud prevedeme tyto podily na pocet pracovnich mist existujicich v ekonomice CR v
roce 2015 vyjadfeny poctem zaméstnanych v tomto roce, potom by mélo byt ohrozZeno cca
408 tisic pracovnich mist a u 1,4 milionu pracovnich mist by mélo dojit k podstatné zmén¢.
(MPSV, 2016)

Mortensen a Pissarides (1994) ukazuji, ze agregétni Sok vyvolava negativni korelaci mezi
tvorbou pracovnich mist a ruSenim pracovnich mist, zatimco Sok disperze vyvolava pozitivni
korelaci. Proces ruseni pracovnich mist ma vyssi volatilitu nez proces vytvareni pracovnich
mist. Gennaioli a kol. (2013) poukazuji na zasadni vyznam lidského kapitalu pti zohlediovani
vyvoje regionalnich rozdili.

4. Conclusion

Cilem ¢lanku bylo struéné predstaveni Primyslu 4.0 a jeho dopady jak v Ceské republice, tak
celosvétové. Tyto zmény budou mit globdlni dopad a muze dochédzet i k poklesu miry
globalizace. Druhd cast ¢lanku byla zaméfena na analyzu nezaméstnanosti v kontextu véku,
vzdélani a pohlavi, kterd analyzuje mozné dopady Primyslu 4.0 a Prace 4.0 na trh prace. Na
zaklad¢ analyzovanych dat a literarniho vyzkumu vybranych studii jsou prezentovany mozné
scénafe vzniku a zaniku pracovnich mist v Ceské republice i na celém svét&. Dle Utadu vlady
je pomér ohroZzenych a nové vzniklych pracovnich mist v Ceské republice 5:2 (MPSV, 2016).
Nicméné jednotlivé studie se od sebe vyznamné lisi a je potieba se na ¢tvrtou priimyslovou
revoluci kvalitné ptipravit. Z tohoto divodu je nutné pfistupovat k inciativé Pramysl 4.0
komplexn¢ a systematicky. Jiz nyni je nutné upravovat ucebni plany pro koncept vzdélavani v
digitalni dob¢. Z tohoto divodu na konci roku 2016 zacalo Ministerstvo Skolstvi, mladeze a
télovychovy Ceské republiky vytvaiet se zastupci riznych odvétvi primyslu a odbory
iniciativu Vzdélani 4.0. Protoze ¢tvrtd pramyslova revoluce zasahuje vSechny oblasti, je
oznacovana souhrnnym ndzvem Spolecnost 4.0. Na zavér je nutné uvést, ze Primysl 4.0 je
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predevsim o odpoveédné podpote zmény zpliisobu mysleni celé spole¢nosti nez o konkrétnich
technologiich. (MPO, 2016)
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Abstract. In the past, globalization was an economic topic. Today, the globalization is not
only the economic phenomenon, but it is possible to see the globalization in wider context in
many research areas. Of course, the globalization is a key challenge for health policies.
Connection between globalization and health is very complex problem, but one fact is clear:
the good health and quality of healthcare provision are as essential preconditions for
successful globalization. The topic of human health is multi-factorial and many health
problems have a global context. This paper is focused on health effects of different aspects of
globalization. The paper presents a knowledge base for the linkages between economic
globalization and health, with the intention that it will serve as a basis for synthesizing
existing relevant literature, identifying gaps in knowledge, and ultimately developing national
and international policies more favourable to health. The paper also shows the selected
analyses, which are used for researches in the area of health policies in context of
globalization. The paper may help to improve the process of globalization on many levels and
may set up the processes of a sustainable and healthy development for all. The data from
international databases and statistical methods are used in the paper.

Keywords: globalization, health, knowledge, analyse, policies

JEL Classification: E60, F60, 110, C10

1. Introduction

The economists solve the problem “globalization” in many research papers and the very
important fact is that they focus on the movement of goods, people, information, and ideas,
and they look at the effects on economic growth, poverty and inequality. Health is not a
primary focus of their attention (Deaton, 2004). There are almost absent health effects of
globalization in literature sources. On the other hand, we can find a few of some research
activities which are discussed the health consequences of globalization — see for example
Macfarlane et al. (2008), Yan Liu et al. (2015), Martens et al. (2010), Hejdukova (2015),
Labonte & Torgeson (2003), Kawachi & Wamala (2006).
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How mentioned Martens et al. (2010), the globalization is more than economic
phenomenon which is manifested itself on the global scale. Globalization is something more
complex, takes place across continents, time, cultural values, economics, political and social
attitudes. An important impact of globalization is thus evident in human capital
(Hejdukova, 2015). Nowadays, it is necessary to open the space for globalization-health link,
because the globalization processes influence many important health determinants.

This paper begins with a brief overview of the selected researches in the topic of
globalization and health. Then, the data and methods and results of the empirical study are
presented and discussed. The empirical part of our study aimed to investigate health effect of
globalization in EU countries using static panel data model. At the end of the paper the
authors mentioned some suggestions for future research.

2. Globalization and Health — selected researches

There exist some different opinions on health effects of globalization in literature.
Primary, the non-economists, the experts in health science take a more negative view of
globalization. How mentioned Deaton (2004) the non-economists take very often a broad
definition of globalization in comparison with economists and into the term “globalization”
also include policies, privatization, structural adjustment programs etc.

The causality between globalization and human health is complicated. The reason of this is
the fact that the causality is multi-factorial, many population health problems are invariably
embedded in a global context (Huynen, 2008). There is also very big discussion about global -
health link in the academic level. The problem is also the limited empirical evidence on the
multiple links between globalization and health (Martens et al., 2010). Some examples of
health impacts of globalization can be positive, some negative. Selected health impacts of
globalization are showed in Table 1.

Table 1: Positive and negative health impacts of globalization: some examples

Positive health impacts of globalization

Negative health impacts of globalization

Diffusion of knowledge and technologies, improving
health services

Spread of infectious diseases due to increased
movement of goods and people

Diffusion of knowledge and technologies, improving
food and water availability (e.g. irrigation technology)

Spread of unhealthy lifestyles due to, for example,
cultural globalization, global trade and marketing

Improvements in health care or sanitation due to
economic development

Brain drain in the health sector

Global governance efforts, such as WHO's Framework
Convention on Tobacco Control (WHO FCTC) and
WHO's Global Outbreak Alert and Response Network

Health risks due to global environmental change

Increased access to affordable food supplies due to free
trade

Decreased government spending on public services due
to, for example, Structural Adjustment Programmes
(SAPs)

Inequitable access to food supplies due to asymmetries
in the global market

Source: (Martens et al., 2010; Huynen, 2008; Huyen, 2005)

Other authors — see for example Deaton (2004) or Viscusisi & Aldy (2004) — are interested

in relationship of globalization and life expectancy. There are many different results in the
studies which depends on the fact if is it poor or rich countries, on gender etc. According Liu
et al. (2012) Life expectancy is a major indicator of individual survival. It also serves as a

2549



18" International Scientific Conference Globalization and Its Socio-Economic Consequences
University of Zilina, Faculty of Operation and Economics of Transport and Communications, Department of
Economics 10" — 11" October 2018

guide to highlight both the progress and the gaps in total social and societal health. Using the
indicator Life expectancy in health economy we can see by Sedgley & Elmslie (2018),
Jasilionis (2018) or Bulley & Pepper (2017). Also, we solve the problem of health effects of
globalization with using the Life expectancy and we focused on developed countries in
following parts of this paper.

3. Data and Methods

This study covered 21-EU countries for the period of 2008-2014. These 21 countries
include: Austria, Czech Republic, Denmark, Estonia, Finland, France, Germany, Hungary,
Ireland, Italy, Latvia, Lithuania, Luxembourg, Netherlands, Poland, Portugal, Slovakia,
Slovenia, Spain, Sweden, United Kingdom.

Life-expectancy (h_le) was used as proxy for health effect, as was mentioned above this
indicator can represent societal health.There are also many indicators which can represent
globalisation, this study focused mainly on economic aspects of globalisation and that is why
three economic globalisation indicator published by Eurostat were chosen: Export to import
ratio (g_trade), Value Added in Foreign Controlled Enterprises (g_fadd) and Employment in
Foreign Controlled Enterprises (g_fempl) were used as proxy for globalization. Data was
collected from two databases: Eurostat and OECD and covered time period from 2008 to
2014. In this study, it was preferred panel data models, because these models provide using a
larger number of observations that are not available in conventional time series. An overview
of the variable’s description and the available time series are presented in Table 2.

Table 2: An overview of the variable’s description

Available Time

Variable Statistical indicator Note . Source
period
. Total population at
h_le Life expectancy birth (Years) 2000-2016 OECD
g_trade Export/Import ratio ratio 2005-2014
Value Added in
g_fadd Foreign Controlled Percentage of total 2008-2015
Enterprises Eurostat
Employment in Foreign
g_fempl Controlled Enterprises Percentage of total 2008-2015

Source: (Eurostat, OECD)

A logarithmic transformation of data was applied before the estimation of the econometric
model. There was one missing value in two time series (Ireland, Luxembourg), these values
were estimated using an arithmetic mean. An econometric model was also defined to test the
hypothesis whether globalization affects health in EU countries. The econometric model can
be expressed by the following simple linear equation

h lej = a+ Pig tradey + Bog faddi, + B3g_femply + pie 1)

Subsequently, several different panel regression estimations were made. Similar procedure
as in Kurekova (2015) was applied to find the most appropriate model, the panel regression
estimations are presented in Table 3. In the first step, two basic panel regression, fixed-effects
panel regression (FE) and random-effect panel regression (RE), were estimated. In the second
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step, it was determined which of these two models is more appropriate. Using the Hausman
test and the parametric test, it was found that the FE model could be preferred to RE model. It
was also found that within FE panel regression estimation appeared cross-sectional
dependence (Pesaran’s CD test; P=0.000), autocorrelation (Wooldridge test; P = 0,0000) and
heteroskedasticity (Wald test P = 0,0000). To try to mitigate the consequences caused by the
problems mentioned above, the FE model with option vce(cluster) in STATA was estimated.
In the case of autocorrelation and heteroskedasticity, literature suggests using an alternative
estimation method. Parks (1967) suggests using an estimation of the so-called feasible
generalized least squares (FGLS). In such a case, it is necessary to be careful that this method
is not recommended to use for data sets containing a large number of N and a relatively small
number of T. It may seem that our data set (N = 21, T = 7) does not meet the required
condition, however, N is relatively small and only three time larger than T. Due to the
problems with FE regression, two FGLS regressions were estimated.

4. Results and Discussion

To estimate the impact of globalization on health were used data covering the period
between 2008 and 2014, unfortunately a longer time period was not available. A total of 21
time series of EU Member States were available. Change in health can be measured in many
ways, a proxy variable life expectancy has been selected in this study; in the future, it would
be possible to extend the study to other indicators to complete a complex picture of the
effects of globalization on health. The results of static panel data models helped answer the
question of whether globalization affected the health in the EU countries. Five econometric
models were estimated, followed procedure of tests that led to the selection of 3 models that
appeared most appropriate. The results are presented in Table 3.

Table 3: Results of static panel data models

Model FE_VCE_CLUSTER GLS_corr_AR1 GLS_corr_PSAR1
Variable coef SE Coef SE coef SE
G_TRADE 0.061** 0.022 0.058*** 0.013 0.090*** 0.016
G_FADD 0.017 0.023 0.005 0.008 -0.026** 0.011
G_FEMPL 0.015 0.028 -0.024*** 0.006 -0.020** 0.008
_cons 1.854*** 0.022 1.921*** 0.006 1.957*** 0.013

note: .01 - ***; 05 -**; 1-%*;

Source: (own calculation based on Eurostat and OECD)

Table 3 shows that the Export / Import ratio (g_trade) had a positive effect on the increase
in life-expectancy (h_le), globalization in this sense had a positive effect on health. For the
other two proxy variables, their influence may seem ambiguous, as the coefficient of Value
Added in Foreign Controlled Enterprises (g_fadd) in the first two models is positive and in
the third model is negative. In the case of the coefficient for the variable Employment in
Foreign Controlled Enterprises (g_fempl) is positive for the first model and negative in two
remained models.

Given that all three estimated coefficients were statistically significant at 5% significance
level for regression GLS_corr_PSARL1, this model was used for the following interpretation of
the results. From the results in Table 3, it is possible to see that the increasing Export / Import
ratio positively affects LE, but the increasing percentage of g_fadd and g_fempl decreased
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LE. It can be concluded that globalization represented by selected indicators would not had
only positive health effect.

5. Conclusion

Globalization has often seen as an economic process which is focused primary on trade,
information, goods, people and their movement. Nowadays, we can see the changes in this
worldwide concept. Globalization is becoming increasingly as a more complexly
phenomenon which includes also a significant social, cultural and environmental aspects with
health effects.

Health effects are not very often solved in research papers, of course some researches exist
and selected approaches and studies which are in connection with globalization-health link
are presented in this paper. As we can see there are different views on this topic.

We have chosen the approach with using the indicator Life expectancy and selected three
indicators of globalization for our research. The empirical part of our paper aimed to
investigate health effect of globalization in EU countries using static panel data model. As the
results of static panel regression models there is positive significant effect of Export / Import
ratio on LE, but there are negative effects of increasing percentage of Value Added in Foreign
Controlled Enterprises and increasing percentage of Employment in Foreign Controlled
Enterprises. Therefore, it cannot be stated that globalization represented by selected
indicators had solely positive health effect.

Our research has brought further questions to address in the future: (i) expanding the
model by explanatory variables; (ii) testing how the model will work for other proxy variable
of health. So, we are sure that there exists space for future research activities in part of global-
health link.
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Abstract. The capital market in each country has its own specific features compared to the
global capital market. These differences reflect the different risks of investors who invest in
one of the national capital markets. For the investor, it will therefore be extremely important
to know how best to measure the country risk and to be able to respond to this risk in a timely
manner. Currently, we can find several research studies which examine the different methods
of country risk and the empirical relationship between sovereign rating of a country and the
components of its capital market. In our contribution, we will focus on two different methods
of the country risk measuring. On the one hand, we have a sovereign rating method that
measures the credit risk of the issuer (state). Using this method, we analyze in more details
individual indicators used by credit rating agencies in the process of assessment the country
credit risk. In contrast, we will use market based method - bond spreads, which responds
more flexibly to the market situations. Similarly, the country risk in the stock market can be
quantified - risk spreads on the stock market, warns the investor almost instantly about the
emerging market situation.

Keywords: government bonds, stock market, country risk, sovereign rating, risk spread

JEL classification: G12, G19, EOO

1. Introduction: Literature Review

In 2008, when the financial crisis hit the world, investors had to rethink their financial
decisions about choosing the right country for their investments. Enormously growing risk
spreads had been pure evidence of increasing risk of countries in the Eurozone. In the past we
could meet some synonyms of the country risk. Country risk is also referred to as sovereign
risk, political risk, country risk or cross-border risk in various literature, with some authors
identifying and understanding the terms as synonyms, while some others emphasizing that
there are differences between concepts that cannot be considered synonymous (Bouchet et al.
2003).

In financial theory, we come across the term country risk as a category which includes not
only economical, but also political and financial risk. The PRS Group and its well-known
author Howell (2013) in The Handbook of Country and Political Risk Analysis characterize
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the International Country Risk Guide (ICRG). This rating comprises 22 variables in three
subcategories of risk: political, financial, and economic. A separate index is created for each
of the subcategories. The Political Risk index is based on 100 points, Financial Risk on 50
points, and Economic Risk on 50 points. The total points from the three indices are divided
by two to produce the weights for inclusion in the composite country risk score. The
composite scores, ranging from zero to 100, are then broken into categories from Very Low
Risk (80 to 100 points) to Very High Risk (zero to 49.9 points).

The Political Risk Rating includes 12 weighted variables. Political risk reflects the stability
of the government, internal and external conflicts, level of corruption, level of judiciary and
law, level of international relations and external conflicts. The economic risk reflects
macroeconomic indicators such as GDP per capita, economic growth (GDP growth in %,
annual inflation rate, state budget deficit and debt ratio relative to GDP) or balance of
payments. The third category, financial risk measures part of country risk through indicators
such as foreign debt (% GDP), foreign debt in relation to exports, exchange rate, and so on. It
can be said that the country risk covers a multitude of problems that are often analysed as
partial quantities, quantified by different statistical methods and econometric models.

Especially, the area of political risk is examined by Bush & Hefeker (2007), which
processed 83 emerging countries from the point of view of foreign direct investments and
activities of multinational corporations. Braga & Alves (2018) concluded, that investors to
make a more informed assessment of political risks associated with democratic stability,
economic development, government effectiveness, civic cohesiveness and international
integration.

The publications of foreign and domestic authors currently encounter the fact that
specifically examines the country risk separately for the bond market and the stock market.
The country risk associated with the bond market is mainly focused on the credit risk or the
insolvency of the country. On the other hand, the country risk on stock market can be
understood like a potential threat to investors who are investing in this market, as well as the
companies that want to enter the market. Sovereign ratings are used to evaluate the credit risk
of the country. The rating considers, in particular, the factors that affect a country's ability to
fulfil its obligations of the issued bonds in time and in full. These are primarily financial
indicators like level of debt, deficit, debt or deficit to GDP, etc. On the other hand, bond
spreads are used to measure the country risk not only on the bond market, but also on the
stock market. These spreads are more sensitive to market changes and are characterized by
higher volatility.

Beirne & Fratzscher (2013) analysed country risk determinants like public debt/GDP, real
GDP growth or current account/GDP to CDS spread in 31 countries. They found that there is
a “wake-up call” contagion, as financial markets have become more sensitive to countries.

Maltritz & Molchanov (2013) analysed determinants of country default risk in emerging
markets reflected by sovereign yield spreads. They stated that total debt, history of recent
default, currency depreciation, and growth rate of foreign currency reserves as well as market
sentiments are the key drivers of yield spreads.

Arghyrou & Kontonikas (2015) also examined the determinants of bond yield spreads in
the EMU and found that the menu of macro and fiscal risks priced by markets has been
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significantly enriched since March 2009, including international financial risk and liquidity
risk.

Silvapulle et al. (2016) investigated the contagion effects in the daily bond yield spreads
(relative to Germany) of five peripheral EU countries as a consequence of the recent euro-
debt crisis. They found evidence of financial contagion effects. In globally interconnected
financial markets, central bankers and policy makers are concerned about contagion.

Aristei & Martelli (2014) analysed the impact of behavioural factors on sovereign bond
yield spreads in the Euro area. The authors found that the behavioural indicators considered,
such as proxies of consumer and market sentiment and expectations, strongly affect spreads’
behaviour, especially during crises.

Eichler (2014) examined the political determinants of sovereign bond yield spreads and
found that political determinants have a more significant impact on sovereign bond yield
spreads in autocratic and closed regimes than in democratic and open countries.

The working paper from Haugh et al. (2009) is dedicated to the government bond’s
growing risk spreads in countries of the Eurozone during the financial crisis of 2008-20009.
They compare yields of government bonds of individual countries to German government
bonds (Bunds). They see the problem of high spreads in the inefficient and deficit economy of
countries, as well as higher investor risk aversion during crisis.

Bernoth et al. (2012) stated that interest rate differentials between bonds issued by EU
countries and Germany or the USA contain risk premiums which increase with fiscal
imbalances and depend negatively on the issuer’s relative bond market size.

Much attention was given to this issue, especially in connection with the insolvency of
Greece. Chionis et al. (2014) examined the impact of major macroeconomic indicators on
government bond yields and growth of risk margins in Greece. They found that the most
significant factor during the crisis era was government deficit. On the other hand, debt to
GDRP ratios do not play any significant role.

Reusens & Croux (2017) compared the importance of different sovereign credit rating
determinants over time, using a sample of 90 countries for the years 2002—2015. After the
European debt crisis in 2009, the importance of financial balance, economic development and
external debt increased substantially and the effect of Eurozone membership switched from
positive to negative. For highly indebted countries, GDP growth gained a lot of importance,
and on the other side, the government debt became more important for countries with lower
GDP growth rates.

Margaretic & Proger (2018): in your paper studies the impact of a country's extra financial
performance on its sovereign bond spreads.

Sunil & Thomas (2014) they that to conclusion, that during the sovereign credit crisis only
fiscal factors appear to affect the credit spreads while international risk factors have had little
or no impact on the sovereign credit spreads.

However, credit rating agencies are often criticized. The problem is that issuers pay for the
required rating, so it can be assumed that the agency is too optimistic when evaluating the
issuer. If one of the agencies changes the rating of the state, other agencies will do the same,
so we cannot talk about agency independence. Another disadvantage is the too-long rating
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process. According to Damodaran (2015), credit rating agencies are reacting too late to a
rating change, exposing the investors themselves to risk.

At the time of a crisis, it is assumed that credit rating agencies will overreact and aggravate
credit ratings for issuers who would not otherwise undermine the rating, which will have
market feedback and will only deepen the problem. Bhatia (2014) lists several of the
following reasons why credit rating agencies are failing: information problems, limited
human resources, revenue bias and other incentive problems.

2. Aim and Methodology

The goal of this contribution is to show the importance of the country risk, which has
become more important in recent years because of the debt crisis in the Eurozone. Also, we
will quantify the country risk by two different methods. First, we look at the sovereign ratings
of individual countries. The second, market-based method is simply the difference between
yield to maturity of a 10-year bond of a risky country and that of a 10-year bond of a risk-free
country. To be able to compare the results of these methods, we will assign spreads in basis
points to sovereign ratings according to table 1. The point of this contribution is to prove that
changes in sovereign ratings could be forecasted by market-based method of measuring
country risk. We will quantify the country risk of Italy. We will be examining the period from
1998 to 2018.

Country ratings focus mostly on the macroeconomic factors that would affect a country's
ability to repay its debt and avoid defaults. On the other hand, bond spreads reflect current
market situations. So, we assume that the market can react in advance to potential threats.
The purpose of this paper is to try to prove that a market-based method can forecast changes
in sovereign rating.

Emerging markets don’t have government bonds denominated in foreign currency but in
case they have a set rating from one of the world’s rating agencies, we can determine the
spread of these countries. The method assumes that countries with similar credit risk should
have the same rating and based on this, we assign a given country spread.

Table 1: Rating and default spread. January 2018

investment grade

Rating Aaa Aal Aa2 Aa3 Al A2 A3 Baal Baa2 Baa3
Spread 0 41 51 62 72 87 123 164 195 226
speculative grade

Rating Bal Ba2 Ba3 Bl B2 B3 Caal Caa2 Caa3 Ca
Spread 256 308 369 462 564 | 667 769 923 1025 | 1230

Source: (own processing based on www.stern.nyu.edu)

In the table above, we can see individual risk spreads in basis points assigned to country
ratings. For our measure, we choose Moody’s rating agency. In our case, Germany has the
best credit rating, so the country’s risk premium is 0. Both Italy and Spain have a rating of
Baa2 with a spread of 195 basis points. That means that bond yields of Italy or Spain should
be higher by 1.95 percentage points than bond yields of German Bunds.

Investors who don’t think that rating and scoring are sufficient and reliable methods of
measuring country risk can use one of the alternative market-based methods. Investors see
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the advantage of these methods and that the results reflect the actual situation on the market.
It should be noted that they are characterized by frequent fluctuations in comparison with
rating or scoring evaluations. These fluctuations are caused by market reactions to different
events or irrational behavior of market participants which explains the psychological analysis.
According to Damodaran (2016), one of these market-based methods is default spread. The
risk premium is calculated according to equation 1 as the difference between the yield to
maturity of the bond of country X and the yield to the maturity of the bond of a risk-free
country. This difference tells us about the country X's risk; the bigger this difference, the
more risk the investor assumes when it comes to the country's financial market. For the
purpose of this paper we will use data of yield to maturity of 10-year bonds of countries
Greece, Spain and Italy, and for a risk- free country, we choose 10-year German’s bunds.

bond spread YTM = YTM of 10Y bond —YTMof 10Y bond,; 4 rree counery (1)

country X

In this work, we used data from different databases. We used mathematical and statistical
methods to compile acquired data. We processed the data from the Eurostat database and
available sites, www.tradingeconomics.com and www.yahoofinance.com, along with the
ECB published data on www.ecb.org, www.oecd.data.org.

3. Results

During our examining period, we could see several important events in the financial
markets. The first event was the technological bubble, also known as the “dot.com” bubble,
which popped up in the early 2000s and caused huge losses for stock markets. However,
spreads in the 2000s showed small volatility and therefore, the technology bubble affected not
only the stock markets, but also the bond markets. During a market crisis, investors demand
“safe haven” assets like bonds or gold. This causes the bond yields to fall. It is true that bond
yields of our selected countries fell, but those movements had the same trend. In other words,
the dot.com bubble and its collapse didn’t affect the terms or the country risk, because the
phenomenon didn’t make any changes to the riskiness of our selected countries. Another case
of crisis was the mortgage bubble in the US market in 2008. The core of this bubble was the
fact that US banks provided mortgages to risky clients.

Figure 1: Italy — macroeconomic indicators
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Source: (own processing based OECD Data)

These kinds of mortgages, when the borrower is very risky, are known as subprime
mortgages. In the next step, banks sold these assets to other financial institutions via
securitization. The mortgage problem became a worldwide problem through these financial
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operations. Because of factors like level of globalization and specific relationships between
financial institutions of different countries, we saw and experienced a worldwide crisis. In the
first half of 2008, we saw growing spreads of government bonds. In 2011 and 2013, we saw
enormous increased risk spreads for countries like Italy and Spain, because of
disproportionate growth of government debt in those countries. Since 2014, we have seen
relatively stable spreads; however, we can also see the different spreads of countries with
different ratings. Since this moment, investors have begun observing and marking differences
between the countries of Eurozone. They have started understanding and measuring the risk
associated with investments in government bonds of risky countries. It should be noted,
however, that during the stock bubble in 2000s, spreads slightly increased. In 2008, during the
mortgage bubble in the US, we saw increased spreads. But we are talking about extreme
growth from 2010-2014 because of debt crisis in the Eurozone.

As shown in the following table, the rating development has a decreasing trend and is
approaching the hazardous area - C - with a high risk to the investor. This decreasing
tendency is mainly due to the high unemployment rate coupled with rising public debt and
relatively low GDP growth rate. This is also the reason for relatively worse rating within
Europe. Together with the political risk, which has increased mainly due to the composition
of governmental parties in Italy, it also creates the conditions for a future downgrading of the
rating.

Table 2: Changes in sovereign rating/outlook for rating of Italy from 2000 (Moody’)

1.1.2000 | 1.5.2002 1.6.2011 1.10.2011 1.2.2013 1.7.2013 | 1.2.2014 1.12.2016
Rating Aa3 Aa? Aa? A2 A3 Baa2 Baa2 Baa2
Outlook | Stable Stable Negative | Negative | Negative | Negative | stable negative

Source: (own processing based tradingeconomics.com)

High public debt is currently the main problem of the Italian economy, which is ultimately
reflected in the level of yields of Italian government bonds. Italy too has been affected by a
low economic growth. The increasing public debt as part of GDP in recent years has been
caused by a low, sometimes negative economic growth, as well as low inflation. Low
inflation causes an increase in real interest rates, and therefore, the dynamics of Italian
economy are getting worse. Italy's debt problem is a long-standing problem which can trace
its roots back to 1999, when it adopted a common currency, the Euro, and became a member
of the Euro area. Italy had undertaken to reduce the level of debt from 110% to 60% of GDP
on entry into the Eurozone. It has accomplished this criterion, but only partly. In 2008, many
countries were forced by the financial crisis to spend a considerable amount of money to
support the economic recovery. In 2009, efforts to improve the situation in the fiscal area
were renewed. The project EDP—Excessive Debt Procedure was launched in the same year,
too. The purpose was to ensure better management of public funds. Since that year, we are
watching decreasing public debt in Italy. The deficit was at 5.3% in 2008, while it was at 2.6
% in 2016.

The development of bond spreads in Italy is very similar to that in Spain. In 1999, we can
see a little volatility. From 2000 to 2007, we are seeing a very low volatility of bond spreads.
In May 2002, the sovereign rating of Italy was decreased from Aa3 to Aa2. From 2007 to
2011, we see a rise in bond spreads. Consequently, in October 2011, the Italian rating was
downgraded to A2. In the coming years there will be some further downgrades of the
sovereign rating of Italy to Baa2. Extreme jump in bond spreads in the period 2011-2013 can

2559



18" International Scientific Conference Globalization and Its Socio-Economic Consequences
University of Zilina, Faculty of Operation and Economics of Transport and Communications, Department of
Economics 10" — 11" October 2018

be considered as an overreaction, but even in this case rising bond spreads prevent
downgrading of sovereign credit rating of Italy. In 2016, we can again see rising bond
spreads. Actually, the outlook for sovereign rating of Italy is negative, so we can expect
another downgrading of Italy’s rating.

Figure 2: Bond spread and rating based spread (in BP) in Italy between 1998 and 2018.
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Source: (own processing based on ec.europa.eu/Eurostat)

4. Conclusions

As we can see, the trend of bond spread as well as sovereign rating was very similar in the
Italy. At the beginning of the reference period 1998-2000, we were able to see a small
volatility in bond spread. Between 2000 and 2007, volatility of bond spreads was either
minimal or none. During this period, the macroeconomic indicators developed positively, and
the sovereign rating was improved (Italy 2002 on Aa2) with a stable outlook. In the period
from 2007 to 2012, we saw a sharp increase in bond spread, and in the coming years the
deterioration of sovereign rating. Spread subsequently declined, with the rating of the country
remaining unchanged. We can assume that the sharp increase in bond spread has been
overreacted, but in any case, preceded the downgrading of sovereign rating. So, we can
assume that those overreacted increased predicted changes in sovereign ratings and served as
a warning signal. Bond spread in Italy has shown a rising trend with actual negative outlook,
so we can predict a possible downgrading of sovereign rating of Italy. The purpose of this
contribution was to compare two methods for measuring country risk and to find out whether
the market can predict the possible deterioration of economic conditions in a country. We can
conclude, that we fulfilled the purpose of this paper.
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Abstract. Sustainability is without a doubt a mega-trend today. Consumers, politicians and
even the companies are paying more and more attention into this matter. The globalized
world markets have changed the world dramatically during the last century. Unfortunately,
the development has been in many cases environmentally, economically and socially
unsustainable. The globalized economy has made some countries richer than ever, but the
development has not been equal. The unsustainable utilization of natural resources and
human labour has created an unsustainable world with unprecedented wealth and well-being
in rich industrial countries and serious environmental problems, corruption, inequality and
human rights violations in many developing countries. Everybody can see the challenges of
environmental sustainability, but those are in most cases caused by the challenges of social
and economic sustainability. While the gap between poor and rich becomes ever bigger, the
economic sustainability challenge cannot be overlooked. When a person, a company or a
country is struggling economically, the aspects of environmental and social sustainability are
easily overlooked or neglected. In addition, the social unsustainability which can be seen in
corruption, lack of democracy and all forms of racism must be dealt with. In this paper, the
existing sustainability challenges will be researched in the viewpoint of a rich developed
country like Finland. How the sustainability challenges involve Finland and how the people,
companies, organizations and country of Finland can have a positive impact on global
sustainability on all the three dimensions of it.

Keywords: sustainability, globalization, global trade

JEL Classification: F18, F60, J31, Q56

1. Introduction

Today people all over the world are growingly concerned about the future of our planet.
Recent abnormal weather phenomenon, economic and political challenges and visible
changes in our world have brought an important question in our minds: what is happening,
how the world is changing and - above all — can we affect any way the change?

1.1 Sustainability

In the Encyclopadia Britannica the concept sustainability das defined by James
Meadowcroft as “the long-term viability of a community, set of social institutions, or societal
practice” (Meadowcroft, 2017). The concept sustainable development has been defined
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according to Cheever and Campbell-Mohn as “an approach to economic planning that
attempts to foster economic growth while preserving the quality of the environment for future
generations” (Cheever et al., 2016).

The first definition of sustainable development was described in the famous Brundtland
Report in 1987: “Humanity has the ability to make development sustainable to ensure that it
meets the needs of the present without compromising the ability of future generations to meet
their own needs. The concept of sustainable development does imply limits - not absolute
limits but limitations imposed by the present state of technology and social organization on
environmental resources and by the ability of the biosphere to absorb the effects of human
activities. But technology and social organization can be both managed and improved to
make way for a new era of economic growth.”(Brundtland, 1987).

1.2 Globalization

What is globalization? According to the IMF “Economic "globalization” is a historical
process, the result of human innovation and technological progress. It refers to the increasing
integration of economies around the world, particularly through trade and financial flows.
The term sometimes also refers to the movement of people (labour) and knowledge
(technology) across international borders.” (IMF, 2000). As a phenomenon globalization has
been an integral part of human culture and development since the dawn of humanity.
Migration and trade have both developed and expanded the sphere of human life and culture.
People, goods, knowledge and ideas have travelled through the world. Since Adam Smith and
Anders Chydenius it is also widely recognized that free international trade is one of the
cornerstones of global economic development.

2. Sustainable Globalization

As the concepts of sustainable development and eternal economic growth are at least in
some extent contradictive, the challenge is to find out, how the global economic growth can
be achieved according to all the sustainability requirements.

Figure 1: The Club of Rome prediction of future trends and limits of growth
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Source: (https://damnthematrix.wordpress.com/2012/04/11/so-much-for-debunking-the-club-of-rome/)

The globalization has been a significant factor in both historical and especially recent
economic, social and environmental development throughout the world. Especially the
material well-being of industrial world would not be even possible without globalization.
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Global markets of raw materials, labour and industrial goods are the key elements of the
modern globalization. (Hussain et al., 2018) Eventually globalization has been recognised as
the cause and consequence of a modern industrial and commercial development and during
the last 30 years significant emphasis was put into further liberation of international trade.
(\Varadarajan, 2017) The world was step by step, agreement by agreement, approaching once
almost utopic state of full freedom.

Then all changed. Since the economic shock of the year 2008 financial crisis the world has
took several steps backwards on globalization. Because of the recent immigration / refugee
crisis of Afghanistan, lIraq, Syria and Africa, the industrial countries have obtained more
critical attitude on immigration. Especially inside the EU, there has been lots of disagreement
between the member countries how to deal the situation. Since 2015, so large gquantities of
immigrants have come into EU territory that people even in the most immigration friendly
countries like Germany and Sweden have become growingly sceptic and extreme political
movements have gained popularity. Countries like USA, Canada and Australia have become
very selective on their immigration policies. (Al-Amin et al., 2018; Dangelico et al., 2017)

When the Russia took over Crimea peninsula and later UK decided to exit from the EU
and when Mr. Trump was elected as the president of the USA the world trade has experienced
series of political trade embargoes, punitive import taxes/tolls and instead of making the
global trade easier we have now trade wars at our hands. During the last couple of years, the
attitude towards free globalization has flipped almost backwards. There is no signs for better
— especially between the USA and China both countries are just raising the stakes and even
all-out trade war is not out of the question.

The world have experienced between 1990 — 2008 an unprecedented period of growth and
prosperity in almost everything because of global economic and political liberalization. Was
this recent surprising and rapid anti-globalization development just inevitable because of
underlying political imbalance caused by world changing too fast and challenging the
traditional geopolitical and economic balance — or is it an error which can be fixed? Is this
anti-globalization trend just something that may go away as fast it appeared, or is there some
systemic problems in the globalization of recent decades?

According to Oxfam International 82% of the wealth generated year 2017 went to the
richest one percent of the global population, while the poorest half of the world experienced
no increase in their wealth (Oxfam International, 2018).

2.1 Environmental Sustainability Challenge

By using the original definitions of Herman Daly (Daly, 1990) environmental sustainability
can be defined in a nutshell as follows: “Environmental sustainability is the rates of
renewable resource harvest, pollution creation, and non-renewable resource depletion that
can be continued indefinitely. If they cannot be continued indefinitely then they are not
sustainable.” (Thwink.org, 2018a) In terms of sustainability it can be said that: environmental
sustainability must have the highest priority, because the lower the carrying capacity of the
environment, the lower the common good delivered by the social system and the less output the
economic system can produce (Thwink.org, 2018b).

Our existence in this planet depends on the living conditions of it. The nature is changing
constantly and many changes are not positive for our existence. The big challenge is the
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impact of our activities into environmental changes. (Bask & Rajahonka, 2017) Known
examples are problems with the ozone layer, greenhouse effect caused by CO- and air, water
and land pollution.

Figure 2: Population and consumption growth 1850 onwards
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As an important measurement of sustainability, the Ecological Footprint is a com-mon tool to
evaluate the exposure of natural resources. In this regard, measurements take place on ‘how fast
we consume re-sources and generate waste’ (Global Footprint Network 2018a).

Figure 3: Ecological Footprint Map
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Source: (Global Footprint Network, 2018b)

In addition, the ecological footprint evaluates two sides which are demand and supply of
nature in order to successfully measure the impact or necessaries. Measuring demand by
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looking at the ecological assets given that are needed in order to reproduce used natural
resources by the society (Global Footprint Network 2018a).

Figure 4: Fossil fuels and renewables in Finnish primary energy production 1970-2016
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Source: (Official Statistics of Finland (OSF), 2017).

As seen at the Figure 3 the EU area has generally quite unsustainable ecological footprint.
Only the Scandinavian countries (Denmark, Finland, Norway (not an EU-member) and
Sweden have relatively sustainable footprint. This can be explained by the high level of
renewable energy production (wind, waterpower and biomass) and wide usage of timber as
renewable industrial raw material. The share of renewables in the Finnish primary energy
production is over 30% and when the usage of nuclear energy is included the usage of fossil
fuels is about 42%, which is far less than the European average.

2.2 Social Sustainability Challenge

Social sustainability is maybe the least appreciated when we normally think about
sustainability. Environmental sustainability has been in headlines for decades and we
generally understand it. Also the economic sustainability is quite well understood. How we
see and understand the social sustainability? Social sustainability can be seen as empathy, a
sense of community, warmth, encounters. Social sustainability is the human network, which
is surrounding us and defining the world and our role in it with other human beings. In rich
and developed countries like Finland we have become so busy with our demanding business
and with our hectic life that we are not always aware about our interconnection to other
people around us in both local and global sense. According to Anne Birgitta Pessi (Pessi,
2017) the information flow overwhelms us and in this busy life, exhausting news and a
constant sense of urgency, we have more or less lost the ability to be compassionate — locally
and globally. In the socially sustainable world the compassion for other people, for humanity,
for nature and for our only world is the true core of all sustainability.

Social sustainability can also be seen as a way of identifying and managing business
impacts, both positive and negative, on people at the global perspective. (Lo & Kwan, 2017,
Munzel et al., 2018; Hervani et al., 2017) The policies and activities of companies affect what
happens to employees, workers in the whole global value chain. (Croom et al., 2018) Of
course, the company management wants the company to be profitable. But profitable to
whom? Do we practice our profitable business in a compassionate way, in which we do not
exploit any natural or human resource near or far away in a destructive manner — or are we
just considering our short-term local profitability instead of long-term global sustainability?
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The Finnish imports from low cost countries can be divided into two categories: 1) lower
cost countries at EU and 2) low cost countries overseas. In advanced countries like Finland
the companies and of course the consumers must be aware of the social conditions of the
workers in low cost countries — is the low cost level achieved by neglecting the basic safety,
worktime and salary standards? If so, what can be done to improve the situation? As
consumers we are making the final decision between different alternative products based on
our preferences. Do these preferences emphasize social sustainability or are we only looking
for the cheapest price?

2.3 Economic Sustainability Challenge

The most important element of economic sustainability is that a business must be
profitable. This must be achieved in both environmentally or socially sustainable way. The
business world is not operating in without interaction with other aspects of life and economy.
The main idea of the market economy is to provide services or goods customers require and
create profit. Of course, the profitable business is important, but not at any cost. Important
elements of economic sustainability include compliance, proper governance and risk
management. Business sustainability can be seen how companies manage their financial,
social and environmental risks, obligations and opportunities. It represents resiliency over
time and businesses, which are sustainable are able to create economic value and contribute
to healthy ecosystems and strong communities. (Financial Times, 2018)

Another important element of economic sustainability is that every human being must have
equal possibilities for economic prosperity. The quantity of wealth is not a problem;
theoretically there is adequately wealth in the world to meet the needs of all the peoples.
According to the latest estimations the global wealth is about 1 143 trillion USD (Lange et al.,
2018) which is about 150 000 USD per capita. The problem is that the wealth is very
unevenly distributed and majority of the world population have absolutely no possibilities to
accumulate this kind of wealth - despite how hard working they are. It is reality that majority
of the world population can only dream about the working conditions and salaries of the rich
industrialized countries. This is the challenge of economic sustainability: how we can create a
world, where equal work input in a farm, factory or public position would be remunerated
approximately equally everywhere. In the modern globalized world this unsustainability is
mostly utilised by offshoring or outsourcing industrial activities from developed higher labour
cost countries like Finland into less developed low cost countries and this way significant got
efficiency can be achieved. Of course this offshoring and outsourcing creates new working
places into developing countries what would be great, if only the basic work safety, working
hours and minimum wage rules, which are commonly protected by strict laws in rich and
developed countries, would be followed also in developing countries. In some cases
production methods and processes, which are strictly limited or banned because of their
dangerousness in developed countries, are just outsourced to less developed countries whose
have not yet issued equal limits or bans.

3. Conclusion

As the concepts of sustainable development and eternal economic growth are at least in
some extent contradictive. Understanding the impact of every action on the surrounding
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environment, social conditions and economic equality is crucial to improve the current
situation in a planet, which seems to be far from sustainable. Climate change, over-population
and running out of natural resources are important issues to take into consideration. The
world is facing some serious issues regarding sustainability, which have been under heavy
discussion during the past decades. There are a number of economic, social, demographic and
environmental mega-trends underlying the explained challenges such as cultural diversity,
environmental degradation or a deeper globalization. Businesses as usual are therefore not
anymore viable option. The sustainable development will require changes at the local,
national, and global levels. Since 1990’s the world's sustainability situation has severely
weakened due to technological development that has not contributed on sustainability. Therefore,
it is humanity’s task to start effectively working together on solutions. We must all make our mind
on our political, industrial or especially consumption decisions: do we want to be part of the
solution or do we want to be part of the problem.
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Abstract. In the contemporary globalised world constant changes occur which affect every
sphere of human existence in almost every country around the world. The technological
development as well as economical and cultural globalisation cause changes in many
different spheres of human life, among others in the sphere of work and consumption. These
conditions influence the most important human behaviour and consequently human
satisfaction and quality of life. Among others the following changes in the sphere of
organizations occur: task orientation, diversity of activities within organization, more flexible
employment, non-linear organization of tasks and elimination of hierarchy and development
of networks. The newest communication technologies have a significant impact on the way
people work and consume. It creates many possibilities and make people’s life easier, yet it
may also have a negative impact on the human well-being or work-life balance. The newest
phenomena in the work and consumption are challenges, which may bring many benefits, but
also pose some threat to the psychophysical well-being of an employee. The aim of the article
is to present the newest global phenomena in the sphere of work and consumption and their
potential effect on the peoples’ quality of life on the example of the citizens of Polish city
Czestochowa.

Keywords: globalisation, work, consumption

JEL Classification: D12, J5, J28

1. Introduction

Modern globalised world is undergoing constant economic, technological and social
changes. These new phenomena concern every aspect of human life, starting from the sphere
of work and ending with the private life, including consumption. Changes do not always bring
people higher level of quality of life and not lead to satisfaction and psycho-social well-being.
New amenities in the technological sphere result in many benefits in terms of breaking the
boundaries of time and space of the globalised world and enable diffusion of cultural and
economical values, patterns of behaviour and activities, unification of economic markets and
legal standards. Yet, sometimes it becomes also a burden, increases competition, pressure on
the employees, entrepreneurs, creates social exclusion, deepens the inequalities, negatively
influencing the level of quality of life.
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The awareness of the possible problems connected with new consumer and labour market
trends in the globalized world may help to prevent and reduce harmful and threatening
phenomena and trends, enabling to keep high level of quality of life and psycho-social well-
being of an individual. The aim of this article is to analyse what are the main new global
phenomena and how they influence the quality of life of people as employees and consumers
and present some research on this subject concerning the Polish socio-economical context.

2. Theoretical background

As many scientists point out progressive globalization enables such phenomena as:
digitalization, facilitating spreading of information and knowledge, the development of the
Internet as well as mass media, which favours homogenization of the sphere of culture and
consumption. Globalization intensify technological progress, including development of
communication technologies, migration phenomena, the emergence of new rules for the
international division of labor or the convergence of economic orders towards a free market
system. (Fryzet, 2008; Lebedintseva et al., 2018; Dimitriu, 2016)

According to Euromonitor 2005 data (as cited in: Tkaczyk, 2012), the main trends in 2005-
2015 were: the enrichment of rich people, increased migration, aging of societies, the
phenomenon of coconization, so-called media on demand, dissemination of access to the
Internet and the development of mobile technologies. In modern, highly developed societies,
life expectancy is prolonged and, at the same time, the number of children is reduced.
Moreover, the disproportions between rich and poor people deepen. People from poorer
regions migrate to more developed countries in order to find better job and a dignified life.
This is facilitated by progressive globalization and the free movement of labor in Europe.
People turn to the privacy of their homes. It is at home where, thanks to the development of
communication and services, they do what previously required leaving the house. In the
majority of European Union countries, the population is declining. The countries of Central
and Eastern Europe experienced the greatest decline, whereas in Western Europe it is offset
by the inflow of immigrants .

According to research of Olejniczuk-Merta & Nowacki (as cited in: Tkaczyk, 2012) on
contemporary consumption in Poland the trend of child-centeredness, the search for
authenticity or simplicity, the trend of emancipation of women and the masculinity crisis, the
trend of seeking privacy the trend of “catching opportunities” are among the important trends
shaping the Polish consumer.

New kind of consumer looks and shares the information about consumption very often.
Internet enables communication between consumer and also promotes creation and
dissemination of consumer behaviour patterns. So called global brain appeared in the virtual
space of Internet. It can be described as sharing and accumulating knowledge about the
producer sand their products as well as the market. The Internet and global brain phenomena
becomes the main source of information and is the basis for decision-making, especially for
the young consumers (Karczewska & Bsoul-Kopowska, 2016)

Most and most common global trend, however mainly in the wealthy regions, is the
common use of the Internet as a communication tool as well as the tool for creating the image
of the product and the enterprise (Denegri-Knott & Molesworth, 2010). It shortens the time
required to response to consumers needs and requests and quicken the communication
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process. Moreover, the Internet is used to stimulate the need for the product and adjust the
product to the personalized needs of a consumer. What is more, new fields of activity for the
providers of services focused on sports activities, decorating home and the idea of wellness
(spiritual and physical) appear. New target groups as well as new service spheres designed for
these groups occurred (e.g. children’s recreation, healthcare and rehabilitation for the
elderly). It is also worth noticing that the borders between the mass production and the luxury
are being blurred, what as a result changes the target groups for the producers (Karczewska &
Bsoul-Kopowska, 2016).

As a result of the rising role of the aesthetic and symbolic aspects of goods, the prestige
and uniqueness of goods and services become more and more important. The aspect of goods
connected with their usefulness is becoming less important. The emotional and aesthetic
aspect are emphasized and most significant in modern global consumption. Romantic ethics,
focused on mysticism, imagination, emotionality dominates in consumer activity. In relation
to consumption, the purpose is not to acquire and use goods because of their utility, but to
look for pleasure, modern hedonism based on an illusory vision of happiness gained by
acquiring goods and using services. (Campbell, 1987).

Globalization processes have affected the sphere of work in many ways, creating numerous
opportunities as well as threats. One of the most characteristic features of the global labor
market are transnational corporations which are characterized by: efficiency, flexibility and
innovation, dispersion and complexity. They make use of the global flow of money, people
and goods creating international relations and dependencies. Globalization has influenced
new principles of international division of labor, as a result of which geographical centers of
competence or service centers are created. New phenomena such as outsourcing and
offshoring have emerged. They mean moving of job positions in search of cheaper or better
qualified workforce in order to reduce costs of production. Another phenomenon related to
globalization is labor migration, usually directed from less developed countries to wealthier
regions of the world (Majkut & Wojcik, 2010; Kypriotelis, 2016; Greblikaite et al., 2016).

Among others global corporations use the possibility of teleworking, which is remote
work, cooperating within virtual teams. Virtual organizations are created, which are spatially
scattered, but focused on the common goal achieved through cooperation by using modern
information technologies, breaking time and spatial barriers. Work with the use of new
technologies is increasing, changing the structure of activities performed in the process of
work. This all is possible due to the development of the so-called information society, in
which the information becomes one of the most important resources on the market.
(Karczewska & Bsoul-Kopowska, 2017) However, the mentioned spread of technology of
work can lead to impoverishment of work as well as increase the monotony of work, and
sometimes may even lead the complete replacement of human labor by the machine.

New global trends concerning technology and economy open many new opportunities for
employees - new positions, international working experience, development of new
competences and skills, as well as more flexible time and ways of work or lifelong learning
(see: Edwards & Usher, 2001). However, the pressure of continuous development, being
constantly informed, following technology development increases.The global competition is
also growing and threat of job loss occur. Due to changes connected with globalization, there
is a higher risk of lowering human well-being resulting from instability of employment,
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changeability of management and working conditions or potential economic problems
associate ith global connection of national economies (Anisimov, 2017).

Enterprises which try to adapt to continuous changes in the global market adopt flexible
forms of employment, organization of working time and use new communication and
production technologies. The rapid flow of information related to technological development,
enabling efficient communication and continuous access of employers and clients to
employees can contribute to scarcity of time off from work (private life) and destabilize the
balance between leisure time and work.

The balance between professional and non-professional life is significant for the perceived
level of the individual's quality of life (Przewozna-Krzeminska, 2017). The term quality of
life can be understood as the sense of a satisfying and happy existence of a person connected
with his emotional attitude to reality. In turn, in more objective terms, it means a standard of
living, expressing the degree of realization of human needs and pleasures through the use of
goods and services (Leznicki, 2011)

An essential element affecting the quality of human’s life is satisfaction with professional
activity and quality of work. The basic dimensions as well as the criteria for assessing the
quality of work are as follows: type of employment, stability of employment, time of work,
career development opportunities and training provided by the employer, status and work
control, working conditions and health and safety at work, work content (Employment in
Europe, 2001)

One of the material elements of the quality of life connected with resources for goods and
services satisfying human needs is consumption. Paradoxically, in the modern world of
consumption there is no real long-term satisfaction from consuming goods. The reason is that,
according to the ideology of consumerism, the consumer must be constantly exposed to new
temptations. The state of satisfaction is not the purpose of consumption behavior, it is the
state of unmet and constant search for new experiences which is desirable. "Consumers are
first and foremost, impressors; they collect things only secondarily, as derivatives of
sensations.” (Bauman, 2000) The consumer society is defined as a society of excess and
abundance. Moreover, typical for the consumer society is the waste of goods, because the
essential element of continuous consumption is to throw away goods, get rid of the old model
and replace it with newer, improved one. That is why the role of modern consumption in
increasing the level of quality of life may be argumentative and it may have various
consequences in human‘s life, both positive and destructive.

3. Methodology

The article includes own research as well as secondary data from research of other
scientists taking up the issues considered. Own research was conducted on the population of
the Czestochowa region — consumer research concerned population of young women aged 20-
44 and employees research concerned population of the employed, both sexes. The survey
method of gathering data was applied with the use of the tool of questionnaire. In the first
survey the sample was 390 women and in the second survey the sample was 276 employees.
The other researches recalled in the article was conducted on the representative samples of
population of Poles. The collected data were analysed with the use of statistical methods and
Statistica software.
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4. Research data analysis and discussion

One of the main problems connected with the development of new communication
technologies may become the continual availability of employees for the employer. The
questionnaire included a question if a respondent is always available to his/her employer,
even after working hours, during free time (e.g. telephone contact with the supervisor).
Around 60% of surveyed claimed that he/she is always available to the employer, of which
23% often, and 36% rarely. This issue does not concern 40% of respondents.

The questionnaire also raised the issue of the extent to which the respondent uses the
Internet and its tools in his work. The majority, as many as 58% of respondents use it in a
very high and high degree in their professional activity. Only around 23% use it in a low or
very low degree.

For the sense of security of the employee in the sphere of work, the level of work stability
connected with the low risk of dismissal from a job is important. This stability is generally
lower in the conditions of global competition. Therefore, the following question was asked: to
what extent does the workplace provide you security/stability of work/low risk of dismissal?
Almost half (49%) of the respondents assessed this grade as high or very high. Around 37%
rated it as medium and 13% as low or very low.

What is more, the respondents were asked about the reason for their potential
dissatisfaction with work. More than one answer could be chosen. The most frequent cause of
dissatisfaction among respondents turned out to be unsatisfactory remuneration (46%). Other
factors mentioned by respondents were: unsatisfactory incentive system (26%), unsatisfactory
career opportunities (25%) and too high level of stress at work (24%) as well as unsatisfactory
professional development (23%). About 17% of the respondents ponted out to the lack of
balance between work and private life. Other factors mentioned factors were: too much
overtime, insufficient personnel, work overload or "nothing™.

The statistically significant relations between several analyzed variables were found
(correlation using the Kendall tau b test (t)). This coefficient takes values in the range <-1,
1>. The value of 1 shows full compliance, while the value of 0 means that the arrangements
of two variables are not consistent. The value -1 indicates the total opposition of the
arrangements of variables. Therefore, it determines not only the strength but also the direction
of dependencies between variables. The significance level of p = 0.05 was assumed in the
research.

It has been shown that the lower the employee satisfaction rate is, the more frequently the
employee is willing to change his/her job (t =-0.47). Also, the smaller the sense of stability of
the employee's employment is, the more frequently the employee is willing to change his/her
job (t = -0,22). The greater the sense of stability of employment is, the higher the degree of
job satisfaction is (t = 0.32). In addition, the greater the employee's permanent availability to
the employer is, the greater the degree of stress burden is (1t = 0.18).

Nationwide research indicate that work-life balance is disturbed in case of almost a quarter
of Polish employees. In studies on the quality of life in Poland inthe year 2015, the results
indicated that 19% of respondents admitted that they have no free time during the day for
themselves, among which less than 4% of people considered that they lack time even for the
necessary activities. About 25% of people estimated that they had enough time for everything
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without unnecessary haste, while 6% of respondents indicated that they had even too much
time available for their activities. Almost half of the Poles stated that they had enough time to
do their necessary activities, and in addition, there was some free time left for themselves.
Lack of free time was reported in research mainly among people aged 25-34 (28% of them) as
well as 35-44 years (31%). (Jakosc zycia w Polsce w 2015 r., 2017)

New technologies enable constant contact with employees, even after working time. Cases
of business contact in free time in the previous two months were confirmed by almost 30% of
working Poles. For around 20%, these contacts took place one or two times during that period
of time, while for almost 10% they happened more than twice. In the case of two-thirds of
respondents, the business case connected with the contact concerned the immediate handling
of the assigned task. Such contacts are more often related to urban inhabitants (33% of
respondents) than rural residents (24%) and men (33%) than women (25%) (Badanie
organizacji i rozktadu czasu pracy w Polsce w 2015 r., 2016, p. 26).

The global changes in communication tehnologies affect also the consumption acitvity of
people. One of crucial aspects of modern consumption activity connected with the use global
network of Internet is the frequency of purchases online. The respondents were asked how
often they make purchases online. Almost 20% of the consumers buy from online stores as
often as in stationary stores, while around 60% of respondents buy in online stores from time
to time, more rarely than in the stationary stores. Including those consumers who buy in
online stores more often than in the stationary ones, around 85% of young female consumers
of Czestochowa are e-consumers. (Karczewska & Bsoul-Kopowska, 2017)

Figure 1. Chosen patterns of consumer behaviour. Female inhabitants of Czestochowa aged 20-44. N=390

good orientation in market offer 41.80%
inclination to changes in own.. 39.70%
inclination to experimenting,.. 39.20%

dominance of current.. 37.40%
HYes

No

inclination to changes in own.. 36.70%
inclination for shopping on.. 32.80%

pleasure from doing shopping 31.30%

knowledge of consumer rights 23.30%

no problems with filling a..

0,00% 50,00% 100,00%

Source: (Own study)

As the firure 1 presents, the researched young female consumers in Czgstochowa manifest
a lot of global modern consumer behaviour. Thanks to the use of different sources of
information (among others Internet sources), they are well oriented on the market (58%), they
are inclined to experiments and novelties in various spheres (connected with new goods and
services) (60-63%) and their current, short-time oriented consumption dominate over the
longer-term one (62%). They also make use of sales and promotions, hunting for bargains
(67%) and take pleasure and satisfaction from shopping process (69%). Moreover, they are
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conscious consumers — they know their rights (77%) and have no problem with filling a
complaint if not satisfied (79%).

More research data shows that the respondents are used to disposability of goods, they do
not have problem with exchanging goods for the new one (58%), even in case when they are
just out of fashion, yet efficient (52%). About one third of researched consumers is
spontaneous in shopping, tend to stroll in shopping malls for pleasure as well as do “window
shopping” (watches the shop windows and shop displays no necessarily buying something).

Modern employees as well as consumers in Poland in majority follow main global trends
connected with development of new technologies and socio-economical changes and
therefore are exposed to potential threats to the work-life balance (work-related stress, time
pressure, global competition) or their psycho-social well-being (e.qg. striving for satisfaction of
constant consumer needs, spiral of debt, excessive consumption etc.) Therefore, if not
prevented, these phenomena may have negative consequences to the general quality of life of
individuals.

5. Conclusion

There are many positive consequences associated with global economic changes and
technological development such as communication opportunities, flexible working time,
distance working, continuous learning and immediate access to information, but it can also
have destructive impact on the psychophysical well-being of individuals. The information
society requires constant learning, development, staying informed and up-to-date all the time,
which in the sphere of work can lead to overloading with professional duties, lack of work-
life balance and professional burnout. The constant possibility of acquiring and consumption
of goods enabled by the online shopping and online banking may also disturb the psycho-
social well-being of an individual. The access to the “global brain” of consumers around the
world has its benefits of being well-informed, yet may result in overload of data and obstruct
the decision making process. The omnipresent marketing inducing constant new needs of a
consumer do not contribute to the high level of satisfaction and quality of life of an
individual. Increased awareness of the potential threats connected with these global trends
can help prevent their occurrence and increase individual’s quality of life.
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Abstract. The objective of this paper is to depict outcomes derived from a discussion
“Sustainable Development Based on Innovations and Quality of Education in Global
Context” that was conducted in the University of Ruse. The discussion was carried out via
“World Cafe” methodology. Stakeholders, divided in teams, enunciate trends and suggestions
on four subjects. These subtopics are integrated into a holistic model to enhance Ruse
Municipality potential for sustainable development in the global environment with respect to
2030 timeline. Some of the most exciting discussion outcomes to name a few, establishment
of future jobs, virtual laboratories and flexible lifelong learning patterns. Approach towards
knowledge should be switched from memorising to experiencing. Assertive approach is
recognised as crucial along with analytical and soft skills. The main obstacles upon
knowledge and skills development are: 1) crises in personal value system; 2) relation between
real life and education significantly gaps behind. University is envisioned as a mediator for
matching business and education needs. With respect to Ruse international economic
development, traditional sectors should be promoted, along with emphasising on global
newcomer — IT, tourism and Danube River related businesses. Recommendations for growth
are: entrepreneurs should open to global market, particularly to Romania. The main
development obstacles are: demographic crisis, underdeveloped infrastructure, inadequate
services from local authority and short term planning orientation. As a final point, it is
obvious that in this case, university should be not only organizer, but also enabler for
sustainable regional development in the global context.

Keywords: International regional development, university, economic development,
education, World Cafe

JEL Classification: 125, F63, 035, R11, R58

1. Introduction

The current paper discusses the idea about the combined peoples’ efforts, representing
separate institutions with different opinions, to promote the extremely important place of the
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University of Ruse in Bulgaria, for the development of the Danube Region. The EU strategy
for the Danube Region has eleven priority areas for development, four of which are assigned
to Bulgaria: a) increasing competitiveness though innovation, education, culture, tourism,
multicultural dialogue and preservation of the regional identity and rich cultural heritage; b)
improvement of accessibility to and from the Danube River and effective utilization of its
resources; ¢) improvement of water quality, protection of biodiversity, prevention and risk
management; d) strengthening of management capacity, coordination and partnership on all
levels, improvement of security and integration of people with disadvantages. Ruse
Municipality, which is the most developed on the Danube River in Bulgaria, based its
program documents on strategy that stresses unquestionably on cooperation between
Municipality and University of Ruse for improvement of research and innovation activities.
The planning activities include provision of EC financing for the creation of centers for
excellence and competitiveness, equipped with modern laboratories. The Municipality aim is
to promote knowledge-based economy and innovation, which will need healthy, highly
educated, free, mobile and entrepreneurial people. The conduction of constructive dialogue is
based on the method called World Café. It is used because of its advantages to stimulate
participants to share different opinions and make suggestions. The results lead to ideas about
structural transformations or new strategies for development (Dawkins & Solomon, 2017;
Horng, et al., 2017). This method is developed in the corporate management, but it is often
used for educational purposes, because of its ability to develop a shared education, and for the
development of professional, academic and emotional competences (Estacio & Karic, 2015;
Lorenzetti et al., 2016; Martinez-lzaguirre & Martinez de la Hidalga, 2013). It is applied in
the initial phases of the interdisciplinary research, which facilities the integration of
knowledge (Ruppert-Winkel et al., 2014). The method of World Café has been used in the
discussion “Sustainable Development, based on Innovation and Quality Education in Global
Context”, organized by the University of Ruse. It encompasses visions of the organizations at
different levels, which form the environment for the development of Ruse region, and
accounts for their dynamic behavior for the formation of directions for realization of business
strategic decisions (Papazov & Mihaylova, 2015) and internal control (Bilgi et al., 2017),
developing new products (Stoycheva & Antonova, 2018), key competence for sustainability
(Kostadinova & Antonova, 2018) as well as probation of models of control on lecturing teams
at higher school (Lambovska, 2018).

This paper presents the results of a discussion, organized per World Café method about the
directions of sustainable development of Ruse Municipality. The participants in the
discussion represent the local business and authority, educational organizations and students.
Four main topics are explored: 1) Establishment of better connection between business and
public sector with education; 2) Development of innovative education for the needs of Ruse
Municipality; 3) Necessary skills and competences for professional career in the 21 century;
4) Economic development of Ruse region by 2030 based on innovations.

2. Methods

The World Café has five common components: 1) environment or setting; 2) welcome and
introduction, i.e. host; 3) small group rounds; 4) questions; 5) harvest or summary. However,
the method is modified to meet the central idea “sustainable development.” Thus, it is
decomposed to four branches (topics) discussed at four separate tables. The host of each table
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presents three keywords or notions on each of the three questions discussed (spurs), attaching
them to the board on the four topics. The synthesized model is debated with emphasis on the
opportunities for partnership and mutual interest. There are three questions on every topic, as
the four target groups of participants — business, local authority, teachers and students are
expected to answer. After one team rotation, the same sequence is performed by the next two
teams. The host of each table strives to arrange the teams’ views. The fourth team
summarizes the ideas of the previous three ones. As a result, self-adhesive sheets are prepared
for each of the three discussed issues using keywords/phrases. The table host welcomes and
introduces participants to the topic. Time is organized as: 1) every stakeholder has 5 minutes
for individual brainstorming, the ideas are written on A5 white paper with different colors:
business — green; local authority — blue; trainers — red; students — yellow; 2) each member
presents his ideas for 5 minutes; 3) table’s host presents a brief statement of previous rounds
(except first and fourth) for 3 minutes; 4) the ideas are discussed and updated as hints are
written within three key phrases/words for each question on the topic that lasts 7 minutes.
Finally, the moderator (chief host) graphically reviews results and put a basis for discussion
using initially prepared mind map with branches — main topics and questions.

3. Results and Discussion

The topic discussed on table one is: “How to develop close relationships among business,
public authorities and educational entities?” Motivation for that subject is consequent with
the notion of Knowledge Triangle and Innovation postulated by the European Commission.
The knowledge triangle is composed of three sides, i.e. education, business and innovation.
Establishment of close, effective links between education, business and public sector is
envisioned as an enhancer of growth. The three questions related to this topic are as follows:
1) What is your understanding of the knowledge triangle? 2) What are the barriers and
challenges for establishment of links between stakeholders? 3) What good practices could you
share out of your experience? Regarding the first question, reactions gravitate around
partnership between professional and public interests on the matter. An educational cluster
could be established as a starting point. As a result, job positions could be accessed easily.
With respect to the second question, reactive (instead of proactive) planning is envisioned as
a barer for link establishment. However, virtual laboratories of jobs of future is seen as a
challenge. About third question, the following practices have been discussed: “Open lessons”
in the local parliament, “Open hour” for preliminary school, “Snow White” Project,
supported from one of the biggest retailers in the region and Foundation “Ruse — Free Spirit
City”. Another important issue is how to develop innovative education for the needs of Ruse
Municipality. The first question in fact is what “innovative education” means to the
participant? How do they understand it? As Carrera and Ramirez-Hernandez (2018) claimed:
“The definition of innovative education is complex because it encompasses these ideas of
creation, modification, discovery, intervention, intentionality and systemization, and
integrates them with the problems of education: technology, teaching approaches,
pedagogical processes, and people.”

The local authority sees it as education for the future using modern technologies,
connected with the newest trends and requirements of labor market and giving solid ground
for upgrade capabilities. For the business this is a process that enables possibility for learners
“to think and create” in order to achieve competitiveness for organizations they study/work.
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Teachers (principals and vice principals) say that this is “creativity”, “management of
knowledge” and lifelong learning (LLL) but this cannot be achieved without assets (real and
financial) — a conclusion made in previous study by Dimitrova and Petrova (2011) as well.
Students round out that education must be interesting and build active civil position in society
that should include even “family” as a factor. These answers naturally contribute the second
question: “What are the key innovations (approaches) in education that should be
introduced?” All participants are unanimous that “learning-by-doing” is the most suitable
approach but this is linked with the charisma of people involved, i.e. educators, practitioners,
policy-makers, etc. As might be expected, some little gaps among the contributors are present
in using different words for similar things. For example, the municipality proposes morning-
shift learning mode for primary and secondary schools but this means more capacity
according to teachers, complication to work in small groups with young people, etc. Every
participant requests new courses corresponding to the economic situation in Ruse region.
However, partnership and involvement in mutual projects for regional development are vital
for schools as they wish to be unique in certain area or “pioneers” in their terms. More
interactive methods for education (debates, cases, discussions, self-assignments, e-materials,
etc.) and practice are welcomed for teachers and students that are supported by business as
well. Additionally, employers are looking for language skills from young people as they
declare: “... we operate in global market ... on the border with Romania”. Moreover,
business realizes an opportunity to share experience from own specialists in some specialized
classes at schools.

Finally, the most provocative question, which is a sequence from previous ones, is: “If we
are looking in one direction how we can support the innovative education?” Local authority
has his opinion that analysis of efficiency and quality of education must be done and on that
base it can develop policy and plans. The municipality experts can also help in studying and
implementing contemporary and effective educational practices, which is highly appreciated
by teachers and students. Furthermore, that is supported by employers but with the limitation
that this should be done taking into account the specialization of companies in Ruse region.
Besides, they advocate compulsory and real internship programs. In return, local business
offers sharing the costs for repair and maintenance of buildings and purchasing new
equipment for practical studies. The session ends with the phrase: “More elements of dual
education and less paper work.”

Next topic in hand is: “What are contemporary skills and competences required for
professional career in 21t century?”. Motivation for that question is derived from rapid
changes in global environment, which poses challenges upon human resources in the region.
Additionally, some authors (Ritzhaupt et al., 2018) argue, a set of knowledge, skills and
abilities (KSA) for a particular job position are rich in quantity, i.e. one hundred seventy-six
KSA. What is more, Ritzhaupt and Kumar (2015) describe KSA are diverse in quality either,
i.e. for a specific technical job they found that solid foundation in the field, learning theory,
soft skills, technical skills, and a willingness to learn on the job are vital. Moreover,
professional development is related to ethical values of people (Nichev, & Petrova, 2015) and
this relation can be transposed into dynamic model (Ghinea et al., 2015). Thus, identifying
proper KSA is essential for sustainable development. This topic has been decomposed into
tree questions: 1) What are the crucial knowledge, skills and abilities needed in next ten
years’ timeline? 2) What are the obstacles to create the identified KSA? 3) What kind of
support would be in favor of acknowledged KSA building?
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In terms of crucial knowledge, skills and abilities, secondary school authorities envision
digital competence, contemporary vocational skills, teamwork skills, creativeness and
responsibility for meeting deadlines and performance standards, as important. Business
representatives outline digital competence, fluent command in languages, creativeness,
analytical skills, soft skills, responsibility, proactive, loyalty, persistence and system thinking
as essential. They distinguish memorized knowledge and knowledge “on demand”, as well as
data proceeding skills and skill for putting structure in the information flow. Latter is
predicted as more valuable for the next decade. Local authority strains on skills for effective
communication, emotional intelligence, adaptability and youth civic engagement. Students
believe that critical thinking (towards themselves including), problem solving and open-
mindedness are important: “We have IT and logic enough. | want to experience knowledge in
different areas... I need learning by doing and mutual projects for early career orientation.”

Concerning the second question, teachers recognize the following barriers: outdated
knowledge in the formal educational system; lag of a bond between reality and education;
willingness to reject others opinion of young people and to hold own position in aggressive
manner. Entrepreneurs define low competence, labor demotivation, dissimilarity in the
mindset based on generation difference, insufficient work experience of the graduates, and
fast work dynamic as main drawbacks. From the perspective of municipality administration
representatives, the main problems are i.e. negative demographic trends, regionally
disproportional investments / business development, and personal traits like reluctance,
general unwillingness and lack of commitment. One stated: “20% of voters determine the
elections result; youth is not in attendance in these 20%.” From students’ point of view, main
obstacles upon contemporary KSA are rigid educational system, mismatching students’ needs
and expectations, and lack of early career orientation.

Regarding the third question, a strong emphasis is put on establishment of link among
education, business and local authority. The representatives of these stakeholders boldly
agreed that such a connection is vitally important. University is envisioned as a key player to
leverage that link. Thus, activities like “business open days”, mutual projects, apprenticeship,
updating and adjustment of educational programs to the labor market, establishing
educational clusters are feasible starting points. A notion of different attitude toward young
people occurred here, i.e. step by step communication, addressing details they are interested
in, using mentors for KSA tuning on the job, more learning by doing and practical experience.

The fourth table places the topic: “What shall be economic development based on
innovations of Ruse Municipality in 2030?”. The milestones to participants are: 1) What
sectors can have key role for innovations based economic development of Ruse Municipality?
2) What innovations in these sectors shall be implemented, adopted for further sectors’
development? 3) What are the key barriers and challenges for implementation of innovations?

Stakeholders divide their answers on first question into two parts — definition of traditional
industries that are supported from local government and new, with potential for development
and influence on local development. Educators envisage as key regional industries transport,
manufacturing, sewing industry and furniture production. The most underdeveloped sector is
tourism that should be diversified and existing advantages of Ruse region must be exploited
better. Other sectors with potential are IT and infrastructure construction. Educators stress on
the opinion that education is precondition and important factor for sustainable local economic
development and that policymakers must pay special attention on it. Business supported this
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opinion and added trade as sector of regional importance that has to be developed as global
and opened to Romania. According to the business, machine building, machine tools and
logistics are other key sectors that must be supported by better services from public
administration. Local authority agrees on the importance of education, traditional
manufacturing, IT sector and ships building, and repair based on better cross-border
cooperation and infrastructure improvement. Young people of the municipality confirm the
need of education strengthening and propose slight different vision, based on openness of the
industries toward the Danube River (fishery, tourism, transport, and export) and improvement
of healthcare services. Innovations are main precondition and engine or further economic
development. For representatives of education as introduction of new equipment,
technologies and methods in education including dual education and Romanian language in
schools are crucial provision of qualified people for local labor market. Business
representatives point out the need of automation, liberalization, staff qualification, marketing
skills and introduction of ISO standards, while local authority raises the issues as long-term
analysis of dynamic in sectors, facilitation for young entrepreneurs, attraction of foreign
investors and cooperation platforms for provision of better administrative services.
Undergraduates outline the need of innovations in education, healthcare and administrative
services. An interesting point of view is “returning the happiness in education” for young
people that can be a key for successful lifelong learning and improvement of qualification.
All groups agreed that priority of the municipality is education that must correspond with
proposed innovations. The flexibility of the environment can create some obstacles and the
third question helps for identification of key barriers and challenges for implementation of
innovations. Educators foreseen main challenge in the demographic collapse of Ruse region,
which can slow down the economy. Another difficulty can arise because the changes in
educational system require a long period, the funding for adoption of innovations is
insufficient and the low share of teachers working with computer and being aware of IT — a
risk mentioned by Alexandrova (2015) as well. Along with demographic crisis, business
defines as main problem lack and/or low qualification of workforce. According to them the
other risks upon entrepreneurs are: lack of information about global and regional markets and
customers’ needs, lack of risks evaluation and prevailing of short term planning instead of
long-range planning, bureaucracy and inertia of the business. Local authority shares the
opinion of huge demographic crisis that leads to the necessity of higher salaries, clean
workplaces, businesses that protect the environment and better conditions for investment in
the municipality. The main risk expected by administration is non-acceptance of Bulgaria in
Schengen area that causes many difficulties. Students’ evaluation of risks starts also with
huge “brain drain”, the necessity to keep young people in the region and inadequate
investments in education as well as inoperative nearby airport and second Danube bridge
Ruse-Guirgiu that can allow sustainable development in global context.

4. Conclusions

In conclusion, it is agreed that there is a need to establish bonds among business, public
authorities and educational entities. Stakeholders are in favor of assigning an external
coordinator (recruiter) to establish and maintain the links. It may be considered that
participants, on the second topic, are unified that: 1) innovative education is management of
knowledge, creative and lifelong learning process, 2) learning-by-doing and language
excellence of learners are vital, 3) dual education should be priority for mutual understanding
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in Ruse Municipality. The general statement from this discussion is that University can
facilitate the mutual understanding among local authority, business, educators and learners
and be key enabler for sustainable regional development. In summary of the third topic
outputs, attitude towards knowledge should switch from formal knowledge memorizing to
experience knowledge (tacit knowledge). In terms of KSA, educational system stress more on
knowledge, less on skills and almost none on attitudes. All the participants agree that attitudes
and value system is a critical area for development. As a strategic point, university should
establish and leverage a link between key players in the region to adjust and support
education to equip students with proper KSA. The conclusions, which can be done after
fourth topic are: 1) Ruse Municipality has potential for development and it can be based on
traditional industries, education and development of new sectors, based on informational
technologies, reflecting proximity to Romania, globalization of trade and localization on the
Danube River; 2) main innovations should start by involving business with the education,
retaining young people through social and demographic policy, attraction of new investors in
the municipality, who will be able to follow the philosophy of corporate social responsibility
and environmental protection; 3) the main barriers and challenges for innovations
implementation are demographic collapse, low qualification of workforce and lack of long
range planning among local companies. All stakeholders agree that University of Ruse can be
the driving force for provision of well-qualified graduates, innovations, technology transfer,
knowledge and expertise, and can be a mediator within planning, implementation and
evaluation of policy for local economic development of Ruse district and the Danube Region.
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