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PART I: ACTUAL ISSUES IN MODERN PEDAGOGY 
 
JEL: A21 

PROFESSIONAL DEVELOPMENT OF PRIMARY SCHOOL 
TEACHERS AND TECHNOLOGY IN TEACHING 

 

Ornela Bilali, PhD in Pedagogy, Associate Professor, 
 

Faculty of Educational Sciences, 
"Aleksander Xhuvani" University, Elbasan, Albania 

 
Abstract: Integrating at a contemporary level of ICT use in teaching, where all 

actors such as teachers, parents, students, policymakers and service providers play 
roles in creating e-education spaces, is the key step for gradual transition to a digital 
society based on knowledge. The study undertakes to analyze the attitudes of primary 
school teachers regarding professional development and the use of technology in 
teaching. The sample in this study consists of 172 primary school teachers randomly 
selected. The questionnaire provides quantitative data and information related to: 
a) participation in training/workshop on the use of technology in teaching; b) the 
level of benefits; c) training/workshop needs, d) teachers' attitudes regarding the 
use of teaching technology. The findings showed that most teachers claim to be 
partially capable of integrating teaching technology and that they need training on 
using hardware or software. Most of them claim that the use of technology in teaching 
is very effective, helps teachers to learn better their students. 

 
Keywords: primary school teachers, professional development, teaching technology 
 

INTRODUCTION 
The field of education has not been undermined by the penetrating impact of 

information and communication technology. Zhao and Frank (2003) have suggested 
that the process of technology integration is an evolution and that teachers' beliefs, 
pedagogy and technological skills are slowly built upon each other and evolve 
together as technology is assimilated into the school culture. Integrating technology 
into educational practices has proven to be a slow and complex process. The 
prevailing barriers to successful integration include organizational support, teacher 
attitudes and expectations, as well as technology itself (Moeller and Reitzes, 2011). 

Computers in education are used in two broad contexts: (1) to provide computer 
skills training that teaches students how to use computers; (2) to provide Technology 
Enhanced Learning (TEL) for improving teaching, learning strategies and activities 
across the curriculum (Beñat Bilbao-Osorio and Francesc Pedró, 2009). 

In December 2005, the Albanian Government presented the Master Plan for the 
E-School Program. The main purpose of E-School Program has been facilitating 
the Internet connection of primary and secondary public schools equip them with 
computer labs and train teachers to manage them and teach with a contemporary 
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curriculum. The main objective of this program was to create an environment, 
where students, both rural and urban, can use of Information and Communication 
Technologies (ICT). These initiatives have aimed at training teachers and trainers 
in basics of ICT, the use of computers and its applications, the basics of Internet 
work and basic knowledge of maintenance. In the Crosscutting Strategy "Albania's 
Digital Agenda 2015-2020" it is emphasized that with all the investments made, 
the use of ICT in educational institutions is limited. More investment is needed for 
ICT in education to enable a knowledge-based society and enhance ICT skills for 
the broader users. 

The purpose of our study is to research and analyze the attitudes of primary 
school teachers about the integration and use of technology in teaching. The objectives 
were: (1) to highlight teacher attitudes regarding the professional development of 
using technology in teaching; (2) to highlight teacher attitudes regarding the use 
technology in teaching. 

 
METHODOLOGY 

Participants: The population that served for the selection of the sample of this 
study was the primary school teachers from public schools of Elbasan. The sample 
in this study consists of 172 primary school teachers randomly selected. 

Instruments: The questionnaire consists of sections: (1) Professional development; 
(2) Use of technology in the teaching process. Questions like: How many trainings 
have you used to using technology in teaching? The participants responded on a 5-
point Likert scale (from strongly agree = 1 to strongly disagree = 5). 

 
RESULTS 

Teacher attitudes toward professional development on the use of technology in 
teaching 

1. Participation in the Training/Workshop on the use of technology in teaching. 
Nearly 76% of teachers claim to have participated in Trainings Workshops 
organized for the use of technology in teaching, while 24% did not attend Training/ 
Workshop. 

2. The level of benefit in the training on the use of technology in teaching. 
Almost half of the teachers (46%) said that the training they received was very 
efficient, 38% of them thought the received training was partially effective and 
16% of teachers thought these trainings were inefficient. 

3. Ability to use technology in teaching. Regarding teachers' perceptions of how 
skilled they are to use technology in teaching, most of them (68%) think that they 
are partly capable; 19% think they are very capable, while equally (13%) teachers 
think they are less able to use technology in teaching. 

4. The need for training regarding the use of technology in teaching. Regarding 
the need for training, almost half of the teachers (49%) thought that there is a lot of 
training needs in the use of technology in teaching; 35% of them think that they 
need training in part; 14% extremely and only not significant (2%) think that they 
have little need for training and qualification. 
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5. Priority field for training in the use of technology in teaching. Given the fact 
that the majority of teachers need trainings, priority areas have been defined. It is 
noted that nearly half of the teachers 47% intend to be trained in the use of 
hardware or software, 26% in facilitating access to teaching with technology, 15% 
in ICT skills development and 12% in resource use in teaching. 

Teacher attitudes regarding the use of technology in teaching 
1. Compliance with the use of technology in teaching. Teachers' responses showed 

that almost half of teachers 43% doubt with the use of technology in teaching; 39% 
of them agree, 7% strongly agree and 11% of teachers disagree with the use of 
technology in teaching. 

2. Perceptions regarding the use of technology in teaching. 77% of teachers think 
that using technology in teaching frequently helps teachers to learn better students. 
48% of teachers think that using technology in teaching is occasionally and 46% of 
them think, that their using is frequently applicable in the classroom. 69% of 
teachers think that using technology in teaching is occasionally practical. 81% of 
teachers (42% are frequently effective and 39% always effective) think that using 
technology in teaching is effective. 84% of teachers (48% are frequently efficient 
and 36% always efficient) think that using technology in teaching is efficient. 

 
DISCUSSION AND CONCLUSIONS 

As a small proportion of teachers (19%) claim to be capable of using teaching 
technology, while most of them (68%) claim to be partially skilled, it is recommended 
to organize Trainings/Workshops for the use of technology in teaching. Professional 
development of teachers should be a priority. 

It is noted that nearly half of the teachers 47% intend to be trained in the use of 
hardware or software. It is recommended to organize Trainings/Workshops that focus 
on the use of hardware or software. 

It is noted that most teachers think that using technology in teaching helps them 
to learn better their students, the use of technology is applicable in the classroom, 
is practical and effective. It is recommended a pedagogical and technical support 
for teachers to use technology in teaching. 

 
REFERENCES 
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benchmarking the use and assessing the impact of digital learning resources in 
school education. European Union/OECD. 
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JEL: I2 
METHODS OF INTERCULTURAL COMPETENCES DEVELOPMENT 
DURING THE UKRAINIAN LANGUAGE TRAINING AS A FOREIGN 

 
Zinaida Bakum, Doctor in Pedagogy, Professor, 

Svitlana Kostiuk, PhD-Student, 
 

Kryvyi Rih State Pedagogical University, 
State Higher Educational Institution "Kryvyi Rih National University", Ukraine 

 
Abstract: The paper is devoted to the problems of foreign students' intercultural 

competences development for equal intercultural dialogue participation. Scientists' 
views at the issues have been analyzed and main approaches to the development of 
intercultural communication competences of foreign students in the process of the 
Ukrainian language learning at the main stage of education have been identified. It 
has been determined that the realization of mentioned approaches, principles and 
usage of methods in the process of foreign students' training can be successful during 
foreign students' intercultural competences development. 

 
Keywords: development of intercultural competences, approaches to studying, 

principles, methods, Ukrainian language as a foreign 
 

INTRODUCTION 
The problem of development of a new type of a personality, the subject of 

multicultural society that is able to integrate into world culture, is crucial in Ukraine, 
which is a participant of current globalization processes. The situation requires the 
experience of positive intercultural interaction, tolerant attitude to representatives 
of other cultures, readiness to cultural values identification, understanding and 
perception of cultural differences, implementation of acquired knowledge to develop 
effective cultural cooperation. These circumstances are also very important during 
language training of foreign students at universities of Ukraine; since their education 
cannot be isolated from socio-cultural environment of the country, they live in. 
High quality education for foreigners promotes the development of Ukraine's 
education to the level of developed countries and improves its image. 

 
MATERIALS AND METHODS 

Typical Ukrainian language curriculum for foreign students emphasizes that the 
aim of educational process is the development of a set of skills of foreign students 
that are necessary for education and communication in socio-cultural, socio-politic, 
business and professional spheres (Trostynska & Ushakova, 2009). 

Defining particular approaches is the driving force for qualitative learning of 
the Ukrainian language as a foreign. The choice depends on speciality, stage of 
education, communicative needs, students' knowledge. According to the Law of 
Ukraine on Higher Education, one of the main tasks is the formation of a socially 
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active, moral personality that is able to self-organization and creative development. 
Therefore, the implementation of person-centered approach is reasonable. Having 
analyzed definitions of scientists (I. Beh, Ye. Bondarevska, M. Clarin, S. Podmazin, 
I. Yakymanska), the author determines this approach as the process of personality 
formation and development in respect to his/her personal characteristics, aimed at 
gradual activation of self-realization, self-development, self-education and adaptation 
mechanisms, which are necessary for dialogic communication with people, culture 
and civilization. Examining educational systems of different countries scientists 
(Z. Bakum, N. Bibik, O. Goroshkina, V. Doroz, M. Pentyliuk, O. Pometun, Yu. Tatur) 
claim that the competency-based approach improves the process of acquiring 
knowledge, skills, contributes to the development of worldview, allows to develop 
language, speech, linguocultural and research competences, cultivates feelings for 
language, forms practical skills of mastering speech culture (Bakum, 2011). The 
purpose of competency-based approach implementation is the acquisition by foreign 
citizens of language, speech, communicative, intercultural and strategic competences 
to form the personality that is able to intercultural dialogue in social and professional 
fields. Communicative approach (I. Bim, I. Zymnia, G. Kytaigorodska, Yu. Passov) 
is the most effective for teaching language and speech. It involves simulation of 
communicative situations, maintenance the relevance of the communication process, 
professionally oriented communication to train students' speech skills for their 
practical application. According to this approach, attention is focused on the 
development of speech activity by means of role plays, dialogue making, problems 
solving, free communication. Communication situations, simultaneous learning of 
grammatical forms and their function in speech, individual peculiarities are the 
factors that facilitate the development of communicative strategies, which are 
necessary to ensure effective interaction. 

According to the standard of the Ukrainian language as a foreign, the main aim 
of foreign students' training is to develop abilities to use language as an instrument 
in cultural dialogue, communicative and socio-cultural development of the personality 
that is able to intercultural communication in various activity spheres (Nikolaieva, 
Bondareva & Demianiuk, 2017). Therefore, the approach focused on understanding 
and perception of common and distinctive features of different cultures to choose 
communication style, strategy and tactics in situations of intercultural communication 
is quite appropriate. The idea of training individuals for the effective intercultural 
communication and further development of abilities to orientate in another culture 
is based on the implementation of the intercultural approach. The feature of this 
approach is the study behavior of other cultures representatives and its influences 
the cooperation of individuals as the culture-bearers (Yelizarova, 2005). Learning 
foreign language is based on didactic, methodical and specific principles. They guide 
the learning process and ensure its effectiveness. Taking into account the topic of our 
study and based on the analysis of scientific works (Z. Bakum, I. Bim, N. Galskova, 
N. Gez, V. Doroz, S. Nikolaieva, Yu. Passov, V. Popkov, A. Semenova) didactic 
principles, which facilitate development of intercultural communication competences 
of foreign students during the Ukrainian language trainings were determined. They 
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are principles of consciousness, system and succession, connection between theory 
and practice, scientific nature, creative training, activity orientated training, education 
training. These didactic principles are the basis for identification of methodological 
principles that show the specific character of training the Ukrainian language as a 
foreign. To develop foreign students' competences some principles were distinguished: 
communicative principle, native language consideration principle, text centrism 
principle and professionally oriented principle. Specific principles are important for 
the development of particular skills, which are necessary to perform specific tasks 
in the process of intercultural communication. They are: problem cultural tasks 
domination (development of open-minded attitude to the multicultural world, education 
by means of native and foreign languages, teaching strategies for the cultural conflicts 
prevention when communicating with unknown culture; analysis and systematization 
of cultural material (Safonova, 2001); cultural variation (implementation of learning 
subject to the diversity of cultures that allows to analyze both similarities and 
differences between native and other cultures, promotes the expansion of socio-
cultural space (Trostynska & Ushakova, 2009); cultural opposition (creating situations, 
where own knowledge, standards and cultural beliefs differ from the knowledge, 
standards and cultural beliefs of representatives of other culture; skills formed in 
the process of solving the educational conflict situation will become the basis of 
intercultural competence (Apalkov & Sysoiev, 2008). Educational process organization 
and results of mastering knowledge, abilities and skills of foreign language depend 
on methods of education. Taking view of some scientists (H. Anisimov, V. Bieliaiev, O. 
Skoryk, Yu. Passov, V. Viatiutniev) into consideration, the following methods in the 
process of students' intercultural competences development can be distinguished: 
purposeful and comparative (conscious comparison and mastering of categories of 
the native language and culture with corresponding categories of language and 
culture which are learned; comparative study of lexical, grammatical and cultural 
categories of two languages for purity of speech); purposeful and practical (gradual 
mastering of knowledge, development of students' foreign communicative thinking; 
training of four types of speech activity; conscious use of the language in 
communicative situations; practical skills training); audio-lingual (development of 
speech skills by means of frequent repetition and memorizing of structures with 
relevant language material); role play (simulation of real communication considering 
age and individual peculiarities of its participants; overcoming of language barriers 
and improvement of educational outcome). 

 

RESULTS 
Tasks aimed at the development of foreign students' intercultural competences 

were distinguished based on mentioned approaches, principles and methods. They 
are: (1) development of intercultural awareness and perception: describe or comment 
something; describe on the model; narrate stories based on pictures; evaluate and 
interpret received information; (2) development of skills for expressing own opinion: 
draw up associograms; find and replace words which are not relevant to the content 
of the text; find synonyms; make up questions about common cultural concepts; 
express own opinion; (3) comparison of cultures: find and compare differences; find 
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common things; compare stereotypes; project activities; (4) communicative competence 
development in the process of intercultural communication: make up dialogues 
according to certain rules; discuss; retell, compose a story based on the plan; 
describe an event or situation from the respective of different cultures; make up 
questions for the interview. 

 

DISCUSSION AND CONCLUSION 
Realization of the mentioned approaches, principles and usage of methods in the 

process of foreign students' training can be successful during foreign students' 
intercultural competences development. They contribute to the formation of common 
communicative culture of foreign students, activation of creative thinking, development 
of personal characteristics necessary for cooperation with representatives of other 
cultures and professional problems solving, provide with techniques of intercultural 
communication for further professional activities, self-development, personal needs. 
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JEL: A12 
CLASSICAL AND MODERN SOCIOLOGICAL IMPLICATIONS 
OF RELATIONSHIP BETWEEN RELIGION AND ECONOMICS 

 
Amiran Berdzenishvili, Doctor of Philosophy, Professor, 

Kakha Ketsbaia, Doctor of Philosophy, Associate Professor, 
 

Department of Sociology and Social Work, 
Ivane Javakhishvili Tbilisi State University, Georgia 

 
Abstract: Classical and modern sociological implications of relations between 

religion and economics are discussed in the present article. From the classics of 
sociology, concepts of M. Weber, K. Marx and W. Sombart are analyzed, and the 
modern sociology is represented with considerations of J. Baudrillard, R. Bellah, 
G. Lenski and L. Harrison. Special attention is paid to the problem of relations 
between Orthodox Christianity and economics (Sergei Bulgakov). Authors of the 
article do not share the opinion that this problem is provoked by the non-existence 
of a corresponding social concept in Orthodox Christianity. We believe that religious 
faith has nothing in common with the lack of social and economic concepts. 

 
Keywords: religion, economics, sociological implication of religion and economics, 

commercialization and economization of religion and moral, trans-economics 
 

INTRODUCTION 
The problem of relations between religion and economics is not new. There are 

numerous interesting considerations and concepts about it. This time our attention 
will be drawn to the sociological analysis of this issue. In classical sociology, two 
conflicting opinions are known, their authors are the classics of the sociology, viz. 
Marx and Weber. Modern sociology has examined Weber's conclusions on relations 
between religion and economics by means of empirical studies and initiated many 
interesting ideas or concepts. 

 
MATERIAL AND METHODS 

The article presents theoretical and sociological study of the issue using the 
method of logical analysis, based upon the primary (J. Baudrillard, R. Bellag, 
G. Lenski, M. Weber, K. Marx, W. Sombart, L. Harrison, Sergei Bulgakov) and 
secondary sources existing on the theoretical problem under consideration. 

 
RESULTS 

According to Marx, economics defines everything including religion (religious 
life). In his opinion, religion sometimes impedes economical development of society. 
However, the real state of affairs did not confirm Marx's consideration on religion. 
It cannot be asserted that religious life is completely free from the influence of 
economics (many opinions on this issue ingrained in postmodern social sciences 
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proceed from Marx's considerations). In contrast to Marx, Weber showed that religion 
greatly influences economics. He noticed that Protestants had the best economic 
achievements in Germany. They were the main core of entrepreneurs and highly 
qualified technical specialists. In addition, the time has shown that Protestant countries 
are distinguished with dynamic economic development in comparison with other 
countries and that unprecedented economic achievements of Western culture have 
profound religious (Catholic and Protestant) roots. In order to understand Weber's 
concept about the social role of religion, it is necessary to take into account those 
premises and initial principles, by which he was guided while explaining religious 
actions of people. This guiding principle is Weber's theory of social activity. Weber 
thought that social institutions, structures and separate actors function in accordance 
with the notions, which people put in them, and these notions are preliminarily 
comprehended (rationalized) by them and are oriented on the achievement of certain 
goals or these actions are conditioned by a number of values (value-rational action). 
In this sense, social action becomes rational. That means that decisive factors of 
social action are dependent on rationalized behavior and value orientation of people. 
This basic principle underlies Weber's sociological implication of religion, where 
religion is considered as the condition of the action rationalization. Weber's discussion 
on social aspects of religion concerns the world religions. He believed that these 
religions have greatest number of adherents and explained excessive attention 
towards them just by this fact. Besides, these are those religions, which influenced 
the process of history to some extent. Weber studied Christianity, Buddhism, Judaism, 
Islam (partially), Chinese religions and Hinduism. On the grounds of comparative 
analysis of these religions, Weber distinguished three general types of religions 
according to the specific approach to the universe. Each type is characterized with 
its own attitude and vector of social action. 

The first type of religions is characterized with adjustment to life. Taoism and 
Confucianism, Chinese religions belong to it. Two other types are distinguished 
with their intransigence to life. Hinduism and Buddhism, religions of India, are 
religions of flight from life. Judaism and Christianity are oriented on mastering 
life. The world religions are ethical religions, i.e. they are religions of salvation. 
Each of them teaches doing kindness and denying the evil in its own manner. Each 
of them is distinguished by its own rationality degree. Weber believes that speaking 
on the religion' function is generally nonsense as the social results of functioning of 
different religions differ according to social context. That's why Weber prefers to 
focus at social function of separate religions than to speak generally on function of 
religion. According to the Judeo-Christian tradition, God is the acting God, the creator. 
In this case, a person is seen as an active tool in God's hand. Hence, the idea of 
active action and not of fleeing from the earthly affairs originates. Christianity, in 
this sense, is the religion of salvation. It proceeds from the belief that a person will 
receive salvation, if he accepts religious dogmas and lives according to the moral. 
In this case, both the concept of sin and the salvation idea have a great importance. 
Such an approach to social reality creates tension and emotional dynamism, which, 
as a rule, is not observed in the Eastern religions. Religions of salvation have 
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"revolutionary" aspect that is revealed in the intransigence towards and struggle 
with sin. Religions of salvation stimulate social transformations and assist great social 
transformation in a number of spheres of society by means of it. 

In religions of India, God is imminent in the universe, that's why the human 
being is considered as an abode of God. Mystical-contemplative approach towards 
the universe originates from it. Such an approach towards life hinders the 
development of capitalism, so it is hard for capitalism to take root in the East. 
Weber reached similar conclusions as a result of comparative analysis of the world 
religions. A classic example of such analysis is his work "Economic Ethic of the 
World Religions". Here he compared different religions according to the connections 
of their religious and ethical principles to the forms of economical activity. 
However, the rationality degree is the initial point as well. In his work "Protestant 
ethic and the spirit of capitalism", Weber argues that the Protestant reforms had laid 
the foundation of modern capitalism (a new attitude to work and investment). He 
showed in this work that capitalism was a first-born child of Christian Europe and 
that it cannot be found in Asia and Africa. Weber established that Protestants strive 
for wealth more than Catholics. Correspondingly, he became interested how it 
could be explained. That's why he studied Protestant religion deeply, especially 
religious doctrine of Calvin and his followers. 

Calvinistic religious doctrine is based on the faith that human being fate, i.e. 
salvation or perish after the death, is predetermined initially, since his birth. Eternal 
life is dependent on God's grace and not on man's merits. Any human is able to alter 
God's predestination. The only way to get God's grace is backbreaking labor, self-
denial (in Weber's understanding – asceticism) and good calculation of investments. 
Weber calls it Protestant, earthly asceticism. Calvinists faith is expressed in the sayings: 
"A penny saved is a penny earned" and "Idle man is a devil's portion". Protestant ethics 
revealed in it, which strengthened spirit of capitalism, consisting of such ideas and 
attitudes that, from their side, stimulated the undertaking of private business. They 
should not have to spend profits on the luxuries, but invest in business. Religious 
ethics of Calvinists appealed them to such personal sacrifices. Representatives of 
theology properly estimated Weber's understanding of relations between religion 
and economics. Among them Al. Men stands out according to whom "religion affects 
not only spiritual life of society, but economics as well. Weber established that the 
conditions for the emergence of capitalism existed in antiquity and in the Middle 
Ages, and with the advent of Protestantism it quickly developed. While studying 
early Protestant literature, Weber noticed that in Lutheran worldview there was that 
ideological impulse (the "professional responsibility" idea), which had contributed 
to establishment of capitalist mode of production. By means of statistic method, 
Weber could show that capitalism flourished where Protestant religion was spread". 
Weber's theory that Protestant religious doctrines laid the foundation of capitalism 
and modernized economics immediately prompted a variety of opinions. Some of 
his critics argued that Weber's ideas were restricted not only with Protestantism but 
with Catholicism as well. Others thought that capitalism conditioned religious 
transformations and not vice versa (Sombart, 2008). In the work "Jews and Economic 
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Life" he talks about Jews as an ethnic group having specific features and their 
influence upon the formation of capitalism in West European society. Analyzing 
Jewish phenomenon Sombart means Judaism. Skills and mode of thinking necessary 
for business and successful economic activity are gathered in Holy Book of Jews. 
In his other book "Bourgeois", Sombart names Catholicism as one of the foundations 
of capitalism though at the same time denies analogous role of Protestantism, thus 
opposing to Weber's stance. More than that, in his opinion, "Protestantism creates 
considerable danger for capitalism and especially capitalist-economical mode of life". 
As for Puritanism, it is not a rule, but exception that does not absolutely deny the 
truth that capitalism is individual phenomenon and it has predetermined, universal 
successful form does not exist. Sombart does not consider capitalism as one of the 
stages of economical development, transitory phase, which is followed by the 
socialist order. At the same time, he opposes to the idea of merging of socialism 
and capitalism and formation of quite new socio-economic structure. Weber and 
Sombart were the first to work out the economic science concept, the main virtue 
of which is expressed in analyzing social basics of man's cultural and economic 
activity in a fundamentally new aspect, through which they largely conditioned 
formation of basic principles of one of the most important branches of sociology 
"economic sociology". Returned from US to Germany Sombart said: "I was terrified 
with future". It can be said that Sombart opposes capitalism to contemporarity. But 
traditionalism for him is the synonym of anti-capitalism and anti-positivism. This 
attitude towards reality on the part of the scientist is not classic, but not innovative 
as well, it could be enough to refer to F. Nietzsche whose influence on Sombart is 
enormous. The style of his works is Nietzscheanic, where scientific abstraction and 
esthetics fit to each other. In Sombart's opinion, the process of the development of 
bourgeois society conditions democratization of capitalism, weakening of social 
confrontation and society rationalization. Complication of industrial sphere, market, 
role of information or in general, the social process lead to the process change in 
the understanding of future sociology, its goals and tasks, which will qualitatively 
change those methods. Despite criticism of Sombart and other theorists, it should 
be said that Weber's views is valid even today. He shows how religion and modern, 
rationalized, economic relations cross each other. There is a discussion on religions 
ideas' commercialization and various traditional holidays in the postmodern epoch. 
By means of his theory, Weber showed that religious reform and changes in the 
economics proceed in parallel (Zakaraia & Ketsbaia, 2012). An interesting analysis 
of interaction between religion and economics is in social anthropology according 
to which religious and economic interests complement each other. Representatives 
of social anthropology make such conclusions as the result of observation on the 
aboriginal population (ethnographic method). Weberian view on relations between 
religion and economics is viable that is confirmed by modern social theories and 
studies. Since Weber, numerous sociological researches have been cumulated on 
the grounds of which it could be concluded that the reasons of economic lagging or 
development of countries should be sought in cultural and religious differences of 
societies, i.e. in a religion that is confessed by the country's majority. In different 
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historical epochs, religious groups exerting influence upon economic views and 
behavior of their followers used to face with dilemma1. This dilemma concerns 
relations towards richness and poverty. Relation towards these economic phenomena is 
different among religions. With the complication of the organizational structure of 
religious groups, a number of economic problems arise, e.g. seeking of material 
resources necessary for its activity. Where religion takes part in economic activity, 
it confirms religious affection to the economics and vice versa, as well. Religion 
focuses on the skills necessary for economic life, such as honesty, hard work and 
respect for responsibilities. Religious worldview and ethical orientations become 
pledge of unprecedented economic success. To a certain extent, modern Western 
civilization should be grateful to Western Christianity for its well-being and a high 
level of economics. Religion contributed to the formation of a high culture of labor 
attitudes in this civilization. People know that labor is the greatest vocation for 
human beings, there is no humiliating work etc. Empirical studies of Ulrich Blum 
& Leonard Dudley showed that religion affects the economics by stimulating for 
effective labor activity but it creates a principle important for the economics. Today 
many researchers say that influence of religion on various spheres of social reality 
is gradually diminishes in parallel with the society rationalization. However, real state 
of affairs is quite different. Each sphere of social reality (no matter how secularized 
is it), is infirm in the face of religion. In this case, the influence of religion does not 
weaken, but increases. Unfortunately, Weber did not live to witness Japan's example 
in economics. Secret of 'Japanese miracle' should also be sought in the roots of its 
religion. Japan is probably exemplary among countries, where traditions are respected. 
And traditions are in connection with religion. The Japanese strictly respect rules 
for the elderly people and it brought to the level of ritual. Perhaps, more than 80% 
of Japanese have never heard commandment "Honor your father and your mother, 
so that you may live long in the land". Despite it, Japanese are distinguished by their 
longevity today. Respect of elder people lies in the foundations of Japanese culture. 
One of the commandments teaches us "Thou shalt not steal" and Japanese honestly pay 
their taxes. Nobody wants to buy substandard products. Japanese are distinguished 
by this. They produce high-qualified goods and follow to the principle "Act with 
others, as you would have them do to you". Robert Nelli Bellach, sociologist in 
religion, devoted his study "Tokugawa Religion: The Values of Pre-Industrial Japan" 
(1957) to the religious foundations of Japanese economic achievements. He indicates 
that Japanese religion is oriented on arrangement of worldly affairs. In accordance 
with Japanese religious doctrine, pledge of success is diligence and assiduity, which 
are the God-pleasing actions at the same time. God is merciful to diligent and assiduous 
people. And people are inspired with such a faith work wonders in any sphere of 
social life. All abovementioned proves that religion (religious faith and mode of the 
life corresponding to it) is the basis of mentality and human capital. 

                                                 
1 Professor of Taft University Laurence Harrison investigated 117 countries, in which more than 1 million 
people are the followers of the one of the world religions. Study showed that Protestants and Judaists are 
more successful in economics than followers of other religions 
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In 1950-s famous American sociologist, Gerhard Lenski carried out empirical 
research in Detroit as the results, he concluded that religion in industrial society is 
the one of the strongest factor conditioning economic thought and mentality of 
population. His study showed that economic mentality, what Weber called "spirit of 
capitalism" is much more developed among Protestants than among Catholics. 
Such conclusions show, how genius and large-scale are Weber's thoughts on relations 
between religion and economics. It should be noted that economic calculations 
"expenses – profits" do not always determine human beings behavior. Our actions 
are often determined by religious and ethical values, cultural norms, customs and 
traditions, ideas and views. Exactly this is confirmed by the classical and modern 
sociological implications of religion. It should be said that classical and modern 
sociological implications of relations between religion and economics are mainly 
limited to focusing on Western Christianity. Consequently, the question arises on 
the relations between Eastern Christianity (Orthodoxy) and the economics. In the 
social sciences, there are no more or less complete fundamental studies on this 
issue. The only guiding thread in this sphere is Father Sergei Bulgakov's works, he 
estimated Weber's merit in this sphere of science. In Bulgakov's opinion, a new 
approach to economic life is connected with Christian religion, which basic principles 
tell that labor is necessary and it is religious and ethical duty of being. Moral and 
religious approach to the labor implies special psychology revealing in relation to 
the wealth. In this case, wealth is not an end in itself, but it is a part of capitalist 
ethic, which did not develop in former Soviet countries because of political interference 
according to Bulgakov. Therefore, economic backwardness of Orthodox Christian 
countries is not due to the lack of religious ethic. Atheism and Bolshevism are 
guilty in. Unfortunately, our society is not completely free of this consciousness 
even today. Bulgakov's conclusion is relevant today: economic activity needs 
people healthy by soul, who are marked out by particular personal responsibility 
and self-discipline. Christian religion plays a great role in the working out these 
skills. Therefore, certain religious values, attitudes and mode of life corresponding 
to them are one of the most important conditions of rise and fall of the economic 
system. 

 

CONCLUSIONS 
Influence of religious ethic upon the economic system' development in the 

modern world is less noticeable that is conditioned by the fact that postmodern 
society and human experience crisis of moral and consciousness. Rationalization, 
secularization and desacralization of social reality almost drove out religious ethic 
and God's place was occupied by almighty dollar. Correspondingly, commercialization 
of religious ethics took place, which reduced influence of religion on economics to 
the minimum. 

Postmodern epoch strongly tries to remove barriers between cathedral and 
trading centre and throws religion in Consumerism of postmodern society due to 
which new type of economics transeconomics has emerged (J. Baudrillard), 
completely deprived of religiosity. It shows with what deplorable consequences the 
commercialization and economization of religion and morality can die. 
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Abstract: Current research is focused on performance-based assessment for the 
educators who need to create and use the digital storytelling for their teaching and 
learning environment. In assessing evidence or facts, the most complicated challenge 
for students is often to judge the reliability of sources in the story. The study shows 
positive influence on building critical-thinking skills and creativity for students' 
development while they are using the digital storytelling method. Student assessment 
is the essential part not only for teachers and students, but also for educators. 
Nowadays classroom requires more involvement and engagement from students' 
side in every step of their development, including the assessing process of their 
performances. Performance-based assessment and more precisely, rubrics, give 
the education developers, teachers more authority to evaluate students adequately. 
Video rubric, adequately created by the requirements and goals, gives the students 
motivation and it increases their performances. 

 
Keywords: digital storytelling, video rubrics, scoring rubrics, analytic rubric, 

holistic rubric, performance-based assessment 
 

INTRODUCTION 
Introduction to Storytelling and Digital Storytelling. The National Storytelling 

Network (NSN) define storytelling as an ancient art form and a valuable form of 
human expression. Because the story is essential to so many art forms, however, 
the word storytelling is often used in many ways. Storytelling is interactive, uses 
words, uses actions in the form of vocalization, movement, and/gesture, presents a 
story, and simulates the listener's imagination. 

In the XXI century, digital stories provide the capacity to learn about culture 
across the globe, as well for individuals to express cultural identity in an 
increasingly intercultural world. Carter-Black (2007) argues that storytelling 
cannot only transmit culture, bus also assist the newly introduced member to 
consider its own culture. Patricia McGee stated that XXI century's ubiquitous 
technologies, however, capture storytelling – intentionally or surreptitiously – in 
ways that have changed how people learn, and possibly what is leaned, from 
stories. The qualities of traditional storytelling mirrored in digital storytelling. 
Most important, they also magnify the enduring and proven tenets of learning 
through the listener's active processing of information, the stories' multiple modes 
of information, and making connections with cognitive prior and developing the 
knowledge (Bransford, Brown & Cocking, 2000). 
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There are many forms of digital stories, but the research paper is focused on how 
learners learn through stories and how the educators can assess the digital stories 
with rubrics. As it is known for the millennial learners, the definition of knowing 
owning, sharing and learning are not defined. Storytelling is a form of narrative 
discourse that contains a triad of equally essential components: storyteller, story 
and listener or viewer. Benjamin (1969) viewed narrative storytelling as making 
and doing. This tension between framework and tradition in oral storytelling is 
compounded by two additional factors associated with the value of storytelling: 
learning theory and technology. Christopher (2011) claims that constructivism, 
socio-constructivism and problem-based learning reflect current applications of 
DST within educational environments. Whether creating listening to or watching a 
story, the listener is constructing understanding (Driscoll, 2005). 

Introduction to Rubrics 
In education terms, scoring rubric means a standard of performance for a 

defined population. The traditional meanings of the word rubric are coming from a 
heading on a document (often written in red – from Latin, rubrica), or a direction 
for conducting church services. The first time then the terminology rubric was used 
as an assessment tool is from the mid-1990s, but scholarly articles from that time 
do not explain, why the term was chosen. In this meaning, a scoring rubric is a set 
of criteria and standards typically connected to learning aims. It is used to evaluate 
or communicate about outcome, achievement or means tasks. 

Scoring Rubrics are detailed scoring systems generated by teachers conduct the 
report of the products or processes of student's effort (Brookhart, 2005). Teachers 
can define what level of proficiency a student can perform task knowledge of a concept 
they can outline the different levels of skill for each criterion (Airasian, 2000). 
Defining of rubrics also important is to use a range to rate performance and to 
contain particular achievement components disposed of levels showing either the 
developmental strategy used or a standard has been met. The teacher should consider 
allowing the assessment to be more objective and consistent and the teacher should 
try to clarify its criteria in specific terms that give the teacher capability to teach 
the learner how their product will be evaluated and what is expected from their side. 
In this way, teacher promotes student awareness to use assessing peer performance. 
The adequately created rubric gives teacher power to provide useful feedback 
regarding the effectiveness of the instruction and to provide benchmarks against 
which to measure and document progress. 

Authentic assessment is a form of evaluation, in which students are required to 
do real-world assignments that illustrate the essential structure of fundamental 
knowledge and skills stated Jon Mueller. An authentic assessment usually includes 
a task for students to perform and a rubric by which their performance on the work 
will be assessed. Nowadays the rubrics are referred as one of the most accessible 
assessment tools in progressive education. The rubric is an assessment tool that 
lists the criteria for a piece of work or what counts and articulates gradations of 
quality for each measure, from excellent to poor (Goodrich, 1997) (Popham, 1997). 
Moreover, the rubric seems to be 'gender neutral', and the students' academic 
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strength has no significant bearing on the way that they employ the rubric. To our 
knowledge, these data provide the first statistical documentation of the validity and 
reliability of the rubric for student peer-group assessment (Hafner, 2003). Several 
benefits of using scoring rubrics in performance assessments have been proposed, 
such as increased consistency of scoring, the possibility to facilitate valid judgment 
of complex competencies and promotion of learning (Jonsson, 2007). 

The rubric is an useful tool to use when assessing students' work for several 
reasons. First, the teacher can re-writing the same comments on several different 
students' assignments. Second, the teacher can make marks load is high and writing 
out comments takes up much time. The most significant problem in the class is 
solved, each student has the answer how they will be assessed. Students repeatedly 
question the teacher about the assignment requirements, even after the teacher 
handed back the marked the assignment. The teacher wants to address the specific 
components of its marking scheme for student and instructor use both before and 
following the assignment submission (Huba, 2016). 

 
METHODOLOGY 

In-depth Interview: the qualitative research method, a collective case study has 
been chosen for the research to be done. Detailed interview method has been 
considered as the most appropriate and suitable method for the presented study. 

According to Seidman, it is called in-depth, phenomenological based interviewing. 
By in-depth qualitative interviewing, we mean face-to-face encounters between the 
researcher and informants directed toward understanding informants' perspectives 
on their lives, experiences, or situations as expressed in their own words. As it is 
known, in-depth interview is one of the most efficient methods of data collection in 
the qualitative research. As Seidman states, at the root of in-depth interviewing is 
an interest in understanding the lived experience of other people and the meaning 
they make of that experience. Interviewer strives to explore interviewees' answers 
to those questions. The aim of this kind of interview remains in making interviewees 
reconstruct their points of view and knowledge concerning the topic of the 
conversation. The interviewees of the research have been students and teachers of 
the British International School of Tbilisi, year nine students and teachers from the 
school. The interview has been conducted with 22 international students and 5 teachers. 
The discussion has been carried out to identify the importance of digital storytelling 
in the student life and valid assessment of it. To have sufficient interview, the primary 
factor to take into consideration has been the attempt to make interviewees feel 
comfortable, relaxed and familiar. Thus, the best choice found has been school, even 
the library of the school, as long as interviewees can feel relaxed. The interviewees 
were asked seven significant questions: (1) If technology integration is enough in 
their school; (2) What they think about the digital storytelling and if they want to 
have more digital stories in teaching and learning process; (3) If they are using the 
assessment and what kind of evaluation; (4) What are the main benefits of creating 
the video (if they see any benefits); (5) If digital storytelling creation process has 
helped them and their teaching/learning practice. 
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THE RESULT OF QUALITATIVE RESEARCH 
If technology integration is enough in their school: 
100% of teachers mentioned that they are lucky and have more than enough 

technology in their school. Every class has the smart-board; they can use laptops 
and IPad any time if necessary. 

What they think about the digital storytelling and if they want to have more 
digital stories in teaching and learning process: 

Teachers can see some obstacles to the creation of digital storytelling, but the 
majority of teachers see many benefits of digital storytelling, and they are using 
this method frequently in their classrooms. Teachers mentioned they are using the 
digital storytelling in Geography and History, English language and Sociology lessons. 
They are creating animations, instructional videos, short role-plays or commercials, 
explaining the concept to set the knowledge. Four teachers out of five mentioned 
that they are researching before they start the video projects in the classrooms. 
They collect the information for the students and themselves as well. One of the 
teachers cited his example from Sociology class and said that each group had to 
pick a topic. They did research first about subcultures, and they had to find the 
interview subject where they can integrate images and video clips, music and voice 
over to fulfill the criteria what he set for them before. 

If they are using the assessment and what kind of evaluation: 
The interview showed the diversity of the answers connected to the assessment 

aspects, some teachers set the criteria before the task, and some had communication 
with the students, video conferencing and explaining what the main idea behind the 
story was. The teachers were continually keeping track what they were doing well 
and what was lacking and checking if there was something incorrect. The teachers 
were trying to clarify the gaps for them; one teacher mentioned that he was positive 
on the video and he was more concentrated on the understanding of the topic. Two 
teachers mentioned the ready rubrics, what they used during the process. Students 
said that the quick assessment document, such as rubrics for digital storytelling, 
helped them to clarify the way hoe they would be assessed the end of the project. It 
was helpful for them. However, some of them mentioned that sometimes the rubrics 
could not reflect everything that they are doing.  

What are the main benefits of creating the video (if they see any benefits): 
The main reason why the teachers use the digital storytelling is to raise the 

student's motivation. The video creation and technology integration motivates the 
students nowadays. One of the teachers mentioned, they like technology and want 
to be creative, and it drives them and then it does the service – to review all the 
materials and to research new information as well. It is the significant motivating 
factor for students. People are creative beings, and if they get to express that, it 
motivates them to produce quality works in any subject. It is a motivator as a 
teacher for sure. It is useful for teachers. 

If the digital storytelling creation process has helped them and their teaching/ 
learning practice: 80% of the time every day teachers are using the technology in 
their classrooms. The teachers mentioned that they are using video creation projects 
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many times. Also, they are asking their students to work on the video stories as 
well. Some of teachers can see themselves as a facilitator in the process of digital 
storytelling creating. Because sometimes students forget, that they need planning 
before they will start filming or producing the videos. Moreover, the teachers are 
forcing them to write a script, time frame and goals. For teachers, the purpose of 
digital storytelling are different for example show comprehension, news broadcasting, 
review the new topic. There are few obstacles also mentioned the time consuming 
and effectiveness of group working when one student did not show up, the rest of 
the group member feel lost; time management. The teachers mentioned that if they 
want to achieve deep learning in their classroom, it also depends on the task and 
the goal of the teacher. One teacher had an example: news media project show the 
deep learning, but comprehension project did not. It helps because there are always 
glitches and it is anticipative, the teacher always cannot anticipate what is going 
well or wrong. Every other project teaches them something new as a teacher as well. 

To sum up, teachers and students mostly mentioned that digital storytelling 
advantages are: (1) Become better presenters; (2) Take off some nervousness, when 
they are presenting the topic; (3) It provides the students with artistic skills; (4) 
Require non-artistic students to do something what they usually do; (5) It is fun; 
(6) Potential to reach broad audiences; (7) It motivates the students and gives the 
opportunity to show the creativity. Disadvantages are: (1) Set up a time limit for the 
entire class to finish their projects; (2) Technical problems; (3) There can be copyright 
and intellectual resources problems; (4) Time-consuming; (5) The issue of missing 
group members. 

 

CONCLUSION 
The rubric is a useful assessment tool for evaluating student digital storytelling 

videos and their performance in areas, which are complicated and vague. By involving 
students in the creation of the rubric, students take more responsibility for their 
learning, they are empowered by being involved in the teaching/learning process 
and have clear idea of what is expected regarding specific performance. Stakeholders 
are given precise information about student assessment and instructional objectives. 
Teachers clarify their goals, expectations and focus, and even find that their paper 
work is reduced, because students are part of the assessment development process. 
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Abstract: The European political development of the interwar years have been 

focused of many historical studies. That is understandable, because these events 
had a major impact not only on European nations, but on the whole world. However, 
most of the scholarly work deals with the relations among Western Powers and to a 
certain extent neglects the role of small nations in the interwar years. In this paper, 
an attempt has made to highlight some aspects of the relations between a Great 
Power – Great Britain and one of the smallest states in Europe – Albania. It is 
argued that in the interwar years, the conflicting interests of European powers 
produced a complex and delicate situation that eventually led to the war. The case 
of Albania and the attitude of Great Powers and neighboring countries towards her 
are a representative example of this atmosphere. 
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INTRODUCTION 
Considering that in the interwar years Albania was a newly established small 

state, politically and economically unstable, one cannot fail to notice the interest 
several Great Powers and other Balkan states show in its internal affairs, to the 
extent that, they often become a reason for diplomatic friction among them. What 
is that makes Albania attract the attention of European diplomacy at this time? We 
can exclude that from the start Albania played small role in Balkan politics or even 
less in the wider European stage. In fact, its reputation in international arena was 
evaluated according the state's area, economic income and political stability. Albania 
was the smallest state in the Balkans, increasingly underdeveloped and backward, 
and the political and social unrest were common in the country (Pavlowitch, 1999). 
Obviously, these were invalid characteristics to increase the importance of a state. 
Contradictory as it may seem, these were the very same features, which attracted 
continuously the attention of Great Britain and neighboring states in the internal 
developments of Albania. Even though, the geostrategic position is often considered 
as the main reason that made the neighboring countries want to get control over 
Albania (Woods, 1918), this argument is not valid in case of Great Britain, which 
was positioned as a disinterested power in the Balkan affairs. The above-mentioned 
drawbacks of the newly established Albanian state, from the British point of view, 
were a permanent threat to the preservation of peace and status quo in the Balkans 
and Europe. It would be the core of the British interests in Albania in the interwar 
period. 
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MATERIALS AND METHODS 
In this article, we deal with reasons and the extent of Great Britain's interests in 

the political developments of the Balkans, from 1925 to 1931, focusing in Albania 
as a case study. This period was marked by a rivalry among several states for 
predominance in this country, risking to precipitate in a military clash with serious 
implications. We argue that the engagement of Great Britain and its concern in 
preserving Albania's independence and integrity resulted from the extremely 
delicate balance created in Europe with the Peace Treaty of Versailles. Relations 
among European states were dominated by prejudice and diplomatic intrigue, which 
threatened the peace settlement and could lead to a new war. Britain positioned 
itself as an intermediary to appease the irredentist aims of European states. Although 
maintaining the status quo and thus preserving European peace was the main 
objective of British foreign policy, at times, such as the case of Albania, exceptions 
were made in the former to succeed in the latter. In the name of peace, Britain 
would tolerate the Italian gradual penetration in Albania and would even provide 
justification for it. It was an example of the "end justifies the means" philosophy. 

In June 1925, after having successfully taken control of Albania's economy, 
through a number of concessions, the most important being the creation of the 
National Bank of Albania, which in practice was an Italian bank with its branch in 
Albania (Roselli, 2006); the Italian government continued its expansionist policy in 
order to achieve a dominant position in political affairs as well. Like the roaring 
lion in the first epistle of St. Peter, Mussolini walked about seeking whom he might 
devour. The only country, where he could hope to make headway was Albania 
(Salvemini, 1954). Mussolini took advantage of Zogu's request for a loan of two 
million gold francs; the latter badly needed to face the financial problems of the 
Albanian state, and came forward with a preposition for a political alliance, which 
in practice would allow Italy to have the complete political control in Albania 
(Pranvera Dibra, 2005). After secret negotiations between an Italian MP, Alessandro 
Lessona and Ahmet Zogu, at the end of August 1925, the latter accepted only a part 
of Mussolini's proposal (Cassels, 1970). Two leaders, exchanged letters by which 
Italy engaged to intervene with its army in case Albania was attacked by a third 
party, and in case Italy would enter a fight with a Balkan country, Albania would be 
asked to declare war against it. However, these letters were not legally binding. In 
addition, it was agreed they were to remain secret (Tomes & Zog, 2003). 

The negotiations and their conclusion had been kept hidden from the public 
opinion and the diplomatic representatives (PRO FO 371 11205 C 11517/2756/90 
Parr to FO, 1925). However, Zogu informed the British on the aims of the Lessona’s 
visits in December of the same year. That was strange considering he had been the 
one to keep the British guessing for so long. In a meeting with the British minister 
in Albania, Harry Eyres, Zogu explained that the Italian government had been 
trying to convince him to accept the resolution of the Conference of Ambassadors 
of November, 09, 1921, but "he had no intention whatever of acceding to this 
request (nor indeed of allowing Italy to obtain any preponderating political 
influence in Albania)" (PRO FO 371 11205 C 391/391/90 Eyres to Chamberlain – 
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Confidential, 1925). The fact that Zogu had decided to make public a part of the 
negotiations with the Italians, after 3 months they had ended, and had approached 
the British to disclose his secret, clearly showed for a recently increased pressure to 
bear on him which he could not handle alone anymore. Anyway, Mussolini did not 
give up on his plans in Albania. He was waiting a more appropriate moment to 
succeed. In June 1926, he started again the attempts to reach a political agreement 
based on Albania's recognition of the Conference of Ambassadors' resolution. This 
time Mussolini was more determined and his request came as an ultimatum presented 
to Ahmet Zogu by the Italian minister in Albania, Aloisi. Zogu had been given two 
options, recognize immediately the resolution of 1921 and the Italian government 
would provide him with money, arms and other possible assistance, otherwise, 
Aloisi would interrupt immediately the relations with Albania and leave for Rome 
(PRO FO 371 11205 C 7200/391/90 O'Reilly to Chamberlain, 1926). Aloisi had 
read for Zogu this text and had not accepted to leave anything in written. Zogu's 
reply was that he personally was against it but needed ‘to consult his cabinet before 
giving an official answer (ibid). That was done to gain time and feeling threatened 
Zogu hurried to get support from abroad. He forwarded the news to all the foreign 
legations in the country, which were alarmed. When hearing the news Chamberlain 
stated: "I am genuinely appalled at the prospective result of an Albanian crisis" 
(PRO FO 371 11205 C 7200/391/90 Chamberlain to Graham, 1926). It was certain 
that this question would involve Yugoslavia and at the same time increase the 
suspicions of France. For the British it seemed an irrational plan and Chamberlain 
instructed his minister in Rome to talk to Mussolini: "… you should point out to 
him from me, speaking in all earnestness as a friend of Italy and as a personal 
friend and admirer of his – that the results of his action may well have most serious 
results (ibid). At the same time, the British government is careful to check upon the 
reaction of Yugoslavia, knowing the Italian move would cause resentment there. 
The Yugoslav Minister of Foreign Affairs, Nincic, had been perturbed, when informed 
of the news and declared that: "If Signor Mussolini were the instigator, Italy had 
broken verbal agreement which she made with Yugoslavia to respect integrity of 
Albania" (PRO FO 371 11205 C 7382/391/90 Forbes to Chamberlain, 1926). In the 
meeting Graham, the British minister in Rome, had with Mussolini, the latter 
categorically denied such an event and called it "an absurd exaggeration". He later 
stated: "The last thing I want to do is to raise the Albanian question" (PRO FO 371 
11205 C 7400/391/90 Graham to Chamberlain, 1926). It was reassuring to a certain 
extent. After that, there were talks about misinterpretations and misunderstandings. 
Aloisi denied to have used threatening language; he blamed Ahmet Zogu for that, 
while the latter declared that the British minister O'Reilly must have misunderstood 
his message. He had never mentioned the word ultimatum (PRO FO 371 11205 C 
7461/391/90 Graham to Chamberlain, 1926). Obviously, the situation was so delicate 
that no one dared to take responsibility. Although the Mussolini's explanation or 
better his excuse was not that convincing, Chamberlain felt relieved. The only British 
concern remaining was Yugoslavia. Chamberlain stated, "I hope the reassurances 
of the Italian minister at Belgrade will have sufficed to place matters in their proper 
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aspect" (PRO FO 371 11205 C 7400/391/90 Chamberlain to Graham, 1926). Mussolini's 
message had been enough to cool the Yugoslavs down. Nincic declared that "we 
are satisfied that Italy: respected independence and integrity of Albania" (PRO FO 
371 11205 C 7409/391/90 Forbes to Chamberlain, 1926). 

The real issue at stake was the delicate European and Balkan reality. Fear and 
prejudice about each other actions and plans could always lead to discontent and 
tension. What Britain wanted was to avoid all this ending up in a military clash, but 
the continuous rivalry between Italy and Yugoslavia for predominance in Albania 
could at times force her leave the neutral position and mingle in Balkan squabble. 
In order to avoid complications Chamberlain had advised earlier O'Reilly that he 
should not interfere in such disagreements. "… if Ahmet Bey refers again to the matter 
or makes similar confidences to you in the future, you should make it clear to him 
that His Majesty's Government have no intention of interfering in his disputes with 
Italy, or of giving him any advice beyond the general recommendation that he 
should settle his differences directly with Mussolini and that if he fails he should 
then appeal to the League of Nations" (PRO FO 371 11205 C 7461/391/90 FO to 
O'Reilly, 1926). However, it was not enough for Mussolini. It was true that Britain 
recognized Italy's special rights in Albania, but Mussolini desired to achieve more. 
At the end of September 1926, Mussolini gets the chance to discuss things in person 
with the Secretary of State. Chamberlain was cruising the Mediterranean in his yacht 
with his family, when at Leghorn he was received by the Duce, who used every 
opportunity to show his close relations with Britain. Albania was one of the main 
topics of the two leaders' talk. Mussolini repeated what he had stated in July, that 
the Italian interests in Albania were economic and he wanted to preserve the 
independence of the country adding that "on this basis I am prepared to sign a pact 
that embodies this formula" (Edwards, 1971). Although it is not clear whether 
Chamberlain gave an approval to Mussolini’s idea for a pact, the truth is that there 
was nothing to disagree about. Mussolini appeared not in a spirit of aggression but 
one of contrition and conciliation (ibid). However, the press claimed that Chamberlain 
had encouraged Mussolini at Leghorn to think that Britain would support an Italian 
forward policy in Albania. The idea was reinforced once Italy signed with Albania 
the Pact of Tirana, which put Albania under the Italian protectorate. Italy had 
essentially replaced the four-power guarantee, which Albania had been given in 
1921 by the Conference of Ambassadors (Fisher, 2004). It seemed that Mussolini had 
managed to avoid the need for League's permission to intervene in Albania's affairs. 

The signing of this pact, as it was considered a blow to the Yugoslavian goals 
and policy in Albania, alarmed Yugoslavia. The Yugoslav Minister of Foreign 
Affairs, Nincic, stated that they had been presented with a fait accompli and the 
pact constituted a violation of the verbal agreement between the two nations that 
neither would seek to gain privileged position in Albania. While in a meeting with 
the British representative in Belgrade, Nincic was even harsher in his reaction. 
"…the landing of a single Italian soldier in Albania, which could be justified by 
some artificially created unrest, would lead to war. … It would be a question of life 
and death to Yugoslavia to prevent it (PRO FO 371 11206 C 12719/391/90 Kennard 
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to FO, 1926)". The British knew how easy it was for such threats to turn into armed 
conflicts in the Balkans. They were unprepared for this new development, as they 
had never been informed of the negotiations for the Pact. Their minister in Albania, 
Seeds after having received the text of the Pact by Zogu informed the FO: "the pact 
exceeds Italy's legitimate aspirations, grants her special rights of intervention in 
Albania in normal times and will make all future Albanian governments dependent 
on her protection against internal enemies … I frankly did not foresee a political 
mandate" (Documents on British Foreign Policy, First series, vol. II, no. 315, Seeds 
to Chamberlain, 1926). Although the British did not like this conclusion, they did 
not fail to take their usual position of intermediary and peace keeping negotiator. In 
order to cool down the situation and to remove dangerous prejudice, Kennard, the 
British minister in Belgrade, was instructed, to consider the Pact, in talks with the 
Yugoslavs, a normal development. Articles of the pact were not to be misinterpreted 
and the British saw no reason, why Italians should abuse the pact. The assistant 
under-secretary of State, Tyrell, was of the opinion that the Pact would serve at "the 
preservation and consolidation of the status quo in Albania" (PRO FO 371 11206 C 
12838/391/90 Tyrell to Graham, 1926). With the British acting as intermediaries, 
the clash was avoided. The Yugoslav protest had culminated with the resigning of 
the Minister of Foreign Affairs (Miller, 1927), but that had been all. Although this 
diplomatic incident could be considered over, it would not be the last. One year later, 
the Italo-Yugoslav rivalry would produce another crisis in which the British needed 
to intervene. This time, it was the signing of the French and Yugoslav Pact of Alliance 
of November, 1927 that would start the crisis. Only eleven days later Italy and Albania 
signed the second Pact of Tirana, or as it was otherwise known, the Pact of Defensive 
Alliance, which was essentially a more detailed reconfirmation of the 1926 Pact 
(History of Albanian People, 2007). Chamberlain did not agree to such pacts for 
several reasons. He thought that the Franko-Yugoslav Pact unnecessarily involved 
France in the Balkan affairs and raised the suspicions of Italy. While about the 
second Pact of Tirana he was even more categorical: "the new Treaty of Defensive 
Alliance is entirely inconsistent with the spirit of the Covenant … there is no 
reference from beginning to end to the League of Nations or the Covenant … or to 
the obligations of the parties as members of the League" (PRO FO 371 12066 C 
9811/25/90, Chamberlain to Graham, 1927). Anyway, none of the British suggestions 
had been taken into account and the respective Pacts had been signed as a mutual 
challenge. As Tomes puts it: "Great Power rivalry in the Balkans echoed the years 
before 1914, yet Mussolini protested that Italian policy was in no way sinister" 
(Tomes & Zog, 2003). In fact, the signing of the First and Second Pacts of Tirana, 
had had a relatively positive result in the stability of Albania. For more than four 
years, there were no serious incidents at the borders of the country, which before 
were commonplace (PRO FO 371 15148 C 1412/1412/90 Annual Report of 1930, 
February, 1931). However, the delicate stability created in Albania was not reassuring 
for long. Henderson, the British minister in Belgrade, in his personal letter to the 
Head of the Central Department, Orme Sargent, discussed the possibility that Zogu, 
now King of Albanians, might be assassinated. This would surely bring an end to 
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the relative stability created in the country. Indeed, for a long time, there had been 
rumors that the King was suffering from a fatal disease and often because of his 
health problems; he was forced to withdraw from active political activities, increasing 
the gossips that he was not to live long. On the other hand, although he was 
practically a prisoner in his own palace (PRO FO 371 11206 C 8933/391/90 Austen 
Chamberlain to Seeds, 1926), there had been several attempts to his life, which he 
had managed to survive. However, nobody could foresee how much longer the fortune 
would assist him. For the British it was obvious that: "Once the strong hand of the 
King is removed chaos is no doubt likely to ensue and the Italians could then seize 
the opportunity to claim under Articles 1 and 2 of the Tirana Treaty of 1926 that 
they are entitled to land troops in Albania and restore internal order" (PRO FO 371 
15146 C 2641/475/90 Sargent's Minutes, 1931). The weakness of Albania could 
turn the slightest change in the status quo fatal for her future. The British needed a 
fast and safe solution for this situation and the FO analysis was very pragmatic to 
their interests: "The fact is that from the practical as distinct from the ethical point 
of view the Italian protectorate over mediaeval Albania is in present circumstances 
perhaps the best guarantee of peace which we can hope to obtain … the fact remains 
that so long as Albania continues in her present ambiguous position, nominally an 
up-to-date and independent member of the League of Nations, but in reality a 
mediaeval state living under the protection of Italy, so long will not merely Italy 
and Yugoslavia, but the whole of Europe be dancing on an Adriatic volcano … 
(PRO FO 371 15146 C 5007/475/90 Sargent's Minutes, 1931). 

 
CONCLUSIONS 

The issue and the solution had been one, namely, Albania's backwardness. With 
the blessing of the British, she could not escape from the Italian firm grip anymore. 
But to British general interests that was only a minor concession. As the editor of 
Foreign Affairs, Hamilton Armstrong, very shrewdly had put it in his article Italy, 
Yugoslavia and Lilliputia: "If Rome has been seeking prestige she has won it – the 
prestige of fear. The main rope in the Balkan tug-of-war stretches across the 
Adriatic from Rome to Tirana, and thence to Belgrade. Albania is the unfortunate 
middle marker, first hauled in this direction and then that, and always feeling 
herself threatened with extinction" (Hamilton, Fish & Armstrong, 1928). But he 
was not the only one to have realized the position of Albania. King Zog had arrived 
at the same conclusion only that he put it less metaphorically: "The fact was that, 
there was complete incompatibility of temper between Italy and Yugoslavia and 
that Albania was the predestined victim" (PRO FO 371 12069 C 9594/946/90 Seeds 
to Chamberlain, 1927). 
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Abstract: The objective of this study is to present a general overview of the risk 
factors that are defined by the youth as causes for their involvement in criminal 
activities. Also part of the research identifies both the risk factors that are known to 
predict a subsequent involvement in juvenile crime, and the other factor that buffer 
adolescents against the risks to which they are exposed. We are going to explore 
how those risk currently operate in Albania at the national level. The sample of the 
present study consist of 78 young people, who have been sentenced in the Albanian 
Executive Penitentiary Institutions. The study regards data collected by the interviews 
that investigate within the families and peer relations as well as by statistics of the 
institutions where juvenile serve their sentence. Data refer to the 2014-2015 time 
extension. The number of youth involved in criminal behaviors is considerable and 
referring to the statistics it is progressively increasing. As it seems, some indicators 
related to the family environment are revealed as risk factors for the commitment of 
juveniles in criminal behavior. Despite the influence that personal and family 
factors have in juvenile criminal behavior, the peer influence is another potential 
risk factor. The data reveals that offending behavior rises steeply as age increases 
with over 86% of offences committed by 17-18 years old, in relative terms, very little 
offending by 14 to 15 years old, less than 6%. Teenager has to be seen as a very 
delicate period when the external influences strongly affect the way the adolescents 
will try to recognize and orient themselves in life. The powerful influence of familiar 
factors through their development will be determinant in the way the adolescent will 
position as an adult with responsibilities towards his living environment. Influences 
of the familiar factors will also affect the way the adolescents will choose to 
display them in front of peers and will be influenced by them in an effort to find 
themselves and their path in life. 

 
Keywords: adolescent, family, criminal behavior, risk factor, peers 
 

INTRODUCTION 
Juvenile involvement in criminal acts (Farrington, 2000; Fagan et al, 2011) in 

the completely civilized world is a known phenomenon, but even in the Albanian 
society, especially in recent years. In this context, the aimed target-group is the 
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youth in conflict with law within Executive Penal Resolution Institutions. Conducted 
researches in the present field revealed that juvenile delinquent behavior is generated 
by the interaction of various factors in the individual (Herrenkohl et al, 2000), 
familiar and social (Lipsey & Derzon, 1998; Coie & Miller-Johnson, 2001) view 
considered as risk factors. Throughout interviews conducted with youth, it is aimed 
to compare literature or studies conducted in this area on the risk factors that induce 
youth to be committed in delinquent behaviors, with the existing profiles of youth in 
conflict with the law in Albania. The significance of the study lies in the evidence 
of factors considered with risk (Burns, Howell, Wiig, Augimeri, Welsh, Loeber & 
Petechuk, 2003), profiles (Puzzanchera, 2011) and their characteristics (Jennings & 
Reingle, 2012), as well as the consideration of alternatives (Puzzanchera, 2011) or 
preventive measures to reduce the phenomenon. The final goal of the study is to 
refresh the existing concepts and data in the area, as well as to update the structures 
and entities concerned in the most appropriate treatment of this category. This paper 
focuses on the development of a comprehensive framework of juvenile delinquency, 
focusing on factors that promote criminality (risk factors) and the characteristics of 
persons at risk of being included in criminal offenses acts (Fagan et al, 2011). In this 
context, it is important to clarify the age limits for juveniles and youth involved in 
criminal activities in order to identify and determine the target group based on 
Albanian legislation. Specifically, referring to legislation a "child" or "minor" is 
considered a person below the 18 years old. Individuals under this age are grouped 
in: (a) Individuals below the 14 years of age; (b) Individuals 14-18 years of age. 
According to the Penal Code of the Republic of Albania, the minimum limit for 
being charged on penal liability is 14 year old. For persons aged 14-18 years, the 
penal law uses the term "juvenile". Conducted researches in this regard reveal that 
delinquent behavior of the juvenile is generated by psychosocial risk factors, which 
interact with each other. Thereupon, for studying juvenile delinquency there should 
be considered all the factors and dimensions, which they affect. In other words, the 
involvement of youth in illegal activities is related to specific staff, family and social 
factors that need to be considered in relation to each other. 

 
MATERIALS AND METHODS 

Our research aims to analyze series of factors that influence juvenile delinquent 
behavior in law conflict. Data collected by the statistics of General Penitentiary 
Directorate on the situation of youth who populate prisons in Albania, were utilized 
to conduct this study. Results include youth who belongs to the group age of 14-18 
years, employing all Executive Penitentiary Institutions in our country, in 2007-
2015. It was involved even youth, who were in the custody institutions during data 
collection time. 

 
RESULTS AND DISCUSSIONS 

Albanian legislation state that juveniles with a security imprisonment measure 
and those who make a final decision from the courts are accommodated in juvenile 
institutions or in institutions with special sections for juveniles. According to the 
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data of the Institutions for the Execution of Penitentiary Decisions for the period 
2007-2015, it results that the number of youth in conflict with the law has been 
generally increasing, despite the digressions in 2011 and 2013 (Table 1). 

Table 1 
Youth detained and imprisoned by group-ages, 2007-2015 

Year 
Age 

2007 2008 2009 2010 2011 2012 2013 2014 2015 

14 5 5 3 3 5 11 13 4 11 
15 13 30 34 32 23 42 33 23 18 
16 35 46 58 75 67 79 67 62 43 

17 until 18 73 67 63 100 81 100 86 112 132 
Total 124 148 158 210 176 232 199 201 204 

Source: General Penitentiary Directorate 

 
If we refer to Table 1, we will see that the inclusion of the highest indicators are 

represented by juveniles belonging to the 17-18 years of group age, followed by 16 
years old who also have the highest percentage compared to other groups regarding 
criminal behavioral. Another component is related to the growing number of 
juveniles involved in criminal activity over the years, which represents an increase 
in number from year to year, where in 2010, 2014, 2015 there is a high number of 
adolescents involved in crimes. Meanwhile, according to IEVP evidences, it results 
that juvenile delinquency is much higher in urban areas with heterogeneous 
populations such as Tirana or Durrës (Table 2). 

Table 2 
Residences of youth in law conflict, by cities 

Residences 2007 2008 2009 2010 2011 2012 2013 2014 2015 
Malësi e Madhe - - - 3 1 1 - - - 
Shkodër 9 5 8 12 7 4 2 2 13 
Tropojë 2 2 4 2 1 1 - - - 
Has - - - 1 1 1 - - - 
Kukës 2 5 5 11 1 2 1 2 5 
Fushë-Arrës - - 1 1 1 2 2 - - 
Pukë 4 - 1 1 1 - - - - 
Mirditë 2 - 7 5 1 - 2 - 2 
Lezhë 4 1 7 8 1 1 2 - 9 
Kurbin (Laç) 10 2 3 7 5 4 3 6 18 
Kuçovë - 1 1 1 1 2 4 -  
Krujë - 3 1 2 1 2 1 - 3 
Fushë-Krujë 1 5 - 1 1 3 3 - 2 
Tiranë 40 30 26 25 35 29 34 36 33 
Dibër  - - 3 2 1 6 3 3 6 
Mat 1 - - 2 1 3 1 - - 
Bulqizë - - -  1 4 2 1 4 
Durrës 12 18 13 41 30 36 38 36 23 
Kavajë 8 3 1 2 1 5 5  10 
Rrogozhinë 2 1 - 1 1 3 1 - - 
Peqin 3 3 - 1 1 4 - - - 
Lushnje 1 6 6 3 4 6 5 5 3 
Elbasan 6 7 13 29 20 33 21 20 6 
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Continuation Table 2 
Librazhd - - - 1 1 2 - 1 11 
Pogradec - 4 7 4 4 8 4 - 2 
Korçë 4 6 11 10 8 9 5 2 - 
Kolonjë - 1 2 1 1 1 1 1 3 
Gramsh 4 - - 1 1 1 3 3 - 
Skrapar - 1 1 - 1 - - 1 - 
Berat 2 9 2 4 4 12 10 21 1 
Vlorë 2 25 13 8 19 27 22 25 15 
Fier 3 5 7 10 12 16 16 24 9 
Mallakastër - - 2 - - - 2 - 20 
Tepelenë - - 2 1 1 2 2 1 - 
Gjirokastër - 2 6 8 6 2 3 6 1 
Përmet - - - - -  1 2 5 
Delvinë - - - - - - - 1 - 
Sarandë - 3 5 1 - - - 2 - 

Source: General Penitentiary Directorate 
 

The internal migratory movements also influence it, where a large part of the 
local population has moved from the outskirts into two of the most populated areas 
in the country such as Durrës and Tirana. If we compare data of 2007 with 2015, 
we will notice a significant increase in the number of juveniles involved in criminal 
activities. Specifically, perpetrators of crimes against property and against the person 
for the 2015 are 204 people, out of 124, who were in the 2007 (Table 3). 

Table 3 
Types of crimes committed by youth, 2007-2015 

Type of offense 2007 2008 2009 2010 2011 2012 2013 2014 2015 
Unauthorized possession 
of weapons 

2 5 5 17 9 16 18 18 25 

Injury 6 3 2 14 8 6 8 20 14 
Trafficking in Narcotic 
Substances 

5 3 10 15 21 20 17 14 15 

Theft 53 63 55 79 41 54 51 31 65 
Weapon theft 12 5 10 12 9 18 9 12 6 
Violent theft - 7 13 6 16 28 19 18 8 
Theft attempted 13 8 5 4 8 6 2 - 6 
Theft in collaboration 23 29 36 24 41 71 56 75 36 
Homicide 1 4 10 13 15 9 10 3 10 
Homicide attempted 2 5 4 9 1 3 3 1 4 
Rape of the graves - - - - 2 - - - - 
Sexual / homosexual 
relations with minors 

2 4 3 8 3 1 3 9 8 

Cleaning of products of 
penal offense  

- - - - 2 - 1 - - 

Threat for not denouncing 
crime 

- - - - - - 2 - - 

Light criminal offenses 5 12 5 9 - - - - 7 
Source: General Penitentiary Directorate 
 

Mostly juveniles are involved in criminal acts against property and less against 
the person. It is noted that the offenses committed by juveniles are mostly thefts, 
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according to the classification of the Penal Code. Additionally, the increasing numbers 
of youth, who commit the criminal offense of distribution or use of narcotics, are of 
great concern especially in recent years. In cases of crimes committed against a 
person in most cases, the victim is unknown to the youth or has specific features. 

Following the review of the situation of juvenile delinquency, it should be 
considered the fact that juvenile delinquency is increasing. Youth are increasingly 
involving in offenses similar to those committed by adults. Large urban areas with 
heterogeneous populations are those where criminal behaviors emerge from this 
group age. In this context, it should be mentioned that the structure for the support 
and reintegration of juvenile perpetrators of offenses after the conviction are few or 
missing, a fact that affects the high figures of recidivist youth, although their number 
has decreased in the recent year (Figure 1). 

 
Figure 1: Repeating of crimes by juveniles (recidivism) 

Source: General Penitentiary Directorate 
 

The term recidivist is used for juveniles, who have been convicted by the court 
of imprisonment, by a final decision, more than once for the commission of the same 
offense (specific recidivist) or different criminal offenses (general recidivists). 

 
CONCLUSIONS 

Juvenile represent nowadays a concern that needs to be worrying everyone. It is 
a responsibility of the family, the school, the community and the institutions of the 
execution of penal decisions to cooperate effectively to prevent and keep control 
this phenomenon. We need to have a special focus on a series of issues that has a 
major impact over their involvement in criminal activity. A serious problem remains 
their involvement in criminal activities in offenses, which imperil the life of the 
other part of society and the increasing number of these types of juvenile offenses. 
The age factor recalls for a special attention, as their age is enough mature (17-18) 
to understand the consequences of their actions and take responsibility for them. 
Concluding, we could say that issues such as criminality in our environment are 
rising mainly in the 17-18 group age, which are centered in the two most populated 
areas of the country such as Tirana and Durrësi. 
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Abstract: The article discusses the problems that exist in Georgian High Schools 

in effective reading strategies. A questionnaire survey studied students' awareness 
of effective reading strategies. 37 teachers and 77 students filled in an online and 
paper based questionnaires. A conclusion is made that students are not aware of the 
concepts of the effective reading strategies and that teachers and The Ministry of 
Education and Science of Georgia should pay more attention to the implementation of 
effective reading strategies in educational institutions. 
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INTRODUCTION 
Reading is one of the most important skills in the era of globalization. People 

move from one country to another to continue their studies or to find a new job 
opportunity. Consequently being fluent in reading makes this process easier. Reading 
seems to be one of the most often taught skills at school or at the University. 

Teaching of reading is part of the National Plan of Education of Georgia too. 
According to the National Plan of Education, all languages including Georgian 
have the common standard, which includes dividing the process of teaching 
language in reading into three stages. According to the standard, the First stage that 
corresponds to the Primary School the only requirement while teaching reading is 
the development of the phonological skills in students. As for the standard of the 
second stage that corresponds to the Middle School, requires students to be taught 
strategies such as introductory, learnitive and investigatory. In the third stage that 
corresponds to the High School, students should be able to understand and analyze 
different types of texts (Education, 2011-2016). 

The aim of our research is to see whether appropriate time is dedicated to teaching 
effective reading skills at school and whether students and whether teachers are 
aware of the concepts of the effective reading strategies and which one. 

 
MATERIALS 

Generally, reading means more than just decoding and reading the lines from 
right to left. It is a complex process. Despite the fact that reading is a receptive skill, 
it serves to decoding the written language and includes elements of interaction too. 
Reading can be considered as a process of interaction between the text, the reader 
and the readers' prior knowledge (Peggy, 1990). 

According to Upton (1997) reading model is divided in: 
a) Bottom-up (more stress is put on decoding orthographic input); 
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b) Top-down (more attention is paid to the understanding of the whole text); 
c) Interactive (it is the blend of the previous two reading models). 
As for the reading strategies, O'Mallwy and Chamot (1995) divide them into 

cognitive and meta-cognitive. 
a) Cognitive reading strategy includes the repetition, while using cognitive 

reading strategies readers try to use imagery to better memorize things, to guess the 
meaning from context or to summarize the meaning (Council, 2007). 

b) Meta-cognitive reading strategy includes pre, while and post reading strategies 
(Urquhart & Weir, 1999). Allen (2006) divides reading strategies as following: 
Deciding important points, relating ideas to reader's life, summarizing, filling in 
points in not explicitly made, making inferences and asking questions. 

As for the National Plan of Education of Georgia, it divides effective reading 
strategies into introductory, learnitive and investigatory. Introductory reading strategy 
means reading the text to understand the main idea. Learnitive strategy means 
reading the text in detail. Investigatory reading strategy means reading a text to 
find particular information (Education, 2011-2016). 

Being a skillful reader means being a better comprehender. Being fluent in 
effective reading strategies means having better concentration and communication 
skills and having a reach imagination. Students with effective reading skills are 
more self-confident, motivated and fundamental learners. It helps the students to 
have better academic achievements and it ensures achievement of life goals too 
(O’Reilly & McNamara, 2007). 

To sum up, fluency in effective reading strategies is a guarantee of the readers' 
wellbeing at work and in life. 

 
METHODS 

A quantitative study was used for this research. The survey was on-line and 
paper-based too, because not all the participants had computer skills or access to 
the internet. There were created two surveys with a slight difference, one for 
teachers and one for students. The questionnaire that was dedicated to teachers 
counted no more than five close-ended questions. The questions from one to four 
were with yes/no answers. In the fourth and fifth questions the participants had to 
make a choice out of several answers in the list. The second questionnaire that was 
dedicated to students counted only five questions. In the first question students had 
to tick the grade, they were in. In the questions from two to five were yes/ no 
answers and in the fifth question the student had to tick the strategies he/she used 
the most. Before applying the questionnaires, they were piloted with six teachers 
and eight students. This pilotage showed that one question needed some changes. 
An on-line version of the survey that was created in www.surveymonkey.com was 
published on the social media. Only schoolteachers had to fill in the survey. As for 
paper-based versions, they were delivered to teachers of the Music Seminary and 
Chveni School of V. Saradjishvil State Conservatoire. Overall 37 teachers took part 
in the survey and 77 students from the tenth, eleventh and twelfth grades. The 
results are presented in Tables 1 and Table 2. 



40 

Table 1 
Teachers' questionnaire results 

Question Answer Number Percent 
Are you familiar with the concept of an introductory 
reading strategy? 

Yes 18 48.65% 
No 19 51.35% 

Are you familiar with a learnitive reading strategy? Yes 17 45.95% 
No 20 54.05% 

Are you familiar with an investigatory reading strategy? Yes 17 45.95% 
No 20 54.05% 

Do you think that introductory, learnitive and 
investigatory reading strategies are part of the National 
plan of Education of Georgia? 

Yes 22 59.46% 
No 0 0% 
I do not know 15 40.54% 

Which reading strategy do you use the most often at the 
lesson? 

Introductory 10 27.03% 
Learnitive 10 27.03% 
Investigatory 7 18.92% 
None of them 12 32.43% 

Source: own survey 
 

Table 2 
Students' questionnaire results 

Question Answer Number Percent 
You are 10th grader 25 32.47% 

11th grader 31 40.26% 
12th grader 21 27.27% 

Are you familiar with the concept of introductory reading 
strategy? 

Yes 0 0% 
No 77 100% 

Are you familiar with learnitive reading strategy? Yes 0 0% 
No 77 100% 

Are you familiar with investigatory reading strategy? Yes 0 0% 
No 75 97.40% 

Which reading strategy do you use the most often while 
reading the text? 

Introductory 0 0% 
Learnitive 0 0% 
Investigatory 2 2.60% 
None of them 75 97.40% 

Source: own survey 

 
RESULTS 

The results of the survey for teachers revealed that only 48.65% of teachers are 
aware of the introductory reading strategy; 45.95% is aware of the learnitive 
reading strategy and 13.51% with investigatory reading strategy. It also revealed 
that only ten teacher out of 37 implements introductory effective reading strategy 
in his/her classroom; the same amount of teachers mentioned that they have used 
learnitive strategy in their everyday teaching routine and seven teacher out of 37 
stated that he/she has the experience of teaching investigatory reading strategy in 
his/ her classroom. 12 teachers stated that they have not used any of the effective 
reading strategies mentioned above. 

As for the results of the questionnaire for students, it was much more alarming. 
It turned out that only two students out of 77 were aware of the effective reading 
strategies. 
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SUMMARY AND CONCLUDING REMARK 
Taking into consideration the importance of the effective reading strategies in 

the 21st centuries and the fact that teaching effective reading strategies is part of the 
National Plan of Education of Georgia, the results gained from the questionnaire 
are alarming. The survey for students revealed that quite none of the students has 
ever heard of effective reading strategies. As for the survey for teachers, it revealed 
that quite more than half of the teachers are not aware of the effective reading 
strategies and even do not know whether it is part of the National Plan of Education 
of Georgia. It means that the Ministry of Education and Science of Georgia has to 
think back and plan the activities that would increase interest towards teaching 
effective reading strategies. 
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Abstract: Peer assessment of writing is the valuable part of writing process; 

enabling students become active participants of their own learning. It is suggested 
that peer assessment raises learners' awareness of writing itself, develops their self-
esteem and boosts their motivation. Hence, it enables educators to create learner-
oriented cooperative environment, within which the students develop not only writing 
skills, but also metacognitive and critical reviewing abilities. Technology has become 
the knowledge transfer highway and has gone through innumerable innovations 
that have changed the assessment of writing. Various educational tools can shape 
not only the learners' writing, but also its assessment in myriad ways. The primary 
objective of the present paper is to provide the reader with theoretical analysis of 
web-based writing platforms for promoting peer assessment of English as Foreign 
Language writing. 

 
Keywords: Digital tools, Web 2.0, peer assessment, writing 
 

INTRODUCTION 
Writing is echoed to be one of the most essential skills on the academic setting 

as well as in the job market. It is suggested that writing is of vital importance and 
basic requirement for participating in civic life and global economy (Graham & 
Perin, 2007) cited in (Peterson-Karlan, 2011). Hence, proficiency in writing contributes 
to academic or occupational success. Over the years, due to the technological 
advancements, writing and assessment of composition skills has become more 
technology-driven (Peterson-Karlan, 2011). Technology supports sharing, editing 
and collaboration among multiple users including writers, teachers and peers. Thus, 
peer assessment through technology enables students to gauge both their peers' and 
their own writing abilities. 

The present paper aims at reviewing educational platforms integrated in writing 
classes for engaging students in peer assessment process. 

 
BLOGS 

Blog is an online journal published on the World Wide Web (WWW) for 
discussion of informational purposes in a reverse chronological order (Aydin, 
2014; Blood, 2000; Dyrud, Worley & Flatley, 2005; Kajder & Bull, 2004). Blog is 
also referred to as a Web 2.0 tool that allows multi-way exchange of written, visual 
and multimedia content (Delgado & McDougald, 2013). 
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Blogs and blogging have emerged as one of the most popular forms of online 
discourse. Blogging is seen as the way of publishing and distributing students' 
writing through providing EFL learners with the experience of writing through the 
digital format (Bloch, 2007). As it is suggested, it can be easily updated and multiple 
numbers of users can interact through it and exchange views. It is considered to be 
an effective tool to combine the publishing and discussion of students' writing. 
Integrating peer assessment through blogs enables EFL learners to improve not 
only their writing but also their reading skills in English, since they are asked to 
read their classmates' blogs and respond to them (Fellner & Apple, 2006). 

Advantages: Various advantages have reported by the researches. Fellner & Apple 
(2006) carried out the study to investigate the effect of integration of blogs in EFL 
writing classes. The participants were 21 senior students at Japanese university with 
low proficiency and motivation. Within the study period, the participants posted 
email messages to the class free-writing blog. The research revealed that the learners 
improved in their writing fluency and improved their lexical level. As the researchers 
have theorized, using blog tasks in English lessons promote writing fluency 
encouraging students to recycle vocabulary and to notice their language use 
(Fellner & Apple, 2006). Another research of Delgado & McDougald (2013) is 
aimed at exploring the effect of peer assessment on writing and the development of 
students' coherence in informal writing through blogs. The participants of the study 
were students from English teacher education program at a public university in 
Colombia. The duration of the study was ten weeks. It was revealed that peer feedback 
through blogging boosted the coherence in their writing. 

Limitations: The limitations of blogging can be the fact that may not all the 
students feel comfortable receiving negative feedback publicly. On the one hand, 
the blogs are interactive, but on the other hand, the process of interacting through 
commenting and giving feedback are open to public that may not be comfortable 
for the students. Blogging may not give huge opportunities to correct errors. Another 
drawback may be the fact that it is difficult to grade and assess writing via blogs. 

 
WIKIS 

Wiki is a net-based, hyper-textual and collective authoring tool that was created 
in 1995 by Howard Cunningham enables students create, modify and share their 
written works using any web browser (Lund, 2008). Wiki is a tool that promotes 
learners' autonomy providing more focus on structure and organization of writing. 
It also promotes collaboration between peers integrating peer assessment through 
wikis on EFL writing classes. It is also asserted that wikis are one of many Web 2.0 
components that can be used to enhance the learning process engaging students in 
learning with others within a collaborative environment (Parker & Chao, 2007). 

Advantages: There are different studies discussing the peer assessment effects 
and collaboration between EFL students through wikis. In 2009, the sixteen-week 
study was carried out to observe the pre-service English language teachers' attitudes 
about peer assessment through wikis. The research also aimed to find whether the 
peer, self-correction and marking were accurate. The participants of the study were 
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40 students from the final your of a BA program in English Language Teaching in 
Mexico. Within the study wiki collaboration tasks were utilized. Due to the 
research objectives the wiki tasks were initiated by the teacher and the students’ 
reflection of what they had learned. They were also responsible for assessing peers’ 
writings on wikis. The tools for collecting the data were the students’ written works 
and the follow-up interview with the participants of the study in order to gain 
insight into their perceptions about peer assessment through wikis. According to 
the post-experimental interviews it was revealed that the participants of the study 
were not reluctant to edit their peers' postings. They even demonstrated the 
willingness to take part in peer assessment activities (Kessler, 2009). Another study 
was carried out in 2014. It focused on the use of wikis in collaborative writing tasks 
in foreign language classes. The participants of the study were 34 intermediate 
level university EFL students. The study took part in the second semester in 
February 2010 and continued for seven weeks. The tools for collecting the data 
were the written works on wikis, post-experimental survey and post-experimental 
interviews with student participants.  

The data revealed that through collaborative writing via wikis enabled learners 
to co-construct knowledge. Furthermore, the use of wiki-based writing the learners 
improved grammatical structures 94% of the time. Besides, the post-experimental 
interviews revealed that students had positive experiences using wikis in EFL 
writing (Aydin & Yildiz, 2014). 

Limitations: Lund (2008) carried out the study among 31 Hillside Senior High 
School EFL learners in the fall and spring semester 2005-2006. The study showed 
that though the wiki held the potential for collective knowledge advancement and 
language development the learners were reluctant and had concerns about inexpert 
editing and abuse while conducting peer assessment activities through wikis (Lund, 
2008). According to Khateeb (2014), the main pitfalls related with integration of 
wikis in EFL writing classes is the fact that the beginner writers are restricted in 
their ability to adapt to this method (Khateeb, 2014). Accordingly, such learners did 
not benefit from wikis as the research revealed. Another limitation explored by the 
research was the planning and preparation was needed before implementation of 
wikis that was very time-consuming and not all the students were eager to do it. It 
is also suggested that not all types of writing activities can be carried out via wikis 
(Stetson-Tiligades, 2016). Another limitation of wikis may be the fact that students 
may find the editing features of wiki took more limited and may take more time to 
learn to navigate (Stetson-Tiligades, 2016). 

 
GOOGLE DOCS 

Google Docs is the part of Google Drive with the essence of office package, 
which can be leveraged within the web browser. It enables the users to create, edit 
and share documents between unlimited number of people, enabling the collaborative 
simultaneous editing, commenting, revisiting and replying on comments. 

Advantages: There have been growing number of researches on observing the 
effect of peer assessment in writing using Google Docs. Zhou, Simpson & Domizi 
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(2012) aimed at evaluating the effectiveness of using Google Docs in an out-of-
class collaborative writing. The participants of the study were 35 students from 
Introductory Psychology at the University of Spring 2010 semester. The duration 
of the study was six weeks. The data revealed that despite the fact that for most of 
the participants Google Docs was new, it was easy for them to utilize it in their 
writing. Besides, they showed growing interest and motivation to write on Google 
Docs. They also showed positive perception of Google Docs since they reported 
that Google Docs raised their writing abilities and peer assessment of writing was 
easy via Google Docs. 

Another study investigating the effect of integrating Google Docs in EFL 
writing classes was carried out in 2014 in Thailand. The participants of the study 
were 5625 students in the first semester of 2013 academic year at private university 
in Thailand. The study revealed that utilization of Google Docs had positive effect 
on developing students' motivation to learn more efficiently and increased their 
contribution to work. Furthermore, through Google Docs learners were given huge 
opportunities to review, edit, comment on and evaluate their peers' writing. Hence, 
learners raised their awareness of their own writing problems such as inappropriate 
language use, misspelling, wrong mechanics and organization (Suwantarathip & 
Wichadee, 2014). 

Limitations: Some concerns regarded to Google Docs may be the fact that the 
learners may be reluctant to share their works or be shy (Jeong, 2016). Another 
challenge of Google Docs may be the fact that the learners may not fully understand 
the features or operations on it (Zhou, Simpson & Domizi, 2012). However, the 
limitations named by the researchers can be generalized about all three digital tools 
reviewed in the present paper. Furthermore, Zhou, Simpson & Domizi (2012) state 
that Google Docs continues to improve and add new functions and opportunities 
for users. 

 
SUMMARY AND CONCLUDING REMARKS 

All digital tools reviewed in the present paper enhance collaboration and co-
construction of knowledge among the learners from EFL writing classes. Though 
the main purpose of the paper was to distinguish between blogs, wikis and Google 
Docs the most effective and convenient tool for enhancing peer assessment in EFL 
writing classes. Regardless the fact that blogs are easily updated and allow publishing 
and distribution of the posts, it does not give opportunity to correct errors and 
grade the peers' writing. Blogs may be good for feedback but not for evaluation. 
However, since the blogs are public, students may not feel comfortable receiving 
negative feedback from peers publicly. Similar to blogs wikis enable students to 
modify and share their writings, but the researches revealed that wikis are very 
time-consuming and increase workload for both teachers and peers. Another pitfall 
of wikis is the limited features for editing and the learners need time to navigate 
through it that increases their workload. From all the digital tools reviewed in the 
present paper, Google Docs leaves the impression to be the most effective and 
user-friendly online platform that makes peer assessment of writing less effort and 



46 

time-consuming, since it is very easy to navigate. Google Docs enables learners to 
create, edit, comment and evaluate written products. The documents on Google 
Docs are kept on the drive automatically that means that the users can revisit peers' 
or their own writings. Furthermore, it enables the learners to share their writing to 
unlimited number of people with just one click to share button. What is more, Google 
Docs has multiple features for editing, commenting and grading peers' writing. 
Hence, integration of peer assessment in EFL writing classes through Google Docs 
is the most effective, convenient and user-friendly and equips the users with more 
opportunities for participating in peer assessment activities than blogs or wikis. 
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Abstract: This article reveals synergetic methodological principles of research 

on the complicated systems. The requirements for system of synergetic methodological 
principles are fundamentally described. The principle of constructing the systematic 
models is presented. Any phenomenon (process, subject etc.)'s characteristics and 
differences, specificity, inherent only to the system of methodological research 
principles are presented. Main synergetic methodological regulations and the benefits 
of their use in socioeconomic research are revealed, i.e. regulations and methods of 
models construction (development) that exist in synergy. 
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INTRODUCTION 
There are a lot of possibilities of creation (construction) of various systems of 

methodological principles of synergetics. It is referred not only to the quantity of 
principles, but also to their characteristic and interdependence. It is certainly possible 
to include the variety of different principles in the supersystem, but it will make 
such methodological system supercomplex and impossible to be used successfully 
in the practice, in the real research, which would be unacceptable. In the meantime, 
we cannot choose too small number of principles of methodological research about 
one phenomenon, process, subject etc. 

 
MATERIALS AND METHODS 

We will consider the scientists views on systems of synergetic methodological 
principles of various areas, fields and disciplines of their use. The synergetics founder 
H. Haken (1983, 1987, 2004) has noted that the system of methodological principles 
of synergetics has to correspond to only two main requirements: (1) the principle of 
system components' dependence and (2) the principle of pre severe slowdown in 
the bifurcation point. He has noted it in his report in Vienna (2003) at the conference 
about the established development. Such scientists as V. Csányi (1989), J.P. Scott 
(1989), J.V. Cornacchio (1972) have paid attention to the systems of methodological 
principles. D.R. Brooks & E.O. Wiley (1988), E. Jantsch (1980) have considered 
the complicated self-organizing systems as synergetics subject. The headwaters of 
modern theory of systems and principles are traditionally connected to Ludwig von 
Bertalanffy's (1968, 1972) papers; he has developed the theory of open biological 
systems based on the task of exposure of general behavior principles of systematic 
objects without reference to their specifics, original nature and specific forms of 
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relations between the elements. Main idea of his theory is the assumption about the 
existence of determined system-dynamic isomorphism (in Greek isos – smooth and 
morphe – shape, type, appearance) – full similarity – aspect that was primarily 
brought to light for crystals and hereafter as a definition adaptedness in the theory 
of simulation modeling of economic systems, objects and processes. The model 
was recognized as a certain substitute of the constructed object, phenomenon, 
process etc. in the research process. In its turn, the model can be presented as certain 
algebraic structure through mathematical apparatus of ciphers and manipulations. 
Thus, we can draw a conclusion that all phenomena, objects, processes etc. can be 
successfully modeled – depicted (presented) by dint of mathematic models and 
ciphers, put them together and group in the system by certain factors-characteristics 
according to the requirements, which the investigator makes during their modeling. 

The principles of survival, adaptation to the environment, development and 
possibilities of improvement for the purpose of survival in prospect were the main 
principles for the models construction. Main result of systematic methodology 
were the formation of presentation about the system as a whole entity, where the 
emphasis is laid less on the elements themselves, rather on structural depended 
links that provide the system's coherence. Ludwig von Bertalanffy's system theory 
has pointed W.R. Ashby's (1956) and M. Mesarovic's papers (1967). The definition 
of system self-organization is being improved: on the one hand as the system's 
changes along the lines of its structuring (organization) at large and on the other 
hand as the improvement of system by dint of the implementation of additional 
components and the complication of the link among them. 

 
RESULTS 

Synergetic approach to the system theory gives an opportunity as a research 
object to choose correctly the open systems that exchange the material, energy and 
information with the environment. However, the system theory in biology has 
concentrated its attention on long-present (balanced) systems' conditions that have 
described the phenomenon (process, object) and the synergetics thrashes out the 
possibilities and aspects of unstable (unbalanced) systems' conditions, which describe a 
phenomenon (subject, object). That is such conditions, where effects of spontaneous 
self-organization were found, they have become the main synergetics research 
subject and have created it as a multidisciplinary science that is necessary to be 
used in any sciences, phenomena and views. Herewith, conceptual construct that is 
being used in the system theory and methodological principles were so close to the 
synergetics, so many investigators consider it possible to relegate the synergetics to 
the specific species of system analysis and to use its methodological principles and 
approaches. From our perspective, this point of view can be partially agreed on, by 
methodological perception of system analysis' principles and the synergetics' 
methodological principles, i.e. such system (synergetic methodological principles) 
can be used based on general principles of system analysis theory. On the other 
hand, the synergetic system of methodological principles of research about any 
phenomenon (process, subject) has its own characteristics, differences and specifics. 
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It is given that, as stated above, this system will characterize such phenomena-
processes-subjects that are in the self-organization (movement, development, 
improvement) and will have certain perspectives in the future. Such requirements 
slightly perplex the research process that is why the systems of methodological 
principles in synergetics are complicated and ambiguous. It is documented by the 
fact that more deep and wide the synergetic knowledge is used in any fields: world 
view, knowledge paradigm, various scientific fields and areas of society's activity, 
videlicet in the economy, ecology, technological advancement etc., the more intricately, 
accurately, deeply the process must be examined. It is also necessary to concretize 
them according to their use in one field or another. 

In the methodology of any science including synergetics, the problem statement 
is very important. The choice of the method to solve and model it and at long last, 
the solution itself depend on the problem statement. It is especially important for 
synergetics, because this science is a generalization of the processes, phenomena, 
systems, as a rule, it is complicated and unpredictable. It is possible to determine 
such main synergetics methodological regulations: (1) Distinct problem statement. 
The problem is determined by goal (aim), which is being set to clarify the situation, 
process and phenomenon. It can be the clarification of processes, mechanism, 
phenomenon and forecast of the objects' behavior, the reaction to the internal and 
external factors. (2). Accuracy of benchmark data, terms and the clarification of 
results' accuracy according to the goal. These terms are peculiar to the applied 
sciences, but when solving the fundamental problems, they are mostly neglected 
despite the fact that it is absolutely inadmissible. (3) The clarification of the possibility 
of using widely known mathematic models – laws of nature. (4) Modeling of 
synergetic processes. The simplest models are being used in comparably simple 
tasks. It is recognized that the development and the construction of the theory 
(models, solving methods, views) are super sophisticated tasks, which are within the 
power of the very few. The majority of scientists solve the equations that are long 
familiar without questioning their correctness. Such approach is called physical 
reductionism and in our view, quite significantly slows down the scientific process. 
More complicated models, which synergetics deals with are impossible to solve by 
famous methods and principles. Thus, it is necessary to construct its own, inherent 
only to it (process, phenomenon, object) models in synergetics for any considered 
process, phenomenon, object. The result is that the most important thing in synergetics 
is the development, the construction of mathematic model of process, objects, 
phenomenon in the form of dynamic set of equations. It is worthy of note that in 
natural sciences the equations solution is the most important and in synergetics – 
the equations creation (construction) and only then their solution. In this case, there 
are regulations, construction (development) methods of synergetics models. These 
are not the clear algorithms of solution of one problem or another, this is only a 
way (road map), mostly phased-gate, of its solution and forecast (which, as a rule, 
becomes the main goal of synergetic modeling of the research). First, the models in 
synergetics are being built on a phased basis (incrementally); second, there are two 
types of models in synergetics – basic and simulative. 
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Main task of basic models is the quality description, the characteristics of the 
phenomenon, process or object. Basic model has to be simple, to hold minimum 
number of equations, arguments etc. E.g. only two equations are enough for the 
description (characteristics) of chops and changes in classical catastrophe theory. In 
this theory, the classification of basic equations by complexity is reported, where the 
complexity measure is offered to be the codimension, i.e. index that takes the 
quantity of equations and tasks nonlinearity into account (Poston, 1978). In actual 
fact, basic models that consist of two-three equations are being used in synergetics. 
Catastrophe theory is a special branch of mathematics that includes the bifurcation 
theory (theory that studies changes of qualitative picture of phase-space disintegration 
according to the change of arguments), differential equations (dynamic systems) 
and the theory of peculiarities of smooth reflections. The catastrophe in this context 
means sudden quality change of an object (phenomenon, process) and the main 
quantity change of arguments, which it depends on. One of the main tasks of 
catastrophe theory is receiving so-called normal (stable) form of object (differential 
equation), which is being investigated near catastrophe point and the construction 
of objects' classification hereon. 

Such scientists have made a major contribution in the research on the catastrophe 
theory: (1) H. Poincaré (1952) – has developed a standard form method in the theory 
of differential equations; (2) A.M. Andronov – has created the bifurcation theory of 
dynamic systems; (3) M. Morse (Milnor J., 1963) – has created a lemma (statement) 
about normal form of function near the non-degenerate critical point; (4) René 
Thom (1975) – he made the analysis of critical point of potential function, i.e. 
points, where not only first derivative of function is vanishing, but also ones of 
higher order. As of today, Thom's seven elementary catastrophes, where the behavior 
of function from one variable to several ones is considered as familiar. According 
to René Thom (1975), there are such fundamental types of catastrophes: (1) Fold 
catastrophe. (2) Cusp catastrophe. (3) Swallowtail catastrophe. (4) Butterfly catastrophe. 
(5) Hyperbolic umbilical catastrophe. (6) Elliptic umbilical catastrophe. (7) Parabolic 
umbilical catastrophe. First four are the functions with one variable, and umbilical 
ones are the catastrophes of other order, tightly bound to cubical geometry, e.g. the 
light reflection from 3-dimensional surface. 

The creation, development and utility of such knowledge as the catastrophe 
theory provides us with, as a specific part of mathematical analysis, gives us the 
ample opportunities of real analysis of complicated phenomena. Such phenomena 
might be as for natural processes (turbulence in physics, rainbow, chops and changes 
of any nature, the behavior of animals in nature, the behavior of people in social, 
manufacturing and other fields etc.). For synergetic research, this catastrophe theory 
is a part of basic knowledge about the modeling of synergetic phenomena, processes, 
basing on strict mathematical apparatus and methods of research about the systems 
of differential equations. The catastrophe types like Butterfly have become the base 
of methodology of development of synergetic models. Investigating the basic models, 
i.e. estimating the bifurcations, collapses or other catastrophes, phase portrait creation 
method is being used. This is one of the most effective methods of analysis of 
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dynamic system, which gives an opportunity to expose (determine) steady-state 
conditions of the systems and the nature of its dynamics during the departure from 
these conditions. Phase portrait (image) can be pictured as an illustration, which 
allows tracking main aspects of basic model without a great deal of its analytical 
solution (answer). Phase portraits are the language of images, it is abstract, but in 
the same time distinct, by dint of it, it is possible to regain the benchmark factors 
(specifications) of the model and even its shape. For an ample clarity, we will give 
an example of phase portrait – basic model of concealed bankruptcy (Corning, 1983). 
It is the situation that can in certain circumstances lead to the bankruptcy, can be 
used not only in separate form of enterprise that manufactures hazardous waste and 
has to utilize it, but also in the world at large, due to the threat of socioeconomic 
catastrophe when switching to the stable development. Basic model can be presented 
by two equations (1) and (2), where such figures are chosen under the character of 
variables: M is amount of circulate assets; P is quantity of production at stock; Pm 
is market value; Pm – P = P', i.e. Pm – P is the product own costs; t is the lead time; 
E' is fixed costs for the waste recovery and cost of purifications works. 

 𝑑𝑀′𝑑𝑡′ = −𝑀′ + 𝑃′1+𝑃′ − 𝐾′ − 𝐸′ ∙ 𝑃′  (1) 𝑑𝑃′𝑑𝑡′ = 𝛽 ∙ 𝑀′ ∙ 𝑥 − 𝑃′1+𝑃′  (2) 
 

Phase portrait is being made this way. Basic variables M and P are being put at 
the axes, any point (М0, 0) is being chosen and the variables М,  ' motion of 
short duration t is being estimated. It is enough to estimate the values of right 
equation's members (1) and (2) in point М0, 0. These values are the components of 
a vector of the motion of chosen point. The more points there are, the more the 
values of vector of the motion, direction of the system (phenomenon) are. This 
situation is illustrated in Figure 1. 

 
Figure 1: The example of the motion field (direction) 

Source: developed by author 
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Critical states are the places, where motion vectors of points intersect (zone A 
and B). If it happens in the zone of positive values, then this is a stable state of an 
enterprise, if in the zone of negative values – unstable one (Figure 2). There is 
another way of constructing the phase portrait, when the motion directions of the 
equations set are being determined by the method of main isoclines – the lines 
where the motion vectors or horizontal (herewith М = 0) or vertical ones (  = 0). 
It is enough to express M as a P's function and to generate an appropriate equation. 

 
Figure 2: Phase portrait of the set of equations (1) and (2) 

Source: developed by author 
 

In this case, there is a motion of the set of two equations – vector of enterprise 
activity on the Figure 1. Phase portrait (visual image) of dynamic quantity of the 
enterprise activity (in a motion to the bankruptcy) is shown at the Figure 2. 
Unstable conditions and bankruptcy threat is explained by the fact that it is 
separated by two sectors and hereafter these sectors might disintegrate in the zone 
A. The zone B indicates stable condition of the system, where the motion vector is 
distinctly determined and the enterprise can work, i.e. the threat of bankruptcy is 
minimum. It is possible to determine current conditions of the enterprise activity 
from a perspective of possible bankruptcy and to make forecasts it in the future by 
changing arguments М,  and t (time). For economic systems that are nonlinear, 
such possibility of their analysis is one of the main existence advantages, because 
the positive existence of such systems influences the activity. 

It is worth to note, there is noise – arguments' inevitable (random) variables in 
any dynamic system. They somewhat blur the main motion paths of systems and 
their steady-state conditions, however, as a rule, do not influence the principal 
results. If such noise (third-party arguments) strengthens and gains dome quality – 
it can have a negative impact on desired portrait, chaotic zones that will be there 
and speak for system instability. Simulation models are being constructed based on 
their specification, additional variables' consideration, characteristics and arguments. 
Main task of simulation models is offering the quantity forecasts in specific 
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conditions. Herewith main quantity and especially the quality requirements-aspects 
of basic model have to be untouched or minimally changed. The presence and nature 
of bifurcations and catastrophes in the simulation model are the same as in basic 
one, which the simulation model was made from. 

Important moment is that the coalescence of different disciplines is happening 
only at the level of basic models, because the simulation ones are so specific about 
their characteristics, their transfer to another field, area, discipline and phenomenon 
is unacceptable. In our opinion, synergetics research subject is mainly the systems 
that evolve dynamic complicated goal, which have determined in development way. 
However, the philosophic aspect of determining the synergetics subject for further 
development of its methodological base is a main task of modern scientists. Some 
scientists mean the systems that evolve by the synergetics subject; the others mean 
the systems that are developing themselves, dynamic, unstable etc. 

H. Haken (1983, 1987, 2004) has determined multicomponent systems that have 
the characteristics of collective behavior. However, if we analyze this definition 
deeply, we will find out that it is necessary to use the terms chaos, bifurcation etc., 
i.e. methodological apparatus of synergetics. This condition is typical for the systems 
that evolve and exist on categories (sciences) of non-classic scientific rationality. In 
our opinion, methods that are used in the synergetics have the best effectiveness 
and generality. The main thing of using the methodological synergetic apparatus is 
the fact that the philosophic method of research in synergetics is the most important. 
It is explained by the fact that we live in the situation of titanic differentiation of 
knowledge in all fields; some of them were unknown a few decades ago. Thus, the 
main language (method) is necessary for correct interdisciplinary research. Project 
activity also requires the interdisciplinary approach as a complicated form of 
interaction among the numerous systems for understanding, substantiation, creation 
and management. E.g. such research projects as a forecast of social development, 
ecological, economic and financial expert evaluation are the interdisciplinary projects 
that analyze the hypothesis of scenario's risks for undesirable cases of one phenomenon 
and event or another. Synergetics as a synthetic science is possible based on the 
interaction of mathematics, philosophy and subject matter expertise of that field of 
activity, where the research is done. Thus, the synergetics scientist is a highly skilled 
professional, who has a wide range of knowledge in various fields of science. Such 
strata of scientists is being currently formed, where the scientists have the subject 
matter expertise in physics, economics, history, as well as but they also have level 
of several languages proficiency (linguistic aspect), of computer (cybernetic-
mathematic level), of philosophy etc. This knowledge synthesis gives an opportunity 
to research the complicated processes, phenomena with adequate accuracy, but also 
to forecast their consequences. Synergetic synthesis is represented at Figure 3. 

 
 
 
 
 
 

Figure 3: Scheme of 3-Dimensional inception (cornerstone) of synergetics 
Source: created by author 
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The synergetics tries to solve the problems basing on three inceptions by dint of 
interdisciplinary modeling, considering the modern dynamic theories (catastrophe 
theory, dynamic chaos and self-organization), computer and mathematic modeling. 
It is necessary to consider that the success of mathematic modeling of any problem 
significantly depends on how the problem formalization is made, i.e. its expression 
in the form (formula) that provides its use of modern methods of mathematic analysis. 
There are various models of formalization of various tasks and the practice of such 
formalization. There are three main types of scientific formalization: descriptive, 
mathematical and logical. Descriptive formalization means the description of the 
objects of one science or the other by dint of definitions, which hereafter become 
this science's specific terms. Mathematic formalization means the representation of 
certain abstract science object by dint of mathematical terms, operations, numbers, 
formulas etc. The use of formalized language of mathematics in natural and liberal 
sciences is called the process of mathematization of science. Logical (deductive) 
formalization means the representation of thinking forms – statements, definitions, 
seclusions and conclusions between the structural elements of theory by dint of 
special logical signs and symbols that create a certain system. This system is called 
symbolic-logical system of signs and symbols that are created in such sequence: 
(1) The aggregate of benchmark signs and symbols, as a rule, the alphabet, is being 
made. (2) Related regulations of formulas construction are being set by virtue of the 
alphabet. (3) Certain axioms are being set as benchmark (indisputable) true formulas. 
(4) By virtue of specified axioms the other definitions, formulas are being proved. 

The formalization is first and the most important stage of the modeling process, 
where the determining (disengagement) process and the internal structure transfer 
of the object to the determined information structure are happening. It means that 
the replacement of the real object or process by its formal description (image), its 
information model is being made. The model construction is related closely to the 
modeling goal. Every object being modeled (process, phenomenon) has an array of 
various aspects-characteristics. In the modeling process the most important aspects 
are being emphasized, which correspond to the modeling goal. Thus, we determine 
formalization as a primary stage of the system research, the reality object, the object 
of people's activity, complicated technology or process, which can be qualitative 
model or certain real examples. It is necessary to put these models and examples in 
order, i.e. formalize their scheme, formula, logic connections between their elements 
that describe abovementioned objects. 

 

DISCUSSION AND CONCLUSIONS 
At this date, there are various schools of studying and using the synergetic 

methodological principles of research in philosophy, social sciences and life spheres. 
Many scientific investigations are dedicated exactly to the specificity of synergetic 
approaches to such precise and specific fields as pedagogy, transport, management, 
administration, ecology (regardless of the economics and sociology, which is 
unacceptable). We do not controvert the utility and necessity of such research, but 
we consider it worth to note that the use of systematic approach and its principles 
gives an opportunity to investigate any phenomena (processes, objects) wider, deeper, 
from a perspective of using the adequate system of synergetics methodology. 
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Abstract: The author of the article analyzes the role of innovations on increasing 
the competitiveness of industrial enterprises. The dependence of the enterprise 
products competitiveness was detected on the effectiveness of its activities in the 
field of innovation. Also it was indicated that innovation is considered the main 
driving force for decent competition. At the same time, the role of innovations in 
the development of the national economy was explained. It was proved that each 
enterprise development depends on its competitiveness and its innovation activity. 
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INTRODUCTION 
Innovation is the application of new and improved achievements to techniques, 

organizations, processes and practices. The concept of innovation has shaped the 
concept of economics and business-minded innovation processes together. Thus, 
innovative processes are the commercialization of the achievement as a result of 
the invention, scientific-technical and intellectual research. Research management 
in the sphere of innovations is important for achieving effective results.  

 

MATERIALS AND METHODS 
The theoretical and methodological basis of the research is scientific works on 

industrial enterprises of Sumgait (Azerbaijan), on the problems of competitiveness. 
The validity of the obtained results is confirmed by the use of various generally 
accepted and specific methods: theoretical generalization, abstraction, analysis, 
comparison and systematization, systematic approach. 

 

RESULTS 
In modern conditions, the concept of innovation is gaining importance in the 

preparation of effective financial and economic strategies in the economy and in 
the future perspective of many factors. Numerous studies show that modern scientific 
achievements, technologies and products have the key position in the formation of 
competitiveness of entrepreneurship entities, as well as the competitiveness of the 
country's economy in general, integration into global markets. Through innovative 
strategies, both countries and enterprises prepare an action plan to achieve globalized 
and ever-increasing competition. From this point of view, innovative activities are 
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a rather complicated process involving scientific technical progress. Modern business 
systems are using innovative approaches in order to develop effective strategies to 
respond effectively markets needs. Accordingly, innovation management determines 
how business processes are adapted to innovation. In addition, innovations have a 
major role in the creation of effective methods for the distribution of resources and 
increasing productivity of society. To understand the meaningful role of innovations 
as a prerequisite for increasing the competitiveness of industrial enterprises, first, it 
is important to mention some of the economic consequences of innovations. Thus, 
to apply large-scale innovation in the economy can be achieved at both micro and 
macro levels, increase productivity and profitability. Scholars take into account 
these trends and identify the types of innovations, such as commodity innovations, 
organizational innovations, process innovations and management innovations. At the 
same time, both standardization and global experience, in turn, can give positive 
results regardless of the innovations field. The role of innovations at increasing the 
competitiveness of the industrial sector starts with state attitudes to innovations in 
the industrial policy. Industrial policy is an important economic development document 
that is prepared by taking into account historical and geographical development of 
the country and other parameters. The innovation policy is based on innovative 
infrastructure and is important for the development of industry. 

The essence of the innovation system in the field of industry can be explained 
as following: industrial innovative system is the cooperation of state and non-state 
sectors of the economy for the effective implementation of scientific and technical 
achievements. There are points targeted at raising competitiveness in the industry: 
(1) innovation in the industry involves the technological and other innovations that 
cover their implementation; (2) innovation in the industrial sector is directed to the 
increasing productivity, rising competitiveness of goods and services, accessing 
new markets etc; (3) when implementing innovations to the industry, such indicators 
as intensity of innovative activity, renewal coefficient of industrial area, effectiveness 
of innovative activity and impact at the productive activity should be taken into 
account; (4) formation the necessary financial basis for the implementation of the 
innovative system; (5) innovative policy should focus on mobility resources; (6) 
creation the necessary logistic base for the implementation of the innovative policy. 

The innovative system is competitive in matters, such as increasing demand, 
reducing the cost, rationalizing exports and imports as well. In modern practice, the 
restructuring processes used to increase the competitiveness of the industrial sector 
are supported by innovations, showing less social and economic viability. Structural 
changes that will result in changes to the competitive level are usually rich in cost 
and management problems. Additionally, to increase competitiveness in the industrial 
sector, innovative processes regulation should be carried out in the process of scale, 
not merely on object and subject matter. It requires a systemic approach to the 
structural-production aspects. Additionally, international experience shows, it is 
necessary to stimulate organization of an independent form of innovative systems 
to ensure the industry's competitiveness sustainability and in addition to ensure the 
prospective development of industrial parks. For this, each of the following points 
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can be estimated as a step to be taken: (1) establishing a more pragmatic price 
regulation system by calculating profits; (2) optimization of innovative management; 
(3) support for innovatively oriented non-governmental organizations; (4) creating 
an elastic tax policy for investment-oriented organizations; (5) increasing investment 
in innovation projects; (6) using of stock market principles to shape and develop 
the financial basis of scientific and technical progress based on high technologies; 
(7) formation of financial aid flows from state and non-governmental sources. 

In this point, innovative-backed industrial policy is important in increasing the 
competitiveness of the industry and has such features as: (1) the notion of "industrial 
policy" is sufficiently identical with the concept of "competition policy"; (2) economic 
rationalization, activation of innovation processes, organization of intellectual 
property protection mechanism; (3) improvement of investment environment; (4) 
standardization, liberalization and transparency of markets; (5) use of information as 
the most important unit of information society in the creation of welfare. 

The industry, which is becoming one of the leading sectors of the country's 
economy, needs to build market mechanisms and establish appropriate economic 
partnerships through active innovation and competition policy. It should be noted 
that stimulation of internal resources and regions required for the improvement of a 
new model of development. The increasing role of the state in regulating innovations 
necessitated the elaboration and consistent implementation of the state's scientific, 
technical or innovative policy in developed countries. In general, scientific, technical 
and innovative policy of the state is formed as a result of selection and decision-
making in the most important directions: (1) defining priorities in the state research; 
(2) distribution of state resources among different directions of scientific researches; 
(3) carrying out researches in the state scientific centers; (4) state stimulation of 
scientific researches and their implementation to the private sector (tax, patent, anti-
monopoly, depreciation and foreign trade policy); (5) maintaining the competitiveness 
level required for the scientific technical progress; (6) formation good infrastructure 
for innovations, researches and economic development; (7) creation of opened 
scientific and technical information databases, its standardization and providing 
statistic services; (8) studying foreign experience and international cooperation; (9) 
forecasting scientific and technical development; (10) evaluation of possible adverse 
outcomes of scientific technical progress; (11) formation positive public opinion on 
scientific and technical achievements. 

Innovative policies worldwide are being developed and implemented by the 
governments. However, in some countries its options, organizational decisions, driving 
forces and other aspects are different. Creation a favorable economic environment 
within the innovative policy, social modification or restriction of economic regulative 
methods, finding ways to finance industrial project researches and project works, 
information, education, infrastructure and other options for realizing state programs 
are tested. Nevertheless, choosing certain combination depends on the solution of two 
principles: (1) definition of innovations and (2) determination the relevant role of the 
state in economic activity. Thus, studies on the innovative policy implemented in 
different countries differentiate them into four variants: (1) "technological boost" 
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policy; (2) "student-oriented" policy; (3) "socially oriented" policy; (4) policy directed 
to the transformation of the economic structure. 

According to the "technological boost" concept, the main innovative impulse is 
science and technology. State is primarily responsible for their development and is 
able to determine the direction for the development with the availability of material 
resources, information and expertise. Innovative policy is derived from the existence 
of scientific, technical and socio-economic problems in the society; it involves the 
development of various state programs, large-scale capital investments and other 
forms of direct governmental involvement. The US government implemented such 
a policy during the 40-50s of XX century, i.e. "great science". It is precisely that 
many technological innovations this time have emerged in electronics, exposure, 
communications, space exploration and later developed intensively. 

The "student-oriented" innovative policy envisages a superior role of the market 
mechanism in the resources distribution, the choice of future development trends 
and technological opportunities. At the same time, it is considered that scientific 
research, experimental and project works are important for technological changes 
and innovations, but the role of the state should be restricted in these processes. 
The state should encourage fundamental research and provide the necessary economic 
and informational environment for the implementation of innovations in enterprises; 
direct involvement in work, applied projects and market researches should be reduced, 
any form of regulation that encourages market initiatives and does not provide for 
the efficient transformation of the economy should be abandoned. 

The point for a "socially oriented" policy is that only the innovations provided 
by the market mechanism are indifferent to human values and can lead to the large 
social costs. Therefore, the social outcomes of scientific and technical progress must be 
brought to the center of attention and certain social adjustments should be made. 
Elements of such approach are found in the innovative policy of Scandinavian 
countries. Although such policies have never been dominated by the United States 
and Japan, its elements have been used in these countries. Finally, policy oriented 
towards structural change in the economy reflects long-term interaction between 
technology and society. Such policy implies strong impact of progressive technology 
on the solution of socio-economic problems, structural changes, behavior of entities 
and living standards. All abovementioned requires a systematic approach to the 
development of new forms of organization, new management mechanisms, science 
and technology development, interactions and outcomes. Japan is considered to be 
the only country in parallel with the "student-oriented" policy, which has implemented 
this policy. Many of these policies have been used in some European countries. 

In fact, none of the options mentioned in the innovative policy of any country is 
properly applied. i.e. Japan's experience is quite interesting. It is no coincidence that 
the government's technological and innovative policy is considered to be the main 
factor of Japan's rapid economic development in the second half of the XX century. 
Two main pillars of Japan's unprecedented development are conscious technological 
policies and robust financial base. Optimistic approach to Japanese technological 
policy has been dominated in 50-60s. The priorities were black metallurgy, chemical 



61 

industry and car building. Additions were carried out through tax incentives, subsidies, 
accelerated depreciation and preferential loans. From the early 70's, conceptual 
approach in the technological policy became dominant. At that time, government 
concentrated its activities on the main problems of a particular development cycle 
(which could belong to the entire society or group fields). Initially environmental 
pollution (ecology) and energy saving issues were identified as such. Thus, the study 
of international practice in this area gives rise to such conclusion that innovative 
policy is an important part of the state's socio-economic policy, which identifies 
mechanisms for the support of innovative programs and projects. 

State innovative policy is shaped and implemented on the basis of adoption of 
innovative priorities for increasing the competitiveness of domestic products, ensuring 
sustainable economic growth, improving living standards and life quality of the 
population, providing defense (military), technological and environmental safety of 
the country. The main objective of the state innovative policy is to create a favorable 
economic, legal and organizational environment in the country for innovative activities, 
ensuring competitiveness of detainees in the country, effective use of scientific and 
technical results and solution of social development issues. The main objectives of 
the innovative policy can be defined as follows: (1) identifying and realizing the 
directions of state innovative policy, including priorities; (2) progressive structural 
changes in the economy; (3) creation of the infrastructure for the innovative activity 
and its improvement; (4) implementation of measures to support local innovations 
in international markets; (5) foreign economic relations development in the field of 
scientific and technical cooperation in the innovation activity; (6) ensuring mutual 
activity of science, education, production, finance and credit spheres in the 
development of innovative activity. The state innovative policy is developed by the 
government based on the innovative processes, state concept and other regulatory 
documents. Innovative policy is an integral part of the overall socio-economic 
development strategy of the state, such as economic, scientific-technical, financial, 
industrial in relations with the regional policy. It is necessary to detail the content 
of innovative activities and to specify the framework to develop state innovative 
policy and to establish appropriate standards. Innovative activity include such types 
of activities: (1) implementation of scientific researches, experimental projects and 
technological works aimed at creating a new (improved) product or process that will 
be carried out in economic turnover; (2) marketing researches and positioning on 
the market for innovative products; (3) creation the necessary infrastructure and its 
improvement; (4) staff training for innovative activities; (5) acquisition, transfer 
and protection of intellectual property and confidential scientific and technological 
information; (6) technological production reequipment; (7) testing, certification and 
standardization of new processes and products; (8) initial production cycle of the 
new (improved) products, the period prior to the acquisition of a normative self-
repayment period of the innovative project; (9) financing of the innovative activity 
(including investment in innovative programs and projects); (10) other activities 
necessary for the implementation of innovation activities. 

The main ways of implementing the innovative policy are:  
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(1) Formation of institutional and legal conditions for positive changes in the 
innovative sphere. Implementation of advanced technologies are mainly determined 
by institutional changes that ensure the innovative activities development and new 
progressive forms of business. First, the legal basis of innovative activity and state 
innovative policy should be worked out, as well as the formation and development 
of the intellectual property market in the country, measures to attract the results of 
intellectual scientific and technical activity to the economic turnover. 

(2) Government-sponsored investments in high-tech products, as well as various 
forms of property ownership including tax breaks, state guarantees, preferential loans, 
participation of the state as a shareholder in large projects, etc.; 

(3) Improving tax system to create favorable conditions for innovative activity 
of all entities. This is about expanding the capacities of enterprises to finance the 
implementation of innovations. For this purpose, taxation of enterprises is aimed at 
innovations implementation, investment tax crediting, establishment of amortization 
policy (accelerated depreciation methods), etc. 

(4) Supporting innovations through the foreign economic policy. It takes into 
account establishment of joint ventures with the participation of foreign partners, 
competitiveness regulation of local manufacturers and high-tech products by tariff 
and non-tariff methods, attracting foreign investments, organizing advertising of 
local innovations abroad, exhibitions, informational exchange on innovation projects 
with other countries, etc. 

(5) Providing quota for the infrastructure development for innovations in foreign 
credit lines, obtaining state-guaranteed equipment for the implementation of high-
performance innovative projects and licensing of the newest production. 

(6) Allocation of direct public investments to the implementation of innovative 
programs and projects of national importance, but not attractive for private investors. 

(7) Application of state order system for the purchase of products created as a 
result of innovation activity. 

(8) Provision of the state-owned and intellectual property rights for entities, 
which are oriented to the innovative activity. 

Abovementioned methods are used in each particular case taking into account 
the market conjuncture, the innovative policy and the innovative programs content. 

 

DISCUSSION AND CONCLUSIONS 
From our study, we can indicate the main directions of state innovative policy: 

(1) innovation activity, its stimulation mechanisms, system of institutional changes, 
protection of intellectual property in the innovative sphere and development of legal 
provision of its involvement in economic turnover; (2) creation of a comprehensive 
support system for innovations, production development, competitiveness and export 
promotion; (3) infrastructural development of the innovative processes, i.e. providing 
of security systems, expertise systems, financial and economic systems, production 
and technological assistance, certification and workflow systems; staff training and 
retraining systems; (4) development of small innovative entrepreneurship, especially 
with favorable conditions; (5) development and improvement of competition system 
for selection of innovative projects and programs. 
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The foundations for the national innovative system formation in the country 
should be prepared the future for the future large-scale innovative processes. At the 
same time, any country willing to achieve innovative development should focus 
first, on raising the educational level and creating the system for collecting and 
processing information effectively. Both human capital and technologies, the living 
knowledge as well are considered to engine the productivity and economic growth. 
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Abstract: Investment decision is one of the most important corporate decisions. 
It is connected with a long-term time horizon, and a badly focused and inefficient 
investment can lead the company not only to financial problems, but even to 
bankruptcy. In addition to investment decisions that solve the question of which 
investment project to choose, the company also decides which financial resources it 
will use for financing of the prospective investment. The project may have a great 
idea, timing, but due to an inappropriate form of financing, its added value will not 
prove itself to a maximum possible extent. The aim of the article is to survey if the 
SMEs in the SR are financially constrained in investing. 

 

Keywords: investments, financial constrained company, source of finance 
 

INTRODUCTION 
Investment decision making has gained the importance in the economy of the 

Slovak Republic especially in connection with its transition to a market one. If an 
enterprise wants to survive in today's demanding competitive and turbulent 
environment, it must invest. It itself is responsible for its decisions at the same time. 

The companies need finance for the realization of investments. It is obvious, 
that if financial sources are insufficient, the companies will not invest. They can 
finance their investment projects by the use of internal and/or external sources. The 
selected form of financing certainly depends on the possibilities that a company 
has and these are mostly limited by its size, financial strength or life cycle. Market-
based companies with a good payment discipline typically have more favorable 
conditions when they request for external financing. On the other hand, SMEs 
usually have to get at least part of finances from financial markets. The importance 
of external financial sources in financing of investments is shown also in the 
Survey on the Access to Finance of Enterprises 2016, which is elaborated by the 
European Commission in cooperation with the European Central Bank. Figure 1 
shows how much the EU 28 and Slovak small and medium sized enterprises (SMEs) 
have been using from the most recent external financing obtained during the last 
six months in 2014, 2015 and 2016 for fixed investment. As we can see, generally 
it is steadily increasing. Regarding Slovakia, it has more than doubled during the past 
two years. The accessibility to external finance of companies has received considerable 
attention in the research works after the outbreak of financial crisis in 2007. The 
empirical shortcomings of existing models, developed mainly under the assumption 
of perfect capital markets, and theoretical advances in the field of information 
economics have stimulated an explosion of these studies. 
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Figure 1: External financing used as fixed investment by SMEs 

in EU 28 and in Slovakia in the past six months (April to September) 
Source: edited by author, SAFE 2016 
 

When firms find that external finance is costly or rationed, they face financing 
constraints in their investment decisions and their investments depend on the 
availability of internal funds. As we will show, literature is ambiguous about the 
empirical measure for financial constraints since it is not directly observable. It is 
an abstract concept. The aim of the article is to survey, if the SMEs in the Slovak 
Republic are financially constrained in investing. 

 

LITERATURE REVIEW 
Surveying the impact of financial decisions on investments is not unusual in 

empirical studies of investment. Sensitivity of business investment to financial 
variables is indicated already at work of Myer and Kuh (1957). 

Financial effects of investing spurred an interest during the early postwar period 
(1960). Most researchers have isolated real firm decisions from purely financial factors 
in that time. The theoretical basis for that approach was provided by Modigliani and 
Miller theorem (1958). They have argued that in a perfect capital market, the financial 
structure of a company is irrelevant to its value. Internal and external funds are 
perfect substitutes in terms of financing investment and so the choice of the financial 
source doesn't influence investment decisions. Once capital market imperfections 
are introduced, such as agency costs, information asymmetry, transaction costs, 
cost of financial distress or the tax system, the costs of external finance surpasses 
the costs of internal finance. 

Beginning with the pioneering paper of Fazzari, Hubbard and Petersen (1988), 
a large number of scientific studies has identified the impact of imperfections in 
financial markets on business investment and fluctuations in the economy. 

The standard approach of this research is to categorize firms according to a 
variety of firm – level financial variables before measuring the investment – cash 
flow sensitivity. The main results of these papers suggest that investment is more 
sensitive to cash flow for firms with high levels of financial constraints. The sorting 
criteria that the empirical studies have most widely used are size, age, leverage etc. 
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Fazzari, Hubbard and Petersen (1988) classify companies according to whether 
they were likely to be financially constrained on the basis of their size, dividend 
payouts and capital structure. This characteristic determines whether they are more 
sensitive to the supply of internal funds measured by cash flow. The highest 
sensitivities to cash flow are found for firms categorized as financially constrained. 
Many further studies have followed the same methodology including Chirinko and 
Schaller (1995); Hubbard et al. (1995); Bond, Harhof and Van Reenen (1999); 
Carpenter, Fazzari and Petersen (1994); Nickel and Nicolitsas (1999); Marhfor et al 
(2012). On the other hand, Kaplan and Zingales (1997, 2000) have objected that 
the classification adopted by Fazzari et al. (1988) tends to assign firms incorrectly. 
They make use of more detailed information in financial statements from annual 
reports to classify the same firms over an identical sample period into three categories 
"financially constrained", "possibly financially constrained" and "not financially 
constrained". The company is considered to be constrained financially, the more costs 
of external and internal sources vary. Using this classification, they find that 
financially constrained firms have the lowest sensitivity of investment to cash flow. 
According to them, increased sensitivity of companies to cash flow should not be 
interpreted as evidence that these companies are financially constrained. This has 
also been concluded by different researchers, such as Chang, Tan, Wong and Zhang 
(2007); Cleary (1999), and Erickson and Whited (2000). 

As we can see, researchers devoted much attention to the influence of internal 
finance on investment. However, literature is ambiguous whether this influence has 
a positive or a negative effect on the relations. 

According to Cleary et al (2007), the cause of these contradictory conclusions 
is the lack of a precise empirical proxy for financial constraints. As recent studies 
show, the proper measure of financial constraints should be objective, firm – 
specific, time – varying and continuous. According to Basseto and Kalatzis (2011), 
resp. Silva and Carreira (2012), the literature on financial constraints in investment 
decisions has not reached a conclusion, when a company is financially constrained. 

 

EMPIRICAL MODEL 
In the year 2016, we carried out a survey among automotive companies in the 

SR. All information on the variables used in our study was obtained through the 
financial statements of the companies. The data received from the survey allow us 
to investigate the sensitivity of corporate investments to internal funds. The dataset 
used in the empirical analysis contains 53 companies. In order to investigate 
empirically, the impact of capital market imperfections on firm investment we used 
the standard accelerator investment model, to which we added a variable that measures 
the existence of financial constraints with which the companies may be confronted. 

By adding an internal – funds variable to the model we test the argument that if 
financial markets are imperfect, firm investment may be sensitive to internal funds. 
Although there are some criticisms regarding this model, its advantage is that it 
consists of variables that are observable. In fact, the augmented accelerator model 
is, according to Fazzari et al (1988), among the most successful empirical ones that 
explain the behavior of firm investment. 
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We use the following model specification (1), where Ii is total planned (gross) 
investment divided by total fixed assets in 2015; SAL2015 is total sales in 2015 
divided by total fixed assets in 2015 and reflects the accelerator model of 
investment, we expect α2 to be positive; PRO2015 is total profit in 2015 divided by 
total fixed assets in 2015 and measures the existence of financial constraints with 
which automotive companies may be confronted; we expect α3 to be positive 
reflecting the importance of the availability of internal funds in determining 
investment decisions; i is the individual firm index; and ε is an error term: 

 

Ii = α1 + α2 SALi,2015 + α3 PRO i,2015 + εi (1) 
 

As stated, when coefficient α3 is positive and statistically significant, investment 
is positively sensitive to internal funds. If financial markets are perfect or financial 
constraints are absent, the coefficient should be zero. Kaplan and Zingales (1997) 
also derive an equation that helps to explain this argument. In addition, since the 
degree of financial constraints may vary across firms of different characteristics, 
coefficient α3 may be found to vary across different groups of a priori classified 
firms according to the degree of financial constraints they face. 

 
RESULTS AND DISCUSSION 

This section presents the results of the empirical test of the link between 
financial market imperfections and firm investment using the data on automotive 
companies in the SR. Table 1 shows the outcomes of the OLS estimations of 
equation (1). The positive sign of PRO2015 indicates the existence of financing 
constraints for the automotive companies. Yet, it is possible that the degree of 
financing constraints differs across companies that have different characteristics. 
Unfortunately, the data we have gathered for this study do not permit analysis of 
these issues. 

Table 1 
Determinants of investment of automotive companies: entire sample 

Constant 0.033  (1.1338) Note 
PROt-1 0.166* (0.7181) * significant at the 10%-level 
SALt 0.49**  (2.4045) ** significant at the 5%-level 
N 53  
R2 0.132  

Source: own survey 
 

SUMMARY AND CONCLUDING REMARKS 
The paper is devoted to an empirical study on the effect of financial market 

imperfections on investment of automotive companies in the SR. Despite the 
theoretical plausibility of a relationship between capital market imperfections and 
real investments, the empirical literature has found it difficult to identify this 
channel. 

Overall, more research is needed to identify a method that will not be subject to 
criticisms related to the use of cash-flow in the investment equation and will be 
based on the data that are relatively available across countries and over time. 
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The empirical study lends support to the view that companies surveyed have 
faced financing constraints. More specifically, we estimate an augmented investment 
equation using the data obtained from the questionnaire on automotive companies 
in the SR. The results show that the availability of internal funds has a positive and 
statistically significant effect on investment of the entire sample, suggesting that 
automotive companies face financing constraints. 

Our findings support the results of Fazzari et al (1988) who also find that 
investment spending of firms with high levels of financial constraints is more 
sensitive to the availability of cash flow. 
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Abstract: It is introduced the single license rules is the most significant step 
towards formation of the single insurance market in the EU. EU Directives provide 
for the following requirements to single license issuance: adoption of the single 
legal form of insurance company incorporation and common restrictions applicable 
to business types. This requirement means that EU insurance companies shall not 
be engaged in any other type of business, which is not related to insurance business. 
Such requirement is introduced in view of the specific social significance of insurance 
as a financial protection instrument. 
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INTRODUCTION 
The amount of guaranty fund depends on the legal form of an insurance company; 

it is divided by insurance types and amounts of expected insurance transactions; it 
is required submission of the plan of insurance transactions (i.e. business plan) for 
the forthcoming period of insurance company operation; trustworthy, reliable and 
highly professional management of insurance company. 

 

MATERIALS AND METHODS 
Insurers' professional activities related to investing and reinsurance in stock 

market of EU countries are an essential element of their successful operation in the 
EU financial market. It should be emphasized that until the end of 2007 Council 
Directive 93/22/EEC of May 10, 1993 on investment services in the securities field 
(hereinafter also referred to as "Investment Services Directive" or ISD) was the basic 
document providing for the general principles of EU securities market functioning. 
ISD provided for the comprehensive regulations, including the provisions in respect 
of licensing of professional operations in the securities market, control of such 
operations and protection of investors' rights. ISD also included principles and 
concepts applied in the securities market reflecting the needs of clear and 
transparent integrations. In November 2007, a new EU Directive 2004/39/EC of 
April 21, 2004, on markets in financial instruments (hereinafter also referred to as 
MiFID) took effect. MiFID amended certain EU directives cancelled ISD and 
included a number of ISD provisions. 
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This Directive (article 4) provides for the key definitions and concepts in the 
EU securities market, such as: transferable securities, including shares and depositary 
receipts in respect of shares; bonds and other debt securities, including depositary 
receipts in respect of bonds; other securities giving the right to acquire or sell it. 

 
RESULTS 

Money-market instruments include short-term (up to 1 year) financial tools, such 
as treasury bills, certificates of deposit, commercial papers, other instruments of 
payment. Financial instrument contemplated by the Directive includes not only 
securities and money-market instruments, but also tools of collective investment 
undertakings, payment and delivery derivatives (i.e. options, futures, swaps, forwards) 
with different underlying assets. 

MiFID provisions apply to professional players of the securities market, such as 
investment firms requiring a license issued in the country of head office registration. 
At the same time, MiFID covers all instrument market segments: shares, bonds, 
derivatives and the collective investment market. 

After the relevant license is issued in any EU Member State, licensed company 
(including insurance companies) shall be authorized to operate in all EU countries 
without any additional permit required from the competent bodies of other EU member 
States. Directive provides for the common requirements to information disclosure in 
the securities market, keeping and storing of information on contracts, requirements 
to the reporting of professional market players, etc. In addition, Directive introduces 
certain regulations for multilateral trading facilities (MTFs) in OTC securities market, 
not only providing for the requirements applicable to obtaining from the national 
regulator of the appropriate authorization to operate MTF, but also obligating EU 
Member States to implement the requirements applicable to investment firms and 
market operators managing MTFs. Such provisions of Directive are designated to 
enhance transparency of MTFs' operation, and they have already resulted in the strong 
interest in MTF formation on the part of major players of the EU and US financial 
markets. Furthermore, MiFID includes significant provisions in respect of client 
protection: the obligation to estimate the client's adequacy (i.e. experience, knowledge, 
financial condition) and the best execution rule, meaning that a broker receiving 
the client's order shall execute the same on the terms that are most favorable for the 
client and store the relevant information within a certain time limit (3-5 years). It 
should be noted that the best execution criteria are not contemplated by Directive, 
whereas the definition and contents of such criteria stir certain discussions in the 
European professional communities. For the purpose of investor protection, provisions 
of Directive applicable to investment firm's obtaining of a license in the EU 
Member State of its head office provide for the strict requirements to reporting and 
internal control of investment firms, including submission of immediate transaction 
reports to be furnished until the end of the business day immediately following the 
transaction date (as per article 25). The minimum period of information storing shall 
be 5 years. Each EU Member State shall keep the register of investment firms and 
make available the relevant information to other Member States. 
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It should be emphasized that adoption and inuring of MiFID has become another 
impetus towards consolidation of the European securities market that has stirred up 
interaction processes, including institution and infrastructure combining (i.e. stock 
exchanges, payment systems). Moreover, increased competition and better trading 
technologies has resulted in lower fees and other exchange charges. 

Ukrainian laws have no provisions similar to the aforementioned MiFID rules. 
The obligation of best execution of client's orders may not exist, at least, due to 
unavailability of the adequate system of order fulfillment quality control. We may 
see clear discrepancies between the Ukrainian laws and the EU financial regulatory 
provisions (CRD IV) as far as the definition of financial, credit, investment and 
insurance institutions are concerned, while the majority of professional players of the 
Ukrainian stock market, in terms EU laws, provide integrated investment and financial 
services. Moreover, the EU directives provide for the requirements to the company 
management, which is expected to act, primarily, in the best interests of the insured. 
In addition to the operation ability, the company management shall be responsible 
for all damages that may be inflicted by such management to the company. Honest 
and descent behavior of company owners and board members is a significant element 
of insurance company operation. Company owners and board members shall have 
no criminal records; they shall not be subject to any litigation; they shall have the 
understanding that this type of business is not expected to bring a fast buck. This 
requirement applies to company owners and members having the interest of at least 
10%. In the EU, the solvency level is calculated and set for life insurance companies 
and for insurance companies undertaking insurance types, other than life insurance. 
According to the EU Directive, the required regulatory equity capital amount is based 
on the following three figures: (1) solvency margin; (2) guaranty fund; (3) minimum 
guaranty fund. Trends of solvency control model development in the EU countries 
bring the required accounting of not only the technical risk, but also the investment 
risk, fees risk, etc. Currently, the single insurance market of the EU is being developed 
in the following two interlaced directions: (1) ensuring of insurers' free operation in 
all EU Member States and (2) harmonizing of insurance laws. Fair competition and 
prevention of prohibited competition elements, for instance, independent choice of 
the applicable contract law and taxation scheme, i.e. may result in impaired competition 
in the EU, are also the basic factors of European single insurance market development. 

Analysis of the Ukrainian insurance market proved that the number of insurance 
companies is currently decreasing, and the monopoly level is rising, which may be 
the evidence of inefficient operation and high loss-making level of small insurance 
companies. Despite of great expectations of international players, the most recent five 
years have not seen the required reforms of laws or of the market in general. Thus, 
the insurance market is in stagnation and shows no significant growth. Such situation 
is majorly attributable to the insurance credit policy, since the insurance market is 
directly linked with the loan market. In fact, loan insurance accounted for 40% of 
the insurance market. Both, favorable and negative consequences for the national 
insurance market of Ukraine's EU association could be discerned. The favorable 
outcomes may include: (1) the engagement of foreign investments in the insurance 
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infrastructure development; (2) higher capitalization and capacities of the national 
insurance business due to funds coming from foreign investors; (3) use of advanced 
insurance technologies; (4) extended structure and better quality of insurance services. 
The negative consequences of EU integration may comprise: (1) lost national control of 
insurance reserves and investment funds in case of dominating foreign interests in 
the insurance market or in certain segments thereof; (2) restricted ability of the 
Government to apply social policy mechanisms in pension and medical insurance; 
(3) price damping that follows the expansion of major foreign insurers, etc. 

Further development of the insurance market and prevention of unjustified funds 
outflow to other countries require strengthening of the national reinsurance market and 
improved supervision over reinsurance business. In the global insurance environment, 
pure national reinsurance markets may not be singled out, since the system of risk 
reinsurance in foreign reinsurance markets, foreign capital expansion, formation of 
joint reinsurance companies have resulted in stronger links and interdependency 
among them and the single insurance alliance. At the same time, substantial changes 
have taken place entailing problems in a new economic environment of domestic 
reinsurance market. Solving such problems requires a profound study of favorable 
and negative consequences of foreign reinsurers' coming to the domestic market 
and analysis of improved efficiency factors in the circumstances of world reinsurance' 
market globalization. Current conditions of integration relations provide for elimination 
of legislative and economic barriers between national insurance and reinsurance 
markets, formation of the global insurance environment for free reinsurance services' 
spreading of and capitals beyond national boundaries. 

Integration the Ukrainian insurance market into international markets of financial 
services requires increased competitiveness of national insurers. To protect the 
national insurance market, the Government will gradually open the market access for 
branches of foreign insurers based on international treaties of Ukraine and ensure 
conditions for exchange (between the national and foreign insurance supervision) 
of information concerning the operation of insurers, their branches, insurance agents 
and insurance groups (insurance holdings). Integration the Ukrainian insurance market 
into the European single insurance environment requires reforms in the domestic 
system of insurance business supervision taking into account the EU requirements 
applicable to national supervisory authorities, harmonization of the classification of 
insurance business types and adaptation of the national insurance market to the 
requirements of the European Directive on insurance and reinsurance (Solvency II). 

Due to unavailability of advanced hi-tech reinsurance services and services with a 
high capitalization level in Ukraine, they have to be acquired from foreign reinsurance 
companies that ensure guarantees and discharging of obligations under reinsurance 
contracts. The reinsurance integration process is homogenous since it represents unions 
of homogenous insurance business entities, i.e. insurers (reinsurers) and reinsurers 
in terms of economic interests, objectives and development strategy directions. In 
order to take the most favorable positions in the global reinsurance market, domestic 
reinsured would rather learn interests of market players; analyze their development 
strategy and tactics. In particular, international organizations play a special role in 
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stabilization of the global market and regulation of the uniform rules and terms and 
conditions applicable to the international economic activities, including reinsurance 
business. The Government, as international market structure, shall protect the interest 
of the national reinsurance market in the global environment through foreign trade, 
whereas the direct market players include insurers (reinsured), the national and global 
reinsured, whose interests are secured in the global reinsurance market through 
international development strategies. Market institutions providing services for the 
domestic market transform to global reinsurance market entities in pursuit of their 
economic interests through signing of international reinsurance contracts with entities 
from other countries. Furthermore, integration processes in the reinsurance market 
result not only in relocation of reinsurance services, but also in reinsurance capital 
flow and turnover. It means that reinsurance, as an international financial institution, 
in addition to protection from global risks, ensures accumulation of capital to be 
further optimally reallocated in the international reinsurance market and in the field 
of international investment relations. Reinsurance market integration has international 
nature enhancing cooperation between players of insurance and reinsurance domestic 
markets, globally, through implementation of the single cooperation model and joint 
products and channels. As a typical feature of the modern global reinsurance market 
development, liberalization of domestic markets provides for major freedom and 
options in reinsurance business for foreign reinsurances in a domestic market, which 
means opening of the domestic market for direct competition from foreign partners. 
Reinsurance market liberalization, like any other process, has its advantages and 
drawbacks for all participants, stakeholders and parties involved (i.e. Government, 
domestic reinsurers and the foreign reinsured). Summing up the favorable and negative 
consequences of foreign reinsurers' coming to the domestic reinsurance market, it 
should be noted that their participation in reinsurance processes will bring about 
ensuring of high quality reinsurance protection, development of brand new modern 
reinsurance services that may deploy the interests of the reinsurance market, as 
well as the entire global insurance industry. However, excessive liberalization of 
the reinsurance market would result in domination of the foreign reinsured in the 
domestic market, lower capitalization due to streaming of substantial financial tools 
of the reinsurance market to international reinsurance, and, consequently, decreasing of 
investment resources in the national economy, in particular, investment resources 
attributable to life insurance. 

The actuarial business and its certification in Ukraine require further development. 
Determining of EU integration directions in the insurance market provide for profound 
transformation of the national economy and as a significant task, estimation of the 
assistance from the European market. In the global environment, where economic 
development of separate countries increasingly depends on the condition of the global 
economy, each country plays certain role in solving of global problems. In such 
circumstances, Ukraine can and has to find its favorable place in the international 
insurance system and in the global economy in general, and join the universal 
insurance system combining highly developed economies, developing and emerging 
markets based on framework international rules and requirements. 
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In the framework Ukraine's EU integration, switching to the standards of prudent 
regulation of the financial services market is not just an urgent need; it is one of the 
Ukraine's commitments provided for in the Implementation Concept of Prudential 
Supervision over Non-Banking Financial Institutions in Ukraine. The Solvency II 
system has been chosen as the benchmarking criteria for reforms in the governmental 
regulation of insurance companies in Ukraine. Implementation of the requirements 
applicable to solvency of insurers, i.e. insurance companies' ability to discharge 
properly their respective assumed obligations, is one of the key directions of Ukrainian 
laws harmonization with the provisions of the Solvency II Directive. The solvency 
provision should take into account not only the sufficiency of insurance reserves to 
discharge insurance related obligations, but also the sufficiency of the equity capital to 
indemnify contingent losses arising out of the risks that are not covered by insurance 
reserves. Despite of requirements of the Solvency II Directive, there are substantial 
advantages for the national insurance market development comparing with the existing 
solvency assessment system, negative consequences of the Solvency II Directive 
may be perceivable for certain insurers with a lower capitalization level and restricted 
access to financial resources. 

 
CONCLUSIONS 

The analysis of insurance market services in Ukraine has shown that in the 
current environment emphasis shall be placed on development and implementation 
the anti-crisis plan for insurance market renewal, viz. insurance companies' access 
to reserve facilities in bank deposits; consultancy assistance for recapitalization of 
non-banking financial institutions, removal of strict limitations in terms of the 
requirements applicable to the credit rating level for investing of insurance companies' 
assets, formation of the insurance indemnity guaranty fund from insurance reserves 
of insurance companies on accounts of the National Bank of Ukraine, etc. Since the 
insurance market is an integral part of the Ukrainian financial system, formation of the 
financially stable insurance market is a significant point of such development. 

However, financial institutions following conservative investment policies and 
specializing in the insurance types with a low loss ratio will have to make capital 
reserves in lesser amount. The Solvency II system enables determining of the insurance 
services or insurance types having material impact on insurance companies' solvency. 
Loss-making insurance services shall be secured by the sufficient equity capital. 
The national law adaptation to the Solvency II standards will contribute improvement 
of the insurance company management system and higher public confidence in 
insurance market services. Major insurance companies are expected to get the most 
obvious advantages from implementation of the new solvency standards benefiting 
from volume-based saving and sufficient diversification of insurance portfolios. 

Thus, the insurance market in Ukraine will be able to progress to availability of 
the statutes, rules and regulations developed by means of international standards. To 
this, amending of the effective applicable laws is required. In addition, insurance 
services shall be promoted. Presently, most people perceive insurance as additional 
obligations, e.g. as a condition precedent to bank credit issuance. The level of public 
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trust to the insurance system has been quite low yet. Therefore, this market shall be 
made most accessible, transparent and understandable for communities. While the 
normal insurance premium to insurance indemnity ratio in the insurance market is 
70-80%, in Ukraine, this figure currently amounts to only 20-25%. Such situation 
is explained by a great number of small insurance companies in the market. Since 
they have no sufficient reserves, the level of non-payment for insured accidents is 
very high, thereby impairing the public trust in insurance efficiency. 
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Abstract: Despite of significant and irreplaceable role that small and medium-
sized companies have in the Slovak economy, their access to financial sources is 
difficult. This situation raised after the outbreak of the financial crisis in 2009. Banks 
respond to the new situation by increased caution when they grant loans. The aim 
of our article is to analyze the crediting of small and medium-sized enterprises (SMEs) 
in the Slovak Republic and subsequently draft the measures that could help mitigate 
the negative impacts of the crisis on SMEs in Slovakia. 
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INTRODUCTION 
It is acknowledged, that small and medium-sized enterprises (SMEs) are the 

base of all economies, as well as a key entities of the economic growth. They are 
important part of the chain to bring innovative products or techniques to the market. 
Creation of an appropriate business environment is an important precondition for 
SMEs development. Beforehand, it presupposes easier access to the capital. Constant 
financing is needed to help them set up and expand their activity, develop new 
products and invest in the staff or production facilities. 

The paper deals with the SMEs loaning in Slovakia. Financial, as well as debt 
crisis in the Euro area influenced at the loaning. As our article reveals, bank loans 
were the accessible source of financing in Slovakia before 2009, including the risky 
SMEs' segment. Commercial banks started to create more flexible and affordable 
credit schemes thanks to high levels of their deposits. The supply has replied to the 
financial crisis immediately by tightening of the bank lending conditions. The 
lending was almost frozen at the deepest crisis time. Risks associated with required 
guarantees had the highest impact on tightening lending for SMEs. 

The aim of our article is to analyze the development of loans to SMEs2 in the 
Slovak Republic and subsequently draft the measures that could help mitigate the 
negative impacts of the crisis on SMEs in Slovakia. It is a survey carried out expo 
facto. It is based on secondary data from the National Bank of Slovakia. 

 

THE SMEs POSITION IN THE SLOVAK ECONOMY 
In Slovakia, as well as in other developed economies, SMEs are recognized as a 

driving force of economy. To improve the business environment for their development, 

                                                 
2 The categorization of enterprises used in Slovakia, as well as in the other EU Member States, is according to 
the Recommendation of the European Commission No. 2003/361/EC valid from January, 01, 2005. 
Enterprises qualify as SMEs, if they fulfill the criteria mentioned in the Recommendation. An enterprise 
qualifies as a SME, if it meets either the turnover ceiling or the balance sheet ceiling in addition to the staff 
headcount ceiling, but it is unnecessary to fit both requirements 
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it is necessary to assess and monitor their current position. A deep economic 
analysis of the SME sector allows identifying existing trends, defining their future 
dynamics and preparing measures to ensure the optimal development. 

Based on the Statistical Office of the Slovak Republic (SOSR) data, there were 
531729 active entities in 2015, including 531063 SMEs. In comparison with 2014, 
the total number of active SMEs decreased by 6.0%. However, it can be the result 
of a new SOSR methodology implementation for determining the active entities. 
The largest share in this category is represented by microentities (96.9%), small 
enterprises (2.4%) and medium enterprises (0.5%). Natural entities-entrepreneurs 
comprised nearly ⅔ (i.e. 63.7%) from the total number of active SMEs in Slovakia. 
There were 666 big enterprises, i.e. 0.1%. 

Comparing with the available data for EU, we can conclude that size structure 
of the business sector in the Slovak Republic is largely similar to the size structure 
of the business sector in other EU Member States (Slovak Business Agency, 2016). 
Micro-enterprises take more significant proportion in the Slovak business sector 
than in the other EU countries. The achieved SMEs employment share in the business 
economy in Slovakia was 6.6 p.p. It is higher than in the EU-28 countries in 2015. 
In the scope of individual size categories in Slovakia, micro-enterprises had the 
dominant position (higher by 16.1 p.p.) according to the enterprises size structure 
in comparison with EU-28 countries. 

 
SMEs FINANCING IN THE SLOVAK REPUBLIC 

SMEs financing is based on the same principles and procedures as the corporate 
financing. However, SMEs have features, reflected in their financial management. 
It is explained by their smaller size, lower diversification degree, limited market 
segment and higher riskiness. They have other assets structure compared with large 
companies, viz. their fixed assets share to the total assets is lower. Additionally, the 
current liabilities share to the assets is higher that indicates their higher financial 
vulnerability (Cressy & Olofsson, 1997). SMEs tend to have less financial strength; 
they do not have sufficient collateral, which is usually the main reason, why banks 
refuse to provide credit to them. Mostly, small enterprises have only short-term 
contacts with the banks and therefore they pay higher interest rates, because banks 
require higher guarantees from them (Berger & Udell, 1995). 

SMEs financing is more complicated due to the fact, that they require different 
spectrum of financial tools in various stages of their lifecycle. These companies often 
depend on informal finance sources at the initial stages of their life. External sources 
are getting to be important with the expanding stage of SMEs development and 
access to them can influence the development trajectory significantly. The specific 
feature of SMEs is their flexibility. SMEs have closer contact with customers; thus, 
they can adapt to their needs faster. In Slovakia, SMEs are primarily financed from 
their own sources, respectively from loans and leasing. According to Majkova (2011), 
these are the sources that they know and therefore they most often use. This fact is 
confirmed by the results of the research on the SMEs access to the external sources 
of financing, which was realized by Slovak Business Agency in 2015 (SBA, 2016). 
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DEVELOPMENT OF LOAN FINANCING IN SLOVAKIA 
Development of the corporate sector financing by bank loans in the centrally 

planned economy (before 1989) was given by the state policy. Banking system was 
a single. The core of the system was the State Bank of Czechoslovakia, which was 
a central bank and a commercial bank as well. There were several other banks, but 
the main feature was a state ownership of banks and their central management. The 
banking sector did not monitor the companies, as well as did not worry about the 
solvency of borrowers (it was guaranteed by state). Changes of the Slovak economy 
and formation of the financial system caused the need for the transformation of the 
banking system. After 1989 there was a conversion into a two-tier banking system 
(the main central bank and many commercial banks). An important step was the 
formation of National bank of Slovakia (NBS), i.e. central bank. Lending of the 
companies in the first years were performed often without their adequate monitoring, 
that's why less creditworthy companies got loans. Increasing number of new enterprises 
and entrepreneurs due to privatization raised the risk of businesses that had difficulties 
in repaying of debt service of loans. As a result, the number of outstanding loans 
was increasing; it was over 30% in 1998. These problems were transferred to the 
banking sector, which did not have enough resources to provide further loans (lack 
of resources for profitable companies and reluctance to provide loans to distressed 
companies). Insufficient legislative regulation of dealing with problem loans 
deteriorated the situation in this area. Problems of the corporate sector manifested 
in the late 90s. The problems of the companies with repayment of the loans made 
the banks to increase interest rates. The reform of the banking sector was necessary 
for the rescue of banks and their relations with the business sector. It was realized 
in the late 90s. It contributed to the standardization of the environment, which 
created the basis and potential for corporate lending and expansion of foreign 
banks created competitive credit environment. 

In the pre-accession period (1999-2003) after reforming the banking sector, the 
corporate lending is improved. Competition among the banking institutions contributed 
increasing interest in SMEs. Crediting remained problematic for Startups. Problems 
with long-term loans for investment activities have persisted. The average annual 
credit growth of the business sector (in %) in 2001-2004 suggests that the development 
of lending to the corporate sector was in red numbers as opposed to household lending 
(The World Bank, 2007). This development was associated with good management 
of companies, which had sufficient internal funds and did not need to borrow. 

In terms of lending to corporate sector, post-accession period can be divided 
into 2 stages: (1) first post-accession years (2004-2007) and (2) period since the 
outbreak of the financial crisis to present day (2008-2015). 

We monitored the growth of debt finance in the corporate sector in 2004-2007. 
Banking sector recorded rising SMEs interest in bank loans in 2006. Despite of this 
fact, researches of the World Bank (2007) conducted in 2005 in Central and Eastern 
Europe countries, confirmed that SMEs are limited in lending opportunities compared 
to the large companies. The financial crisis influenced significantly the lending to the 
corporate sector. Throughout it was induced in the retail banking segment, lending 
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of companies was reduced significant. In 2008, the Slovak banking sector was 
profitable. Thus, we can point out the high rate of credit growth. But situation has 
changed. Banks responded to the crisis immediately, mainly by tightening of the 
lending conditions. Risks associated with required guarantees had the highest impact 
on tightening of the standards especially for the SMEs (NBS, 2009). 

In 2014 compared with 2013, the state of provided entrepreneur credits of SMEs 
rose by 10.9% that indicates the most significant inter annual rise since 2008. The 
extent of SMEs bank loans usage rose inter annually from 1.3% to 17.7%. The share 
of entrepreneurs, who use bank credits, rose inter annually in all size categories of 
SMEs. The highest long-term share of entrepreneurs, who use bank credits, is in 
category of medium-sized enterprises (52.8%; rise of 0.4%). In category of small-
sized enterprises, 42.0% of entities use bank credits (inter annual rise of 1.1%) and 
in the category of microenterprises 15.4% (inter annual rise of 1.4%). The state-
guaranteed loans are provided by the Slovak guarantee and development bank (SZRB) 
primarily to those SMEs, which does not possess sufficient credit security or who 
are considered as unreliable for commercial banks. The basic principle of providing 
guarantees for loans relies on the breakdown of risks between SZRB, the client and 
the partner. In 2015, the total sum of bank guarantee portfolio of SMEs was 109 mln 
euro (inter annual decrease of 3.5%). In contrary, state-provided guarantees for the 
SMEs rose in the inter annual comparison by 46.2% to a sum of 38 mln. euro (SZRB, 
Eximbank). Average credit tariff rate for SMEs decreased by 0.4% to 3.4% in 2015, 
in accordance to NBS data (Table 1). 

Table 1 
Funding development of SMEs in 2008-2015 

Indicator Years 
2008 2009 2010 2011 2012 2013 2014 2015 

Provided business loans 
to SMEs, mln euro 12092 12032 12046 10600 11038 10734 11902 13217 
Total provided business 
loans, mln euro 15679 15156 15174 16117 15523 15102 14837 16119 
Short term loans granted 
to SMEs, mln euro 4797 4981 4987 4188 4481 4532 5385  
Long term loans granted 
to SMEs, mln euro 7295 7051 7059 6412 6557 6202 6517  
SMEs share (corporate) 
in bank loan, % 16.0 18.2 17.7 16.5 16.3 16.4 17.7  
State guarantees granted 
to SMEs, mln euro 99 81 70 84 87 38 26 38 
State guaranteed loans 
to SMEs, mln euro 157 143 139 167 136 157 113 109 
SMEs interest rate, % 4.6 3.0 3.2 3.2 3.8 3.6 3.8 3.4 

Source: SBA processed based on the financial businesses statements 

 
The improving conditions are reflected in several international and national 

initiatives dealing with the rating of state and financial development of business in 
Slovakia. GEM NES is considered as one of the most significant. Rating of business 
financing in Slovakia in 2012-2015 is stated below (Table 2). 
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Table 2 
Financing evaluation of business in Slovakia 

in terms of GEM NES in 2012-2015 
GEM NES 2012 2013 2014 2015 

Score 1-5 1-5 1-5 1-9 
SR Evaluation 2.38 2.16 2.73 4.28 
SR Position among the countries 36/69 58/69 24/73 24/62 

Source: SBA, State on SMEs in 2015 
 

SUMMARY AND CONCLUDING REMARKS 
The peculiarities of access to the SMEs finance are discovered in the performed 

analysis. The SMEs access to the financing differs from large enterprises access. 
These differences were significant in transitive period and pre-accession period. 
After joining the EU, there were positive trends in reducing disparities, but the 
economic crisis contributed to the financial disruption. Banks responded to the 
crisis by tightening of the crediting standards, especially for the category of SMEs. 

The situation starts to stabilize slowly in 2014. Compared with 2013, the state 
of provided entrepreneur credits of SMEs rose by 10.9% that reflects the most 
significant inter annual rise since 2008. 

Because of crucial significance of SMEs for the Slovak economy, improvement 
of access to the SMEs financing is the one of the most significant challenges for the 
economic policy creators. Economic measures to improve the access of SMEs to 
the financing should be directed to the following: (1) increase financial awareness 
of SMEs; (2) provision of guarantees; (3) expanding opportunities in microfinance. 
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INTRODUCTION 
Corporate culture is essential for the successful business development, when it 

is managed competently by means of good practice implementation. Its construction is 
complex and multifaceted, defined by different authors. Corporate culture is the 
subject of the numerous typologies and models. Both corporate culture and enterprise 
management are mutually determined. The culture of the enterprise is managed by 
using communications; it determines the way of communications and its importance 
for the enterprise. One of the most explored aspects of corporate culture is the essential 
importance it has for enhancing competitiveness (Dimitrova, 2012). 

 

MATERIALS AND METHOD 
Diagnosis of corporate culture helps to identify the strengths and weaknesses, 

which take place in the current situation and based on the creating a vision to change it. 
There are various diagnostic tools of corporate culture (Cameron & Quinn, 1999). 
For our study, we use questionnaire measures (Ashkenazi, Bradford & Falcus, 2000), as 
well as the Case Study method (Yin, 2006) based on four in-depth interviews with 
one manager of the company during 2013-2017, questionnaire inquiries with 
company employees and communication audit. Author of this article conducts all 
abovementioned. 

 

VB STUDIO LTD 
The object of the study is VB Studio Ltd (www.vbstudio-bg.com), specialized in 

offering complete design and building of exterior and interior solutions by integrating 
Architecture, Furniture and Audio/Video equipment that increases its common 
competitiveness by developing new marketing strategies and implementation of 
innovations. The company has its design, production and commercial base. Twenty 
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two employees work for the company. VB Studio Ltd has built and maintained 
successful business and partnership with other companies. The company works with its 
customers sustainably, as most of them have long-term cooperation. Despite the 
fact that VB Studio Ltd is a small company, we are talking about corporate culture. 
It is the result of administrative perception of good management practices in the 
corporate culture inherent in big companies (Dimitrova, 2015). Corporate culture 
of VB Studio Ltd has the characteristics of the culture of integration and adaptive 
culture (Denison, Janovics & Young Cho, 2012). 

 
ORGANIZATIONAL CULTURE PROFILE 

Leadership: Managers of VB Studio Ltd are defined as the bearers of the values 
and knowledge of the company. At this stage, they make decisions and they are the 
core of the company. In the context of corporate culture, all aspire to consider the 
company as a family and to transfer this type of attitudes to its customers. Managers 
of VB Studio Ltd are guided by the concept of looking for the people with whom 
they think equally to share common values. Their goal is to train employees seeking 
for innovations, as well as to use innovative ways for their development. They see 
motivation as the basis for success. They support a culture, where people pursue 
common goals, give all of them and receive support from others to realize their 
potential. They are guided by the concept that one, who is on the market and wants 
to be competitive must adapt to provide the right answers to the changes that occur 
in the external environment. For this purpose, they are looking constantly for new 
opportunities. They put emphasis on trust – both with customers, partners and within 
the company. The company's business-philosophy is looking for effective solutions. 

Structure: VB Studio Ltd has two managers and consists of three departments, 
i.e. Architectural, Furniture and Hi-Fi. Both Furniture and Hi-Fi departments have 
one supervisor. The structure is horizontal, but when teams are needed on specific 
projects, project managers assign tasks to the other team members. Each department 
of the company has a different location, i.e. employees of the Architectural office 
work together, but Furniture (factory) and Hi-Fi studio are separated. The company 
has one employee, who practices in Burgas (its clients do business on the Black Sea). 

Innovations: The idea of VB Studio Ltd is to develop an innovative concept in 
the context of the Blue Ocean Strategy. The company does not allow prices to fall, 
reporting that their strengths are in the expertise and own capabilities, rather than 
in lowering prices. They are looking constantly for opportunities to implement new 
technological solutions that lower costs and optimize processes. They are aimed at 
striving to fill the lack of clients through competent employees and quality services. 
They believe that the basic value they create for their clients is flexibility, ability to 
comply and to do their utmost in line with innovative methods. Communications 
between employees of VB Studio Ltd is continuous in the conditions of feedback; 
the aspiration is to offer a maximal range of services. Their main idea is to solve 
problems of clients. An interesting approach to discover competitors is the 
understanding that leadership is one aspect of the competition, which can come 
into the business partnership for the achieving the complexity of services. 
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The idea that they think equally in the direction of resolving business problems 
will help them in delivering innovations. The company invests in knowledge so far. 
Managers of VB Studio Ltd determine the company as becoming innovative. When 
they have the opportunity to use a radical component to make a change, they form 
a unit that generates innovative ideas and the rest of the team continues to work in 
established way and supports them. VB Studio Ltd is defined as a company that 
realizes ideas of its clients. The main barrier to implement innovations they see is 
the limitation of financial resources. They are oriented towards open innovations. 
The company's partners are mostly companies of their size. The "wisdom of the 
crowd" concept is used inside the company (insourcing). Customers can receive 
innovative suggestions from the company as a way of communication that is more 
convenient for them or as an innovative idea. 

Job Performance: Employees of VB Studio Ltd react fast in different situations, 
previously met in depth with customer requirements and received relevant (not only 
physical) remuneration for this. The team members of the company have repeatedly 
won recognition and prizes in various architectural competitions in the country and 
abroad. Everyone in the company is celebrating success. To improve the efficiency 
of internal business processes in the company the system of the measuring the 
employment hours of employees exists; all costs are calculated according to the 
engagement of each one on a particular project. In their joint work, team members 
achieve a significant increase in opportunities and outcomes. 

Planning: Top-management of the company determines a future stage to use 
service of freelancers. They plan to realize the idea of supporting through a range 
of services, architects who offer solutions such as modeling, 3D visualizations, a 
variety of promotional brochures, project presentation videos etc. They experiment 
with outsourcing and then enter them as a part of the in-house processes. 

Now the company's top-management creates a strategy for entering a new foreign 
market. The idea of the company's managers is to develop a competitive strategy to 
help them to achieve a certain degree of sustainable competitive advantage. They 
focus on marketing, because it is not typical in their area and fewer companies use 
it successfully. The company works with a large number of customers and believes 
that such business model would be appropriate. They search for customers through 
all possible marketing channels. For them, it is important to use SEO to make the 
corporate site of VB Studio Ltd more available in the top-positions. 

Communications: In 2013, communication audit has been conducted because 
top-management was aware of the weaknesses in the company's communication 
policy. They implement online communications system that combines both intranet 
and extranet capabilities, which facilitate communication between employees and 
customers. In addition, they emphasize the use of social media applications. The idea 
of successful communications is to use communicational channels that are most 
convenient for the particular recipient in a specific case. They develop a concept 
for a new webpage that already exists and where visualizations of both finished 
objects and the services they perform are presented. Now, at the initiative of the 
company's top-management, regular communicational system with the company's 
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clients is established, re-contacting each of them and presenting the complex of 
services they offer. The company has employees who keep a direct marketing. 
According to the employees, managerial communications run smooth at all levels. 

Environment: Customers perceive VB Studio Ltd as a trustworthy company, they 
understand that their interests are the top-priorities of employees, that performance 
quality and process integrity is leading, maintaining a positive, stable reputation for 
the company. Loyal customers offer bundled services at bargain prices. VB Studio Ltd 
specialists offer innovative solutions for object visualization and virtual real-time 
monitoring. Meetings with competitors are seen as a basis for successful collaborative 
partnership as an opportunity to gain experience. 

Humanistic Workplace / Development of the Individual / Socialization of Entry: 
The leadership vision is to "create" professionals fully committed to the affairs of 
the company. The main goal is to build continually and to maintain a confidence 
for the future; it is the attraction, selection and hiring of trained specialists who will 
have the trust. The abovementioned is also seen as an investment in innovations, 
i.e. investment in the human capital. Motivation is understood as seeking and 
pursuing common goals and a competitive attitude towards the drive for market 
leadership. They prefer not to dismiss employees but to look for opportunities to 
expand the business. They realize that their projects and their ideas require 
competent top-management; for this purpose, employees, who are trained and 
prepared to work in the specific professional specificity as managers, are required 
(Peicheva, 2016). Top-management is oriented to implement the '20% rule' within 
the working day, when employees work on projects that are related to their duties. 
In this way, company will motivate employees to work harder offering them equal 
opportunities and helping them, as well as generating new ideas that can be further 
developed and applied. However, the company recognizes the absence of systematic 
training for employees to enhance their professional competencies. The main barrier 
here is the financial limits. "When working with people, we want to achieve perfection 
when they can show their genius in what they do. Having growing into the confidence 
through communications and based on following trust principles, we can achieve the 
opportunity to find and implement the best of everyone's potential", says one of the 
managers of the company. 

 
CONCLUSIONS 

Based on the diagnostics of the corporate culture of VB Studio Ltd, we can draw 
the following conclusions. VB Studio Ltd is a change-oriented learning company, 
which has not yet found the exact product or niche, where to realize itself fully as 
an innovative company. The corporate vision is related to the generation and 
implementation of innovations that is still articulated not fully that is a barrier to 
employees' motivation. This vision should be embodied in formal documents, as 
well as in products and approaches to realize business activity completely. Competition 
monitoring and analysis should become a key element of the company's strategy. 
The constant development of ICT and architecture-related technologies require 
constant organizational learning and the adoption of "unlearning" practices. 
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The idea of creating mid-level managers and working with freelancers requires 
a change in the organizational structure linked to the redefinition of company strategy, 
which implies a high degree of understanding of corporate culture by all members 
of the company. Its realization will allow VB Studio Ltd to become to the status of 
a virtual organization, i.e. small number of "core" of project managers, who work 
with freelancers, depending on the specific architectural projects and the specifics 
of the assignment. Managers of the company should be more "social architects" 
managing the relations between the different groups of company stakeholders for 
maintaining and increasing the trust in the company. 

The recommendation for VB Studio Ltd is to implement a culture of innovations 
that is a complex and lengthy process. It requires the perception of the continuous 
learning idea, development, risk-taking, employees' motivation, teamwork, open 
and transparent communications, creation of values, which will be resulted in the 
achievement of dynamic sustainability of the competitive advantage. 
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INTRODUCTION 
Changes happened in Ukraine for the last years influence on the perspectives of 

goods and services consumption. These changes create new challenges for both 
consumers and businesses. Own production of a larger number of goods and 
services, as well as their import into Ukraine, exaggerates their consumption. At the 
same time, the purchasing power of citizens reduced and the level of competition 
in the domestic market increased. 

Globalized processes in the economy compel specialists and business managers 
to explore opportunities and prospects for entering new markets and finding foreign 
partners. The enterprise' marketing communication activity development should be 
aimed at formation of consumer's positive attitude towards enterprise, its products 
and services, which are the basis for a stable sales volume and a strategic indicator 
of the company's success. It is possible thorough studying of consumer preferences 
in choosing from a large number of offered goods, services and opportunities and 
accordingly, the consumer's experience formation. Significant informational volumes 
about consumers should be processed and used timely, as any unsuccessful customer 
contact with the staff; product or brand reduces the communicational chances. 

Consumer feedback is very important to the enterprise. Nowadays we observe an 
interesting phenomenon: easy access to large volumes of information significantly 
influences everyone's lives (Siegler, 2010). Everyone has the opportunity to become 
a distributor of information that affects the company's activities. Billions of info-
messages formed by millions of people spreading at a very high speed, which is 
measured by hours (minutes) (Mediakix.com, 2016). Company's communications 
about goods, services and brands are becoming less noticeable and less effective in 
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the huge informational flows. The problem is the necessity of spending resources 
on communication tools carefully. Communication with the target audience should 
be based on the consumers' social activity and behavior observations through the 
Internet technologies, especially in social networks. The topic of the research is 
relevant and outlines the key trends of companies' current and future development 
by expanding its marketing communication capabilities through detailed consumers' 
investigations. Despite the importance of studied issues and availability of certain 
theoretical and methodological developments, the problem of the usage by Ukrainian 
enterprises marketing communications remains relevant and insufficiently studied. 

 
MATERIALS AND METHODS 

There are two basic approaches of any system development, viz. an extensive 
way of quantitative increase and intensive way by implementation of changes and 
innovations (Kovalenko, 2013). Increasing the number of communicational messages 
by increasing the number of communicational elements and their placement frequency 
is an extensive way, which corresponds with traditions of most companies on the 
Ukrainian market. Still, there is a tendency of reducing marketing communications 
budgets. The managers pointed out that growth in advertising expenditures does not 
reflect on sales growth. Accordingly, companies have started to pay more attention 
to intensive approaches. 

The aim of our research is to find the possibilities of transition from extensive 
to intensive development of enterprises marketing communications management in 
accordance with requirements of market and the active development of information 
and communication technologies. 

The active use of Internet technologies requires searching for the new Internet 
marketing tools to reduce marketing budget and provide effective communications 
with consumers, competitors, intermediaries, suppliers and other communities. There 
are representatives of Western economic thought exploring this problem, viz. 
Kotler Ph., Anderson R., Srinivasan S., Boven J., Shuemaker S., Dick A., Basu K., 
Oliver R., Reichheld F., Jacobi J., Chestnat R. et al. Mostly, researchers are focused 
on consumer segmentation and loyalty to the brand. Such Ukrainian scientists as 
Ilyaschenko S., Petrik E., Vavrysh O. explored the possibilities of the Internet 
marketing communications. The marketing communications choice, the frequency 
of their use and the quality of communication message should be aimed at increasing 
the client emotional interest and take into account client experience. Identification 
of target audience, which brings the company's core income, is one of the main 
areas in consumer experience management. Understanding of consumers' needs, 
creating conditions for goods and services purchasing makes the tools of marketing 
communications more effective. The main task of strategic planning and customer 
experience management is increasing the level of customer loyalty and satisfaction 
and loyal customers' group formation. Loyal customers support enterprise. If the 
target audience of consumers is completely dissatisfied, it is necessary to make changes 
in the marketing activities of the enterprise (improving goods or services quality, 
level of service, etc.), not to develop loyalty program (Vovk, 2013). 
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To make managerial decisions on marketing communications in the integration 
with Internet technologies, it is necessary: (1) to conduct the analysis: to describe 
the qualitative goods characteristics, to outline projected sales volumes, to determine 
the product life cycle, key positioning characteristics, brand identifiers, etc.; (2) to 
study current characteristics of the target audience, the level of its presence in the 
selected channels of communication; (3) to segment the Internet users by basic criteria 
of segmentation (a set of factors that influence the consumers decision about goods 
purchase on the Internet, the online shopping possibility, the social networks usage 
for communications, data privacy management, consumer awareness on the value 
of personal data) on the basis of monitoring data, taking into account the forecasted 
impact of Internet marketing communications on target segments of consumers; (4) 
to establish the goals of marketing communications; (5) to generate ideas and to 
prepare communicational messages; (6) to plan species, frequency and period of 
communication tools use in accordance with target customers (selected segments); 
(7) to calculate the resource support for marketing communications; (8) to determine 
the economic and communicative efficiency of the proposed measures. Thus, 
enterprises should take into account the level of consumption or use of goods and 
services; learn to use the customer's investigations results to develop the enterprises' 
communication marketing strategy. 

 

RESULTS 
The conducted researches testify that there are different approaches to segmenting 

the market. Consumers are often divided into those, who constantly search for the 
necessary information on the Internet; have an experience in finding information; 
looking for convenient terms of purchase; looking for low prices; searching information 
on the Internet for the first time. The enterprises should search the most suitable forms 
and methods of Internet advertising, online incentive schemes, online merchandising, 
public relations on the Internet, direct sales on the Internet for the target audience; to 
apply benchmarking methods. It is recommended to implement communicational tools 
based on "viral" Internet marketing; it is expedient to maintain long-term partnerships 
between parties while using outsourcing and to apply common forms of participation 
for trade enterprises and outsourcing companies in determining the ways of influencing 
the target audience; adhere to the principles of social and ethical marketing, which are 
crucial for the prospects of the Ukrainian market. Ukrainian consumers prefer sms-
mailing and to be informed directly by visiting the company. In turn, consumers 
from other countries prefer to receive information by e-mail or company's website 
and loyalty programs. According to the results of analytical maturity investigation 
of the companies participating in the Loyalty Forum in 2015, Ukrainian enterprises 
pay considerable attention to the collection and analysis of consumer data and their 
segmentation (IFAK Institute, 2017). 

The main trends of 2016-2017 were active creating and using of website mobile 
version, realization of reliable mobile payment functions; active development of 
innovative payment services for goods; multi-channel marketing; automation of 
marketing processes (automatic formation of analytics, testing of pages, posting); 
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promotion of public relations via Internet; simplify the interface of sites interface; 
development of showrooms and marketplaces; creation video reviews of goods on the 
online stores sites, etc. Due to the results of marketing research conducted by the 
authors, defining segments of consumers using the services of dresses rent makes 
possible to determine the main theme and content of communicational messages in 
details and choose Internet marketing communications relevant to the segment. 

According to the authors' research, the most significant parameters for each of 
the segments were identified. The difference in the price range on the dress is 
actively monitored by consumers aged 16-18 and persons aged 20-40. For customers 
with high incomes, the uniqueness of the dress, matching trends, convenience and 
speed of delivery is especially important. 

Table 1 
Description of consumers target groups of dress rent enterprise in Ukraine 

Parameters 
Name and characteristics of the consumer segment 

1 – True Girl 2 – Gilded Youth 3 – Richman's 
wife 

4 – Graduating 
student 

5 –Manager 

Age 25-35 16-25 25-45 16-18 20-40 
Income 30 000 UAH + 

per month. 
Earns herself 

Over the average. 
Rich parents, 

doesn't earn herself 

High level. 
Husband earns 

Average,  
parents pay 

10 000-15 000 
UAH. Earns 

herself 
Priorities Orientation on 

herself. Works 
on herself and 

keeps self-
improvement 

Depending on the 
external (someone) 
thoughts, rumors. 
Most of her time – 

entertainments 

Family, kids, 
friends 

Be the best on 
graduation 

Appearance is 
not a priority 

Life activity High activity in 
social networks: 
likes, posts, own 
page. Innovator. 

Visits social 
events, places 

High activity in 
social networks. 

Visits parties, 
trendy shops and 

showrooms 

Around herself 
and her family. 

Inactive in social 
networks 

Social networks, 
friends 

Around work, 
family and 

home 

Influence at 
fashion trend 
on the 
choice 

Trend follower Trend hunter Likes to buy, but 
not shopaholic. 

Special and very 
expensive clothes 

Not defined Follower 

Style Woman style Style mix. 
Expensive brands 

Stylish: less things, 
high quality and 

expensive 

Teenager Casual 

Opinion 
leaders 

Alla Klymenko, 
Vira Brezhneva, 
Valeriia Borodina, 
Masha Efrosinina, 
Asiia Mkhitarian 

Anna Zosimova, 
Anna Oktiabr, 
Juliia Pelypas. 

Successful 
women, business 

women, women of 
wealthy men. 

Trendsetters, 
selebrity, famous 
people of show 

business. 

Mostly “word 
of mouth”. 

Rent 
frequency 

2-4 times a year 4-6 times a year 4-6 times a year Once 1-2 times a year 

Average bill 1200-2000 UAH 2000 UAH 4000 UAH 2000 UAH up to 1200 UAH 
Types of 
dresses 

Evening dress, 
maxi, cocktail, 

elegant 

Mini, little black 
dress, cocktail 

Luxury-segment, 
unique designers’ 

collections 

Lush, long 
dresses, pastel 

colors 

Long, 
noticeable. The 

brand is not 
important 

Source: according to a survey of 2,500 company clients in Kyiv at the beginning of 2017 
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Among of all communicational sources that influence consumers' choices of 
dresses in the store, the most important are publications on the Internet (expert reviews, 
blogs and forums), online store sites, and information on social networks (Table 2). 

 

Table 2 
Recommended components of the Internet marketing communications 

Criteria Components of  Internet marketing communications for 
1 – True Girl 2 – Gilded 

Youth 
3 - Richman's 

wife 
4 –Graduating 

student 
5 -«Manager» 

The main topic 
in the content of 

marketing 
communication 

Semantic logic Professional 
support for 
searching 
specific 

information 

Compliance 
with stated 

commitments 

Price  
promotions 

Data privacy 
protection 

The most 
important 

instruments for 
enterprises 

Search engine 
optimization for 

keywords; 
Content 

marketing 
communications: 
Social networks 
communications; 
Mobile phones 

marketing 
communications; 

E-mail 
distribution; 

Banner, 
multimedia 

Internet 
advertising 

Navigation on 
the site; 

Promotions, 
discounts, prize 
drawings on the 

Internet; 
Marketing 

communications 
in social 

networks; 
Mobile phones 

marketing 
communications; 

E-mail 
distribution; 
Internet PR 

(awards, ratings) 

Navigation on 
the site; 
Banner, 

multimedia 
Internet 

advertising; 
Marketing 

communications 
in affiliate 
programs; 

Price comparison 
stes; Lead 
generation 

Search engine 
optimization for 

keywords: 
Price comparison 
stes; Promotions, 
discounts, prize 
drawings on the 
Internet; E-mail 

distribution; 
Free delivery; 

E-coupon 

Price comparison 
stes; Navigation 

on the site; 
Personal 

assistant; PR on 
the Internet 

(awards, video-
conference). 

Participation in 
professional 

client discussion 
clubs; Links to 

the site for 
relevant tests/ 

reviews; 
Forum/chat 

Source: developed by authors 
 

CONCLUSIONS 
Based on the literature systematization and synthesis and authors developments, 

it was founded that trade enterprises operating offline and online should timely 
respond to ongoing changes in consumer behavior, improve information technology 
and media. Information and communication technologies are expanding consumers' 
rights and opportunities through access to different information. Thus, the main 
direction of the companies' activity is the satisfaction of consumers needs, creating 
consumer experience, benefits, capabilities and values. Therefore, during the process 
of exchanging goods for money in the sales channel, consumer trends should be 
taken into account. Different types and forms of trade, differences in the goods 
supply, forms of payment for goods, after sales service, etc., make necessary creation 
the concept of development, taking into account the needs of customers and their 
satisfaction. Target consumer group was formed by means of the basic criteria for 
segmentation. Online marketing communications tools and the main topics of 
Internet marketing communication messages were offered. However, these findings 
require empirical research. It is advisable to define several paths of investigation. 
First, in the future different types of products and markets should be investigated 
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separately, apart from the traditional trade and using Internet technologies. Second, 
the proposed specifications segments are static and therefore further studies may 
consider different times. Further study will enable to confirm the findings on consumer 
segmentation empirically and to use appropriate tools for online marketing 
communications in the enterprise trading. 
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INTRODUCTION 
Interest of researchers to the corporate stories rose in early 1980s. James and 

Minnis (2004) perceive them as a successful organization strategy. The narrative of 
corporate stories has different uses in the organization related to the corporate culture 
promotion, brand support, identities, reputation, knowledge management and change 
management. Corporate storytelling helps to share core organizational values and 
basic assumptions, as well as enhances the organizational identity. It is a strategic 
tool that reaches a huge number of people without expensive investments and no 
additional experts need to be involved (Mathews & Wacker, 2008). 

 
SPECIFIC OF CORPORATE STORYTELLING 

One of the main organizational elements, corporate culture, is a priori associated 
with stories and narratives. Weick and Browning (1986) believed that stories are 
not a manifestation of culture, but the organizational culture is a manifestation of 
storytelling. The narrative of corporate stories enables all members of the company 
regardless of their position in the hierarchy, to express the values set in corporate 
culture, to express their attitude towards the company, its policies and developed 
and implemented strategies. Therefore, there are polyphonic non-obligatory stories 
that point to the presence of the diverse subcultures and counter-cultures that shape 
the organizational reality. 

Another important organizational element is the corporate reputation. According to 
Van Riel and Fombrun (2007), good corporate history should highlight the aspects 
that support positive reputation. They maintain that the main ideas to built reputation 
are the starting point for corporate stories creating. The authors set out three main 
themes in corporate stories that relate to company's reputation, i.e. activities, emotions 



94 

and benefits. Denning (2006) stated that there are eight main goals of corporate 
stories, which can be formulated as promoting action, communicating "who we are" 
and "where we are going." Others are transmitting values, explaining the company's 
essence, supporting teamwork, "taming" rumors, sharing knowledge and setting the 
direction for the future development. Corporate stories rely on the emotional and 
rational support of stakeholders. Other applications in the company point the use of 
stories as an instrument of company management and can be found in successful 
problem solving (McLellan, 2006), as well as in explaining and supporting the 
adoption of various policies and practices in the company (Prusak, 2001). Corporate 
stories are also used to help socialize and strengthen relations both between employees 
and the company, as well as with other key stakeholders. Telling corporate stories 
helps spread the organizational knowledge (Herskovitz & Crystal, 2010; Woodside, 
2010). The narrative process helps to solve various conflicts in the company and is 
essential for the smooth running of processes for organizational change. 

Corporate stories are related to the corporate communications. Last are essential 
part of the corporate strategy (Argenti, 2014) and governs all intangible values of 
the company through, as well as the relations with the various stakeholders. Properly 
constructed and implemented corporate communications contribute understanding 
and acceptance of the company, its policy and strategy by the stakeholders. Effective 
corporate communications management is the one of the main tasks for mutual 
understanding making between the company and its stakeholders. Keeping ongoing 
interactive dialogues are done with the help of traditional and new social media. 
Interactive communication through the social media helps to generate content that 
is in line with the interests of company's stakeholder groups (Golob, Podnar, Elving, 
Nielsen, Thomsen & Schultz, 2013). 

The main difference between corporate communications and corporate storytelling 
is that corporate communications provide information and the corporate storytelling 
encourages action (Marzec, 2007). Corporate stories represent a narrative tool to 
help portray the story of corporate strategy in action. Storytelling is one of the key 
strategies used in corporate communications to integrate internal and external 
communications, as well as to present the innovative character of company and its 
position, products and services (Denning, 2005). Corporate stories are important in 
motivating employees to engage in the successful implementation of organizational 
goals (Gill, 2015). It is a good practice to include employees as co-creators of corporate 
stories, which is a tool for empowering and facilitating diagonal communications. 
It is important that all stakeholders perceive corporate stories as relevant and authentic. 

One of the biggest challenges for companies in the context of the narrative is 
how to tell their stories more effectively and inspiringly. Storytelling is a key point 
in the sense-making process of the employees; it contributes to the complementarity 
of individual and organizational memory (Roper & Fill, 2012). It is important to 
emphasize that the role of employees has already changed significantly. They are 
perceived as the brand "ambassadors", helping to create a space for interaction 
between the inner and outer environment of the company's brand (Hemsley, 1998). 
Successful corporate branding should be sensitive to self-esteem, meet the needs 
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and demands of stakeholders and be consistent with the company's values, which 
tell us that the corporate brand requires a holistic approach to governance, where all 
members of the company maintain behavior in line with the desired brand identity. 
Thus, we can conclude that the brand is valuable only when it is understandable 
and supported by stakeholders. The main goal to achieve this, the corporate brand 
needs to portray the values of the company, distinguish it from its competitors, 
enhance the loyalty of stakeholders and ensure the relations between them and the 
company (Balmer & Gray, 2003). To have the stable corporate brand that provides 
a competitive advantage, the company must have an authentic and distinctive 
identity. What is the role of corporate storytelling in supporting the brand? A good 
corporate history can encourage people to talk about it and to change in behavior in 
harmony with brand recognition. Many famous companies such as Apple, Coca-
Cola, Nike, BMW, Pepsi Cola, Toyota et al tell inspirational and fascinating stories, 
which put the emotional groundwork on the relations between consumers, corporate 
brand and related brands. 

It is extremely important in storytelling that stakeholders want to become co-
actors. Therefore, inspirational story of the company is an invaluable strategic tool 
to promote loyalty to the company and its brands – corporate, employee's, product. 
The existing company's image is successfully complemented and stimulated by 
corporate stories. Therefore, corporate storytelling based on the corporate culture 
and its "intangible values" can encourage the emergence of new behaviors and assist 
them in undertaking joint actions to strengthen brand loyalty. For the creation positive 
relations between the company and its stakeholders, history must be carefully planned, 
created and subsequently disseminated in line with organizational goals by reaching 
stakeholders and touching their values, assumptions and experiences (Gill, 2015). 

Corporate stories can be communicated through different channels as corporate 
press releases, corporate websites, intranet, leadership speeches and annual reports 
(Roper & Fill, 2012). Storytelling results are also found in the management decisions, 
selection procedures, socialization and retention of employees, competitive strategies, 
activities realized in the context of the concept of Corporate Social Responsibility 
(Marzec, 2007). Corporate stories are found in annual reports, corporate advertising, 
brand elements, issue management, crisis and post-crisis communications. They are 
also present in the social media. It is imperative point, when corporate stories are 
based on the truth to generate confidence. 

 
CORPORATE STORIES IN DIGITAL MEDIA 

Corporate stories are increasingly formed with the help of digital media and 
distributed online. Digital storytelling is understood as the process of creating a story 
through digital channels that include images, texts, music and audio stories (Snelson 
& Sheffield, 2009). A typical digital story is a video or slideshow presentation for a 
few minutes, elements of which include a certain point of view, important questions 
or emotional content that attracts and retains attention and is directed to stakeholders. 
Its instruments are so-called Web 2.0 such as blogs, podcasts, wikis and sites, such 
as writely.com, wiki.com, flickr.com and so on. It is important to note that social 
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media represent the culture more than technologies, i.e. they predetermine the 
management of "participatory culture". They determine the change of communications 
in the company from monologue to dialogic (Solis, 2008). Social media is a key 
element of new, much more transparent communication space. In this context, 
communications acquire a new dimension of symmetry, which contributes to the 
position of trust in the company. 

Aula (2010) points out that the reputation of the company is determined in 
social media through a "complex narrative web of meaning", which is constantly 
created in the dialogues and interactions between social media users and 
companies. Some of these processes have difficulties, especially for companies. It is 
complicated to identify the boundaries between the different media, the offered 
content and between stakeholders, who create it. Aula (2010) accents companies' 
attention to the possibility of emerging reputational risks in social networks 
regardless of the official communication strategy. 

What are the opportunities for prevention it? Digital literacy is an essential skill 
that helps increase the skills needed to compete positively. Digital literacy can be 
achieved and built up through the corporate training to become an essential part of 
the organizational culture. At the same time, the company should have clarity about 
which employees or groups of employees are authorized to publish the information 
in official social media (Kaplan & Haenlein, 2010). 

It is necessary to encourage different stakeholders to support and participate in 
building and maintaining the corporate brand, e.g. bloggers. In this context, co-
participating digital story-makers share a common goal that is important in enhancing 
the company's competitiveness. Companies maintain their relations with their 
stakeholders, creating communities by co-creating, sharing, motivating and inspiring 
content, e.g. Nike (https://www.facebook.com/pg/nike/posts/?ref=page_internal), 
Zappos (https://www.facebook.com/pg/zappos/posts/?ref=page_internal), South West 
Airlines (https://www.facebook.com/pg/SouthwestAir/posts/?ref=page_internal) etc. 
These companies are present in other social networks also, such as LinkedIn, 
Twitter and others. 

 

CONCLUSION 
Traditional and digital corporate stories are an essential tool for managing 

reputation and branding. Both adequate creation and co-creation ensure significant 
competitive advantages for the companies. Therefore, corporate storytelling has to 
become an intimate communication strategy of modern organizations, as well as an 
element of their corporate culture. 
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INTRODUCTION 
Modern management system focused on innovative development involves 

creating a radically new approach that includes a variety of forms and functioning 
performance criteria. In this context, key components of enterprise management are 
brand awareness, customer loyalty to the company, corporate social responsibility, 
positive image and high reputation (Dowling, 2001; Inglis, Morley & Sammut, 
2006; Smith, 2017). Modern researches show that the reputation in the age of 
globalization and the expansion of information and communication technologies 
become much more affective for consumers and business partners (Woolwine, 
Niox & Adams, 2017). Modern economy is an economy based on the knowledge 
and information, network interconnection (in particular, in the trade sphere it is the 
new business "smart retail" models' formation) shows that exactly the intellectual, 
reputation and informational resources as a result produce higher income, increase 
capitalization and become implementing drivers of the enterprise innovative 
development strategy. 

Nowadays, Internet became a complete environment for communicating with 
the client that promotes the rapid spread of both positive and negative information 
about the company, offers wide opportunities for the business development. In 
particular, the key strategic tools for enterprises online reputation management are 
(Mitsura & Hizhnyak, 2012): (1) creating a reputation in social media (SMM 
ORM); (2) correct work with feedbacks and comments on blogs, forums of 
thematic sites and creating with this an appropriate reputation (SERM ORM); (3) 
search engine information promotion (e.g., Google, Yahoo) needed to build the 
correct reputation documents (SEO ORM); (4) work on "rescuing" reputation 
during the crisis, competitors attacks, information warfare etc. (Crisis ORM); (5) 
work with mass media: writing articles, participating in certain online broadcasts 
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and interviews that will contribute the company image formation and strengthen its 
reputation (Public ORM); (6) managing the online image of a certain person that 
can be used, provided that the company's positioning is inextricably linked with a 
person whose reputation directly effects on the enterprises reputation (OIM). 

However, Ukrainian trade enterprises reputation level identification shows that 
there is lack of enough attention to the reputation management and its components. 
In this context, the attention worth research conducted by the agency PR-Service 
and highlighted the best retailers of Ukraine with a reputational asset. The study was 
included 5 functional nominations: reputational stability (RS) – PR-service active 
presence; PR-service systemic character; enterprises PR-activity target audiences 
positive reaction; image capital (IC CSR) – procedures and practices transparency 
of enterprises social responsibility; external significant social projects of the company 
etc.; media activity (MA) – company openness; information quality disseminated 
by the company in the media; reputation risks neutralization efficiency by the 
company, the source of which is the information space; innovative approach (IA) – 
PR-team creativity; number of implemented PR-innovations in practice; new-media 
activity of the company; anti-crisis of the year (Anti CY) – a strategy for responding 
to reputational crises; anti-crisis company's PR toolkit; anti-crisis PR-activities 
efficiency; business system stability, anti-crisis reputation management effectiveness. 
According to these indicators, the ratings, which form the functional nomination 
(0-10 points), were allocated for each nomination and the total average score (50 
points) was calculated, which formed the retailers' reputation management rating 
quality, in particular, for trade food companies (Table 1). 

Table 1 
Reputation management quality rating 

of Ukraine's food trade enterprises in 2017 
No Enterprise RS IC CSR МА ІA Аnti CY Average score 
1 Fozzy Group 41,5 39,2 39,7 40,0 38,8 39,8 
2 Ashan 37,1 35,6 35,9 31,6 31,1 34,3 
3 ATB 36,3 29,5 35,9 35,0 33,3 34,0 
4 METRO 36,6 34,0 34,8 30,4 33,0 33,7 
5 Varus 35,5 33,0 32,5 32,5 27,5 32,2 
6 Novus 36,0 27,6 31,4 30,2 26,0 30,2 
7 Eco-market 33,3 28,3 31,7 25,3 24,0 28,5 
8 Velyka Kyshenia 24,3 24,2 25,8 22,8 20,7 23,6 
9 Furshet 26,0 21,0 25,6 21,6 20,4 22,9 

Source: created according to the survey "Reputation activists: a special project" (2017) 
 

Researches showed that trade retailers (as well as other trade enterprises) should 
improve the reputation management quality, since no one of them has the maximum 
number of points (or even near to the maximum). Consequently, intangible components 
(including reputation), which have a significant impact on the increase of companies 
profitability and stability in the modern ICTs global application are underestimated 
in both cases, practice and theory. 

Research purpose is to reveal the essence of the enterprises reputation and to 
create the trade enterprises reputation management business process scheme. 
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MATERIALS AND METHODS 
Theoretical and methodological basis of our research are scientific concepts and 

foreign scientists work, analytical materials of international organizations in the 
reputation management sphere. In the research process general scientific methods 
were used, viz. justification and comparative analysis. The construction of the trade 
enterprises reputation management business process scheme is based on the principles 
and technology of Business Process Management concept (BPM). Using the analysis 
and synthesis of rating agencies data, key causes of trade enterprises reputation 
management process of Ukraine. 

 
RESULTS 

Currently, networking is the most widespread form of doing business, while 
retail has become the favorable ground for the networking implementation. 
Conducted studies show that retail nets expand the retail space, cover new markets 
and thus, earn more revenues compared to the competitors, as well as they increase 
the value of their brand and the net-reputation level. At the same time, the analysis 
shows that most of them do not have a professional profile subdivision affiliated 
with reputation; they do not have an effective reputation management system; they 
have lack of transparency in procedures and practices of social responsibility; they 
do not pay attention to the efficiency of reputational risks neutralization, the source 
of which is the information space; they are not sure of the innovation expediency 
and do not want to allocate funds for innovation development etc. Today, a 
significant part of the decisions making on the market using the reputation factor, 
implements only the information gathering about the company's reputation and the 
calculation of its "reputational level". The use of reputation for strategic decisions 
as company's management component is not offered, i.e. there is no reputation 
management as a complete process that affects the trade business efficiency. 

At the same time, both world experience consolidation in the business management 
sphere and innovative development lead to the fact that companies of all ownership 
forms almost of all sectors of the economy in the category of strategic goals put 
both improving business processes and their management quality. Many companies 
worldwide are turning to the process orientation of their activities as the most 
relevant management paradigm. Process management, aimed finally to the consumers' 
satisfaction supposes the company's development potential increasing. The essence 
of the process-oriented organization is to apply the concept of business process 
management (BPM) (Jeston & Nelis, 2014). An enterprise that adapted process 
approach, regardless of whether it was previously used any knowledge of building 
and optimizing business processes, such as the Business Process Reengineering 
(BPR) concept (Hammer & Champi, 2011), continuously solves its internal and 
external business processes problems in their management. Besides, BPR not only 
includes the business processes research, development, implementation, but also 
management, analysis and continuous improvement. From this point of the view, 
we emphasize the using prospect of business process management concept (BPM) 
in the reputation management. At the same time, trade enterprise reputation 
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management it is necessary to understand as the process of planning, organization, 
actuation and control of the enterprise reputation in order to achieve a positive 
attitudes of all stockholders in the trade enterprises and minimize reputational 
risks. It should be noted that as the research result it was proved that reputation 
management should be considered as a business process of management higher 
level that directly affects the general management state and performance. 

Business process scheme construction "Trade enterprise reputation management" 
(Figure 1) allowed to reveal the inputs and outputs interconnection logic within the 
business process. We selected following main stages: (1) current state of the 
reputation assessment; (2) collecting information about stakeholders; (3) reputation 
management strategy goals defining; (4) developing the strategy itself, planning 
the necessary resources for her realization; (5) implementing the strategy through 
the specific programs development; (6) evaluating the process effectiveness and 
monitoring. During the business process construction, such factors as the reputation 
formation in the net (digital) economy are taken into account; non-price competition 
(the transition from competition based on actual products and manufactured goods 
to the competition in the intangible services sphere); new approach to profit making, 
in particular on the basis of leadership strategy implementation at the reputation 
cost. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 1: Business Process "Trade Enterprises Reputation Management" 
Source: created by authors 
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Certainly, final result of effective business process must be getting reputational 
capital, i.e. trade enterprises competitiveness and financial stability key factor. 
Reputation is converted into capital through investments in image, corporate culture 
and social responsibility, which ultimately improves the trade and procurement 
efficiency as a part of the interconnection with the external environment of the 
company, as well as the operating process impact growth within the enterprise's 
internal organizational and technological structure. Actually, most of retailers open 
online platforms and use a variety of applications to help consumers get acquainted 
with product information, the company itself, the number and location of stores or 
warehouses; the rate feedback from other stakeholders etc. Therefore, the management 
main goal is to make the company understandable, transparent, secure and socially 
responsible in the eyes of consumers target groups. So, from the standpoint of an 
innovative approach, the proposed trade enterprises reputation management business 
process logic is such that reputation is not only an Internet advertising, search 
engine optimization and promotion of the official site based on the user queries 
statistics in search engines. The business process must necessarily include company 
references monitoring, received data analysis and the reputation management 
strategy implementation state, especially in the part of getting negative image risk 
neutralization and finding ways of information fields variety formation. 

 
DISCUSSION AND CONCLUSIONS 

In the absence of a suitable investment climate for the modern technological 
developments implementation into Ukrainian trade net-practice, the organizational 
and managerial innovations role, which includes the enterprises reputation business 
process management, is significantly increasing. Such situation is related both to 
the ratio of funds amount allocated and really needed, and with the managers 
readiness to take appropriate management decisions and to start reengineering 
business processes in the company. Although under these conditions, in actual fact, 
investments are not directly aimed at increasing the company's reputational capital, 
but they have the primary goal of introducing an innovative business model. At the 
same time, the business reputation positive dynamics due to the business process 
successful implementation as an organizational innovation is a side effect, as it 
causes the external audience positive reaction and increases the enterprises corporate 
culture level. The increased enterprises business reputation level over the time provides 
an appropriate increase in the business process efficiency, which also subsequently 
stimulates the reputation capital growth. 

In this regard, there is a necessity according this problem for expanding the 
research, as well as domestic and foreign experience awareness in the reputation 
management formation. Thus, the actualization of this problem is due to the 
reputation growing value in the competitive activity increasing context and the 
digital technologies and modern communication channels spread; the Internet 
audience dynamic growth and communications growing shift in the online sphere; 
the importance of reputation management development and improvement possible 
ways identifying. 
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Abstrakt: Der folgende Artikel handelt über Fragen der Endowment Finanzierung 

als Faktor der wissenschaftlichen Entwicklung und einer der wichtigsten Voraus-
setzungen für die soziale Entwicklung. Es werden die Merkmale und die Probleme 
der Investitionen in Ausbildung sowie die Wichtigkeit der Zielvorgaben für die 
Schaffung von Endowment Fonds verdeutlicht, indem die notwendigen Änderungen im 
System der Finanzierung der Ausbildung in der Ukraine aufgezeigt werden. 
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EINLEITUNG 
Das soziale Wachstum bereichert das ganze Leben der Menschen. Die menschliche 

Entwicklung ist das Ziel des wirtschaftlichen und sozialen Wachstums. Deshalb 
braucht man ein Mittel zu seiner Verwirklichung. Solche Mittel enthalten die 
technologische Transformation, Reproduktion und institutionelle Struktur der 
Wirtschaft, insbesondere der Erhaltung von fortschrittlichen Tendenzen und 
Prioritäten von Ausbildung und Wissenschaft. 

Der aktuelle Stand der Entwicklung des ukrainischen sozialen Bereichs wird 
durch die schwierige finanzielle Lage gekennzeichnet. Das finanzielle Defizit 
verhindert die Lösung der Probleme der menschlichen Entwicklung. In den letzten 
Jahren wurden in der Ukraine viele Maßnahmen zur Entwicklung der Stabilität der 
Finanzierung des sozialen Bereichs und der Stärkung der sozialen Investitionen 
umgesetzt. Anscheinend sind diese Maßnahmen unzureichend für ein hochwertiges 
Wachstum im sozialen Bereich, insbesondere in Ausbildung und Wissenschaft. 

Daher wird diesem Artikel viel Aufmerksamkeit zum Endowment als die Quelle 
der sozialen Investitionen in Ausbildung und Wissenschaft in der ukrainischen 
Wirtschaft geschenkt. 

 
MATERIALIEN UND METHODEN 

Der Erforschung der Quelle der sozialen Investitionen haben sich viele einheimische 
Wissenschaftler gewidmet. Trotz der Leistungen der Wissenschaftler erfordert dieses 
Problem ständige Untersuchungen, durch die sich schnell verändernden wirtschaftlichen 
und sozialen Prozesse sowie inländischer Probleme in der Entwicklung der Bereiche 
Ausbildung und Wissenschaft. Diese Bestrebungen wurden erst im 20. Jahrhundert 
durch die wachsende soziale, wirtschaftliche und politische Instabilität in der Welt 
zum am weitesten verbreiteten und modernen Phänomen des Ungleichgewichts in 
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der modernen Gesellschaft. Das Phänomen von Endowment wurde im 16. Jahrhundert 
in Großbritannien gebildet. Zu dieser Zeit wurden die ersten so genannten 
"Endowment Fonds" an den Universitäten von Oxford und Cambridge gegründet, 
um neue Professoren zu gewinnen. Aufgrund der wachsenden sozialen, wirtschaft-
lichen und politische Instabilität in der Welt und dem Ungleichgewicht in der 
modernen Gesellschaft, hatte das Phänomen des Endowments schon im 20. 
Jahrhundert eine moderne Bedeutung. 

Die theoretische Grundlage für die Untersuchung des Investitionscharakters der 
Kosten für Bildung, Ausbildung und Berufsausbildung sowie die Entwicklung einer 
Methodik zur Analyse der Kosten und des Nutzens in dem jeweiligen Investitions-
bereich wurde in der zweiten Hälfte des 20. Jahrhunderts in den Vereinigten Staaten 
weit verbreitet. Insbesondere das Studium der wirtschaftlichen Natur und die 
Besonderheiten der Bildungsinvestitionen aus der Position, die in der Theorie des 
"Humankapitals" vorherrscht, erschienen in den Forschungen von T. Schultz und 
G. Becker (Bekker, 2003). Im Zusammenhang mit den oben genannten Studien wird 
ein Vergleich zwischen den Kosten der Ausbildung mit der Höhe des Einkommens, 
das eine Person nach der Ausbildung erwerben kann, gemacht. Es bildet die soziale 
Stellung, nach denen die Ausbildung ein Faktor für das Wirtschaftswachstum ist. 
Die Aussichten für die Nutzung der Möglichkeiten von Endowment zur Sicherung der 
Reform der nationalen Ausbildung wurden auch von ukrainischen Autoren 
berücksichtigt (Maguta, 2016; Ryabkov, 2015; Romanovs'kyj, 2012; Gernego, 2017). 
Weitgehend unerforscht bleibt die Thematik der alternativen Finanzierungsquelle im 
Zusammenhang mit der finanziellen und sozialen Instabilität des Landes. Das Ziel 
des Artikels besteht darin, die alternative Finanzierungsquelle (Endowment) zur 
Stärkung der Ausbildung zu finden, um soziale Stabilität in der Ausbildung und in 
der ganzen Gesellschaft zu erreichen. 

 
ERGEBNISSE 

Aufgrund begrenzter finanzieller Ressourcen entstehen zahlreiche Probleme bei 
der Finanzierung der Ausbildung. Staatliche Finanzierung ist eine traditionelle Quelle 
der einfachen Form von Reproduktion der Ausbildung. Es beeinflusst die bestehenden 
Trends in Wissenschafts- und Ausbildungsprozessen. 

Privatschulen, die vor allem darauf abzielen, die bestehenden Einrichtungen zu 
Unterstützen, besitzen unzureichende Integration von pädagogischen und 
wissenschaftlichen Komponenten. Die Möglichkeiten der Nutzung der finanziellen 
Ressourcen der Endowment Fonds sollen begründet werden. Eine nützliche Studie 
ist das Potenzial der zusätzlichen alternativen Ressourcen, die durch finanzielle 
Stabilisierung in den Fragen der Integration der pädagogischen und wissenschaftlichen 
Komponenten helfen können. Die Ausbildungsreformen sind einige der wichtigsten 
Probleme der Marktwirtschaft. Dabei unterstützt der Autor die Hypothese, dass eine 
der wichtigsten Probleme das Missverständnis der Wichtigkeit der sozialen 
Investitionen ist (Tabelle 1). 

Die Investitionseffekte sind erreichbar im Fall der Berücksichtigung der 
tatsächlichen Entwicklung der Bildungsprozesse. 



106 

Tabelle 1 
Merkmale und Probleme der Investitionen in der Ausbildung 

Wer  
Globale Merkmale und Probleme 

von Investitionen 
Wer 

Staatliche Merkmale und Probleme 
von Investitionen 

D
ie

 G
es

el
ls

ch
af

t 

Einkommen (Leistungen) der Bildungs-
investitionen sind integraler Bestandteil, 
sie erstrecken sich nicht nur auf den 
Empfänger, sondern auch auf andere 
Fächer des Bildungsbereichs, die 
Umverteilung von Leistungen erfolgt 
(zum Beispiel der Arbeitnehmer, der 
seine Qualifikation mit seinem eigenen 
Geld erhöht hat); 

S
ta

at
  u

nd
  I

nd
iv

id
uu

m
 

Individuelle Kenntnisse, Fähigkeiten und 
Know-how erfordern materielle und 
immaterielle Formen von Investitionen 
(einschließlich Arbeitskosten, Zeit, psychischer 
Stress, etc.); 

nicht jede Investition in Ausbildung ist 
gesellschaftlich notwendig (zum Beispiel, 
Ausbildung in illegalen Aktivitäten); 

die Gründe für das Auftreten von Talenten 
liegen in den Besonderheiten ihres "Human-
kapitals", in der Fähigkeit eines bestimmten 
Individuums, die Investitionen besser zu 
ergreifen; 

Investitionen in "Humankapital" (ein-
schließlich im Bildungsbereich) bieten 
wirtschaftliche, soziale, psychologische 
und andere Effekte, die bei der Investition 
und Bewertung ihrer Effizienz berück-
sichtigt werden sollten; 

die Investitionen in "Humankapital", 
insbesondere in die Ausbildung, haben 
Priorität vor anderen Investitionen 

die wichtige Voraussetzung für die 
Wirksamkeit von Investitionen in 
Ausbildung ist eine positive Einstellung 
gegenüber den zukünftigen Eigentümern 
und der Umwelt, daher sollte ein positives 
Bild von Ausbildung, Professionalität 
und hoher Qualifikation in der 
Gesellschaft gebildet werden. 

die Gesamtinvestitionen in Ausbildung über-
steigen die Höhe der materiellen Investitionen; 
Die Investitionen in das "Humankapital" 
bestehen aus den Kosten der wissenschaft-
lichen Grundlagenentwicklung (im Prozess 
der Entwicklung der Wissenschaft werden 
nicht nur geistige Innovationen geschaffen, 
auf deren Grundlage neue Produktions-
technologien und Konsummethoden gebildet 
werden, sondern auch die Transformation 
der Individuen) 

Quelle: Erstellt vom Autor auf der Grundlage von Yarovenko, 2013 
 

Der Trend der Gegenwart besteht darin, die Zielorientierung der Bildung zu 
verändern, es wird zur Grundlage der Ermittlung der Prioritäten für die Gewinnung 
finanzieller Ressourcen aus Kosten der Teilnehmer. 

Zum Beispiel, Anfang 2018 haben die Spezialisten des Europäischen Parlaments 
und des Rates eine aktualisierte Version der Schlüsselkompetenzen für lebens-
langes Lernen angenommen, die im Vergleich mit der vorherigen Version der 
Empfehlungen anders aussieht (Abbildung 1) (European Kommission, 2018). 

Der o.g. Vergleich zeigt, dass die Bildungskompetenzen entsprechend dem 
aktuellen Stand und den Trends der Entwicklung der Gesellschaft aktualisiert 
wurden. Daher ist es logisch, dass sich auch die Prioritäten und die Struktur der 
Finanzierungsquellen ändern. Eine Konsequenz einer solchen Transformation ist 
insbesondere die Schaffung von Endowment Fonds, um die Entwicklung eines 
aktualisierten Bereichs von Bildungskompetenzen zu fördern. Die nationale 
Wirtschaft befindet sich weiterhin zwischen den Ländern mit einem hohen Grad an 
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Abbildung 1: Zielvorgaben für die Schaffung von Endowment Fonds 
Quelle: Erstellt vom Autor auf der Grundlage der European Kommission, 2018 

 
menschlicher Entwicklung, bleibt aber hinter den Industrieländern zurück. Im 
Gegensatz dazu ist die Unterschätzung der Auswirkungen der menschlichen 
Entwicklung auf das Wirtschaftswachstum einer der Hauptgründe für den Zerfall 
der sozioökonomischen Entwicklung der Wirtschaft der Ukraine und anderer 
Länder. Es liegt auf der Hand, dass unter modernen Bedingungen der entscheidende 
Faktor zur Erhöhung des Humankapitals und zur Intensivierung der Entwick-
lungstendenzen der Menschen die Reform der Ausbildung ist. Die Ausbildung-
sausgaben sind ein Indikator für die sozialen Spannungen im Land. Es wird 
angenommen, dass in der Ukraine die Ausbildungsausgaben nicht mehr als 5% des 
GDP sind (World Bank Open Data, 2017). Nach Angaben verschiedener Experten 
gibt es praktischen Bedarf der gezielten Finanzierung bei der Ausbildung. Das 
dringende Problem ist die Kombination alternativer Finanzierungsinstrumente, um 
die Entwicklung der Bildungskomponente der menschlichen Entwicklung anzuregen, 
insbesondere werden neue Möglichkeiten für die Schaffung von Treuhandkapital-
fonds (Endowment Fonds) eröffnet. Nach erfolgreichem Beispiel ausländischer 
Universitäten und Institutionen entwickeln führende nationale Bildungseinrich-
tungen auch das Potenzial von Endowment Fonds. Im Zusammenhang mit der 
Aktualisierung des angewandten Aspekts von Endowment in der Ukraine gibt es in 
unserem Land eine gesetzliche Grundlage für die Umsetzung der Praxis von 
Endowment bei nationalen Universitäten und Institutionen. 

Die Erstellung von 

Endowment Fonds 

Die Schulungskompetenzen von Jahr 2006 

1. Kommunikation in der Muttersprache 
(Communication in the mother language) 
2. Kommunikation in Fremdsprachen 
(Communication in foreign languages) 
3. Mathematische Kompetenz und grund-
legende Kompetenzen in Wissenschaft und 
Technologie (Mathematical competence 
and basic competences in science and 
technology) 
4. Digitale Kompetenz (Digital competence) 
5. Lernen zu lernen (Learning to learn) 
6. Soziale und bürgerliche Kompetenzen 
(Social and civic competences) 
7. Sinn für Initiative und Unternehmergeist 
(Sense of initiative and entrepreneurship) 
8. Kulturelles Bewusstsein und Ausdruck 
(Cultural awareness and expression) 

1. Literacy Kompetenz (Literacy competence) 
2. Sprachenkompetenz (Language competence) 
3. Mathematische Kompetenz und Kompetenz 
in Naturwissenschaften, Technik und Ingenieur-
wissenschaften (Mathematical competence 
and competence in science, technology and 
engineering) 
4. Digitale Kompetenz (Digital competence) 
5. Persönliche, soziale und Lernkompetenz 
(Personal, social and learning competence) 
6. Bürgerkompetenz (Civic competence) 
7. Unternehmerische Kompetenz (Entrepre-
neurship competence) 
8. Kulturbewusstsein und kulturelle Ausdruck-
skompetenz (Cultural awareness and expression 
competence) 

Die Schulungskompetenzen von Jahr 2018 
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Insbesondere gibt das Steuerrecht der Ukraine eine offizielle Erklärung von 
Endowment, nach dieser ist Endowment als eine Menge Geld oder Wertpapiere 
definiert. Der Philanthrop zahlt es für die Dauer von mindestens 12 Monaten an die 
Bank oder an ein anderes Finanzinstitut. Der Philanthrop verwendet auf diesen Betrag 
aufgelaufene Zinsen und Dividenden für Wohltätigkeitshilfe. Die Begünstigten haben 
kein Recht, über den Kapitalbetrag des Zuschusses ohne Zustimmung des Philanthrop 
zu verfügen. 

Das nationale Gesetz "Über die Hochschulausbildung" entwickelt die Möglichkeit, 
die Endowment Fonds zu gründen. Nach diesem Gesetz haben Universitäten und 
andere Hochschulen das Recht, Endowment Fonds zu schaffen. Einige Aspekte der 
Technologie des Funktionierens der Teilnehmer des Fonds wurden im Gesetz "Über 
Wohltätigkeitsaktivitäten und Wohltätigkeitsorganisationen" festgelegt. Derzeit gibt es 
in der Ukraine mehr als 70% der staatlichen Ressourcen in der allgemeinen 
Struktur der Ausbildungsfinanzierung. Die privaten Investitionen werden hauptsächlich 
in Form von Studiengebühren erbracht. Stattdessen ist das Phänomen von Endowment 
immer noch nicht ausreichend verbreitet. Die Endowment Fonds befinden sich 
meistens in der Anfangsphase. Derzeitig gibt es in der Ukraine unter nationalen 
Universitäten Endowment Fond am Institut für Internationale Beziehungen der 
Kiewer Nationalen Taras Shevchenko Universität. Dieser Endowment Fond wurde 
2012 gegründet und beträgt 245.288 UAH. Es gibt auch einen Fond, der von der 
Banking University organisiert wird. Ab 2016 arbeitet die Nationale Universität 
von Kyiv-Mohyla-Akademie mit einem Endowment Fond, um die Forschung auf 
dem Gebiet der Geschichte zu unterstützen. Der Zweck der Einrichtung solcher 
Fonds ist die Schaffung der Grundlagen für die Sicherung der finanziellen Stabilität 
des Instituts, die erfolgreiche Umsetzung seiner schulischen und wissenschaftlichen 
Programme und Projekte, die Entwicklung der Infrastruktur und die Unabhängigkeit 
von wirtschaftlichen und sozialen Schwankungen (Riabkov & Pokidina, 2015). 
Deshalb gibt es die Möglichkeit das Finanzierungspotenzial der Ausbildungs-
komponente der menschlichen Entwicklung durch die Verbesserung von 
Endowment-Technologien zu erweitern. Es hilft die Indikatoren der nationalen 
menschlichen Entwicklung zu verbessern. 

 
ZUSAMMENFASSUNG 

Die Finanzierung der Ausbildung ist ein wichtiger Faktor für eine stabile 
Entwicklung der Gesellschaft und für die Verwirklichung der sozialen Sicherheit. 
Zugleich ist die soziale Entwicklung unmöglich ohne entwickelte Ausbildung. Die 
wichtigste Voraussetzung für die Stärkung der Ausbildung in der Ukraine ist die 
Stärkung der alternativen finanziellen Quellen (Endowment Fonds). Dies ist eine 
wichtige strategische Aufgabe der ukrainischen Regierung und der ganzen ukrainischen 
Gesellschaft. Endowment Fonds ermöglichen die Ausbildungsgrundlage für 
qualitative Veränderungen in der menschlichen Entwicklung zu bilden. Außerdem 
sollten sich weitere Endowment Studien nicht nur auf Fragen der Verbesserung der 
Ausbildung konzentrieren, sondern auch auf solche Endowment-Technologien, die 
als finanzielle Mittel der Gesundheitsversorgung dienen könnten. 
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Abstract: The peculiarity of sustainable innovative development of industrial 
enterprises in the current business environment is the ability to forecast the 
development trends of certain types of activities, both in world markets and 
Ukraine's. The developed forecasts allow avoiding unnecessary ecological, economic, 
financial, political risks, insolvency under contracts, uncertainty of position, losses 
and insolvency. The purpose of the European segment evaluation of the intellectual 
investments market and participation of Ukraine is to reveal the laws of innovative 
activity development determined by the external environment and conditions for 
the economic stability formation of the individual acting business units in Ukraine. 
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INTRODUCTION 
In the analysis of the current state of the intellectual investments world market, 

the aim is to reveal the internal factors affecting the intellectual investing, to identify 
their trends for the further definition of the way to restore intellectual investment 
for enterprises. Intellectual investments are investments through which an enterprise 
can make a profit and take a leading place in the world market. Enterprise invests 
resources as labor and material ones in intellectual property (innovative product). 

The modern development vector of the world economy is focused on the innovative 
development based on socio-economic, informational, technical, political and 
intellectual resources. There is an increase in the dynamics of the staff number engaged 
in innovative activity. In the modern world innovations become a strategic factor 
for the economic development, providing a leading place and being an effective 
tool for stimulating the countries competitiveness in the world market. 

 

MATERIALS AND METHODS 
The innovative activity data in Ukraine were used for writing the article. The 

scientific basis of the research is the methods of comparative analysis, economic 
analysis, generalization and principles of epistemology. The cost-analysis for the 
innovative activity of European countries and Ukraine has been done. The author 
analyzes the innovative activity of Ukraine, applications for intellectual property 
rights (IPR), obtaining patents and the number of performed scientific and technical 
works, the number of enterprises engaged into innovative activities, as well as the 
financing of international innovative projects at the state costs, the number of 
researchers engaged in R&D in Ukraine. 
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RESULTS 
Intellectual investments in the service market are related to intellectual property, 

which can be of three types: exclusive, informational and licensed. Exclusive 
intellectual property is property that is patented or protected by copyright. Licensed 
intellectual property is the property for the investor acquisition with ownership 
rights used for a certain period and supported by the license. Informational intellectual 
property is the property with ownership rights acquisition used for a certain period 
and supported by the license. Intellectual investments are classified by intellectual 
property type, such as invention, utility model, industrial design and trademark. 

The submission of applications for IPR abroad reflects the country's innovative 
activity, as well as its commercialization in international markets and occupied leading 
positions in the world market. Applications for IPR submitted in the international 
institutions have more importance than submitted within the country ones. In general, 
applications for industrial projects were submitted for the manufacture of furniture 
(9.4%), textiles (8.3%), as well as packaging and containers (7%) for 2016. The 
amount of registered applications for industrial projects in the world increased by 
21.3% in 2016 that happened due to the increase in the number of applications 
submitted by China. The influence of the economic development dynamics of 
intellectual property in recent years has become an urgent issue for research. In 
developed countries, the patenting system has been long-standing and successful. It 
is an incentive to create innovative products for taking leading positions in the market. 
In Ukraine, the legal system of intellectual property protection is weak that leads to 
a decrease in the profitability of innovations and negatively affects the country's 
economy development. In developed economies education and science, as well as 
culture are well developed. These indicators determine the civilized society level. 

It is considered that if an enterprise shows a growth trend in the submission of 
the IPR applications, it is considered as a successful and engaged in innovation. 
There are only 3-5% of all the patents applications submitted by enterprises really 
provide a technical solution and scientific novelty. The remaining applications are 
just minor variants in the main patent; they do not influence the significant 
development of the enterprise, the economic efficiency and the significant financial 
profit for the enterprise. Enterprises can sell a license for the manufacture of goods 
or use of technical documentation for other enterprises. Thus, AOL company (USA) 
sold over 800 patents to Microsoft for 1.1 bln USD in 2012. 

The level of the country's industry development depends on the functioning of 
its industrial enterprises. In Ukraine, the prerequisite for the intellectual property 
implementation is an increase in spending on R&D and capital expenditures, as 
well as raising the employees' qualification. In 2016, R&D spending: own means 
of the enterprises 11.5 bln UAH, scientific works 5.8 bln. UAH, other expenses 5.2 
bln UAH, capital expenses 576,0 mln. UAH and on the equipment purchasing 
487.6 mln UAH (State Statistic Service of Ukraine, 2017). 

In Europe, the business sector is the main for investment in research. One of the 
five targets of Europe 2020 is to increase the GDP share to 3% by 2020. So, in 
2014 the EU countries spent about 283 bln EUR on scientific activity and its GDP 
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share was 2.03% compared to 2004, when the GDP share has been 1.76%. The science 
intensity of GDP in 2014 more than 3% were recorded in Finland 3.17%, Sweden 
3.16%, Denmark 3.08% and almost 3% was recorded in Austria 2.99%. Figure 1 
shows that the R&D share in GDP in the Nordic countries is higher than in other 
countries and is over 3%. The R&D share in GDP in Ukraine does not reach 1%, 
which indicates a low innovation activity. However, state funding for science is 
envisaged in the amount of 1.7% of GDP in the Law on Scientific and Technical 
Activity. Innovative activity involves the search for new developments that could 
satisfy scientists and lead to a stable state in the Ukrainian economy. 

 
Figure 1: The share of expenditure on research in the GDP of the world 

countries 2013-2015 years, % 
Source: created by author according to analytical reports of Ukraine (2015-2017) 
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After 2014 the situation has been changed, Ukrainian enterprises have become 
more active in financing innovations at their own expense. However, it should be 
noted that at present the problem of activating the innovation activity of Ukrainian 
enterprises is topical, since the statistics show that in 2015 local enterprises have 
lost their positions in the domestic market. An important indicator characterizing 
the stability of enterprises and their development is innovative products, as well as 
the volume of realized innovative products. Analysis of the filing of applications 
for IPR in Ukraine for 9 months 2013-2017 are presented in Table 1. 

Table 1 
IPR submission for nine months in 2013-2017 

IPR 2013 2014 2015 2016 2017 2017/2016, % 
Total 39673 32812 33559 37344 38818 103,9 
Inventions 3984 3586 3256 2998 2896 96,6 
Utility models 7555 7104 6164 7008 6645 94,8 
Industrial designs 2888 2051 1418 1655 1788 108,0 
Trademarks for goods and 
services by national procedure 17784 13889 16980 21619 21828 100,9 
Trademarks for goods and 
services by international procedure 7461 6178 5738 4064 5659 139,2 

Source: created by author according to analytical reports of Ukraine (2015-2017) 
 

As the results of the analysis show, the volume of IPR applications for 2017 
compared to 2013 decreased by 855 items, but compared to 2014 increased by 
6006 items. Submission of applications for utility models decreased by 910 items 
during 2013-2017. Applications for utility models have been declining year-by-
year, even though payment of a maintenance fee is less than for inventions. Also, 
the submission of applications for industrial projects decreased by 1100 units. 
However, the number of applications of trademarks for goods and services increased by 
2242 units. According to the international procedure of trademarks applying for 
goods and services, it is decreased at 1802 units. 

The dynamics of IPR applications for 9 months in 2013-2017 is shown on the 
Figure 2. In 2014, there is a decrease in applications submission and in 2015 the 
growth in IPR application submission started. The number of applications for 
inventions decreased by 3.4% since for enterprises high tariffs for maintaining the 
application in force, for utility models by 5.2%, for industrial designs increased by 
8.0%, but their share compared with other IPR is below 4.6%. The number of 
submitted applications on trademarks for goods and services has almost unchanged. 
During 2014-2016, the largest share of innovative enterprises belongs to the sphere 
of information and telecommunications (22.1%), processing industry (21.9%), 
financial and insurance activities (21.7%), architecture and engineering (20.1%). In 
2016, it was engaged in scientific research and scientific and technical development 
of 972 enterprises, where state-owned 46.6% and entrepreneurial 37.7% in Ukraine. 

As it is shown in Table 2, the number of submitted applications for a title of 
protection in 2016 by the general funds mean increased in comparison with 2015 
by 9.3% and amounted to 81.3% of the total number of applications filed. The 
largest number of applications for the issuance of protection documents from the 
general fund was submitted by universities and scientific institutions of the 
Ministry of Education and Science of Ukraine. The number of received protection 
documents in 2016 was 68.3%, in 2015 – 52.2% and in 2013 – 53.3% (Figure 3). 
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Figure 2: The dynamics of IPR applications for 9 months of 2013-2017 

Source: created by author according to analytical reports of Ukraine (2015-2017) 

Table 2 
Dynamics of patents obtaining from the general fund in 2014-2016, items 

Indicators Total From the general fund 
2014 2015 2016 2014 2015 2016 

Submitted applications for the issue of the title 
of protection, including 

4948 9280 8784 4261 6534 7144 

inside Ukraine 4925 9269 8769 4240 6527 7133 
abroad 23 11 15 21 7 11 

Receipt of the protection title, including 4988 8870 8160 4310 6219 6480 
inside Ukraine 4967 8847 8144 4290 6204 6469 
abroad 21 23 16 20 15 11 
Source: created by author according to analytical reports of Ukraine (2015-2017) 

 
Figure 3: Dynamics of obtaining protection documents in 2012-2016 

Source: created by author according to analytical reports of Ukraine (2015-2017) 
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Figure 4: Dynamics the number of scientific and technical works in 2012-2016 

Source: created by author according to analytical reports of Ukraine (2015-2017) 
 

The analysis shows that the number of scientific and technical developments 
(STD) gradually decreased, both at the expense of the state fund and at the expense 
of the special fund. The indicators decreased by 2 times for the special fund, and at 
the expense of the general fund almost in 1.4 times. At the expense of the general 
fund almost 60% of STD were carried out in 2016. Most of the STD were carried 
out in the priority direction, amounting to 90.1%. STD were carried out at the 
expense of the general fund, from the state budget financing in 2016 (49,4%) and 
in 2015 (51%). Projects of international STD form 0.6%, development on the state 
order 0.8%, state scientific and technical programs (GSTP) 1.3%. 

In the conditions of the market economy, a special place is taken by the factor 
of increasing labor productivity, as the process of improving the quality of products, as 
well as its competitiveness in the market. It is important to improve the technology 
of products manufacturing. The innovative process of scientific and technical programs 
(STP) should provide a continuous process of creating, implementations of innovations 
to improve the technical level of fixed assets. By increasing the innovativeness of 
STP, it is possible to achieve resource savings since the main factor of low 
enterprises' competitiveness are high expenditures for electricity and fuel, improvement 
of product quality, production flexibility and production growth. 

 
Figure 5: Number of enterprises engaged in the innovations in 2012-2016 
Source: created by author according to analytical reports of Ukraine (2015-2017) 
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number was 978, in 2016 – 972. One of the main issues of the innovation process 
is budget financing in Ukraine, remains one of the main instruments of scientific 
and technical policy and the main form of support for scientific and technological 
development. According to the legislation, innovative financing comes from different 
sources. The Law of Ukraine "On scientific and scientific and technical activities" 
says that one of the main sources of financing is state budget. This law indicates 
that the state is obliged to provide budgetary financing of scientific and technical 
activities not less than 1.7% of Ukraine's GDP. Unfortunately, the amount of public 
funding is much lower. In fact, the requirements for financing scientific and technical 
activities are covered to 16%. Funding is mainly for the enterprises' own funds. So, 
in 2016 at the expense of own enterprises means has been carried out the innovative 
activity on 22.0 bln UAH, and for state budget funds the sum has made 179 mln 
UAH. From 2000 until 2016 the indicator of financing for own funds of enterprises 
increased by 20.6 mln UAH. In 2000 innovative activity was carried out on 1399.3 
mln UAH by own means. For state budget, the amount was 7.7 mln UAH. Also, 
important for international economic relations of Ukraine is scientific and technical 
cooperation, since innovations contribute to the increase of Ukraine's competitiveness 
in the world market. In 2016, international agreements on cooperation in the field 
of education and science were concluded: agreements in the field of education and 
science – 28; agreement on mutual identification of documents – 24; memoranda 
and declarations in the field of education and science – 7; protocols in the field of 
education and science – 3; contracts and programs in the field of education and 
science – 2. International cooperation is carried out with more than 50 countries of 
the world. Currently, there are more than 50 bilateral agreements in the field of 
scientific activity in Ukraine. 

 
Figure 6: Dynamics of financing of international innovation projects at the 

expense of the general fund in 2012-2016 
Source: created by author according to analytical reports of Ukraine (2015-2017) 
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the share of financing of international projects for R&D has decreased since 2012 
from 1.01% to 0.09% in 2016 that indicates that international projects in Ukraine in 
recent years have declined significantly and international investment in Ukrainian 
enterprises has decreased, negatively affecting the development of the Ukrainian 
economy. The fluctuations in the dynamics of state budget financing of the scientific 
sphere are shown in Figure 7. 

 
Figure 7: Dynamics of state budget financing of the scientific sphere in 

2012-2017, mln UAH  
Source: created by author according to analytical reports of Ukraine (2015-2017) 
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development under the state order 0.75%, projects in international scientific and 
technical cooperation – 0.07%, for development scientific infrastructure and the 
updating of the material and technical base of 5.37%, to other areas of financing of 
the scientific sphere 10.68%. 

 
Figure 8: Dynamics of the science intensity of Ukraine's GDP in 2010-2016, % 

Source: created by author according to analytical reports of Ukraine (2015-2017) 
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During the period under review, the expenditure on science for all sources as a 
percentage of GDP gradually decreased despite significant fluctuations in 2011-
2013 and then there has been a decline every year. From 2010 till 2016 the share of 
costs for the implementation of R&D in GDP decreased by 0.27% and at the expense 
of the state budget for the period under review decreased by 0.17%. Expenses for 
scientific development indicate that there is a need today for the development of 
innovative activity in Ukraine. The priority is a high level of qualified personnel 
with the knowledge and non-standard thinking that is necessary for the innovations 
development, research and the implementation of innovative technologies. It should 
be noted that recently in Ukraine not much attention is paid to the training and 
education of employees. In 2014, only 3.2% of Ukraine's enterprises were engaged 
in the innovative activity. Obtaining knowledge and their implementing it is one of 
the key aspects of social and labor relations in modern conditions. It should be 
noted that the number of employees involved in the implementation of R&D has 
decreased due to low motivation. In 2016, the number of employees engaged in 
R&D amounted to 97.9 thousand persons, which is less on 46.3% than in 2010. 

 
Figure 9: Number of R&D researchers in 2010-2016, thousand persons 

Source: created by author according to analytical reports of Ukraine (2015-2017) 
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Second, decrease in the number of scientists involved in R&D is also partly due 
to military actions and migration, as well as unlucrative research activity. Due to 
the reduction in the state volumes of orders for training through PhD and doctoral 
studies, the total numbers of PhD candidates and doctors are reduced. 

Third, the lack of institutional conditions for the innovation activities development 
in Ukraine: the effective protection of intellectual property rights, the reduction of 
funding for R&D projects by the state, the lack of tax incentives for innovative 
activity of enterprises, the loss of financial incentives for innovations through wages, 
the absence of a national strategy for the development of intellectual capital. 

 

REFERENCES 
1. State Statistics Service of Ukraine. Statistical sociology of Ukraine for 2016 

(2017), Available at: ukrstat.org/uk/druk/publicat/kat_u/publ1_u.htm. 
2. Stan rozvytku nauky i tekhniky, rezultaty naukovoi i naukovo-tehnichnoi, 

diialnosti za 2016 rik [The state of science and technology development, the results 
of scientific, scientific and technical activity for 2016], analytic report, Available 
at: https://mon.gov.ua/storage/app/media/nauka/informatsiyno-analitychni/na-sajt-
mon-ad-kmu-11.07.17.pdf. 

3. State Statistics Service of Ukraine. Statistical grade of Ukraine for 2015 
(2016), Available at: http://www.ukrstat.gov.ua/druk/publicat/kat_u/publ1_u.htm. 

4. Stan rozvytku nauky i tekhniky, rezultaty naukovoi, naukovo-tehnichnoi, 
innovatsiinoi diialnosti, transferu technologii za 2015 rik [The state of science and 
technology development, the results of scientific, scientific and technical, innovative 
activity, technology transfer for 2015], analytic report, Available at: https://mon. 
gov.ua/storage/app/media/nauka/informatsiyno-analitychni/2-3-ad-kmu-2015.pdf. 

5. Osnovnye tendencii razvitiya prava intellektual'noj sobstvennosti v 
sovremennom mire, v tom chisle novye ob'ekty intellektual'nyh prav i global'naya 
zashchita [Major trends of the development of the intellectual property right in the 
contemporary world, including new intellectual property objectives and global 
protection] (2017), presentation, Available at: http://www.rvc.ru/upload/iblock/ 
85d/ Trends_in_Intellectual_Property.pdf. 

6. Doklad o polozhenii v oblasti intellektual'noj sobstvennosti v mire: 
Revolyucionnye innovacii i ekonomicheskij rost [Report on the state of intellectual 
property in the world: Revolutionary innovation and economic growth (2015), 
Available at: http://www.wipo.int/edocs/pubdocs/ru/wipo_pub_944_2015.pdf. 

7. Stan rozvytku nauky tekhniky, rezultaty naukovoi, naukovo-tehnichnoi, 
innovatsiinoi diialnosti, transferu technologii za 2014 rik [The state of science and 
technology development, the results of scientific, scientific and technical, innovative 
activity, technology transfer for 2014], analytic report, Available at: https://mon. 
gov.ua/storage/app/media/nauka/informatsiyno-analitychni/stan-rozvitku-nauki-i-
tekhniki-ta-rezultativnist.pdf. 

8. Pro socіal'no-ekonomіchne stanovyshche Ukrainy [On the socio-economic 
situation in Ukraine] (2017), Available at: http://www.ukrstat.gov.ua/druk/publicat/ 
kat_u/publ1_u.htm. 
  



120 

JEL: M210, G32 
BENEFITS OF THE APPLYING RISK MANAGEMENT SYSTEM 

 

Huseynli Turkan Amrah, Doctorate, 
 

Institute of Economics, 
Azerbaijan National Academy of Sciences, Baku, Azerbaijan 

 

Abstract: Author analyzed benefits of the automated risk management system in 
different organizations, also including customs offices. Applying risk management 
model in all sectors (including customs system) has some effects. This model is a 
simple, but perfect applied model for solution of repeating issues in any sphere of 
industry, administration or process. At the same time, several recommendations have 
been put forward to improve the applications of the risk management system in the 
customs organizations. 
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INTRODUCTION 
Risk being one of the frequently used words in our life is a phenomenon, which 

associated with unpleasant events. The main feature of the risks is availability 
always. It is also an absolute attribute of any kind of activity. There is no reason to 
be sure something 100%. Achieving their goals all organizations may face with a 
number of uncertainties. Undesirable conditions or situations that would adversely 
affect a business activity, in other words, the risk is understood as the probability of 
occurrence of any event that may affect of any achievement. Any business risk is a 
probability of the reaching the goal, which defined within the framework of 
finance, plan, technique, and consists of two key elements. First is the possibility 
of not reaching a specific goal, and, second, the result of not achieving this goal. 

 

WHAT IS RISK? 
Due to the large number of existing risks and losses arising from their occurrence, 

the prevention of these risks has a great importance. Identification of risks or 
threats in time is an essential condition of any measure of the safety enhancement. 
Identifying and managing risks can operate with mechanical or automated system, 
from tactical to strategic approach. Risk management is a set of well-defined stages 
in any organization that provides the most optimal decision as a result of obtaining 
detailed information about risks and possible damage effects. The risk management 
model can be described as a systematic approach that identifies risk indicators and 
areas where it can cause unnecessary changes and tend to control and analyze it. 

Each company increases the business effectiveness by taking advantage of the 
risk management strategy. Risk management is successfully implemented in the private 
and public sectors: (a) Finance, banking and insurance; (b) Strategic, operational 
and budgeting planning; (c) Ecology and environmental protection; (d) Information 
security; (e) Project management; (f) Corporate governance and so on. 
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Firstly, the risk management concept was implemented in the insurance sector 
of the shipping industry started by Edward Lloyd in London (1967); soon it became 
the center of maritime insurance. The concept of risk management has been widely 
accepted in the American business environment in the 1970s. As a result of the 
Bretton Woods Agreement end and the Oil Crisis in 1973-1979, consulting services 
on the risk evaluation have been launched. In the first half of the 1980s, attention 
has been raised to the political risks. As we have noted, risk is a key element in the 
insurance industry and has certain qualities: (a) risk must be avoided; (b) its prediction 
should be definite; (c) it should take place in the insurance. 

All potential risks are insurmountable. To insure risk, it is important to determine 
the damage degree. In general, consideration of the risk types recognized as "any 
situation that obstructs the achievement of the company's goals" is important for 
their assessment. In this context, such risks as financial, operational or strategic are 
depended on the external environment, and thus, they influence the company. 

Financial risk is the risk that causes from the financial state of the company. 
Financial risks include market risk, credit risk, cash/liquidity risk and financial market 
risk. Market risk is a sub-risk, which covers market price fluctuations, changes in raw 
materials prices and interest rate risk. Failure to comply with the counterparty 
obligations can result in the credit risk; the lack of cash for current payments causes 
the risk of liquidity (this type of risk is an internal risk for the company). Arising 
internal risks interferes the company. They include risk of abuse, compliance risk, 
process risk, time risk, software risk, information risk, system risk and security risk. 
In determining the company's performance strategies, it is risky to make inappropriate 
decisions and to avoid the improper implementation of strategic decisions. Strategic 
risks may be caused by the fact that the company is proactive in observing the 
trends in the sector or failing to take the right decisions resulting from these trends. 
These risk types include risk of managing, risk of appraisal, marketing risk, project 
risk, product risk, corporate risk. 

A single system is required in the company to facilitate the risks identification 
and to create appropriate mechanisms for predicting their influence. 

External risks are inaccessible to the company's control. These risks arise 
independently from the entity's operational activity, but affect its performance 
depending on the entity's choice. These risks include the social risk, demographic 
risk, political risk, competitive risk, legal risk, third party fraud risk, force majeure 
risk (fire, natural disaster) and customer risk. 

 
RISK MANAGEMENT IN INTERNATIONAL DOCUMENTS 

The risk management process is reflected in a number of international documents. 
ISO 31000 Risk Management Standard describes general risk management principles 
and helps companies to analyze and evaluate risks. ISO 31000 Risk Management 
Standard can be used by any public, private or social entity, unit, group or individual. It 
is not specific to any industry (sector). This standard applies to all types of risks, 
regardless of whether the result is positive or negative. While all systems handle risks 
from own point of view, the best guidelines for this standard are to improve managing 
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technique and workplace safety at all times. By applying the ISO 31000 principles 
and guidelines to any company, it is possible to increase operational efficiency, 
management and stock reliability, as well as minimize losses. This international 
standard improves health and safety issues, helps to build solid foundation during the 
decision-making process, and encourage proactive management in all areas. 

At the same time, there are international documents on customs risk management. 
Thus, according to the Article 7 of the WTO Trade Facilitation Agreement, risk 
management measures have been identified and following issues have been addressed: 
(1) Each Member shall, to the extent possible, adopt or maintain a risk management 
system for customs control; (2) Each Member shall design and apply risk management 
in a manner as to avoid arbitrary or unjustifiable discrimination, or a disguised 
restriction on international trade; (3) Each Member shall concentrate customs control 
and, to the extent possible, other relevant border controls, on high-risk consignments 
and expedite the release of low-risk consignments. A Member also may select, on a 
random basis, consignments for such controls as part of its risk management; (4) Each 
Member shall base risk management on an assessment of risk through appropriate 
selectivity criteria. Such selectivity criteria may include, inter alia, the Harmonized 
System code, nature and description of the goods, country of origin, country from 
which the goods were shipped, value of the goods, compliance record of traders and 
type of means of transport. These measures, in turn, contribute to more efficient use of 
human resources, increased customs revenues, compliance with laws and regulations. 
At the same time, Article 7.4 of the Agreement states that Member States of the WTO 
are obliged to establish and maintain a risk management system. Nevertheless, adding a 
term as "as far as possible" neutralizes this commitment. WTO members are obliged 
to determine the widest range of risk management and content within the extent 
permitted by national resources. Once, defined risk management system has to function 
without discrimination. In practice, WTO members can distinguish goods, including 
means of transport by means of risk analysis. The recommendation characteristic 
of the World Customs Organization is adopted in the form of resolutions. The 2005 
Declaration on the World Trade Security and Sustainability Framework Standards 
adopted by the WTO is crucial. 

The main objectives of the Framework standards are to comply with the principles 
set out in the new Kyoto Convention as the principles of international custom law. 
Specifically, Framework standards have set out the objectives: Identifying standards 
ensuring international security and mitigation of goods at global level; strengthening 
cooperation between customs services of different countries; strengthening cooperation 
between customs structures and entrepreneurial associations; assisting the uninterrupted 
movement of goods on safe delivery of goods and so on. 

Framework standards define risk management as a systematic application of 
management procedures and these practices provide the customs authorities with 
the necessary information at the time of risk. Control of citizens and goods passing 
through the state boundaries in accordance with the requirements of national 
legislation is one of the main objectives of the customs system, and this approach 
is necessary. When approaching the philosophy of management, it does not only 
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allow the customs system to fulfill important commitments, but also provides more 
efficient use of resources and increased efficiency of the overall work. 

Initially, during the risk management process, WCO Secretariat and its members 
were inclined to classify their delivery methods. According to the Kyoto Convention, 
high-tech "risk assessment, profile creation, targeting" or a number of specific risk 
management tools are used to control the movement of goods and passengers. 
These are the first valuable steps taken in this area and help to build the foundation 
for successful risk management models. It is crucial for managers and all customs 
officials to understand that risk management affects all aspects of customs and should 
not be limited to a number of single processes. Thus, full functioning has taken many 
years. Development problems are still going on. (1) Assessment of risks by using 
scientific methods. (2) Risk management, placement of staff that identifies the most 
likely risk areas by facilitating the free flow of trade. (3) Significant increases in 
revenues with less resources. 

The risk management model is a systematic verification of risk assessment and 
control activities, starting with the planning phase of a task, identifying and analyzing 
threats, making decisions on appropriate actions. Different models of the risk 
management are applied in many countries. The most favorite among them are 
American corporate risk management system, Australian and New Zealand, British 
and Canadian risk management systems. 

Appeared in 1995, Australian and New Zealand risk management system is the 
first official risk management and documentation model in the world with very 
high standards (Figure 1). 

 
 
 
 
 
 
 
 

Figure 1: Australian and New Zealand Risk Management System 
Source: adapted by author according to WCO Customs Risk Management Compendium 

 
Fields of this model implementation: 
- During commencement of a new development project; 
- During preparation of an improved design of any process, service or product; 
- While identifying a reiterative work process; 
- Whilst compilation and analyzing of information to solve problems and main 

issues and define priorities; 
- Amid introducing modifications. 
The above-described model aids to solve problems. To reach top-quality results, 

it is necessary to follow the above-mentioned five steps. 
1. Planning 

Act Plan 

Do Check 

1 

2 3 

4 



124 

First, it is necessary to define the problem and possibility of making profit. This 
step directs to the studying of information and preparing the application plan. 

2. Implementation 
Next step is finding potential solution, testing on a small-scale pilot project. It 

will give an opportunity to achieve the results in case of availability of proposed 
changes. E.g. it is possible to perform test within department, in limited geographical 
ambience and in specific demographic situation. 

3. Analysis 
At this point, it is possible to analyze the results of the pilot project versus the 

identified expectations of the first step. 
4. Observation 
This is an opportune moment for the research. It is the product that needs to be 

improved, creates a new base. Thus, it gives the possibility to continue seeking means 
that are more facile for the company and customers. 

Both in the company applying the risk management model and in the customs 
system, it has an effect on the listed below, providing respective benefits. 

Benefits of the risk management model application to the customs system: (a) high 
attention to the spheres of excess risk in order to use available resources more 
profitable; (b) achievement of the organizational objectives; (c) amelioration of the 
social and business medium; (d) accelerating of domestic investments and a flow 
of commodities; (e) application of effective means for prevention of smuggling and 
law infringements; (f) reduced supervision of the companies which business activities 
conform to legislation; (g) nonresistance to the turnover of commodities where it is 
not necessary. 

Within the confines of this approach the customs authorities apply an additional 
control system. Under this control the customs agencies, conducting export-import 
and transit operations, avoid concentration and intensity of customs clearances 
completed at the border or in customs offices. Application of these modern methods 
of customs administration takes significant position in the field of customs control, 
customs clearance operations of imported goods and simplification and harmonization 
of commerce activities. Such foundational and radical approach, along with the 
available potential of operational efficiency increase, has significant importance for 
organization of more profitable resource exploitation in the areas of heightened risk 
possibility. The word-combination "risk management" should not be confounded with 
the expression "risk appraisal". The risk appraisal consists of totality of technical 
processes designated for the individual appraisal and assessment of risks. First of 
all, the risk management is meant for only well-developed customs administrations 
provided with an automated and computerized systems. Different risk management 
programs for all customs administrations are wrong. Effective risk management 
requires from a manager and its staff comprehension of the risk nature, its analyzing, 
estimation and supervising. This process is a serious protective and supporting measure 
in decision-making. 

The customs administrations, operating in a field of modern global trade, face 
sophisticated difficulties. Concurrently with main liabilities to inspect incomes and 
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provide public security, they also have to carry out necessary missions more effective 
and profitably. High-level officials would like to derive more profits out of smaller 
resources. In the customs, such changes require new ways for strategic management 
and development. This row of positive results gives an impetus to upgrading of 
professional customs skills, easy developing of legal trade, stimulation of domestic 
investments and encouragement of national economy. 

Risk management, risks identification, analysis, logic of the risk management is 
systematic method. Within a company, risk management may be connected with 
any activities, functions or processes and taking advantage of the organizational 
capabilities, creates an opportunity to minimize potential risks. For the customs 
administrations any simplification of the movement of people and commodity flow 
always has an element of risk. In order to provide compliance with law, rules and 
regulations control measures must be in congruence with the risk level. Today, while 
performing control over international goods flow, traffic of transport means and 
individuals, customs administrations need major simplification. The risk level is 
identified in the context of the customs administrations' priorities. For example, 
foreground jobs and tax collection, revision of interdictions and restrictions and 
verification of the identified other specific areas. 

 
CONCLUSION 

Applying risk management model in all sectors (including customs system) has 
some effects. This model is a simple, but perfect applied model for solution of 
repeating issues in any sphere of industry, administration or process. This iterative 
approach offers an opportunity to solve issues and to reevaluate results of a waste 
recycling process. It gives stimulus to increase productivity regularly and sustainable 
development without high risks. At the same time, with this model as an effective 
tool used in companies, it is possible to implement to increase own performance. 
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Abstract: The article explores the theoretical aspects of creating a positive image 

of an enterprise. The scientists' views on the essence of the concept "image" and 
"management culture" are highlighted. The role of the head's management culture 
in creating the enterprise image is defined. The economic enterprises employees' 
survey results in the impact of management culture on the creation of the enterprise 
image in Ukraine are given. 
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INTRODUCTION 
The contemporary dynamic changes in the social life of Ukraine, which undergo 

under the influence of current socio-economic factors, outline the problem of economic 
enterprises reputation, which evokes wide response in the area of economy. The 
creation of the positive image obviously has a major role in the enterprise success; 
it is a key factor in increasing competition and providing effective operation in the 
long-term perspective. Due to the well-formed image, many enterprises can overcome 
the barriers of perception and differentiate themselves in the minds of consumers to 
achieve the goals; without the image, enterprises lose the most important strategic 
advantages. The strong image of the enterprise confirms that the organizational 
possesses the fullest opportunities for improving competitiveness. The head's 
management culture contributes greatly to the creation of the favorable image of 
the economic enterprise. 

 
MATERIALS 

Various aspects of creating the enterprise image are viewed in the works by 
such foreign scholars as K. Boulding (1961) and V. Budzunskyi (2002). In 
domestic science, this issue has been researched by S. Bondarenko (2014), 
Iu. Burlakova (2011), T. Diachenko (2013), H. Kostiuk (2014), K. Lavrenov (2015), 
N. Nalisna (2012) et al. Thus, S. Bondarenko (2014) claims that an image is an 
objective factor that plays a significant role in evaluating the competitiveness of an 
enterprise and the lack of attention to its creation and backing, greatly limits its 
possibilities. An image, according to American economist K. Boulding (1961) is 
considered as a subjective concept of individual perception of the world and it is 
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responsible for the person's behavior. However, the survey of scientific literature 
suggests that conducted researches describe the creation of enterprise image 
without taking into account the importance of head's management culture. The lack 
of such researches makes actual the investigation of this problem. 

The goal of the research is to determine the role of head's management culture 
in creating the image of an economic enterprise. 

 
RESULTS OF THE RESEARCH 

The enterprise's image constitutes its major part as it provides the background 
for achieving success under the current conditions of staff competitiveness among 
economic enterprises, which are in search of new directions of their development 
and aim at creating their own image in the first place. The attractive image of the 
enterprise provides the opportunities for occupying the leading position in the 
business world. The creation and development of the company image is a difficult 
work that requires great effort and attention. It is important for the business 
administration to understand clearly the importance of the image and do utmost for 
its creation. Creating the image of the enterprise suggests the adequacy of the well-
formed image that meets people's requirements; the originality of the image in 
contrast to its similar ones; the ability to change, depending on the needs. 

In our opinion, the head's management culture takes the major role in creating the 
image of the enterprise. The future head, that possesses the necessary knowledge and 
skills, should take into account the significance of management component in 
creating the image of the enterprise and master a wide range of management issues. 
Thus, the management culture is a complex personal and professional characteristics 
that integrally reflects the management knowledge, skills and values, will testify the 
level of education, intelligence, professional competence of the head and will help to 
create the image of the enterprise. 

The complexity and variety of the "management culture" phenomenon have caused 
the diversity of opinions about its nature and characteristics of its creation. The 
management culture is thought of as: a complete individual feature, which shows 
itself in the professional management activities; specifies consciousness, behavior, 
communication and management of the head; provides awareness and cultural 
expediency of professional competence; encourages creative development of the 
head (Vasyl'chenko, 2006); it is defined by the high level of intellectual, emotional, 
volitional, moral, and physical powers, the complex of which results in performing 
the professional management tasks with high efficiency and stability (Miliutin, 
2007). Therefore, the scholars outline the management culture as an integral generalize 
characteristic of management, which involves the head's positive personal qualities 
and work peculiarities. The management culture embraces the culture of executive 
office staff, the culture of management process, working conditions and the record 
maintenance culture. All these components of the management culture determine 
the culture of the whole enterprise; its performance and profit depend on them. The 
head, which has developed a high administrative culture, provides a clear and 
coordinated work of the employees and improves labor discipline. 
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It should be noted, that management skill lies in the ability to choose the most 
effective methods of management for the particular situation, in creating the image 
of the ideal head. However, the attention should be paid to the fact that there are no 
perfect, universal methods in management that ensure positive results in any situation, 
but in complex they create the model of a true professional who meets all the 
requirements of modern times. 

HR management presupposes the ability not only to understand oneself and the 
subordinates, but also the desire of the head to take part with their position and adopt 
their viewpoints. To reach the management culture heights, to ensure the enterprise 
effectiveness, each head of the enterprise should thoroughly master and use his 
psychology, ability to realistically evaluate both strong and weak points, persistently 
work at improving his managerial professional habits of business communication. 
For this purpose, the task of the head is not only a permanent self-knowledge, but a 
continuous personal self-improvement for providing effective management of the 
human resources, which will result in creating a positive image of the enterprise. 

To clarify the role of the head's management culture in creating the enterprise 
image, a questionnaire of 60 employees from economy-directed organizations of 
Ukraine in industrial and banking sectors was conducted. This survey showed that 
81.67% of respondents considered that the enterprise image depends on the management 
culture of its head; 11.67% of employees disagreed with the role of the head's high 
management culture in improving the enterprise image. Only 6.67% of respondents 
had difficulties in answering the question. Thus, the majority of the employees 
regarded that the image of the enterprise depended on the head's high management 
culture (Figure 1). To the question, Do you think the personal qualities of the head 
influence his managerial culture? 83.5% of respondents answered that they influence; 
8.9% of employees answered that they did not influence and 7.6% of respondents 
had difficulty answering the question (Figure 2). Analyzing the answers of employees 
of enterprises in the financial sector, we can conclude that the personal qualities of 
the head have an important role in the management process. 

 
CONCLUSIONS 

Based on the abovementioned researches, we have come to the conclusion that 
the image of the enterprise is stable, emotionally loaded, aimed at creating, maintaining 
and strengthening the positive public opinion about the goodwill of business. 
Nowadays under the conditions of highly competitive economy in Ukraine, the 
image is a major asset in ensuring the effectiveness of the enterprise activity. 

The management culture of the head that constitutes the basis for creating the 
enterprise image is viewed as an integral quality of the individual that covers the 
complex of knowledge, habits, skills and personal characteristics to ensure the effective 
management activities. After all, the enterprise positive image can be created by 
the head, which possesses psychological mechanisms, the ability to evaluate both 
strong and weak points of the enterprise, purposefully work at improving the 
managerial professional habits of business communication, namely the head with 
high management culture. 
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Figure 1: Answers of Ukrainian employees as 
for the dependence of the enterprise image on 

the head's management culture, % 

Figure 2: Answers of Ukrainian employees on 
the influence of personal qualities on managerial 

culture of the head, % 
Source: survey conducted by authors 
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Abstract: Based on the analysis of four approaches of the indirect production 

costs distribution on the agricultural product cost (sales, material costs, amount of 
marginal income, labor costs) there was chosen the most appropriate one, according to 
the formation of fair agricultural production cost. The analysis has been carried 
out on two levels: the industry-based one and by the type of the product within the 
industry. There was defined the ROS index (Return on Sales Index). 
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INTRODUCTION 
A significant number of farms engaged in agricultural production in Ukraine 

are diversified, and their products are heterogeneous. Today's situation in the 
market forces companies to expand the product line, to search for the joint 
activities. This is a correct and logical step. However, having made it, one should 
be prepared for the fact that the process of calculating the price of the released 
products will be complicated. Therefore, the definition of the real cost of 
heterogeneous product types, based on the analysis of the cost price of each 
product using different databases of indirect costs, which cannot be directly 
attributed to a particular object, but only by allocation, in proportion to the chosen 
base, is problematic in practice. 

 
MATERIALS AND METHODS 

The question of the indirect costs allocation in the production cost determining 
in an agricultural enterprise in the domestic literature is covered sufficiently deep 
in the works of Andryushchenko (2007), Golov (2003), Suk, Suk & Melnichuk 
(2015), Napadovskaya (2013) et al. The most common base for the indirect costs 
allocation in the developed world is labor hours Andryushchenko (2007), but a direct 
wage of the main production workers Napadovskaya (2013), the time actually 
spent by production workers and equipment or proceeds from the products sales 
can be accepted for the database. Each of the approaches can be applied at the 
favorable indicators of a particular economy, but the problem of the costs allocation 
is that there is no universal approach – everything is individual. 
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The purpose of the study is to create a fair cost for the agricultural enterprise 
production based on the optimized indirect costs allocation. 

 
RESULTS 

Research object is the enterprise "Zhovten" LLC (Stanychno-Lugansky region, 
Ukraine) that is specialized in the sales of the crop production and the livestock 
products. However, the most important part of sales in the structure of revenues 
refers to the crop production items (wheat, barley and sunflower). The preliminary 
formation of the company production cost provided for the usage of the base of the 
indirect costs allocation by sales. The essence of this approach is to take into 
account direct and indirect costs in the allocation cost in accordance with its sales 
income share. The direct costs of the crop direction of "Zhovten" LLC include: (a) the 
cost of wages of the related enterprise employees; (b) the reverts expenses for the 
production process (seeds, fuel and lubricants, fertilizers, plant protection products). 

At the time of occurrence, all direct costs are attributed immediately to the 
calculation object, i.e. to the specific type of manufactured products and they are 
formed in accounting in the account 90 "Cost of sales". Indirect costs accumulate 
in the accounts of 08 and 09 accounting grades, which include (a) costs for the 
electric and thermal energy payment; (b) depreciation costs; (c) manufacturing and 
administrative costs; (d) costs of sales and promotion; (e) other operating costs. 

According to the existing approach, indirect costs are allocated between products 
in proportion of each one in the total volume of sales (Figure 1). 

 
 
 
 
 
 
 
 
 
 
 

Figure 1: Formation of the production cost of "Zhovten" LLC 
in the indirect costs allocation by volume of sales 

Source: constructed by authors 
 

The usage of the abovementioned allocation approach allowed "Zhovten" LLC 
to observe the fair cost of homogeneous products as following: (1) indirect costs 
for all products the same capacity are the same, no matter how these products are 
positioned and sold, its cost at the direct cost; (2) direct costs are whether the same 
(wage, fuel and lubricants) or different (seeds, fertilizers, plant protection products). 

Expansion of the product line. In 2014, it was decided to expand activities of 
"Zhovten" LLC: the livestock breeding was implemented. There was no need in the 
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and the necessary equipment for the fodder crops growing were preserved. However, 
the investigated enterprise faced the fact that the usage of the same base of the indirect 
costs allocation for products that start to be produced, was incorrect for each type 
of activity (crop growing and livestock production). The indirect costs allocation 
by the amount of revenue does not take into account the amount of fixed costs, 
which are much higher in the livestock production rather than in the field of the 
crop growing. In addition, due to the implementation of livestock production, there 
were introduced new crops into the crop rotation of the company: fodder beet and 
corn. The part of the produced products (5-10%) was sold, therefore indirect costs, 
which significantly increased (+18%), were allocated only to the sold products, but 
the sale of livestock products in total had only 12% in 2015 that led to the increasing of 
the crop production cost (+8%) and to the significant reduction in marginal income 
(–24.7%). It should be noted that the price of the crop and livestock production 
sales is significantly different and is characterized by non-identical technological 
and biological processes. As a result of the company's activity, it was concluded 
that the allocation of indirect costs by the volume of sales was incorrect, and it was 
recommended to revise the accounting policy in terms of the base of the indirect 
costs allocation that is provided by the Tax Code of Ukraine, but no more than once 
a year. We recommended to apply a fundamentally new approach to the indirect costs 
allocation. This approach includes two allocation levels (Figure 2) based on the 
margin income received by the product type. 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 2: Proposed mechanism of the indirect costs allocation at two levels 
Source: constructed by authors 

 

As the represented scheme shows, first all indirect costs are broken down by 
the type of activity (the first level of allocation). Further, the proposed scheme of 
allocation is applied within the activities of the enterprise: in terms of the marginal 
revenue of products within the activities (the second level of allocation). Based on 
the marginal income level, the enterprise will allocate indirect costs for products, 
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which brings not only more profit but also covers all fixed costs. Let's consider the 
proposed mechanism for the indirect costs allocation more in detail. 

Level 1: Costs allocation by the type of activity 
Before choosing the most convenient base for the indirect costs allocation by 

the type of activity, the following steps have been done. There was carried out the 
analysis of the main products cost price (crop production and livestock production) 
with different variants of indirect costs allocation (Table 1). The following variants 
were used as the bases of allocation: (a) by the volume of sales, UAH thousand; (b) 
by the material costs, UAH thousand; (c) by the amount of marginal revenue, UAH 
thousand; (d) by the quantity of the labor costs, thousand people. 

Table 1 
Comparative table of indirect costs allocation by the types of activity 

and different approaches for "Zhovten" LLC 
Types of activity Output data to select the allocation base of indirect costs 

Sales volume, 
UAH th 

Material costs, 
UAH th 

Amount of marginal 
income, UAH th 

Labor costs, 
th man-hours 

Crop production 15857,6 6400 6983,6 27 
Livestock production   2152,4 1350 1856,4 29,7 
Total 18020,0 7750 8840 56,7 
Distribution coefficient for 
crop production (Dc) 88,0 82,5 79,0 47,6 
Distribution coefficient for 
livestock production (Dl) 12,0 17,5 21,0 52,4 
Total 100,0 100,0 100,0 100,0 

Source: calculated by authors 
 
The analysis of Table 1 shows that the cost of the crop production (distribution 

coefficient Dc) will vary by different allocation bases from 47.6% ("Labor costs" 
approach) to 88% ("Sales volume" approach). Subsequently, the indirect costs of the 
enterprise were allocated among all the most common allocation bases mentioned in 
the above table (4 approaches) in the aspect of accounting. 

All indirect costs accumulated in the accounts are distributed according to the 
four approaches given in Table 1 (corresponding to the distribution coefficients). 
The analysis of the results shows the application of different approaches forms a 
different cost price of the crop production, as well as the livestock production. The 
enterprise has the right to choose a separate approach in its own discretion. In case 
of the further usage of the existing allocation approach (in terms of sales volume), 
the main burden of indirect costs is accounted for the crop production (88%). When 
applying the labor cost approach, a larger proportion of indirect costs (52.4%) refer 
to the livestock products. It should be noted that consideration of the price component 
and product quality indicators remains neglected in abovementioned approaches. 
The proposed allocation based on the margin approach will reduce indirect costs 
related to the crop production by 9% from the existing and minimize shortcomings 
relevant to the other approaches. The result is due to the fact that despite the small 
volume of the livestock products sales in the total volume of sales (12%), it has a 
fair margin income (21% in total). 
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Table 2 
Options for the indirect allocation of "Zhovten" LLC 

in the context of the accounting 
Indirect 

costs article 
Type 

of activity 
Sales volume, 

UAH th 
Material costs, 

UAH th 
Amount of marginal 

income, UAH th 
Labor costs, 
th man-hours 

Adjusted for the distribution coefficient 
account 91 Crop 

production 924,0 866,3 829,5 499,8 
Livestock 
production 126,0 183,8 220,5 550,2 

Total by account 1050,0 1050,0 1050,0 1050,0 
account 92 Crop 

production 994,4 932,3 892,7 537,9 
Livestock 
production 135,6 197,8 237,3 592,1 

Total by account 1130,0 1130,0 1130,0 1130,0 
account 93 Crop 

production 931,0 872,9 835,8 503,6 
Livestock 
production 127,0 185,2 222,2 554,4 

Total by account 1058,0 1058,0 1058,0 1058,0 
Indirect costs amount for 

the crop production 2849,4 2671,4 2558,0 1541,3 
Indirect costs amount for 
the livestock production 388,6 566,7 680,0 1696,7 
Source: calculated by authors 
 

Level 2: Costs allocation by volume of the sales within each of the activities 
Costs allocation by volume of the products sales within each type of activities 

of "Zhovten" LLC is carried out according to a similar algorithm (Table 2). The 
results of indirect costs allocation at the second level confirmed once again that 
different approaches to the allocation of indirect costs forms the production cost in 
a different way (Table 3). 

Table 3  
The size of indirect costs by different allocation bases per unit 

of output within each of the activity of "Zhovten" LLC 
№
  

Activity type,  
received production 

Sales volume, 
UAH th 

Material costs, 
UAH th 

Marginal income, 
UAH th 

Labor costs, 
man-hours 

UAH/t % UAH/t % UAH /t % UAH/t % 
1 Indirect costs of crop 

production, UAH th 2849,4 100 2671,4 100 2558,0 100 1541,3 100 
Winter wheat grain 1675,4 58,8 683,9 25,6 480,9 18,8 439,2 28,5 
Barley grain 222,3 7,8 272,5 10,2 319,7 12,5 331,4 21,5 
Sunflower seeds 501,5 17,6 913,6 34,2 1117,8 43,7 382,2 24,8 
Corn 450,2 15,8 801,4 30,0 639,6 25,0 388,4 25,2 

2 Indirect costs of live-
stock production, 
UAH th 388,6 100 566,7 100 680,0 100 1696,7 100 
Pork meat (live weight) 353,2 90,9 248,8 43,9 193,8 28,5 699,0 41,2 
Piglets (gain in weight) 35,4 9,1 317,9 56,1 486,2 71,5 997,7 58,8 

Source: calculated by authors 
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If the distribution base of the costs is the volume of sales, then the largest 
amount of indirect costs is in crop production – winter wheat grain (55.8%), in 
livestock production – meat (90.9%). According to another approach, in terms of 
material costs, the leader is the sunflower seeds (34.2%), what is more the same 
culture remains with the application of the distribution approach by the marginal 
income (43.7%); in livestock farming – most of the costs apply to piglets (56.1%). 
A similar situation is observed with the application of the third approach in 
livestock production, 71.5% of all indirect costs of this direction are related to 
piglets. If labor costs are chosen as the basis of distribution, then their largest part 
in the crop production will be allocated to the winter wheat and in the livestock 
production to the piglets (Table 4). Choosing one of the proposed approaches, the 
company has the opportunity to adjust the production cost and hence the amount of 
its profits, as far as the results of calculations show that the indirect costs have a 
fairly high proportion in the production cost of the enterprise "Zhovten" LLC. 

Table 4 
The share of indirect costs at different distribution bases per unit 
of output within each activity of "Zhovten" LLC, in UAH/tone 

No Activity type, 
received production 

Sales volume, 
UAH th 

Material costs, 
UAH th 

Marginal income, 
UAH th 

Labor costs, 
man-hours 
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1 Cost of crop production 
Winter wheat grain 266 1675,4 266 683,9 266 480,9 266 439,2 
Barley grain 212 222,3 212 272,5 212 319,7 212 331,4 
Sunflower seeds 463 501,5 463 913,6 463 1117,8 463 382,2 
Corn 351 450,2 351 801,4 351 639,6 351 388,4 

2 Cost of livestock production 
Pork meat 33260 353,2 33260 248,8 33260 193,8 33260 699,0 
Piglets 47011 35,4 47011 317,9 47011 486,2 47011 997,7 

Source: calculated by authors 
 

While the usage of the existing allocation approach a great weight of the indirect 
production costs of "Zhovten" LLC accounts for winter wheat grain, and in the 
livestock – for pork meat (Table 5). In case of the distributing indirect production 
costs according to the marginal income approach, most of them relate to products 
that bring more profit and cover part of the direct costs. These are sunflower seeds 
in the plant growing and piglets in the livestock production, but the cost of livestock 
products is not maximized in terms of this approach compared with the existing 
one at "Zhovten" LLC. Almost similar results are obtained in the distribution of 
indirect costs in terms of material costs; however, we consider that the profit of the 
commodity position and the share of the enterprise direct costs are out of attention. 



136 

According to the study results, the distribution of indirect costs by the marginal 
income approach in particular forms the fair value of the enterprise's production. 

 

Table 5 
Cost per products unit of "Zhovten" LLC according 
to different approaches to the cost allocation, UAH/t 

No Activity type, 
received production 

Sales volume, 
UAH th 

Material costs, 
UAH th 

Marginal 
income, UAH th 

Labor costs, 
man-hours 

1 Cost of crop production 
 Winter wheat grain 1941,4 949,9 746,9 705,2 

Barley grain 434,3 484,5 531,7 543,4 
Sunflower seeds 964,5 1376,6 1580,8 845,2 
Corn 801,2 1152,4 990,6 739,4 

2 Cost of livestock production 
 Pork meat 33959 33508,8 33453,8 33613,2 

Piglets 47046,4 47328,9 47497,2 48008,7 
Source: calculated by authors 
 

The enterprise performance is estimated through the profitability indicators. 
Let's compare the way the profitability of the "Zhovten" LLC activities will change 
according to the actual approach of indirect production costs allocation and the offered 
one by the example of the indicator of the return on sales (Figure 3-4). In terms of 
the proposed approach application, the average indicator of the return on sales in 
the plant growing field increased by 7.7% that is significant for the economy of the 
of "Zhovten" LLC level. The growth was due to the increasing of the return on sales 
indicator of the winter wheat, as well as the slight decrease of the corresponding 
indicator for all other types of products except of the sunflower seeds, which 
profitability decreased by 20%. The sunflower is appeared to be a high-marginal 
product, which attracted most of the indirect costs. The application of the proposed 
approach in the livestock production field will reduce the return on sales on average 
by 0.2% that is not significant in comparison with the growth of the corresponding 
indicator of the crop production field. The reduction will be due to the decrease of 
the piglets return on sales (–0.9%), which is impossible to cover by the increase of 
the pork meat return on sales. 

 

 
Figure 3: Return on sales of the crop production of "Zhovten" LLC: 

actual and recommended approach to the indirect production costs allocation 
Source: calculated by authors 
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Figure 4: Return on sales of the livestock production of "Zhovten" LLC: 

actual and recommended approach to the indirect production costs allocation 
Source: calculated by authors 
 

CONCLUSIONS 
The study results have proved that the indirect production costs allocation by 

the approach based on the amount of marginal revenue each type of the production 
brings, allows forming fair cost of agricultural products. Such allocation is based 
on the profit that an enterprise receives on a particular type of production and the 
share of the direct costs, which are directly related to. We believe that this approach 
in particular forms a fair cost since the share of indirect production costs, which 
form prime costs production, will change according to the reduction or conversely 
the increase of the profits on a particular type of production. 
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Abstract: The developed strategy of innovation activity of Ukraine till 2020, the 

strategy of sustainable development "Ukraine 2020" foresees the formation of a 
new competitive economy based on the use of scientific, technological and innovative 
potential of development of all sectors of the national economy. A decisive role in 
this strategic direction is played by resources that have an intellectual component – 
knowledgeable intangible assets. The results of using these resources in the economic 
activity are the creation of advanced technologies, the development of high-tech 
industries and high-tech means of production, the issuance of high-tech products, 
the promotion of innovative products on the domestic and foreign markets, the growth 
of capitalization of enterprises, increase their investment attractiveness, improving 
enterprise management system, etc. It is possible to achieve the desired results of 
the use of intangible assets only due to the functioning of an effective management 
system for these resources at the enterprise. The article deals with the actual 
problems of valuation of intangible assets. Various approaches to determining the 
value of intangible assets have been identified. A differentiated approach to the 
determination of the fair valuation of intangible assets based on their essence is 
proposed. The managing functions the value of intangible assets are investigated. 

 
Keywords: intangible assets, intangible assets management, management of the 

value of intangible assets 
 

INTRODUCTION 
Management by value criterion is one of the most effective development 

directions to increase the enterprises market value, as well as their ability to concentrate 
intangible assets created on the basis of new knowledge in the part of competitive 
intellectual capital. The enterprises economic activity with the use of intellectual 
resources is characterized by an increase in the share of intellectual labor, new 
technologies and products, as well as in the growth of enterprises capitalization by 
the intellectual component, i.e. intangible intellectual assets. Knowledge as a public 
good in the intangible intellectual property does not diminish with their use. 
Knowledge and intangible assets created with its use can accumulate and increase 
in price with the acceleration of the dynamism of the economy and the growth of 
information exchanges. This, in turn, helps to increase knowledge and transforms 
them into a major catalyst for economic growth, social wealth and accumulation. 

However, currently intellectual intangible assets that enterprises use, quantifies 
the measurement that is difficult enough, because "intangible assets" concept is not 
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fully adequate to their value. Often, such an enterprise assets are measured by the 
market value of technological, organizational, managerial and social decisions taken 
on their basis. Consequently, the capitalized value of the enterprise due to the high 
cost of intellectual capital and intangible assets in its composition may significantly 
exceed the book value of the enterprise. 

 
MATERIALS AND METHODS 

Issues of the management development of intangible assets, foreign scientists 
and domestic researchers considered methodology and asset valuation. However, 
there remain a number of unresolved issues related to the definition, use, valuation 
and asset management of enterprises that require careful research and development 
of proposals for practical activities. We used in the research process the following 
methods: analysis and synthesis, system-structural analysis, abstract and logical, 
economic and mathematical modeling. 

 
RESULTS 

Much of the product costs today are created not at the material production stage, 
but at the stage of marketing, research, development and engineering, planning, sales, 
transportation and service. The source of value added is not the direct production, 
but design, quality control, branding and service, i.e. those activities that are 
related directly to the generation, transformation and use of intangible assets. The 
transition to a new state of society, where intangible assets become a factor in social 
production, marks simultaneously the transition to a new structure of the value of 
what we consume. In essence, changes are at both the macro and the micro level, 
there are significant changes in the economic characteristics of modern society. 

Modern production is primarily the use of knowledge, talent and experience of 
staff, therefore, an increasing employed share in the industry is occupied by 
technologists, accountants, designers, HR, sales and marketing staff, experts in 
informational networks. Material influences in the modern production are becoming 
less important. Most modern enterprises achieve the economic effect as a result of 
the application of special knowledge, extensive training, staff development and 
effective interaction with external contractors. The essence of the enterprises activity 
is changing, since the main goal is not just to develop something, but to develop, 
sell, respond to a new technological challenge, outstrip competitors, take into account 
new consumer demands and learn to operate in a new environment of a more rigid 
environmental conditions and social control by the state. In the traditional economy, 
the main role belongs to the material subsystem, in the economy of the post-
industrial stage of society development – cognitive, mental, imitative and other 
subsystems of intellectual and emotional type. 

In the new environment, the focus of management shifts: from material flows 
and stocks – to intangible, i.e. to manage information, enterprise culture, mental 
models of employee interaction, etc. Intangible assets come into all areas and stages 
of the economic process; it is already difficult to separate them from a product or 
service. Under such conditions, the value management of the intangible assets becomes 
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important and requires a scientific substantiation that is practiced. The assessment 
of the intangible assets value should be treated differently than before the valuation 
of tangible assets, because their value is in the revenue that they can generate for 
effective use accounts and are determined primarily by their compliance with the 
strategic priorities of the company. Thus, if intangible assets meet the goals and 
strategy of the company, their value increases significantly. Conversely, with their 
discrepancy, the value of intangible assets will be incomparably small, despite the 
amount of money spent. Under these conditions, it is necessary to apply a differentiated 
approach to determining the fair valuation of intangible assets, taking into account 
their essence (Pylypov & Vakum, 2012), viz. (1) the search for an active market with 
similar intangible assets is a prerequisite for using a market approach to the 
valuation of intangible assets, the criteria for the comparison of the estimated asset 
with the analogous one are established; the degree of compliance of the criteria and 
the scale of the admissible deviation are determined; (2) the search for similar 
intangible assets in the company's balance sheet with the use of appropriate correction 
indicators; (3) the choice of the most appropriate method for assessing intangible 
assets based on income and expense approaches with the use of weighting factors 
to take into account the importance of the asset. When using a return-based approach, 
it's very difficult to determine the portion of revenue generated by intangible assets. 
There are significant limitations in applying the cost approach, as the costs of 
creating an intangible asset by their nature do not reflect its fair value; (4) any 
measure that can be used to reliability assess of an intangible asset can be applied 
to the valuation of intangible assets. If none of methods allows reliable estimation 
of the value of intangible assets, then non-standard methods should be used. 
Intangible assets of both the enterprise and the economy as a whole are one of the 
key resources for the development of innovative activity; they determine the 
competitive advantages and ensure survival in the market conditions. Therefore, in 
assessing the management effectiveness of intangible assets, it is important to 
determine the value created by intangible assets. Management of the value of 
enterprise intangible assets is a combination of individual aspects of HR-
management, innovation and communication management, as well as the use of 
new information technologies. The management of the intangible assets value is 
not an autonomous area of enterprise management. It is management that combines 
actions related to the intangible assets creation, their codification, distribution and 
use. Such activity can be defined as the art of creating value from intangible assets 
of an enterprise, as a purposeful process of knowledge conversion into value. 

The value management of the intangible assets provides an integrated approach 
to the use of new managerial, marketing and information technologies, stimulates 
innovation activity and creativity of people. It is the work with each type of 
intellectual capital and at the same time, with all its types, providing the necessary 
combination of human and structural capital. The system for the value managing of 
intangible assets in an enterprise will not have the effect, if corporate culture does 
not encourage employees to exchange ideas and experiences. The implementing 
process of management system for the value of intangible assets involves a change 
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in the organizational culture of the enterprise. In general, managing the value of 
intangible assets an enterprise has the ability to create and consolidate its competitive 
advantages; turn the enterprise into a self-organized system; maximize professional 
and personal qualities of employees. The value management of the intangible assets 
in the revolutionary changes conditions in the economy equated to a new management 
function. Considering the function as a destination, an action, a property, as well as 
a semantic, symbolic and valuable role of things, one can allocate the actual functions 
of the value managing of intangible assets. Functions of management of the value 
of intangible assets include distributive, analytical, security, integration, productive 
(creation of new intangible assets). The features of these functions are multifaceted. 
Thus, the distributive function of the value management of intangible assets is 
directly related to the accounting system of the enterprise intangible assets. It is 
important to streamline existing intangible assets and to ensure that they are objectively 
divided into classes/groups, which will structure them according to functional and 
technological properties, profitability and efficiency, as well as objective accounting. 
In the process of the value managing of intangible assets of an enterprise, a reliable 
estimate of the available intangible assets takes place, which allows to identify 
hidden values of the company's value or its weaknesses. Within the framework of 
the analytical function, it is advisable to carry out a detailed analysis of the methods 
of effective use of available intangible assets and to identify the need for a new 
intangible assets to achieve the enterprise as tactical and strategic objectives. 

Emphasizing the protective function, it should be noted that the value management 
of the intangible assets should provide a kind of barrier to the undesirable influence 
of the environment, neutralize the negative impact of adverse external factors for 
the enterprise. Among the main mechanisms for the protection of intangible assets, 
it should be noted legal protection of intellectual property (patents, commercial 
secrets, copyright). However, an enterprise may control intangible assets in another 
way, if it has certain knowledge or know-how that cannot be made public. This 
applies, e.g. to business processes of an enterprise that cannot be directly observed 
by an outsider because they are protected by an implicit knowledge component 
(Kutsyk, Drohobyczky, Plisa & Skop, 2016). 

Implementation of the integration function of the value managing of intangible 
assets is due to the use of new managerial, marketing and IT technologies, as well 
as innovations and creativity. The implementation of the integration function helps 
to identify the causes of the loss of the value of intangible assets for the enterprise. 
This may be the unclaimed intangible assets at either the appropriate moment, or 
the non-conformity of intangible assets with the latest achievement of science and 
practice, or the lack of motivation for the company's employees to use intangible 
assets. This function solves such an important task as raising trust between employees 
at different managing levels. Creation of new intangible assets can be achieved by: 
monitoring clients, feedback analysis, benchmarking, study of experiments, etc. 
(Slobodyanyuk, 2010). Within this function, systematic consumer surveys are 
conducted; consumer databases and their preferences are formed. In general, the 
value management of intangible assets includes the functions of providing staff 
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with the necessary knowledge and their application, control over their use, as well 
as the storage and distribution of intangible assets within the enterprise. 

Cost management of intangible assets for each enterprise enables: (a) respond 
quickly to the customer demands through more effective innovative solutions and 
prevent customers from looking for these solutions from their competitors; (b) to 
innovate more effectively and offer them to clients; (c) use intangible assets of partners, 
carrying out joint technical, functional, sectoral expertise; (d) accelerate training and 
transfer of skills among staff; (e) save resources by reusing once found solutions. 

 
DISCUSSION AND CONCLUSION 

Thus, in modern conditions of economic activity there are a significant growth 
of the intangible assets role in the enterprises functioning and the transformation of 
these assets into a significant factor affecting the enterprise market value. Its 
competitiveness in the market, creation of a new value in the form of product, 
technological and managerial innovations, promotes their sustainable development 
and requires the formation of an effective management system. 
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Abstract: This paper presents a study of the internationalization of small and 

medium-sized enterprises (SMEs) in the North-East region of Bulgaria. Companies 
from different sectors participate and share what difficulties they have encountered 
in the process of carrying out international activities. The competitiveness of small 
and medium-sized enterprises is considered. Different opportunities to support the 
internationalization of regional small and medium-sized enterprises have been 
demonstrated. A list of recommendations on actions has been made to promote 
internationalization. 
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INTRODUCTION 

Promoting the internationalization and innovation of Bulgarian enterprises has 
a decisive role in the development of the Bulgarian economy. Several national 
strategy papers support these processes: National Development Program: Bulgaria 
2020 (NDP Bulgaria 2020) together with decisions on the national growth taken in 
the context of the Europe 2020 Strategy; National strategy for the promotion of 
small and medium-sized enterprises 2014-2020 determining goals in five priority 
areas – entrepreneurship, access to finance, skills and innovation, environment and 
internationalization; Innovation strategy for smart specialization of the Republic of 
Bulgaria by 2020. 

Within the period from mid-2008 until the end of 2016, a substantial change in 
the volume of Bulgarian exports has been achieved. It grew by 60.1% over this 
time. At the national level, there is a tendency to increase exports, with exports of 
goods worth BGN 44,949.5 million in 2015, which is 4% more than in the previous 
year. In Bulgaria, industrial production is usually part of the supply chains of major 
European exporters, with Germany in the first place. In its analysis in the autumn 
of 2016, the Bulgarian Economic Chamber states that the restructuring of the export 
is related to the economy and exports of the EU. This is also evident from the 
statistics – whereas ten years ago, the main destination of goods such as machinery 
and parts was Turkey, now only EU countries are in the TOP three ranking. Exports 
to EU countries grew by 7.9%, with main trading partners being Germany, Italy, 
Romania, Greece, France and Belgium. At the same time, there is a 2.5% drop in 
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exports to third countries. In 2016, for the first time in decade, exports of machinery, 
equipment and spare parts for them exceeds fuel in terms of value. The result is 
somewhat due to the lower oil prices in recent years, but also to the increase in 
exports of value added goods. The total export of electric machines, materials and 
spare parts for them amount to BGN 4.5 billion (growth of 3.5%). Fuels remain on 
the second place with BGN 4.3 billion (decrease of 12%) followed by copper and 
copper products, cereals, specific goods, clothing, pharmaceuticals and more. 

The purpose of this article is to reveal the difficulties that accompany the SMEs 
internationalization in the North-East region of Bulgaria and the opportunities for 
overcoming them. The research was conducted by surveying SMEs managers in the 
region or by interviews. 

 
BRIEF CHARACTERISTICS OF THE NORTH-EAST REGION OF BULGARIA 

The North-East region of Bulgaria (NUTS 2) is defined in accordance with the 
Regional Development Act in accordance with the Requirements of the Common 
Classification of Territorial Units for Statistical Purposes applied in the European 
Union for the purposes of planning, programming, management, resource provision, 
monitoring and evaluation of the regional development. The area is not an 
administrative-territorial unit. Its territorial coverage includes 4 districts and 35 
municipalities. The North-East Region (NER) occupies 14 487 m2 or 13.05% of the 
country's territory. It includes the northern part of the Bulgarian Black Sea Coast, 
part of the eastern part of the Balkan Mountains, part of Ludogorie and Dobrudzha. 
The broad area with access to the Danube and the Black Sea has strategic importance 
for the country and for the regional development. Its natural and climatic conditions 
are extremely favorable to the agricultural development. NER is the country's richest 
region in terms of arable land with high natural fertility, which is the basis for the 
development of intensive agriculture. The high bioclimatic potential and the numerous 
beaches along the Black Sea coast are the basis for the tourism development. 
Thermal mineral water is also a valuable resource. Significant areas consist of nature 
parks, reserves, protected zones and other protected areas that have the potential 
for development of ecotourism and other forms of alternative tourism. The existence 
of minerals and natural resources ensures the further development of important 
industrial productions (soda, ceramics, glass, etc). 

Important ports of the Black Sea and along the Danube are built and operated in 
Varna, Tutrakan and Silistra. The road network is built with relative share of highways 
and first-class highways (21.3%). Three of the ten pan-European transport corridors – 
VII, VIII and IX – pass through the NER. The communications network in the region 
lags behind the country's average. As far as energy infrastructure is concerned, Bulgaria 
imports about 60% of the necessary energy resources and a large part of them pass 
through NER. This is why high-end transit energy infrastructure has been developed 
on the territory of the region. The most developed sector in the NER is the service 
sector (64%), followed by the industry (29%) and the agriculture (7%). Key sectors 
for NER are trade and tourism. The structure of the industry is varied. It is determined 
predominantly by the production of goods from mineral raw materials, the food and 



145 

beverage industry, the chemical industry and the transport machinery building. The 
maritime industry is important to the economy of the region, which includes port 
management, shipping, shipbuilding and ship repair, marine resources, marine science 
and education, as well as all activities and services covering the maritime business. 

 

EXTERNAL AND INTERNAL BARRIERS AFFECTING 
THE INTERNATIONALIZATION OF SMEs IN THE REGION 

In our survey of SMEs in the North-East region, the prevalent share (71%) consist 
of micro-enterprises (with less than 10 employees), one quarter consists of "small" 
enterprises (with staff of 10-49 people). Only 4% are "medium" enterprises (50-249 
employees). According to the economic sector in which they operate, SMEs are 
distributed as it is shown in Table 1. 

Table 1 
SMEs breakdown by economic sectors 

Economic area Share, % 
Energy sector 4% 
Green renewable energy 4% 
Agriculture / Forestry / Fisheries 8% 
Industrial production 17% 
Construction and Engineering Sector/Metallurgy 13% 
Information and Communication Technologies/Software 17% 
Consultancy Services 8% 
Fashion 4% 
Marine industry 8% 
New materials/Nanotechnology 4% 
Wholesale and retail 13% 
Car Industry 4% 

Source: author's survey 
 

The largest share consist of companies operating in sectors of Information and 
Communication Technologies/Software (17%) and Industrial Production (17%), 
followed by SMEs operating in the Construction and Engineering Sector/Metallurgy 
(13%) and Trade (13%). The long-term goal of organizations to carry out international 
activities is evident in the existence of a strategy. The research showed that 61% of 
the respondents have developed a strategy for internationalization. Among the reasons, 
why company seeks international markets are: (a) reaching new, fast-growing markets 
(76%); (b) increasing competitiveness through access to new technologies and know-
how (43%); (c) improving productivity by reducing production costs (29%). 
According to the degree of maturity of the international activity, half of the firms 
are in a research phase, 27% are in the initial phase and 23% are in the expansion 
phase. The types of activities that SMEs in the region develop on the international 
markets are as shown on Figure 1. The prevalent part of them (61%) deals with 
exports, as second ranking with 30% are named imports and technological partnerships. 
Taking the role of a subcontractor takes fourth place (22%). Foreign direct investment 
(FDI) and seeking for subcontractors are the forms selected by 9% of the surveyed 
enterprises; 4% targets the launch a new business with a broad implementation in 
international e-commerce. 
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Figure 1: Types of SMEs' activities on the international markets 

Source: author's survey 
 

The availability of adequate qualification of the companies' management for the 
development of the international activity was convincingly confirmed by 92% of the 
respondents. Only 4% believe that it is unnecessary or that it is inapplicable. 

 

1. External barriers to the internationalization development 
The SMEs assessment in the region regarding the impact of external circumstances 

upon developing international activities shows that the greatest difficulty is the ability 
to reach potential foreign clients – 50% respond with "difficult" and 25% with "very 
difficult". Receiving investments for internationalization for 33% it is "very difficult", 
for 29% it is "difficult". As a problem on the third place is determined receive of 
transparent financial schemes (33% is "very difficult" and 25% is "difficult") while 
30% consider it is irrelevant to their business (Table 2). Receiving local government 
support/incentives is considered "very difficult" by 38% of respondents. Approximately 
20% have difficulty in cooperating with supportive entities (public institutions, banks, 
chambers of commerce, business associations) and in reliable foreign representation. 

Table 2 
External barriers to development of the internationalization 

Answers Irrelevant to my 
business 

Easy Not 
many 

Difficul
t 

Very 
difficult 

Receiving investments for internationalization 29% 0% 10% 29% 33% 
Receive of transparent financial schemes 30% 5% 10% 25% 30% 
Overcoming administrative barriers to exports 20% 5% 40% 15% 20% 
Difficulties in identification of foreign business 
opportunities 0% 10% 50% 20% 20% 
Get strategic information to localize / analyze 
markets 5% 5% 45% 20% 25% 
Ability to reach potential foreign clients 0% 0% 25% 50% 25% 
Intellectual property protection 19% 5% 43% 14% 19% 
Collaboration with supportive entities / public 
institutions, banks, chambers of commerce, 
business associations, etc. 30% 5% 25% 20% 20% 
Get local government help / incentives 38% 0% 24% 0% 38% 
Get Reliable Foreign Presentation 35% 0% 25% 15% 25% 
Ability to overcome severe local competition 15% 0% 50% 15% 20% 
Excessive transport costs 30% 5% 40% 10% 15% 
Relations with local suppliers / partners / agents / 
distributors 11% 16% 42% 16% 16% 

Source: author's survey 
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2. Internal barriers to development of the internationalization 
SMEs in the region have assessed the types of difficulties they have experienced 

in developing international activities as a result of internal circumstances (Table 3). 
SMEs in the region encounter most difficulties in the shortage of working capital 
to finance exports (36% "very difficult" and 23% "difficult") and 18% think that it 
is not related to their business. The shortage of time for the management to work 
on internationalization is a problem for 38% and very difficult for 14%. Reaching 
adequate production capacity represents a difficulty for 48% of the companies. 
Insufficiently qualified or trained staff for internationalization activities is a problem 
for 38%, although 33% do not see it as such. The cost and quality of products/ 
services and the shortage of personnel for export activities are not a serious obstacle to 
the development of internationalization. 

Table 3 
Internal barriers to development of the internationalization 

Answers Irrelevant to my 
business 

Easy Not many Difficult Very 
difficult 

Shortage of working capital to finance exports 18% 5% 18% 23% 36% 
Cost and quality of products/services 5% 24% 48% 10% 14% 
Reaching adequate production capacity 10% 10% 33% 29% 19% 
Shortage of time for the management to work on 
internationalization 5% 19% 24% 38% 14% 
Shortage of staff for export activities 33% 33% 24% 10% 0% 
Insufficiently qualified or trained staff for 
internationalization activities 10% 33% 19% 19% 19% 

Source: author's survey 
 

Comparing the regional picture with the state of SMEs at national level, it can 
be summarized that there is a low degree of internationalization (95%) and the 
country ranks 27 in the EU. Characteristics of this state are insufficient entrepreneurial 
culture, weak activity and skills for effective management of innovation and marketing; 
deteriorated export structure (mainly based on exports of raw materials and goods 
with relatively low added value). 

 

COMPETITIVENESS OF BULGARIAN SMEs 
IN THE NORTH-EAST REGION 

Competitive advantages created by firms determine their viability and sustainable 
long-term development. SMEs in the region assess their competitiveness by choosing 
more than one answer out of 10 options. The results show the distribution in Table 4. 
The surveyed representatives of SMEs in the region consider highly qualified human 
resources as the most important advantage over their competitors (71%). In the modern 
economy of knowledge, the competencies availability in the relevant field can provide 
a long lasting advantage by turning knowledge and skills into real products, services, 
technologies. High quality of product/service is second ranked competitive advantage 
(67%), which the surveyed enterprises consider important in competition. Third ranked 
are effective marketing and intensive advertising and the availability of a wide 
range of products/services offered (42%). 38% of enterprises surveyed assess the role 
of the product/service trademark as a distinctive feature over competitors. Only 33% 
recognize the importance of performing research and technological development 
activities to create competitive advantages. 
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Table 4 
Competitive advantages of SMEs according to their own assessment 

Answer % 
Highly qualified human resources 71 
High quality of product/service 67 
Effective marketing and intensive advertising 42 
Wide range of products/services offered 42 
Product/service trademark  38 
Performing research and technological development activities 33 
Low costs for the company 29 
More information on technologies, markets, products 21 
Existence of a good distribution chain 13 
Big market segment 0 

Source: author's survey 
 

The low cost of operating the company has been accepted by 29% of organizations 
as a way of overtaking competitors. Almost one-fifth (21%) of respondents believe 
that more information on technologies, markets, products is necessary in order to have 
a competitive advantage. Too little importance is attached to the existence of a good 
distribution chain (13%). None of the surveyed SMEs sees the big market segment 
as an advantage over competitors. The most important factors that ensure high 
competitiveness of the company are as shown on Figure 2. 

 
Figure 2: Importance of factors ensuring high competitiveness 

Source: author's survey 
 

54% of the surveyed enterprises put two factors in the first place: (1) improvement 
in the quality of products/services; (2) expanding foreign markets. 

The introduction of new technologies for manufacturing and services is ranked 
second by half of the enterprises. Third ranked (46%) is the implementation of 
advanced IT solutions. Optimization of total and direct production costs is seen as 
a competitiveness factor by 38% of the respondents. The importance of advertising, 
i.e. expanding, strengthening and improving, is recognized by 29% of organizations as 
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creating high competitiveness. Only 13% believe that the implementation of quality 
management systems/ISO will create competitiveness. The improvement of working 
conditions and recruitment of new personnel (8%) is considered as the most 
insignificant factor among the above-mentioned factors for high competitiveness. 

Regarding the question of the presence in the virtual space, 88% of respondents 
have an Internet site presenting products and services they offer. Online ordering of 
products and services is offered by 38% and only a quarter of the surveyed enterprises 
offer online payment for products and services. Real-time online communication with 
customers is offered only by 25% of regional SMEs. There are also organizations 
that do not implement any of the listed online activities 13%. The distribution of 
the answers to the question "How would you rate the technological readiness level 
(TRL) of your main products/services" is shown in Table 5. The respondents have 
chosen only one answer. 

Table 5 
Technological readiness level (TRL) of the main products/services of SMEs 

Answers % 
TRL 9 – a real system proven in an operating environment 33% 
TRL 1 – the basic principles of technology are complied with 21% 
TRL 6 – technology is demonstrated in an appropriate environment 13% 
TRL 2 – formulated technological concept 8% 
TRL 7 – demonstration of a system prototype in an operating environment 8% 
TRL 3 – experimentally proven concept 4% 
TRL 4 – technology validated in laboratory 4% 
TRL 5 – technology validated in correspondent conditions 4% 
TRL 8 – completed and qualified system 4% 

Source: author's survey 
 

The largest share (34%) of SMEs in the region is on the highest level of TRL 9 
a real system proven in an operating environment. Nearly one fifth of SMEs (21%) 
have technological readiness at the lowest level: the basic principles of technology 
are complied with. Third ranked (13%) are enterprises at the 6 level of technological 
readiness of their products, where technology is demonstrated in an appropriate 
environment. At the seventh and second levels are 8% of the SMEs, which include 
a demonstration of a system prototype in an operating environment and respectively 
an formulated technological concept. The remaining enterprises surveyed (4%) had 
levels TRL 3, 4, 5 and 8. The level of technological readiness (TRL) of the main 
products/ services undoubtedly influences the company's high competitiveness and 
hence the entering international markets. 

 

OPPORTUNITIES TO SUPPORT 
THE INTERNATIONALIZATION OF SMEs IN THE REGION 

This section presents the views of regional SMEs representatives regarding the 
type of services and activities that best helped their first steps in a new international 
market (Table 6). 42% believe that in the first moment of internationalization, the 
search for partners in the foreign country was the greatest help, but 21% say that 
this definitely did not help them. Search for distribution channels is estimated as 
important by 11% (definitely yes) and 33% (rather yes), but there is  also a  large 
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Table 6 
Services that best helped SMEs first steps in a new international market 

Services and activities 1 
definitely 

NOT 

2  
rather 
NOT 

3 
cannot 

determine 

4 
rather 
YES 

5 
definitely 

YES 
Organization of network and B2B activities in foreign countries 21% 16% 21% 32% 11% 
Search for partners in the foreign country 16% 11% 21% 42% 11% 
Innovation services (Intellectual property, R&D cooperation) 20% 25% 25% 15% 15% 
Search for an international joint event 15% 20% 25% 35% 5% 
Customized website for foreign clients 11% 22% 33% 6% 28% 
Search for distribution channels 11% 6% 39% 33% 11% 
Representative services and services through a virtual office 39% 17% 39% 6% 0% 
Search for funding opportunities 17% 17% 44% 11% 11% 
Joint communication and advertising services 11% 22% 44% 22% 0% 
Other 50% 0% 33% 0% 17% 

Source: author's survey 
 

ambiguity (39%) regarding the effect of the service. For 32% the organization of 
network and B2B activities in the foreign country is the chosen service that helped 
them to enter the international market and for 16% it did not help. Next is the search 
for an international joint event with a 35% share. Only 15% (definitely yes and 
rather yes) are given to the role of Innovation services (Intellectual property, R&D 
cooperation). There is a high share of ambiguity (39-40%) in evaluating the following 
activities: joint communication and advertising services, funding opportunities, 
representative services, and services through a virtual office. The open question 
was answered by only three respondents in the following way: there is no support 
from state and municipal structures; a successful start-up on an international 
market requires assistance in the form of funding, hiring local staff in the foreign 
country. Obviously, the SMEs surveyed are not very well aware of the role of the 
proposed activities to stimulate the initial steps to enter the international market. 
Concerning question on the financial instruments contributing to internationalization 
(Table 7), the largest share (61%) of regional enterprises say they do not use the 
instruments mentioned in the survey. Each of the following has been used by 11%: 
loans (mostly from individuals), credit guarantee schemes, financing for participation 
in international trade events and exhibitions. The infrastructure and types of services in 
the region supporting internationalization that are deemed appropriate/useful by 
SMEs have been studied. Among the possible few choices, most preferred are the 

consultancy assistance (50%), followed by (46%) market research support. services 
offered by business parks are ranked third (42%) and the transfer of technology, 
technology consulting services (38%) is in the fourth place. 29% of the regional 
SMEs believe that a review of exports/internationalization is useful. A quarter of 
respondents assess the specialized services provided by technology centers as 
appropriate. Organizations supporting business in the region enjoy the highest trust 
among the companies because of the higher quality of the services provided, the 
fast service, the opportunity to use the one-stop-shop approach and the creation of 
cooperation networks. Among the institutions supporting internationalization, the 
most cooperative work regional SMEs had with the Chamber of Commerce, branch 
organizations and business consultants. 
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Table 7 
Financial instruments used by SMEs in the region 

Answers % 
Insurance solutions and risk management 5% 
Financing Short Term Expenditures 0% 
Pre-shipment and post-delivery financing 5% 
Loans 11% 
Credit Guarantee Schemes 11% 
Tax Reliefs 5% 
Financing / grants for hiring advisers, researchers, accountants 0% 
Financing for participation in international trade events and exhibitions 11% 
Grants to support each level in internationalization activities 5% 
None of the above 63% 

Source: author's survey 
 

Services specifically targeting the capacity of staff/management on the road to 
internationalization can be supported in different ways. SMEs in the region have 
used the following types of services: language and cultural education (38%), 
training on internationalization and strategies for entering new markets (13%), 
training on trends and opportunities for smart market mobility (8%), export forums 
(8%). The results show use of a limited type of services for personnel/management 
capacity for development of international activities, which indicates insufficient 
awareness or reluctance of management to train its staff. Improving knowledge and 
skills would help to enter a more mature phase of internationalization of regional 
SMEs. The types of information provision used in the internationalization of SMEs 
(Table 8) includes partner search activities (52%); export-oriented promotional 
activities/marketing; regularly updated analyzes of foreign markets; information on 
administrative rules and regulations (10%) each. 33% of the surveyed SMEs have 
not applied the listed options. This limited circle shows insufficient use of information 
provision opportunities for improving the international activities of regional SMEs. 

Table 8 
Type of information provision used in the internationalization of SMEs 

Answers % 
Partner search activities 52% 
None of the following 33% 
Export-oriented promotional activities/marketing 10% 
Regularly updated analyzes for foreign markets 10% 
Information on administrative rules and regulation 10% 
Market services 10% 
Trade missions, business forums and other promotional events 5% 
Trade Centers Abroad 5% 
One-stop customer support for SME-exporters in foreign markets 0% 
Something else 0% 

Source: author's survey 
 

Regarding the participation in public programs co-financed by the European 
Structural Funds, regional SMEs participate predominantly (57%) in Innovations, 
Entrepreneurship, SMEs Competitiveness Programs (e.g. entrepreneurship mentoring, 
innovative management system technologies in SMEs, environmental innovations 
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and better ways to exploit information and communication technologies); in Human 
Resource Investment Programs co-financed by the European Social Fund – 50%. 
Third, one fifth of respondents participate in SMEs capacity support programs within 
regional, national and international programs and participating in innovation 
processes. Only 7% participate in special Programs for the development and 
implementation of new business models for SMEs, especially such that encourage 
their internationalization. The results of the question "To what extent is the assistance 
provided by these funds important for the internationalization of your company" 
show the following distribution (Table 9). 

Table 9 
To what extent is the assistance provided by the funds important 

for the internationalization of SMEs 
Funds 1 – very low 2 – low 3 – medium 4 – high 5 – very 

important 
EU structural funds 17% 4% 13% 25% 42% 
National funds 17% 13% 17% 26% 26% 
Regional funds 39% 4% 13% 17% 26% 
Local finds 39% 9% 13% 17% 22% 
Other  33% 0% 17% 0% 50% 

Source: author's survey 
 

For 42% of the respondents, the EU structural funds are of highest importance 
for their internationalization and for 25% is the high importance. For 52% (total for 
4 and 5 grade) national funds are important, and also regional funds are important 
for 43% (total for 4 and 5 grade). Another group of respondents (39%) attaches 
very little importance to regional and local funds. The other options are not specified 
and 50% of SMEs are in this area. The following answers of the question "Are you 
familiar with any of the following European instruments to support the internationalization 
of SMEs? were obtained (Table 10). 

Table 10 
Familiarity of SMEs with any of the following European instruments 
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Enterprise Europe Network (EEN) 39% 30% 13% 4% 13% 
European Business and Innovation Center Network (EBN BIC) 65% 22% 13% 0% 0% 
European Business Organizations Network (EBO) 78% 17% 4% 0% 0% 
IPR Helpdesk 78% 13% 4% 4% 0% 
Export Helpdesk 70% 30% 0% 0% 0% 
SMEs Information Bureau for Trade Protection 68% 27% 5% 0% 0% 
EU-financed Indirect Financial Assistance Instruments 78% 22% 0% 0% 0% 
International Action Cluster Go within the EU Cluster International 91% 4% 0% 4% 0% 
European Neighborhood Instrument (ЕNI 2014-2020) 83% 13% 4% 0% 0% 
Erasmus for Young Entrepreneurs 33% 17% 46% 4% 0% 
Program Horizon 2020 13% 33% 42% 13% 0% 
Other 83% 17% 0% 0% 0% 

Source: author's survey 
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It is remarkably that there is little awareness for most European instruments to 
support the SMEs internationalization. The Enterprise Europe Network (EEN) and 
Horizon 2020 are among the best-known instruments used in the region. On the one 
hand, enterprises need resources to carry out internationalization activities and, on 
the other hand, different types of instruments are available but not applied. Therefore, 
measures are necessary in this area in order to raise awareness and skills for using 
these tools. The role of internationalization for economic growth in Bulgaria is 
indisputable. In order to overcome the existing problems, guidelines for urgent 
actions have been set, which include: reducing the expenditure for obtaining export 
documents by 15%, expanding and diversifying the services of the Bulgarian 
Development Bank and the Bulgarian Export Insurance Agency for support of 
exporting SMEs, involvement of state authorities and representative institutions 
with active promotion of goods produced in Bulgaria. Based on the data as per the 
Small Business Act (SBA, 2016), in order to reach the EU average for export 
orientation of SMEs, the goal set out in the National Strategy for the Promotion of 
Small and Medium-Sized Enterprises (NSPSME) is formulated as follows: "14 000 
more SMEs to enter the Single Market, 4000 more SMEs to enter third markets. 
These enterprises must be mainly from the industrial sectors. This can be achieved 
by creation of technology partnerships, e.g. using the Enterprise Europe Network 
potential, as well as by enhancing the opportunities for e-commerce, for which our 
country is in the last place in the EU. In order to reach the EU average for e-commerce, 
2400 more SMEs shall start online sales". 

 

CONCLUSIONS 
The SMEs aspirations of North-East region of Bulgaria towards internationalization 

are mainly driven by the desire to enter new, fast-growing markets and also to 
maintain competitiveness based on new technologies. As a result of the survey, 
some problems have been identified that hinder the entering and development of 
SMEs on the global market, such as: difficulties of finding potential foreign customers, 
need to obtain investments and transparent financial schemes for internationalization, 
receipt of local government help/incentive. To address these challenges, SMEs usually 
lack the necessary working capital to finance exports, management time, as well as 
qualified personnel and opportunities to reach adequate production capacity. It is 
also required to obtain competitive advantages based on innovation and IT solutions. 

Regional start-ups, as well as micro and small enterprises, which are in the phase 
of exploring or developing their international activities, have limited ability to 
overcome the external and internal barriers to internationalization. Successful support 
for internationalization depends primarily on creating capacity within SMEs, with 
the key role played by partner search and participation in international events, access 
to training and consultancy services. Therefore, it is necessary to extend support to 
SMEs through: 

(1) raising the awareness of the enterprises of the various support options – not 
only through operational programs and national funds, but also through various 
European initiatives and instruments; 
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(2) development of measures for rising both the companies export activity and 
other forms of internationalization; 

(3) stimulating digitalization of business and enhancing the online presence of 
SMEs; 

(4) providing an opportunity to increase the staff qualification in the field of 
internationalization of the business; 

(5) establishment of a municipal fund to finance start-up innovative SMEs; 
(6) financing of organizations activities for supporting business (branch chambers, 

non-profit organizations, etc.) to provide specialized consultancy assistance to SMEs 
for the development of their international activities. 
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responsibility in the Republic of Bulgaria". This article presents the results of the 
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INTRODUCTION 
Authorial motivation in studying the needs and benefits of social audit are some 

significant and disturbing facts related to the period of study and the current reality 
in Bulgaria. More significant are three of them related to the grey economy, delayed 
payments of salaries, occupational safety and non-compliance of working time. 
Based on data from the International Monetary Fund (IMF), the grey economy in 
Bulgaria accounts for 29.2% of GDP for 1991-2015. As comparison, in France the 
grey economy accounts for 14.8% of GDP, in Belgium – 20.7%, in Great Britain – 
11.8% (Capital.bg, 2018). According to data from the General Labor Inspectorate, 
the most common violation is delay of salaries, whereas since the beginning of this 
year, BGN 11 million in delayed payments towards employees have been established 
by way of acts issued by GLI (Investor.bg, 2016). According to a report of the 
General Labor Inspectorate, the violations related to healthy and safe occupational 
conditions account to almost 112 thousand, which is 53% of the total number of 
established violations in 2015 (Investor.bg, 2016). 

All of the described issues might be solved by conducting a social audit, but 
they may be reduced for sure. One of the distinguishing features of the social audit 
is that its inspections are sudden, without notice. It reduces the possibilities to hire 
staff without employment contracts and/or to work in bad occupational conditions. 

We believe that social audit is a process of independent assessment and accounting 
for the existence or lack of compliance between adopted standards for socially 
responsible attitude and their performance. One of the fundamental objectives of 
the social audit is to assess the impact of the entity's activities on all stakeholders. 
This is also the definition accepted in the study. For the purposes of this study were 
analyzed numerous scientific sources, some of them are: Charles Medawar (2012), 
Raymond Vattier, Humble (1975), Piere Candu (2012), Alain Cours (2012), 
Jacques Igalens (2012). Best practices in the area of social studies in Nepal, India, 
France and Belgium were studied. 
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MATERIALS AND METHODS 
The analysis of two-dimensional distributions presented in this article cover the 

needs of individuals from conducting a social audit in Bulgaria. The questionnaires 
for individuals contained 29 questions in total. The link to the electronic questionnaire 
is http://mpeycheva.polldaddy.com/s/sa-ii-etap-survey-potrebiteli. The organization for 
collection of information from individuals was carried out via social media. These 
are mainly Facebook and LinkedIn. Along with the collection of information 
electronically, information on a hard copy was also collected, which was later 
processed electronically. The analysis presented herein was made in accordance 
with the age of respondents. In the questionnaire, the number of questions related 
to the social audit needs is nine. The results presented herein cover three key questions: 
Do you think that social audit shall be conducted in the organizations? Should 
Bulgaria create its own social auditors? What are the benefits of a social audit? 

 

RESULTS 
482 individuals were questioned. The information for the questioned 

individuals per age is given in Figure 1. 

 
Figure 1: Respondents individuals according to their age 

Source: own survey 
 

The highest percentage of respondents fall within the 19-25 years age group 
(28%). 23% of the respondents are within age group 26-30 years, 19% – 31-40 
years, 17% presents age group 41-50 years, 10% are from age group 51-60, 2% – 
61-67 years and 1% – above 67 years. At the time of the pilot application of 
questionnaires it was established that 100% of the respondents have never heard of 
social audit and do not understand its essence. Therefore, the questionnaires were 
amended and definitions of the essence of social audit were included therein. 

The answers of individuals to the question: Do you think that social audit shall 
be conducted in the organizations? are given in Figure 2. 

All age groups are of the opinion that social audit shall be conducted in Bulgaria. 
The highest percentage (100%) is that of individuals at 61-67 years old and over 67 
years old following by individuals at 19-25 years old (98%) and the individuals 
between 31-40 years old (98%). 
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Figure 2: Do you think that social audit shall be conducted in the organizations? 

Source: own survey 
 

The answers of individuals to the question: Should Bulgaria create its own 
social auditors? are given in Figure 3. 

 
Figure 3: Should Bulgaria create its own social auditors? 

Source: own survey 
 

Respondents from all age groups believe that Bulgaria must create its own 
social auditors. 100% of the respondents that have yes as an answer fall within age 
groups 61-67 and over 67 years of age. Within the age group between 51-60 years, 
85% of the respondents mark yes as an answer. Within the age group 41-50 years 
of age, 78% of respondents mark yes as an answer. In the age group of 31-40 years, 
72% of respondents mark yes as an answer. 71% of the age group 19-25 years mark 
yes as an answer. In 26-30 age group, 69% of respondents mark yes as an answer. 
To the question What are the benefits of the social audit? the age groups rank first 
the benefit as follows. Respondents at the age from 19 to 25 years believe that the 
main benefit of a social audit is strengthening the control. Respondents at the age 
from 26-30 and 51-60 years consider the main benefit of a social audit as the 
differentiation of socially responsible from socially irresponsible employers. 
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Respondents at the age from 31 to 40 years and above 67 years believe that the 
main benefit of the social audit is the differentiation of socially responsible from 
socially irresponsible employers and incentivizing the social behavior of the 
companies. Respondents at the age from 41 to 50 years find that the main benefit 
of a social audit is incentivizing the social behavior of the companies. Respondents 
at the age from 61 to 67 years are of the opinion that the main benefit of the social 
audit is strengthening the control and attracting foreign clients. 

 
SUMMARY AND CONCLUDING REMARKS 

Based on the presented results, at least the following three conclusions may be 
derived related to communicating the benefits of the social audit; conducting a 
social audit in the organizations in Bulgaria; regulating the profession of a social 
auditor in Bulgaria. 

(1) Communicating the benefits of the social audit. The pilot application of 
questionnaires show that respondents do not understand the essence of the social 
audit. Therefore, the questionnaire was amended and a definition of a social audit 
was given. The latter not only eased the respondents, but also increased the interest 
to the topic. When the essence of the social audit is unknown, it is impossible to 
apprehend the benefits thereof. In order to make popular the benefits of the social 
audit, particularly among young people, about which the results showed that a 
social audit shall be conducted in Bulgaria, Facebook page was created – Social 
Audit. On that page, information is being systematically provided, both in Bulgarian 
and in English languages. 

(2) Conducting social audit in the organization in Bulgaria. The results from 
the study revealed that all age groups believe that social audit must be conducted in 
the Bulgarian organizations. Currently, in Bulgaria audits are conducted mainly from 
third parties, but mostly foreign organizations. These social audits are intended for 
a certification or to comply with the principle of added social value (provider – 
client). It is expedient to think about introducing the social audit in organizations 
alleging being socially responsible, irrespective of the size of the organization. 

(3) Regulating the profession social auditor in Bulgaria. Currently, the persons 
interested in becoming social auditors may be certified with ISO certifying companies. 
There, however, are certain conditions, which some of the certifying organizations 
do not disclose. The undisclosed information is mostly connected to the fact that 
the five-day training for social auditor is not sufficient. Additionally, 20 training 
audits are required. These training audits cannot be passed by all trainees, but only 
by one or two selected by the certifying organization. Further undisclosed information 
is that usually training audits are at the cost of the trainee. Another piece of 
undisclosed information is both the next steps, and the conditions for maintaining 
the certificate, which is also related to financial costs. Probably, the most important 
undisclosed information is that anyone willing to reach the last stage of the social 
auditor training and be certified thereto, must remain employed within the company 
that has certified him/her. The first conclusion to be drawn is that in order to comply 
with the principles of transparency, the information about the road to be followed 
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when social auditors are trained and certified, should be presented on the websites 
of the certifying organization. The second conclusion that could be made is related 
to the principle of equal competition. If after the training and training audits one 
could work only with the company that has certified the social auditor, then doesn't it 
limit the possibility for social auditors to grow, and respectively – isn't competition 
restricted? A third conclusion that could be made is that social auditors are necessary, 
irrespective of whether the organization is certified or has only declared being 
socially responsible. The organization that declare being socially responsible should 
also receive independent assessment for compliance between the declared socially 
responsible behavior and the actual one. For such purpose, social auditors are 
required, which imposes the introduction in Bulgaria of rules regulating the 
profession social auditor. As a first step in making popular the benefits and the 
profession of the social auditor, the University of National and World Economy, in 
its Bachelor and Master degrees introduced social audit study disciplines. 

In the near future, like in many other professions, some significant changes in 
the profession of the social auditor will also occur. Irrespective of the change, the 
need for social audit will continue to exist and it will become even more prominent, 
considering the deepening social problems. 
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Abstract: Non-financial reporting becomes more common among large and 
small businesses every year. Reports of this kind are becoming more numerous and 
more diverse. Each year, more and more publications appear on this "new 
phenomenon". Remarkably, the majority of researchers lack of quality of such 
reports, non-comparability, as well as the problem of trust in non-financial reports. 
Nevertheless, more and more companies each year draw out non-financial reports. 
How is this explained? Is it possible that the distribution of new types of reports 
does not depend on their content? Is it really not so important, what do these data 
reflect? Let us try to answer these questions; we consider the ideas of the classics 
of the economic thought that are considered founding fathers of modern Darwinism in 
Economics. 
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EINFÜHRUNG 
Neue Arten der Berichterstattung erobern die Welt. Heutzutage steht außer 

Frage, dass die immer häufigere Aufnahme von nichtfinanziellen Informationen in 
Unternehmensberichte weltweit zu einem signifikanten Trend im Wirtschaftsleben 
der letzten Jahrzehnte geworden ist. Immer mehr nichtfinanzielle Informationen 
werden in Jahresberichte von Unternehmen integriert; zudem finden prinzipiell 
neue Arten von Berichten zunehmende Verbreitung: soziale Berichterstattung, 
Berichterstattung über nachhaltige Entwicklung und integrierte Berichterstattung. 

Als Illustration dieser Entwicklung kann die unten stehende Grafik dienen, die 
den Anstieg der Zahl der sogenannten sozialen Berichten von Unternehmen darstellt, 
basierend auf den bei der Webseite der Global Reporting Initiative veröffentlichten 
Daten3 (Abbildung 1). Die Grafik zeigt, dass ab einem bestimmten Zeitpunkt (als 
solcher kann das Jahr 2007 angenommen werden) ein rasanter Anstieg der Zahl von 
Unternehmensberichten der neuen Art begann. 

                                                 
3 Global Reporting Initiative ist eine internationale Organisation, die Standards für die Berichterstattung 
über soziale Verantwortung von Unternehmen verabschiedet. Deren Ziel ist es, privaten und öffentlichen 
Unternehmen, Regierungen und sonstigen Organisationen zu helfen, ihre Auswirkungen sowie die 
Auswirkungen von Unternehmen auf kritische Nachhaltigkeitsprobleme wie Klimawandel, Menschenrechte, 
Korruption und viele andere zu verstehen und zu kommunizieren. URL: http://www.globalreporting.org. 
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Abbildung 1: Anzahl der CSR-Berichte von Unternehmen 
basierend auf den Daten von Global Reporting Initiative 

Quelle: Global Reporting Initiative (GRI) Sustainability Disclosure Database (Datenbank für 
nachhaltige Entwicklung der Global Reporting Initiative; Abruf der Datenbank am 26.02.2017) 

 
Allerdings fand das Berichtsvolumen, das auf Initiative der Unternehmen im 

Jahr 2015 erreicht wurde, erst zehn Jahre später in verbindlichen Vorschriften 
seinen Niederschlag. Allem Anschein nach wird die Zahl der Unternehmen in der 
Europäischen Union, die Nachhaltigkeitsberichte erstellen, auch im Jahr 2017 
steigen. Grund dafür ist eine Richtlinie der Europäischen Union (EU-Richtlinie 
2014/95/EU), die große Unternehmen und Konzerne dazu verpflichtet, Berichte 
über ihre "soziale Verantwortung" vorzulegen. Demzufolge müssen mehr als 6.000 
Unternehmen interessierte Nutzer mit Angaben zu ihrer Entwicklungsstrategie, 
Angaben zu Umwelt-, Sozial- und Arbeitnehmerbelangen sowie zur Achtung der 
Menschenrechte und zur Bekämpfung von Korruption und Bestechung in ihrem 
Unternehmen informieren. 

J. Wiseman (1982) hat erläutert, dass schon seit 1971 Studien veröffentlicht 
wurden, die umfangreiches Interesse und die Notwendigkeit für ein Umwelt-
Rechnungswesen und Berichterstattungssystem betonen (Beams and Fertig 1971; 
Dierkes & Preston, 1977; Estes, 1976; Council on Economic Priorities, 1975; 
Wiseman, 1982). Hierbei ist auch bemerkenswert, dass im Jahr 1991 Gerhard G. 
Mueller, Helen Gernon und Gary Meek (1997) feststellten, dass bereits "in den 
sechziger und siebziger Jahren in den meisten Industrieländern der Analysegrad bei 
den Jahresberichten von Unternehmen zu steigen begann. Die Unternehmen fingen 
an, prinzipiell neue Angaben in ihre Berichte aufzunehmen. Wichtigster Impuls für 
diese Entwicklung war, nach Ansicht der Autoren, ein niedriges Niveau der 
Informiertheit von Investoren" (Mueller et al, 1997). Ein weiterer Aspekt der sozialen 
Ausrichtung von Jahresberichten von großen europäischen Unternehmen, betonten 
sie, bestand darin, dass sie Daten über ihre Ausgaben für Umweltschutz und für die 
Gewährleistung der Sicherheit ihrer Produkte für die Verbraucher und für die Natur 
veröffentlichten (Mueller et al, 1997). Als Beispiel wurde damals nur die (einzige!) 
Berichterstattung des deutschen Unternehmens "Bayer" angeführt [ebd.] Zugleich 
bemerkten Mueller, Gernon und Meek mit Zurückhaltung im Jahr 1991, dass "die 
Tendenz eines erhöhten Grades der Analyse von Jahresberichten sehr vielversprechend 
ist und die Erfahrung von europäischen Unternehmen Aufmerksamkeit verdient" 
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(Mueller et al, 1997). Es sei betont, dass bereits damals, im Jahre 1996, M.R. Mathews 
und M.H.B. Perera darauf hingewiesen haben, dass "als Anreiz für die Einführung 
zusätzlicher Formen der Berichterstattung eine positive Auswirkung der Offenlegung 
von sozial orientierten Informationen auf den Börsenwert von Unternehmen dienen 
kann" (Mathews, Perera 1996). Aber, führten sie fort, "die Forschungsergebnisse 
verschiedener Fachleute sind gemischt: Einige Studien belegen diesen Effekt, 
andere nicht" [ebd.] 

Die Studien, auf die die Autoren im Jahr 1996 verwiesen, sind hochgradig 
aufschlussreich. A. Belkaoui (1976)4 erkannte einen gewissen kurzzeitigen Anstieg 
des Aktienkurses, jedoch behauptete S. Mahapatra (1984)5, dass ein "ethischer 
Investor" sich auf dem Finanzmarkt gar nicht zeigt, M. Freedman und A.J. Stagliano 
(1984)6, die weder einen direkten noch einen umgekehrten Zusammenhang zwischen 
der Bekanntmachung von Ausgaben für Umweltschutzmaßnahmen in den 
Jahresabschlüssen und dem Aktienkurs feststellen konnten. Alle angeführten 
Forschungsergebnisse gaben kaum Belege für ein dringendes Bedürfnis der 
Gesellschaft nach sozialer Berichterstattung von Unternehmen. Möglicherweise 
änderte sich mit der Entwicklung des Wirtschaftslebens auch die Einstellung der 
Unternehmerschaft nicht so sehr gegenüber dem Gegenstand der sozialen 
Berichterstattung, sondern vielmehr gegenüber der eigentlichen Tatsache, deren 
Vorhandenseins (oder Fehlens) bei einem Unternehmen. Sie wurde zu einer Art 
Wettbewerbsvorteil eines Unternehmens, welches seine Stärken öffentlich bezeugt. 
Dies kann nach dem Erreichen einer gewissen "kritischen Masse" an Unternehmen 
mit solchen Berichterstattungen passiert sein. Die "Nachfrage" nach sozialer 
Berichterstattung stieg. So verging relativ wenig Zeit, bis dieser Trend ein ganz 
anderes Ausmaß annahm. Es ist heute nahezu unmöglich, sich ein börsennotiertes 
westeuropäisches Unternehmen vorzustellen, das keine soziale Berichterstattung 
erstellt. Außerdem hat sich das Instrumentarium für soziale Audits bewährt. 
Wirtschaftsprüfungsgesellschaften bieten Dienstleistungen zur Begutachtung 
(Audit, Verifikation) von Nachhaltigkeitsberichten von Unternehmen. Zudem 
sensibilisieren sie Berichtsadressaten und Investoren für nichtfinanzielle Informationen 
und die Beurteilung von nichtfinanziellen Risiken. Nicht ohne Grund existiert 
bereits der Dow Jones Sustainability Index7. Dieser Index berücksichtigt solche 
Faktoren wie Corporate Governance, Risikomanagement, Markenimage, Änderungen 
beim Betriebsklima, Beziehungen in der Lieferkette und Arbeitsbeziehungen. 
Unternehmen werden sowohl nach allgemeinen als auch nach branchenspezifischen 
Kriterien bewertet, mit Berücksichtigung der neuesten Trends im wirtschaftlichen, 
ökologischen und sozialen Bereich. Besonderes Augenmerk gilt der Fähigkeit eines 

                                                 
4 Belkaou, A. (1976). The impact of the disclosure of the environmental effect of organizational behavior 
on the market. Financial Management, Winter, pp. 26-31. 
5 Mahapatra, S. (1984). Investor reaction to a corporate social accounting. Journal of Business Finance 
and Accounting, Vol. 11(1), pp. 29-40. 
6 Freedman, M. & Stagliano, A.J. (1984). The market impact of social information: investigator reaction 
to public disclosure. Proceedings, AAA Mid Atlantic Regional Meeting. 
7 Dow Jones-Index für nachhaltige Entwicklung Jones URL: http://www.sustainability-indices.com. 
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Unternehmens, langfristig stabile Ausschüttungen an Aktionäre zu gewährleisten. 
Zurzeit wird eine internationale Norm zur Begutachtung von Nachhaltigkeitsberichten 
entwickelt: AA1000 Assurance Standard (AA1000AS). 

 
MATERIALEN UND METHODEN 

Quantität bedeutet nicht Qualität 
Interessant ist, was die führenden wissenschaftlichen Zeitschriften in den letzten 

Jahren über die beobachtete Ausbreitung neuer Arten von Unternehmensberich-
terstattungen schrieben, als diese Praxis zur Norm des Wirtschaftslebens geworden 
ist. Um zu versuchen, diese Frage zu beantworten, wählten wir eine Reihe von 
wissenschaftlichen Zeitschriften aus, die im SCImago Journal & Country Rank 
(SJR) für das Jahr 2016 enthalten sind. Im Bereich Wirtschaft, Management und 
Rechnungswesen wurden folgende ausgewählt: Academy of Management Journal, 
Academy of Management Review, Brookings Papers on Economic Activity, IMF 
Economic Review, Journal of International Business Studies, denen die ersten fünf 
Positionen in der Rangliste zukommen. Im Bereich der Buchhaltung wurden die 
Zeitschriften Journal of Finance, Review of Financial Studies, Journal of Financial 
Economics, Journal of Accounting and Economics und Journal of Accounting Research 
genommen, um das Verhältnis zwischen finanzieller und nichtfinanzieller 
Berichterstattung sowie der daraus entstehenden neuen, integrierten Art der 
Berichterstattung zu erforschen. Wir analysierten außerdem Artikel zur Corporate 
Social Responsibility (CSR) und anderen Arten der Berichterstattung in drei 
Zeitschriften, die den Fragen des sozialen Managements gewidmet waren: Business 
Ethics Quarterly, Business and Society, and Journal of Business Ethics, die 
ebenfalls führende Positionen in der SJR für die Jahre 2014-2016 einnahmen. 

Wir verglichen unsere ausgewählten Zeitschriften mit der Studie von I. Montiel 
(2008), um uns einer ausreichenden Spezifität und Objektivität der Forschung zu 
vergewissern. Sechs der von uns ausgewählten Zeitschriften werden ebenfalls in dem 
Artikel von Montiel (2008) analysiert; die restlichen sieben Zeitschriften spezialisieren 
sich auf die administrative und buchhalterische Komponente der Unternehmenstätigkeit 
und überschneiden sich somit nicht mit seiner terminologischen Forschung. Wir 
führten eine Studie durch, indem wir die elektronischen Versionen von Zeitschriften 
nach folgenden Schlüsselwörtern und Wörtern in den Zusammenfassungen 
durchsuchten: Berichterstattung, Corporate Social Reporting / Report, soziale und 
umweltbezogene Berichterstattung, Berichte / Berichterstattung über Nachhaltigkeit, 
Berichterstattung / Berichte von Unternehmen, finanzielle Berichterstattung / Berichte, 
integrierte Berichterstattung und die Qualität der Berichterstattung. 

Die Aufnahme solcher Begriffe wie "Berichterstattung" und "Qualität der 
Berichterstattung" in die Suche soll gewährleisten, dass alle für die Studie relevanten 
Artikel in die Auswahl aufgenommen werden. Wir beschränken unsere Suche auf die 
im Zeitraum 1980-2014 erschienenen Zeitschriften. In den drei Zeitschriftengruppen 
"Wirtschaft, Management und Buchhaltung", "Buchhaltung" und "Zeitschriften, die 
der sozialen Management-Komponente gewidmet sind" betrug die Anzahl der für 
die Studie relevanten Artikel 109. 
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Nach Prüfung der Zusammenfassungen und Schlüsselworte für die Artikel sank 
die Anzahl der für unsere Studie relevanten Artikel auf 34. Wir fassten sie in einer 
Datenbank zusammen, analog der Untersuchung von Montiel (Montiel, 2008) und 
systematisierten folgende Informationen: Erscheinungsjahr, Name des Autors / der 
Autoren, Standort Arbeit / Studiendurchführung, empirische Forschung ja /nein, 
Gegenstand der Studie, wichtigste Ergebnisse, Thesen bezüglich der Qualität der 
Berichterstattung. Die durchgeführte Analyse zeigte einen deutlichen Anstieg der 
Zahl der Publikationen zur Qualität der Berichterstattung, der mit dem Anstieg der 
Gesamtzahl der Artikel zur unternehmerischen Berichterstattung vergleichbar ist. 
Mehr als die Hälfte der ausgewählten Artikel (109) sind der Qualität der 
Berichterstattung gewidmet (56), auf dem zweiten Platz sind Artikel über 
Unternehmensberichterstattung (18). Den dritten Platz nehmen Artikeln über soziale 
Umweltberichterstattung ein (12) gefolgt von Nachhaltigkeitsberichten (11). 

Zur gleichen Zeit finden sich in Zeitschriften, die allgemeine Management-Themen 
behandeln, Publikationen über allgemeine Fragen der nachhaltigen Entwicklung und 
Corporate Social Responsibility, ohne Fokus auf Nachhaltigkeitsberichterstattungen 
von Unternehmen. Nur 6% von insgesamt 109 ausgewählten Artikeln wurden in 
Management-Zeitschriften veröffentlicht. Die größte Anzahl von Artikeln über die 
Qualität der Berichterstattungen sind in Zeitschriften über Buchhaltung anzutreffen: 
Journal of Accounting and Economics (71% der Artikel über die Qualität der 
Berichterstattung) und Journal of Accounting Research (20%). Abbildung 2 zeigt 
eine rasche Zunahme der Zahl der Artikel über die Berichterstattungsqualität in den 
Zeitschriften über Buchhaltung: ein Artikel in den Jahren 1980-1989, zwei Artikel 
1990-1999, 22 Artikel in den Jahren 2000-2009 und 30 Artikel 2010-2014. 

 
Abbildung 2: Zahl der Artikel in den Zeitschriften über Buchhaltung 
 

Es leuchtet ein, dass die weltweite Finanzmarktkrise 2008 das Interesse an der 
Qualität der Berichterstattung von Unternehmen stärken musste. Viele Studien der 
letzten Jahre zeigen, wie "heikel" die Frage der Berichterstattungsqualität und des 
Vertrauens bleibt. Dass Vertrauen riskant sein kann, ist eine unterbewertete Kenntnis, 
konträr zur moralischen Aufwertung, die das Vertrauen gerade erfährt (Priddat, 2009). 
G. Möllering (2009) nennt das hohe Maß an Vertrauen im Finanzsektor "gefährlich 
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und voraussetzungsvoll". So veröffentlichten beispielsweise das Zentrum für Forschung 
über Multinationale Unternehmen (Centre for Research on Multinational Corporations, 
SOMO) und der Europäische Gewerkschaftsverband für den öffentlichen Dienst 
(European Federation of Public Service Unions, EPSU)8 im Jahr 2012 eine Studie 
zum Thema "Energieunternehmen sind nicht so transparent wie angegeben – mehrere 
Unstimmigkeiten, die in den Nachhaltigkeitsberichten gefunden wurden". Diese Studie 
thematisiert systematische, weit verbreitete und erhebliche Diskrepanzen zwischen 
den von den Unternehmen deklarierten Informationen und dem tatsächlichen Inhalt 
der Nachhaltigkeitsberichte. Eine Studie der Wiener Universität (2012)9 zeigt, wie 
131 Unternehmen aus der Liste "Forbes-250" ihre Berichte über Menschenrechte 
erstatten und wie in der Berichterstattung die Arbeitskennzahlen widergespiegelt sind. 
86% der Unternehmen erklärten, dass ihre Berichte auch Beschäftigungsindikatoren 
enthielten, jedoch traf das nur für 11% der Unternehmen in Wirklichkeit zu. Ein 
ähnlicher Trend lässt sich in Bezug auf Menschenrechte beobachten: 62% der 
Unternehmen erklärten, dass sie zu diesen Indikatoren berichten, nur 20% davon 
tun dies jedoch tatsächlich. In der Studie von A.G.J. Pedersen (2011) wurde festgestellt, 
dass die Unternehmen in ihren Geschäftsberichten in sehr unterschiedlichem Umfang 
ein dialogorientiertes Selbstbild präsentieren. Wenn aber Inhalt und Formulierungen 
näher betrachtet werden, unterscheiden sich die Selbstbilder nicht sehr voneinander, 
weil wenig unternehmensspezifische, konkrete Auskünfte gegeben werden. Das könnte 
noch ein Beleg dafür sein, dass die Qualität der CSR-Berichte unterschiedlich ist. 
Das Deutsche Netzwerk Global Compact und das Studentische Netzwerk für Ethik 
in Wirtschaft und Praxis sneep e.V.10 veröffentlichten eine Studie über die Qualität 
der Berichterstattungen von 122 kleinen und mittleren Unternehmen, die am deutschen 
Netzwerk Global Compact beteiligt sind. Die Studie zeigt starke Unterschiede beim 
Umfang und der Qualität der Berichterstattung je nach Größe des Unternehmens; 
viele Berichte waren nur oberflächlich. 

Zur Veranschaulichung des allgemeinen Trends bei den Publikationen über 
Nachhaltigkeitsberichterstattung und über die Qualität der Berichterstattung im 
Allgemeinen systematisierten wir alle ausgewählten Publikationen in allen 
Zeitschriften für den Zeitraum 1980-2014 (Abbildung 3). 

Zahlreiche Studien (Centre for Research on Multinational Corporations & European 
Federation of Public Service Unions, Studie der Wiener Universität, Deutsches 
Netzwerk Global Compact und sneep e.V) zeigen, dass die Qualität der 
Nachhaltigkeitsberichterstattung in der Praxis nicht zufriedenstellend ist. Gründe 
dafür können unterschiedlich sein. Einer der Gründe mag in einer großen Anzahl 
von Normen für Nachhaltigkeitsberichterstattungen liegen. 

                                                 
8 SOMO / EPSU (12/2012). Electricity companies less transparent than claimed – Multiple discrepancies 
found in sustainability reports, Available at: http://www.epsu.org/a/9190. 
9 Vienna University Studie (12/2012), CSR-reporting.blogspot.nl, Available at: http://csr-reporting. 
blogspot.de/2012/11/false-claims-in-sustainability-reports.html. 
10 Fortschrittsbericht Erstattung kleiner und mittlerer Unternehmen im deutschen global Compact 
Netzwerk (2014), Available at: http://www.globalcompact.de/wAssets/docs/Reporting/fortschritt 
sberichterstattung_von_KMUs_im_DGCN.pdf?tid_1=All. 
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Abbildung 3: Der Anzahl der Artikel in allen ausgewählten Zeitschriften 
 

Am weitesten sind drei Normen für Nachhaltigkeitsberichterstattung verbreitet: G4 
(Global Reporting Initiative), Account Ability АА1000 Series und die Global Compact 
(UN-Global Compact) mit Bestimmungen zur Erstellung von Berichten über erreichte 
Fortschritte (COP). Darüber hinaus existieren hunderte von internen Grundsätzen, 
Regeln und Normen für Nachhaltigkeitsberichterstattungen sowie eine Reihe anderer 
globaler Initiativen (Tschopp & Huefner, 2012). Eine große Anzahl von Anleitungen 
und Normen bringt Probleme der Vergleichbarkeit der Berichterstattung mit sich 
und erfordert ein System, das einen Vergleich von Berichten aus verschiedenen 
Ländern, Branchen und Unternehmen erleichtern könnte. 

Somit zeigen obige Ausführungen, dass der allgemeine Trend zur steigenden 
Anzahl der von Unternehmen vorgelegten Nachhaltigkeitsberichte, der von einer 
objektiven Notwendigkeit solcher Berichte zeugt, auf mysteriöse Weise mit der 
nicht nachlassenden Kritik an deren Qualität einhergeht. Dieser seltsame Umstand 
kann indirekt darauf hinweisen, dass die Qualität dieser Berichte kein wesentlicher 
Bestandteil für die Notwendigkeit der Berichte darstellt. Diese Aussage ermöglicht 
es uns, eine Hypothese zu formulieren, dass es Faktoren für die Entwicklung einer 
Praxis der Nachhaltigkeitsberichterstattung von Unternehmen gibt, die nicht die 
Erstellungsmethoden solcher Berichte oder die Merkmale der Qualität betreffen. 
Hier können als theoretische Grundlage für Forschungen in Richtung der Bestätigung 
(Widerlegung) dieser Hypothese die Werke der Wirtschaftswissenschaften dienen, 
die Gesetzmäßigkeiten der Verteilung neuer Arten von Gütern erforschen. 

Berichterstattung von Unternehmen und die "unsichtbare Hand des Marktes" 
Die Erforschung des Rechnungswesens sowie der Erstellung und Vorlage der 

Berichterstattung und deren konsequenter Bewegung hinter der Dynamik der 
wirtschaftlichen Praxis kann uns zu dem Gedanken führen, dass es naheliegend 
und gerechtfertigt ist, diesen Entwicklungstrend im Rahmen der so genannten 
rationalen (utilitären) soziologischen Tradition zu betrachten. Nach der Definition 
von Randall Collins beschreibt "Markttradition eine Welt, in der die Menschen in 
einem rationalen Austausch miteinander stehen, wobei die besten Ergebnisse für 
alle angestrebt sind" ( ollins, 1994). Dieser Typ der soziologischen Theorie, führt 
Collins R. aus "versucht zu zeigen, wie Regeln entstehen und wie der Austausch 
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verläuft, bei dem die Normen der Gerechtigkeit gemeint sind" [ebd.] Dieser Teil 
der soziologischen Tradition, schreibt der Autor weiter, "scheint im Einklang mit 
den utopischen Idealen der klassischen Ökonomen zu stehen, die glaubten, dass 
die‚ unsichtbare Hand alles richtig macht" [ebd.]  

Unter den "utopischen Idealen der klassischen Ökonomen" ist vor allem die Lehre 
von Adam Smith (1977) zu verstehen. Dieses, so Collins, "utopische Ideal" bildet 
heute die Grundlage für jeden Kurs in der Mikroökonomie. Das Verhältnis von 
Angebot und Nachfrage auf einem Markt als Ganzem ist für den Erwerb jeglicher 
Güter im Zuge der wirtschaftlichen Aktivität kennzeichnend. Ökonomische 
Grundmodelle gehen davon aus, dass Menschen sich rational verhalten: Sie wissen, 
was sie wollen, und streben danach, ihre Ziele am effizientesten zu erreichen. Diese 
Vorstellung von einem freien Markt, dessen Wettbewerb und dessen "unsichtbarer 
Hand" sind heute allgegenwärtig und stellt das zentrale Paradigma der Wirtschafts-
wissenschaft dar, das maximalen Einfluss auf das Massenbewusstsein hat. Jedoch 
findet diese Erklärung der uns umgebenden wirtschaftlichen Realität viele Einwände 
unter modernen Sozialdarwinisten, die andere Gründe für die Entwicklung sozialer 
Beziehungen sehen. Möglicherweise ist es kein Zufall, dass R. Collins als Soziologe 
das Konzept der "unsichtbaren Hand" in den Bereich der "utopischen Ideale" platziert. 
Dann eilen Darwinisten der Wirtschaftswissenschaft hinzu, um ihm zuzustimmen. 
So wagt heute der amerikanische Wissenschaftler Robert Frank (2011) zu behaupten, 
dass "in 100 Jahren Ökonomen eher nicht Adam Smith, sondern Charles Darwin 
zum Gründervater ihrer Disziplin nennen werden". Um den wahren Inhalt des 
wirtschaftlichen Lebens einer Gesellschaft zu verstehen, ist laut R. Frank (2011) "eine 
der wichtigsten Bestimmungen von Darwins Theorie unentbehrlich, die darin besteht, 
dass die natürliche Auslese auf die Festigung von solchem Verhalten und solchen 
Merkmalen ausgerichtet ist, die in erster Linie für einzelne Organismen wichtig 
sind, und nicht für ganze Gruppen" (Frank, 2011). Darwin – schreibt Robert Frank – 
hielt an einer grundsätzlich unterschiedlichen [im Vergleich zu herkömmlichen durch 
das Werk von Adam Smith] Sichtweise auf den Verlauf des Wettbewerbs fest. Laut 
Frank (2011) können wir keinen Anspruch auf Erkenntnisse darüber haben, wie die 
Märkte funktionieren, solange wir nicht genügend rationales Verständnis über die 
Struktur der menschlichen Motivationen besitzen. Darwinistischer Rahmen, sagt Frank, 
ist der einzige wissenschaftliche Rahmen, der Schlussfolgerungen darüber ermöglicht, 
warum Menschen und andere Tiere sich auf diese und nicht andere Art und Weise 
verhalten. "Als Ökonomen versuchten, dieses System zu modellieren, um zu verstehen, 
wie die Märkte funktionieren, waren sie gezwungen, vieles zu vereinfachen. Unter 
anderem ist der Glaube weit verbreitet, dass die Freude, die ein Mensch durch Konsum 
empfindet, nur von dessen absoluten Volumen abhängt, trotz zahlreicher Belege für 
die Wichtigkeit des relativen Konsums" (Frank, 2011). Wenn Frank von solchen 
Belegen spricht, verweist er auf seine Arbeit: Robert Frank Choosing the Right 
Pond: Human Behavior and the Quest for Status, New York: W.W. Norton, 1988. 
Allerdings darf ein weiteres Werk auf keinen Fall außer Acht gelassen werden, wenn 
wir über den relativen Konsum sprechen, und zwar "The Theory of the Leisure 
Class" von Thorstein Veblen (Thorstein Bunde Veblen 1857-1929). In einer jeden 
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Gesellschaft, behauptet der große Soziologe, in der es eine Aufteilung materieller 
Güter gibt, muss der Einzelne zur Wahrung seiner eigenen inneren Ruhe die 
gleiche Menge von materiellen Werten besitzen wie die Anderen, mit denen er sich 
in dieselbe Klasse üblicherweise selbst platziert; und eine extreme Freude besteht 
darin, etwas mehr zu haben als die anderen" (Veblen, 1994). Dieses Phänomen 
definierte Veblen T.B. als "demonstrativen Konsum" (Veblen, 1994). "Der Grund für 
den Löwenanteil, der auf dem Markt realisierten Bedürfnisse – schrieb Veblen – ist 
eine Rivalität, der Anreiz für die durch neidvollen Vergleich geschaffen wird, so 
dass wir dazu ermutigt werden, diejenigen zu übertreffen, mit denen wir uns selbst 
als Menschen des gleichen Ranges gewöhnlich betrachten" (Veblen, 1994). 

Mit Ausnahme des Selbsterhaltungstriebes, behauptete er ebenfalls im 
darwinistischen Geiste, ist eine Prädisposition für den Wettbewerb möglicherweise 
die stärkste, lebendigste und dringlichste von allen rein wirtschaftlichen Motiven 
(Veblen, 1994). Veblen folgend, wagt Robert Frank zu behaupten, wobei er sehr genau 
auf die scheinbar primitiven Faktoren achtet, dass "wenn ein ökonomisches Modell 
nicht die Hypothese berücksichtigt, dass der Kontext einen signifikanten Einfluss 
auf die Ansichten hat, ist dieses Modell nicht im Stande, den eigentlichen 
Mechanismus der Märkte aufzudecken" (Frank, 2011). So werden bestimmte Güter 
häufig nicht begehrt, weil ihre bestimmten Eigenschaften sie notwendig machen, 
sondern vielmehr, weil der Besitz (der Gebrauch) dieser Güter im Bewusstsein als 
Wettbewerbsvorteil empfunden wird, der es ermöglicht, mit den "Rivalen" im 
gesellschaftlichen Leben auf Augenhöhe zu bleiben oder diese zu übertreffen. 
Woran liegt es? Warum werden einige Güter in den Köpfen der Verbraucher zu 
einem Wettbewerbsvorteil und andere nicht? 

Verbrauchstheorie von Frank Bass und Nachahmungseffekt von Gabriel Tarde 
Die Idee, dieses Phänomen in vollem Einklang mit dem Konzept des ökonomischen 

Darwinismus zu erklären, stammt von Frank Bass (1969), Professor der University 
of Texas. Sie wurde in seiner Arbeit zur Modellierung des Konsumanstiegs bei neuen 
Produkten dargelegt. Bass (1969) äußerte die Vermutung, dass die Wahrscheinlichkeit, 
dass ein neues Produkt von einem Verbraucher gekauft wird, eine lineare Funktion 
der Anzahl der bisherigen Käufer darstellt. Auf dieser Grundlage erstellte er ein 
System von mathematischen Funktionen, die die Umsatzdynamik für neue Waren 
der damaligen Zeit beschreiben. In seinem Werk "A New Product Growth Model 
for Consumer Durables" beschrieb er eine allgemeine Gesetzmäßigkeit der "Eroberung" 
des Marktes durch ein neues Produkt (Bass, 1969). Der Hauptgedanke seines Ansatzes 
bestand darin, dass der rasante Anstieg der Verkaufszahlen bei einem auf dem Markt 
neu eingeführten Produkt mit der Überschreitung eines bestimmten "kritischen" 
Punktes durch dieses Produkt in Verbindung gebracht werden kann, nach dem der 
Kauf der Ware von neuen Kunden in vielerlei Hinsicht als Folge des Konsums 
durch vorherige Käufer zu betrachten ist. Es sei angemerkt, dass die Ausführungen 
von Bass weitgehend die Ideen des berühmten Werks "Gesetze der Nachahmung" 
von Gabriel Tarde (1843-1904), des französischen Soziologen und Kriminologen 
und eines der Gründer der modernen Sozialpsychologie, widerspiegeln. "Ich habe 
versucht", schrieb Tarde, "möglichst anschaulich die rein soziale Seite der Aspekte 
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zu demonstrieren, die den Menschen betreffen, und von denen die rein biologische 
oder physikalische Seite hervorzuheben. Zugleich stellte sich jedoch heraus, dass genau 
die Sichtweise, die mir ermöglichte, die Aspekte in die genannten Kategorien zu 
trennen, mir zeigte, dass es äußerst zahlreiche, weitreichende und natürliche Analogien 
zwischen den gesellschaftlichen Erscheinungen und den physischen und biologischen 
Phänomenen gibt" (Tarde, 2015). Laut Tarde ist soziale Nachahmung gekennzeichnet 
durch eine geometrische Progression. Als Beleg dafür können "Beispiele aus der 
Statistik für den Konsum von Kaffee, Tabak usw., ab dem Zeitpunkt der ersten Einfuhr 
dieser Erzeugnisse und bis zum Zeitpunkt, wenn sie den Markt überschwemmten" 
dienen (Tarde, 2015). Der Bedarf an einem Gegenstand, glaubte Tarde, kann nicht 
der Vorstellung von diesem Gegenstand vorausgehen, und deshalb konnte keine 
soziale Notwendigkeit der Erfindung vorauseilen, die es ermöglicht hat zu begreifen, 
welche Produkte, Utensilien und Anwendungsmöglichkeiten dieses Bedürfnis 
erfüllen können (Tarde 2015:82). Die Verbreitung von Innovationen wird durch 
Nachahmungsprozesse gewährleistet, die ab dem Zeitpunkt des Erreichens der 
erforderlichen kritischen Masse durch das neue Produkt beginnen. Die Idee und 
das Bedürfnis, meinte Tarde, wenn sie einmal beginnen, streben von allein dazu, 
sich mehr und mehr zu verbreiten, wobei es genau exponentiell erfolgt. Das ist ihr 
ideales Schema, mit dem auch deren graphische Kurve übereinstimmen müsste, 
wenn sie sich verbreiten könnten, ohne einander zu begegnen (Tarde, 2015). Die 
Gesetzmäßigkeiten des Passierens durch das neue Produkt ist das, was F. Bass 
beschreiben wird; Tarde schreibt jedoch, dass "die Geschichte, nach Ansicht der 
Wissenschaftler, eine Sammlung der glorreichsten Taten ist; wir sind aber eher geneigt 
zu sagen: der Handlungen, die den meisten Erfolg hatten, das heißt, solcher 
Innovationen, die am meisten nachgeahmt wurden" (Tarde, 2015:120). 

Das vielleicht auffälligste Beispiel für den Konsum von neuen Gütern sind laut 
F. Bass (1969) in den letzten Jahren die sozialen Netzwerke geworden. Sie stellen 
zweifellos ein von uns gebrauchtes Gut dar – ein Gut, bei dem Marktgesetze nur 
schlecht in das klassische Modell von Angebot und Nachfrage passen. In erster 
Linie ist der Markt für soziale Netzwerke ein Markt mit einer künstlich geschaffenen 
Verbrauchernachfrage. Niemand wusste vor der Entstehung von Facebook, was ein 
soziales Netzwerk dieser Art ist – sie existierten schlichtweg nicht. Man kann kaum 
sagen, dass seine Entstehung eine bestehende Notwendigkeit befriedigt hat, wenn man 
nicht als solche das Grundbedürfnis des Menschen nach Kommunikation betrachtet. 

Schauen Sie, wie sich zum Beispiel die Anzahl der Facebook-Nutzer seit dem Start 
des Netzwerks änderte: März 2004 – Beginn des Netzwerks; Dezember 2004 – 
1.000.000 registrierte Nutzer; Dezember 2005 – 6 Millionen Nutzer; Dezember 
2006 – 12 Millionen; Dezember 2007 – 58 Millionen registrierte Nutzer; Dezember 
2009 – das Netz Facebook hat 360 Millionen Nutzer; Oktober 2013 – in dem 
Netzwerk registrierten sich mehr als eine Milliarde Nutzer. Doch im Gegensatz zu 
den Behauptungen von Frank Bass ist hier die Phase der Angleichung und Abnahme 
des Konsums beim Netzwerk als Verbrauchsgut nicht sichtbar. Dies deutet darauf 
hin, dass die Registrierung und die Fähigkeit einer Aktivität im Netz ein Gut ist, 
dessen Konsum zu einer sozialen Norm von stabiler langfristiger Natur geworden 
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ist. Eine ähnliche Entwicklung ist auf dem "Markt" von neuen Methoden für die 
Berichterstattung von Unternehmen zu beobachten. 

Entwicklung der Praxis der Berichterstattung als Verbrauch von neuen Gütern 
Seit Jahrhunderten zeigt die gesellschaftliche Entwicklung, dass Eigenschaften, 

die noch vor einiger Zeit ausschließlich Privatpersonen zugeschrieben wurden (und 
vor allem mit ihnen assoziiert wurden), zum Beispiel ein Standpunkt, eine Meinung, 
ein Wille usw., allmählich mit dem "Verhalten" von Menschengruppen verbunden 
wird, insbesondere mit juristischen Personen, das heißt Unternehmen. Heute erscheint 
es amüsant, von solchen Sätzen überrascht zu werden wie "das Unternehmen schloss 
einen Vertrag ab", "gab eine Erklärung ab", "nahm an einer Diskussion teil". Obwohl 
klar ist, dass dies "fiktive" Konstruktionen sind, die ausschließlich mit den Aktivitäten 
von Gruppen von natürlichen Personen in Verbindung stehen, von Menschen. Doch 
werden im Laufe der Zeit Unternehmen zu Einheiten des sozialen Lebens, und auf 
sie wird das "übertragen", was nur für die soziale Aktivität von Menschen kennzeichnend 
ist. Diese These ist insbesondere eine der vereinfachten Bestimmungen der 
soziologischen Theorie von Emil Durkheim (2013). Basierend auf dieser Annahme 
können wir versuchen, die Gesetzmäßigkeiten des Konsums bestimmter Waren durch 
Unternehmen einzuschätzen als Teilnehmer der sozialen Beziehungen, die analog 
zu Einzelpersonen "handeln" und sich im Rahmen der allgemeinen Regeln der 
sozialen Evolution "verhalten". 

Die Geschichte zeigt, dass bis zu dem Zeitpunkt, zu dem die eine oder andere 
Methode der Rechnungslegung, die eine oder andere Form der Berichterstattung 
ausreichende Verbreitung erhält, um zur Norm bei den Wirtschaftsbeziehungen zu 
werden und um in der Gesetzgebung ihren Niederschlag zu finden, die Ansätze zur 
Erfassung bestimmter Daten von Unternehmen zu Unternehmen extrem variieren. 
Mit anderen Worten befinden sich das Angebot an bestimmten Erfassungsmethoden 
und die Nachfrage danach auf der Suche nach dem besagten Gleichgewichtspunkt, 
tritt als "unsichtbare Hand" des Markts in der Entwicklung der Wirtschafts- und 
folglich der Erfassungspraxis auf. Und in diesem Zeitraum kann ein Unternehmen 
von dem Vorhandensein einer bestimmten Art der Berichterstattung nicht nur dadurch 
profitieren, dass diese Daten jemanden über etwas informieren, sondern bereits 
dadurch, dass es im Gegensatz zu vielen anderen Unternehmen diese Berichte 
einfach hat. Die Berichterstattung erfüllt die Funktion eines Zeugnisses dafür, dass 
das Unternehmen gewissenhaft, ehrlich und offen über sich selbst berichtet, und 
dass dahinter anständige Menschen stehen. Und über was es eigentlich genau 
berichtet, mag nicht mehr so wichtig sein. Im Laufe der Zeit traten an Stelle nicht 
wichtiger Angaben natürlicherweise solche Angaben, die von den Marktteilnehmern 
benötigt wurden, um Entscheidungen zu treffen. Aber bevor dies erfolgte, spielte 
die eigentliche Erstellung von beispielsweise Jahresabschlüssen, die den Aktionären 
und allen anderen interessierten Parteien demonstriert wurden, die Rolle einer 
"Marke des Anstands" eines Unternehmens, unabhängig vom tatsächlichen Inhalt der 
Berichte. Ein solches "Zeichen des Anstands" wird zu einem Wettbewerbsvorteil. 
Eigentlich ist es das Vorhandensein solcher Berichte und nicht deren Inhalt, welches ein 
Unternehmen in eine vorteilhaftere Position im Vergleich zu denjenigen versetzt, die 
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keine solche Berichterstattung abgeben. Und dann führt ab einem bestimmten 
Punkt diese Entwicklung dazu, dass unabhängig von der Gesetzeslage das Fehlen 
einer öffentlichen Berichterstattung zu einer negativen Eigenschaft eines Unternehmens 
wird. Von diesem Moment an beginnt die Anzahl von Unternehmen, die öffentliche 
Berichte abgeben, stark anzusteigen: die "Nachfrage" danach geht nach oben. Es 
erfolgt die gleiche "Diffusion von Innovationen", die in diesem Fall eine öffentliche 
Berichterstattung eines Unternehmens war. Und erst später, im Anschluss an die 
bereits etablierte Praxis, wird die öffentliche Berichterstattung von Aktiengesellschaften 
zu einer Rechtsnorm. Denn heute würde die Idee, dass die öffentliche Berichterstattung 
von Unternehmen in der Wirtschaftspraxis "nicht nötig sei", vollkommen absurd 
klingen, aber noch vor 200 Jahren hätte es niemanden überrascht. Das oben 
Ausgeführte leitet uns zu der Schlussfolgerung, dass eine gewisse Korrelation zwischen 
der Wichtigkeit der Berichterstattung als Werkzeug – um interessierte Parteien über 
die Sachlage des Unternehmens zu informieren – und der Wichtigkeit deren 
Vorhandenseins als Wettbewerbsvorteil eines Unternehmen besteht, und zwar 
unabhängig von ihrem tatsächlichen Inhalt und der Bedürfnisse der Beteiligten für 
solche Daten. 

 
FAZIT 

Was können wir also auf die zu Beginn des Artikels gestellten Fragen antworten? 
Geben die Ideen darwinistischer Ökonomen Aufschluss darüber, was die Gründe 
für die rasante Verbreitung von Nachhaltigkeitsberichterstattungen von Unternehmen 
sind? Die in diesem Artikel dargestellten Materialien haben keinen Anspruch eine 
Vollständigkeit, was die Entstehung und Entwicklung der Praxis zur Vorlage neuer 
Arten von öffentlicher Berichterstattung bei Unternehmen anbelangt. Dabei sind 
unserer Meinung nach die darin enthaltenen Gedanken ein Beleg dafür, dass eine 
Erforschung der Entstehungs- und Verbreitungsprozesse neuer Arten von 
unternehmerischer Berichterstattung im Kontext der allgemeinen Trends beim 
Verhalten der Teilnehmer der Wirtschaftsbeziehungen sowohl möglich als auch 
notwendig ist. Es ist naheliegend, dass die Methodik der Rechnungslegung und 
Berichterstattung, die die inhaltliche Füllung neuer Arten von Unternehmensberichten 
bestimmt, nicht der einzige Faktor ist, der für ihre Verbreitung in der wirtschaftlichen 
Praxis sorgt. Präsentationen der nichtfinanziellen Berichterstattung von Unternehmen 
sowie jedes andere Element des wirtschaftlichen Lebens auch ist ein komplexer, 
multifaktorieller Prozess. Berichterstattung ist ein Informationsgut, für das es ein 
Angebot und eine Nachfrage gibt, und der "Markt" entwickelt sich nach den gleichen 
Gesetzen wie der Markt eines anderes Produktes in der heutigen Wirtschaft. Es ist 
nicht neu für die Wirtschaftslehre, dass die Entstehung eines neuen Produktes auf 
dem Markt und seine weiteren "Erfolge" offensichtlich nicht immer die Folge von 
Nachfrage (bewusster Verbraucher) und dem vorausgehendem Angebot ist. 

Es ist auch offensichtlich, dass der Verbrauch von vielen Produkten nicht nur 
mit ihren positiven Gebrauchseigenschaften verbunden ist, sondern auch mit der 
Positionierung des Konsumenten in der Gesellschaft, seiner Wettbewerbsfähigkeit, 
seinen demonstrativen Aktivitäten als Teilnehmer an sozialen Beziehungen. Diese 
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Umstände sind auch eigentümlich für den "Markt" der Berichterstattung. Entwickler 
von Methoden der Berichterstattung bieten sich auf dem "Markt" an. "Käufer" auf 
diesem "Markt" sind die Unternehmen, die neue Berichte erstellen und veröffentlichen. 
Die Anwendungseigenschaft dieses Produktes ist die Möglichkeit, die Stakeholder 
über bestimmte Aspekte des Unternehmenslebens zu informieren. Die Funktion dieser 
Berichte als Wettbewerbsvorteil ist die Bereitstellung zusätzlicher Belege (Indikator, 
Label, Symbol, das Unternehmen über bestimmte soziale Eigenschaften verfügt. Hier 
benehmen sich Unternehmen genauso wie die Menschen, die die Ware kaufen, um 
einen bestimmten sozialen Status zu erlangen. Dieser Status, wie Darwinisten 
behaupten, ist ihr Wettbewerbsvorteil im Kampf um die Fortsetzung des "Lebens". 

Die Berichte werden für die Stakeholder bereitgestellt. Es wird angenommen, 
dass der Inhalt der Berichte dem Informationsbedarf der Verbraucher genügen wird. 
Aber es stellt sich heraus, dass die Stakeholder-Reaktion auf die Berichterstattung 
des Unternehmens möglicherweise mit ihren Inhalten gar nicht verknüpft ist. 

Um ihrer sozialen und nachhaltigen Rolle zu entsprechen, wird es zwar für 
Unternehmen wichtig, solche Berichte zu erstellen, aber es könnte eventuell nicht so 
wichtig sein, was in dem Bericht tatsächlich steht, und wie man ihn interpretieren 
könnte. Diese Umstände widerspiegeln nicht die Nutzlosigkeit von Daten und 
beweisen nicht die Gewissenlosigkeit der Verfasser. Gar nicht! Aber diese Ansicht 
auf "dem Markt" der Unternehmensberichte ermöglicht es uns zu sehen, dass nicht 
alles in der Entwicklung der Praktiken bei Unternehmensberichterstattung mit ihrem 
Inhalt zusammenhängt. Zum Abschluss des Artikels möchten wir feststellen, dass 
die Untersuchung der Verhaltensmuster der Entwicklung der Unternehmens-
berichterstattung ein signifikanter Trend in der Entwicklung der wirtschaftlichen 
Lehre sein könnte. Die Forschung in diesem Bereich könnte ein Schritt in der 
Offenlegung der soziodynamischen Funktion der Berichtsinformationen sein, die 
sich nicht nur von den Berichtsinhalten der Unternehmen definieren lässt. 
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Abstract: The article describes the general groupings related to vegetarianism 
and their groupings according to the criteria of the typical menu. Vegetarianism 
has been given by the big group "incomplete vegetarianism" and "vegetarianism 
with animal meat" and the vegan characterization. 
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INTRODUCTION 
As Vegetarians are usually considered people, who do not eat meat, fish, poultry 

or their products. Vegetarian menu can be drastically different from the radical 
vegetarian or vegan diet; some vegetarians consume fish and dairy products. 
Nowadays, vegetarian diet and a diet that includes a lot of vegetation and a few 
animal products, has gained scientific recognition. American Institute for Cancer 
Research, the American Cancer Society and the National Institute of Health are just 
a few of the many protective health organizations, which recommend this type of 
diet. Australian and New Zealand Association of Dieticians recognize vegetarian diet 
for a health and enough rich of nutrients; such a diet helps to prevent and treat 
various diseases. Vegetarianism has finally acquired a well-deserved recognition. 

 

MATERIALS AND METHODS 
Scientific background of our research is scientific researches on above-

mentioned topic. Comparative analysis is used as a main method of research. 
 

RESULTS 
TYPES OF NUTRITION 

After vegetarian selection criteria, vegetarian ways can be grouped, e.g. Indian 
vegetarians (ARI). Vegetarians can be divided by the criteria of typical menu in the 
foodstuffs used in a specific vegetarian group. 

The most common varieties of vegetarianism: (1) Carnivorous; (2) Omnivorous; 
(3) Semi-vegetarians; (4) Ovo lacto vegetarian; (5) Lacto vegetarians; (6) Lacto 
ovo vegetarian; (7) Ovo vegetarian; (8) Fruitarian; (9) Su vegetarians; (10) 
Pescatarians; (11) Pollotarians; (12) Flexitarians; (13) Macrobiotics; (14) New 
vegetarians; (15) Flexible vegetarians; (16) Fresh eaters; (17) Episodically non-
vegetarians; (18) Hidden omnivorous; (19) Partial vegetarians; (20) Vegans; (21) 
The real vegetarians; (22) Ascetic vegans. 

Nutritional types associated with vegetarianism: 
Fruitarian is a type of diet, in which are only fruits, nuts, seeds and other 

products derived from the plant without destroying. 
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Su vegetarians is Hinduism incurred, which also exclude smelling vegetables: 
garlic, onions, leeks, etc. 

Macrobiotics is based on whole grains and beans. However, not all macrobiotic 
diets are vegetarian, because some of them are also used fish. 

New vegetarians include to foods of plant origin also milk products and eggs. 
Such a diet has mixed nutritional properties. From the physiological point of view, 
this is acceptable. 

A diet of fresh eaters consists of fresh or low temperature processed fruits, 
vegetables and nuts. 

Episodic non-vegetarians irregularly, in some cases, include in the menu non-
vegetarian food, e.g. fish or piece of meat. 

Hidden omnivores is a group of people or individuals that in the society 
presents itself as vegetarians, but often their diet includes fish, chicken, and other 
meat food products. 

Ascetic vegans (food from flat, poor and uniform food, such as the roots of the 
desert plants). 

Vegans do not use any animal products; these are not present also in their diet. 
There are no exact boundaries among these vegetarian types. These variants 

partially overlap. It should be noted that most vegetarians avoid those products, 
which contain ingredients derived by killing the animals, and these ingredients may 
not be listed on the packaging. E.g. they avoid cheeses, which tend to be rennet's of 
gelatine (from animal skins, bones and tendons), for some sugars bleaching are 
used bone coal (e.g. cane sugar, but not beet sugar) and alcoholic beverages (beer, 
wine), where as fining agents are sometimes used gelatine or crushed shellfish or 
sturgeon fish. For moral reasons such vegetarians, who eat eggs, often prefer eggs 
obtained from chickens not kept in cages. 

 
INCOMPLETE VEGETARIANISM 

As a partial vegetarianism sometimes is called dietary variant, where are 
mainly fruits and vegetables, but also has a separate non-vegetarian products. Such 
a diet is often chosen by those, who have decided to reduce the meat consumption 
or become vegetarians. This diet name are derived from the word vegetarianism. 
Stricter vegetarians sometimes following a mixed diet variants, considered critical. 
In addition, some people, who consider them as vegetarians are actually semi-
vegetarians (Gale et at, 2006). Semi-vegetarian is a diet free of certain kinds of 
meat, such as "red meat", but there are other types of meat: (1) Pesco Vegetarian is 
a diet, which does not have any meat other than fish or other aquatic animals; (2) 
Pollo Vegetarian is a diet, in which there is no meat, except poultry; (3) Flexitarian is 
a diet, based on vegetarian products, but may exceptionally include meat. 

The reasons, why people become vegetarians are different, viz. health problems, 
ethical standards, religious beliefs, desire to save money, etc. Below is a small 
overview of the different vegetarianism types. Vegetarian distinction can be made 
according to several criteria from the abovementioned enumeration reasons, why 
people become vegetarians. It is possible to create separate vegetarian convention, 
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where the reason to become a vegetarian is religious, i.e. vegetarian Buddhists, 
Krishna Consciousness or Hare Krishna followers (hereinafter – Hare Krishna's). 

The object for our study is the human menu. Thus, for vegetarians classification 
criteria serve the full menu peculiarities from carnivorous to complete vegetarians – 
vegans. 

Partially vegetarians. Largely used vegetarian diet, however, often include in 
their diet animal products. 

Lacto Vegetarians. Diet include milk, milk products and eggs, but do not use 
meat, fish or bird meat. 

Vegans. Diet is off the meat, fish, poultry, milk, eggs or gelatine; sometimes no 
honey. 

Lacto Vegetarians and Lacto Ovo Vegetarians can get all the necessary nutrients, 
subject to the provisions of balanced diet. Food diversity should put emphasis on 
complex carbohydrates and products with low fat content including grains, 
legumes, fruits, vegetables and dairy products low in fat, as well as eggs, nuts and 
seeds. It helps to ensure enough energy and protein and it is a good source of all 
essential nutrients (Appleby, Roddam, Allen & Key, 2007). 

Semi-vegetarian diet excludes "red meat" and uses other types of meat. There 
are scientists, who add this type of vegetarianism to partial vegetarianism. 

Ovolactovegetarianism. Dairy goods, honey and eggs are used in the diet and 
excludes meat and fish. Ovovegetarians have eggs and honey in their diet, but they 
do not use dairy products, meat and fish. 

Scientists at the Riga Stradins University and members of the Latvian 
Association of Dietetics and Nutrition Specialists have concluded in their studies 
that vegetarian diet can provide food for children, provided that it will be very 
well-thought-out. Nutrition specialist E. Kataja (2017) states: "If a child does not 
eat meat, but uses fish, eggs and dairy products, then such a diet can provide the 
body with absolutely all nutrients and there is no risk that the child might receive 
something inadequate. Even if the child does not eat fish but uses eggs and dairy 
products, nutrition can be balanced. If children do not want meat or fish, then they 
should receive at least eggs that supply the body with nutrients that are commonly 
worried by adults – iron, B12 and some vitamin D. If you do not eat eggs, you 
should see, if vitamin B12 is sufficient. If they are missing it, they should be given 
extra. Children need to grow and develop. If blood tests show that the indicated 
vitamins and iron are at the border, then people should be more interested in 
products including nutritional supplements containing iron, B12 and D vitamins. 
Vegetarians, who exclude dairy products from their diet should definitely use 
supplementary B12 vitamins and iron. E. Kataja (2017) states: "It's more about 
caring for non-vegetarians because their diet is very equable: mostly refined foods, 
white breads, pasta, sausages. There is very little vegetable and fruit, because you 
can get some candies and biscuits". 

At Ikšķile Free School, child's nutrition balance is well thought out indicating 
that the largest children's community can take into account the various children's 
gastronomic interests. It is widely acclaimed by the cheer E. Logina. The menu of 
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this school does not repeat within 3 weeks. Products that are less tasty for children, 
the chef can "hide" from the little ones that they do not come up with any of them 
added to soup, roast soup or sauce, such as underestimated gourds. 

 
VEGETARIANISM WITH ANIMAL MEAT 

In the civilization's development, chronologically the first was carnivorous 
(hunters, farmers, fishermen), and then – omnivores (to the hunters and livestock 
farmers were joined vegetable growers) (Milton, 1999). These two groups of 
civilizations had developed an appropriate life rhythm with appropriate activities. 
Their menu guaranteed food resources balance. Today, in industrial society without 
corresponding traditional foods, exotic products and spices from the South 
countries become accessible. Spices are often becomes exotic foods, consistently 
introducing vegetarian menu. Often this phenomenon is known as the fashion 
direction. Partially, vegetarian adherents consuming uncooked products of plant 
origin, others – fried and boiled. Some vegetarians add dairy products and eggs to 
their plant products. Such a diet has mixed nutritional properties; from the 
physiological point of view, it is acceptable. Modern nutrition based on recent 
physiology and biochemistry discoveries, recommends a mixed (vegetable and 
animal products) diet. Then the body is being provided the best with all needed 
nutrients for life (with the indispensable amino acids, which are the most animal 
protein, enzymes, fat, fat-soluble vitamins, minerals, trace elements, etc.). Plant 
and animal products complement each other and contribute to a better use of 
nutrients. In order to ensure the body physiological needs for protein in just a 
vegetable protein, vegetable products take greater extent. Moreover, plant proteins 
are digested much worse than animal proteins. Complete vegetarianism does not 
provide the organism with all the necessary nutrients for life. 

 
VEGANS 

Everyone can read a lot of allegations and studies about the curative properties 
of a vegan's diet (e.g. Goldhamer, Cousens, Melina, Davis, Schenk et al). But many 
vegans (e.g. Gianni), who was an absolute vegan, later saw that it made him sick. 
Schenk also realized that veganism hurt her health. She started bloating, had 
deficiency in vitamins B12 and D, as well as memory problems. She changed her 
initial beliefs and realized that she needed meat in her life. There are also such 
people in Latvia. Since meat tastes good and is rich in protein, it is quite logical 
that we want to eat more and reduce the diet of plant products. 

There are no exclusive vegan cultures in history. Meat consumption varies 
between different cultures. It has influenced by several factors including climate 
and meat availability. Inuit in the north of Greenland and Canada predominantly 
eat animal products (over 90% of their diet). In turn, the Kung tribe in the South 
Africa uses little meat (less than 10% of the total food intake). People are adapted 
to survive with different amounts of meat. 

Today's meat is no longer the same as before. M. Polan writes that, in the US 
livestock in a slaughterhouse up to 30% of cases have had liver problems. It is 
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precisely for this hormone and disease mites that full meat from commercially 
matured animals makes people sick, not meat from animals that grow and eat in the 
natural life. Animal products are highly digestible protein source. Believing in the 
value of meat, vegetarians are relying on the fact that most of the meat consumed 
in the US and Europe is poor. However, grass-fed animals, which have grown as 
intended by nature can benefit from the health benefits that commercially produced 
meat can never give. This is the case with all meat (bovine, pork, poultry, etc.). 
People, who do not eat animal protein in their diet are likely to have a vitamin B12 
deficiency. 

Farmers want to earn as much as possible from meat animals. Therefore, US 
meat-producing animals are given additional hormones in order to feed them. In 
turn, dairy cows are given hormones to produce more milk. Generally, these 
hormones include steroids (oestrogen, testosterone, progesterone and bovine growth 
hormone that increase milk production). These supplementary hormones have a 
cumulative effect that is not followed by the US Food and Drug Administration and 
the World Health Organization. Independent scientific researches suggest the 
relation between hormones and certain types of cancers. 

Some people have gut bacteria that help to digest and absorb nutrients quickly 
from plant products, but for others, this process takes a lot of energy. Ch. Kresser 
points out the reasons, why people should eat meat to help improve their health: 
meat is a digestible and absorbable protein source; active source of vitamin A; 
contains vitamin B12. Compared to plant products, meat iron more easily absorbed 
by the organism; contains omega 3 fatty acids in their active forms of EPA and 
DHA. It does not mean that all necessary proteins should be taken with meat. It 
means that animal products are a source of easily digestible protein. By the way, it 
has helped people survive as a species. 

A vegetarian diet can turn out to be quite a challenge for people with genetic 
variations. There are various gene mutations that affect our ability to turn the less 
active forms of nutrients (plant products) into the most active forms of these 
nutrients. 

The Italian novelist and poet, G. Boccaccio (1313-1375), produced the most 
powerful satire artefacts in his work "Decameron" (1350-1353), which were 
published in Latvia in 1894 against monks and clergymen. He has succeeded in 
touching the real problems of vegans – the loneliness of monks, who have been 
trapped in deserts for a long time, everyday flat and poor menus. Such a monk, a 
lone man, who ate everyday roots of monotonous and same desert plants, became 
very weak in his flesh. When a young woman admired one of these monks in the 
desert, he did not undergo a natural resurrection of the flesh, and this monk was 
unable and could not approach the freely available human planting hole. Today 
there is no such austere vegan (e.g. a solitary monk in the desert). 

 
MAIN CONCLUSIONS 

Partially vegetarian adherents consuming uncooked products of plant origin, 
others – fried and boiled. Some vegetarians add dairy products and eggs to their 
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plant products. Such a diet has mixed nutritional properties; from the physiological 
point of view, it is acceptable. In order to ensure the body physiological needs for 
protein in just a vegetable protein, vegetable products take greater extent. Moreover, 
plant proteins are digested much worse than animal proteins. Complete vegetarianism 
does not provide the organism with all the necessary nutrients for the life. There 
are no exclusive vegan cultures in history. Meat consumption varies greatly between 
different today's cultures. It has influenced by several factors, including climate 
and meat availability. 

People are adapted to survive with different amounts of meat. A vegetarian diet 
can turn out to be a challenge for people with genetic variations. There are various 
gene mutations that affect our ability to turn the less active forms of nutrients 
(plant products) into the most active forms of these nutrients. 
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Abstract: The article gives the characteristics of different varieties of table 
salad and their characteristics. Describes the most affordable and popular types of 
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INTRODUCTION 
Garden (leaf) lettuce (Lactuca sativa) is cultivated throughout the world, but 

grows wild in Western Europe, Southern Europe, North Africa, the Caucasus and 
Central Asia. People eat it leaves in the diet. The leaves are yellowish green and in 
rare cases red. Leaf lettuce cultures are of great economic importance in a wide area. 

 

MATERIALS AND METHODS 
Scientific background of our research is scientific researches on above-

mentioned topic. Comparative analysis is used as a main method of research, as 
well as formalization and concretization. 
 

RESULTS 
GARDEN LETTUCE 

There are many varieties of lettuce in the world, from our well-known leafy 
lettuce and head lettuce, to lesser known salad varieties, such as asparagus lettuce 
or frisee. Lettuce like garden crops (leafy vegetables) are widely grown around the 
world. Lettuces are very rich of their biochemical composition, which is why they 
are especially healthy for people with problems with digestive system and metabolism. 
Lettuce leaves are rich in vitamins, organic acids, proteins and mineral salts, especially 
calcium and magnesium salts. Although salads are not nutritious vegetables, it's 
hard to imagine a man's everyday kitchen without these beautiful, juicy plants. 
Garden lettuces are widely cultivated in the world as a garden culture. Vegetable 
salad is divided into two types of basic varieties – leafy lettuce (L. Sativa var. 
Crispa), which grows to form a leaf socket, and head (cabbage) lettuce (L. Sativa 
var. Capitata), the leaves of which are in the form of head. The first leaves are left 
usually to the plant, only the outer leaves are plucked, which then reappears. 

The Mediterranean is considered as the lettuce birthplace. The Latin name of 
lettuces Lactuca originates from the Latin word lac, which means "milk". This 
name is given to the all types of lettuce for the milky juice. It is known that lettuce 
is one of the oldest vegetable crops that was cultivated 2000 years ago in ancient 
Egypt, ancient Rome and also in ancient Greece, using both cooking and as a cure 
for improving the functioning of the digestive system and treating insomnia. 
Ancient Rome doctor Antonio Muzo cured Caesar Augustus from the liver disease 
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with lettuce. Lettuce spread more widely throughout Europe in the 16th century, 
gaining great popularity in many European countries. In the 17th century, cooking 
with lettuce was considered as the culmination of culinary delights in Europe. 

Lettuce does not have a distinctly strong taste and aroma. The taste of the leaves 
is lean, but thanks to its juice, slightly bitter with characteristic freshness, gourmet 
nuts, grainy grains and light sweetness – these are just some examples of varied 
salad flavors. For each type of salad, appropriate sauces are needed. The main rule – 
the more pronounced the taste of the lettuce, the more intense the sauce should be. 
In the sense of consistency, the same condition applies: the finer and more delicate 
salad leaves, the lighter the sauce and vice versa. It is more profitable to add oil, 
not cream, although it seems that the cream costs much cheaper on the market. 
Buying oil, one gram of fat makes at least twice as cheaper. It is more advantageous 
to buy rapeseed oil instead of olive oil, which is very similar to olive oil in terms of 
fatty acids and is mainly produced from rapeseed from moderate climates. Salads 
will be cheaper, if seasonal vegetables are used. Strong lettuce leaves with a strong 
flavor is well matched with roasted nuts and fried bacon, while for soft, thin leafy 
lettuce the mild sauce is suitable. Importantly, the salad dressing is added only a 
moment before serving, otherwise they will coincide and crunch. This is especially 
true for lettuces with mild, thin leaves. There are also lettuces suitable for warm 
dishes. They can be sautéed, steamed, toasted, grilled and cooked. Mostly they are 
lettuces with a distinct flavor and firm leaves, such as chicory and radicchio. In the 
culinary are mostly used fresh leaf lettuce, using them for a variety of vegetable or 
mixed salads, which are usually topped with oil or cream, as well as using them as 
additive or decorations for meat dishes. A short time before serving the table 
lettuce can be sprinkled with pumpkin seeds, pine nuts, sunflower seeds or a 
mixture of ready-mixed seeds for some lettuce. Seeds are especially delicious, if 
they are previously roasted in a pan without fat. The delicious addition to a leaf 
lettuce is also crisp bread cubes, which can be used to make sauerkraut (old) bread. 
To taste, sprinkle with finely chopped garlic, herbs or chili peppers. When preparing 
salads, it is especially advisable not to cut the lettuce leaves finely, but leave them 
sufficiently large. They can also be torn by hands. 

Like other ancient plant crops, lettuce have long been used not only in cooking, 
but also as a remedy. The main value of lettuce is the rich variety of vitamins they 
contain. Lettuce contain a lot of vitamin C, carotene, minerals and carbohydrates. 
Lettuce is recommended for use in children's nutrition, as well as in the recovery 
process for people suffering from severe, debilitating diseases, since the vitamins 
in lettuce have a beneficial effect on human blood composition. 

The high-quality salad head does not have a coated, perforated and dirty leaf. The 
cut-off area is not brown yet. White juice retains nutrient release. The leaves of 
lettuces, rukola and leaf lettuce are not muffled, shabby and yellowish. A little sand, 
adhering to local salads, is a normal phenomenon and serves rather as a sign of 
quality, rather than proof of failure. The red radicchio heads should be glossy rather 
than matte. The salads must be firm and in no way bewitched. A soft head indicates 
that it is old, non-tasty and lost valuable substance. In the open-air grown lettuces, 
the taste is stronger, leaves are robust, nutrients are more and nitrates are less. 
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THE MOST AFFORDABLE LETTUCE ON THE MARKET 
Head lettuces. They are also called green and leafy salad; on the outside, the 

leaves are green, inside is a tightly compressed greenish-gray midsole. 
Iceberg or crispy salad. Crispy, with firm, hard leaves, neutral, sweet taste. 

Round head with strong light green or dark green leaves, slightly more piquant 
than head lettuce. Long stay fresh. There is no need for thorough washing, because 
the head is dense, it does contain neither earth nor anything else. It has a lot of 
fiber and various vitamins, good sources of potassium, folic acid and manganese. 
To make the iceberg lettuce even crisper, they can be kept in cool water for 10-15 
minutes before cutting. 

Roman lettuce. The main ingredient of Caesar salad is thick, firm, dark green 
leaves. Piquant, slightly bitter taste, brilliantly crispy. They contain a lot of fiber, 
vitamin A, C, vitamin K, folic acid, iron, as well as vitamin B, calcium, copper, 
magnesium, phosphorus. The market also includes Little Gem, which is called 
Miniature Roman lettuce. The darker the color of lettuce, the more chlorophyll and 
folic acid in it. 

Rocket lettuce. One of the traditional forms of leaf salad - the only difference is 
the leaf shape that resembles an oak-leaf. The color of the leaves may be green or 
reddish. They will look on the dish decoratively and, in taste, will be given 
additional notes – they are sweet, but slightly bitter, a bit like nuts. In ancient 
Greece, they were equated with medicines – rich in vitamins A and C, folic acid, 
and calcium. To a rocket lettuce is recommended to add tuna, new potatoes and 
tomatoes. Small heads are gentler than large, firm, smooth leaves. 

Corn salad or raiponce, they are also called lamb's lettuce and field salad. It is 
less known in Latvia and in the neighboring countries, much popular in other parts 
of Europe. The leaves are small, slightly tangy, resembling nuts. Corn lettuce is 
often on the market in a vacuum-packed salad mix. If the package contains name 
the Baby mix, then the leaves will be very small. Vitamin C is three times more 
than in classical salad, but with iron it is even more abundant than spinach. It has a 
good compatibility with cheese and mushroom dishes. 

Chicory lettuce. Basically, they are not salad, but one of the chicory types. It 
should be kept in a dark place, as the leaves become green in light, making it much 
more bitter. Therefore, when buying chicory, necessary to choose white as much as 
possible – it will be more delicious. It is possible stew it with other vegetables. 
Leaves can also be used as boats, where different salads are served. It contains 
insulin – a substance that has a beneficial effect on the level of sugar in the body. 
The bitter taste promotes digestion and improves liver function. If it still appears 
bitter, it can be immersed in cool salt water for 30-60 minutes. 

Radicchio lettuce. One of the varieties of chicory lettuce, slightly more 
piquantly bitter than white. Appear similar to icebergs, but leaves in purple damask 
color. Well fitted in a mix with a more neutral flavored lettuce, often used in pre-
packed salad mix. Sometimes the bundles of reddish leafs that are marketed in the 
market are greenish and not white – the green pigment shows double bitterness. 
The same qualities as chicory lettuce, also recommended for diabetics. The leaf red 
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color shows the presence of anthocyanin, a valuable biologically active substance. 
The rigid, reddish brown head fist remains fresh for several days. 

Endive, or frisée (also known as escarole) looks like a large, dense rosette with 
wide, robotic leaves. It is a very beautiful salad – bright green with crinkled leaves. 
Slightly bitter. Long stays fresh and crispy, it can be eaten fresh or fried like spinach. 
Endives are rich in valuable fiber, A, K, Vitamin C, Folic Acid, Pantothenic Acid 
and Manganese. Particularly highlighted as a valuable source of vitamin K, since 
this vitamin is needed for bones, for the prevention of osteoporosis, Alzheimer's 
disease, helps to prevent the aging of the brain. It is advisable to eat endives in cool 
time, because it heats the body, increases energy. When shopping, make sure the 
outer leaves are dark green and mid-light – pale yellow. 

Curly lettuce. Is related to endive. Fine leaves are yellow on the inside and 
green on the outside. The taste varies from spicy to slightly bitter bitter. Beet 
leaves, mangold. There are no basic differences – beet or mangold. Mangold has 
large leaves and it does not form a root, but the beet leaves are smaller but the root 
is big. In terms of taste, one can put the sign of equality between them. Both are 
used as lettuces and both have a savory taste. Beet leaves and mangold are among 
the most valuable salad products, because they contain betaine, which is a 
significant antioxidant. They also naturally accumulate nitrates that are beneficial 
for the heart muscle health. Can be used similarly to spinach, i.e. in fresh salads, 
add to soups and stews. 

Lollo rosso and Lollo bianco are similar to the classic head salad, but a bit more 
intense, piquant tangy nutmeal flavor. These lettuces have gorgeous, crocused 
leaves: Lollo rosso is dark pink, even violet leaves, Lollo bianco is light yellow and 
light green. The leaves are soft and gentle, so they are not long lasting. The added 
value of Lollo rosso is the red color produced by biologically active anthocyanins, 
these salads also contain more valuable beta carotenes, antioxidants, lutein and 
zeaxanthin, which have a beneficial effect on eye health. The food, with the addition 
of Lollo rosso or Lollo bianco leaves, visually looks very attractive, bulky. 

Chinese (Beijing) cabbage. They are crispy, juicy and well-suited for the 
preparation of various salads. They are often used as lettuces. The taste is more like 
lettuce, not cabbage, because it is softer. Chinese cabbage (as a cornflower) contains 
sulfur compounds, and therefore they are often included in the recommendations of 
the anti-cancer diet; it is a great source of vitamin A and vitamin C. There is also a 
lot of vitamin K and folic acid. Vitamin C is rapidly oxidised, so the freshness of 
Chinese salad has a great importance. On the other hand, vitamin A is well-
preserved, even in salad dressing, steaming. 

Kale or leaf cabbage. There are different varieties – kale cabbage can be long, 
short, flat or crumbly, in color may range from light or dark green to purple and 
brown. Researchers in food history claim that leaf cabbage is a much older vegetable 
than most popular cabbage nowadays, which was very popular in the Middle Ages 
and then undeservedly forgotten. It is a rich source of protein and vitamins. 
Vitamin K is especially high – it is 7 times higher than other vegetables. This vitamin 
not only helps to provide strong bones, good blood circulation, but also combines 
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with other substances that fight against cancer cells. In a double dose, the leafy 
cabbage contains vitamin A (good for eyesight and skin) and completely secures the 
amount of vitamin C daily. Few calories, but it creates a feeling of satiety. Most of its 
good substances kept in the fresh cabbage, when it is used in salads or vitamin 
cocktails, but you can also use fried or boiled cabbage. In fresh salads, along with a 
variety of other salad leaves (before that, the leaves should be blanched in boiling 
water or cut into fine strips to make it easier to eat). Green cocktails with other herbs, 
herbs, fresh or frozen berries or fruits, kefir, buttermilk. In omelets, soups and stews – 
with meat and vegetables. Can be added to soups, risotto, macaroni, omelets, sauces. 
You can also cook pesto or chips. Not have own expressing taste, so it is perfect for 
all dishes, but it is best to eat freshly – in salads and green cocktails. Especially good 
leafy cabbage is compatible with potatoes, salmon, turnips, carrots, onions and garlic. 
Kale cabbage is very popular among vegans and raw food eaters, because it contains 
more iron than beef and more calcium than milk. All the salad should be washed 
before cooking – the washed salad leaves should not be stored due to bacteria that 
increase in moisture. The salads that have open, dense heads, such as Lollo rosso, can 
be thoroughly rinsed, as they can more easily blend both sand and dust. After rinsing, 
it is advisable to dry the lettuce leaf, e.g. by dropping on a kitchen towel or using a 
special salad dryer. If the leaves are wet and lettuce with oil, it does not stick to the 
leaves and drains – the salad will not be as tasty, as it is intended. The salad packaged 
in the film cannot be washed off (if the indication shows that the manufacturer has 
already done). 

 

CONCLUSIONS 
Like other ancient plant crops, lettuce has been used long not only in cooking, but 

also as a remedy. Lettuce is one of the oldest vegetable crops that was cultivated 
2000 years ago in ancient Egypt, ancient Rome and also in ancient Greece, using 
both cooking and as a cure for improving the functioning of the digestive system and 
treating insomnia. Lettuce spread more widely throughout Europe in the 16th 
century. In the 17th century, cooking with lettuce was considered as the culmination 
of culinary delights in Europe. The high-quality salad head does not have a coated, 
perforated and dirty leaf. The cut-off area is not brown yet. White juice retains 
nutrient release. The main rule is the more pronounced the taste of the lettuce, the 
more intense the sauce should be. It is more profitable to add oil, not cream, although 
it seems that the cream costs much cheaper on the market. Buying oil, one gram of 
fat makes at least twice cheaper. It is more advantageous to buy rapeseed oil instead 
of olive oil, which is very similar to olive oil in terms of fatty acids and is mainly 
produced from rapeseed from moderate climates. Salads will be cheaper, if they are 
used seasonal vegetables. All salads should be washed before cooking – the washed 
salad leaves should not be stored due to bacteria that increase in moisture. The salads 
that have open, dense heads can be thoroughly rinsed, as they can more easily blend 
both sand and dust. After rinsing, it is advisable to dry the lettuce leaf, e.g. by 
dropping on a kitchen towel or using a special salad dryer. If the leaves are wet and 
lettuce with oil, it does not stick to the leaves and drains – the salad will not be as 
tasty, as it is intended. 
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INTRODUCTION 
The corporation is an institutional and functional system based on the integration 

of capital and labor to perform four groups of functions in the socio-economic 
system: economic (determines the corporation's place and role in the national and 
international economic process), legal (regulates the legal issues of property and 
corporate activities for national and international laws), social (determines the 
corporation's role in the society's development), institutional (acts as a system-
forming element, transforms the institution the market economy). 

It is characterized by a significant ambiguous impact on the economy and a 
scale of production. A corporation is a system of institutes and institutions with a 
formal and informal status, as well as a functional unit of the economic system of a 
society with socio-economic roles. 

The aim of our article is studying of the development laws of the corporate 
economy. 

 
MATERIALS AND METHODS 

The methodological basis of the study is the provisions of the institutional 
theory. To achieve the aim and solve the set tasks, the historical and logical method 
is used in the "corporation" categories study. The study of corporations through the 
prism of institutional theory makes possible to obtain methodological tools for 
disclosing the nature and forms of corporate activity, institutional and functional 
characteristics that determine the corporation place in the modern economic system. 

 
RESULTS 

The principle of the market monopolization in order to reduce competition and 
raise the rate of profit, various economic theories almost unanimously recognize 
the driving force of the corporate economy. 
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The founder of classical institutionalism T.Veblen (1904, 1923) considered the 
financial capital that corporations own, the most important economic institution of 
concentration of corporate capital and control over it that leads to the market 
monopolization. The researcher introduced the concept of absenteeism property – 
imperceptible ownership of invisible assets – financial capital. Analyzing the problem 
of the dichotomy of industry (material production) and business (organizations for 
profit) the scientist viewed corporations as a means of earning money.  

In the first studies of J.Galbraith, set out in 1952, the processes of corporate 
concentration of economic power are recognized as contradictory to the market 
self-regulation mechanisms. The driving force of market self-regulation loses its 
significance and the capitalism regulator becomes balancing the power of monopoly 
sellers and monopoly buyers. 

Representatives of post-war institutionalism, A.Berle and G.Means, studied 
and critically assessed a number of monopolistic processes in the corporate economy. 
G. Means (1964), solidarity before World War II with critical in assessing the 
monopolies T.Veblen, in the post-war period actively supported large business. 
The scientist proclaimed the corporation as a social institute, which, by supporting 
public interests, operates according to the criterion of social responsibility. 
Scientists have established the objective consequences of the development of 
corporations and the separation of property from management, testified to a certain 
crowding out of the market by corporations. The transition from competitive 
capitalism to trust capitalism and further movement towards socialism provided for 
the model of the evolution of J.Schumpeter (1934). 

The corporation, according to J.Galbraith the most authoritative supporter of 
the industrial-technocratic approach, embodies the scientific and technical process 
that is its product, while the corporation itself sets the directions and priorities of 
the development of science and the social development of society. The mechanism 
of market self-regulation manifests itself in the growth of the capital concentration 
for the investment and consequent development of the production planning and 
marketing. Technical advantages of mass production at large enterprises, contributing 
to increasing production volumes, reducing costs and prices are considered the 
main reason for the growth of monopolies. The reason for the growth of the size of 
the corporation is the interests of the organization members, who are interested in 
the effective functioning of the enterprise. 

J.Galbraith (1967) is suggested that industrial corporations, having the power 
and ability to manage the individuals actions and the state, use these opportunities 
in their own organizational interests. This "trivial" statement changes the view of 
the function of the economic system (respectively, and the function of economic 
theory), which should serve the interests of not individuals, but their organizations. 
According to the scientist, the economic theory of a competitive firm, which is 
formed during the management of small firms, agrees with the full power of the 
market and consumer, has turned into a screen that covers the power of corporations. 
Macroeconomic policy reflects the interests of a modern corporation. Recognizing 
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the fact that the state was subordinated to corporations, the scientist developed a 
program of bourgeois reforms of "forced socialism". 

The theory of the management corporation changes the view of the corporation's 
goal; the orthodox paradigm traditionally considers the maximization of profit. 
According to the concept of W. Baumol, a large oligopolistic corporation maximizes 
sales and revenue, not profit. According to the model of O. Williamson (1985), the 
separation of property from management gives management some freedom in the 
distribution of corporate income and allows maximizing the function of managerial 
utility. 

A. Pigou (1920) called one of the reasons for inequality a monopoly that generates 
other factors of inequality, such as imperfection of information, unevenness of 
expenditures. J. Stigler (1964), agreeing with the conclusion about the possibility 
of maximizing profits under the condition of an oligopolistic conspiracy, considered 
solving the problem the choice of the form of supervision over the implementation 
of agreements. The scientist argued the detrimental impact of monopolistic secret 
agreements on the effectiveness of cartels, the fiction and deceptiveness of price 
stability in non-competitive markets. 

F. Perroux (1983) substantiates the possibility of creating a just society based 
on state-monopoly capitalism through social maneuvering. The theory of the dominant 
economy, proposed by the scientist, divides the modern capitalist economy according 
to the principle of unevenness into dominant and subordinate economic units. 
Dominant units polarize the surrounding space and become "poles of growth", 
having a strong "attracting effect", create "development zones", "development axes" 
in the country. Deformations of the economic space change the form and content of 
relations between economic units; primarily affect the nature of competition. The 
competitive struggle against the spontaneous is transformed into collective; the 
interdependence of all economic units is explained by the "attracting effect". 
However, among enterprises in the polarized sphere, unequal relations are established. 
The cardinal revaluation of monopoly processes was promoted by the theory of 
transaction costs, shifting the emphasis from obtaining monopoly advantages to a 
desire to reduce transaction costs. These conclusions are used to support industrial 
concentration processes. 

The key factor in the development of monopolistic unification is the principle of 
an innovative cyclical nature of economic development and the use of scientific 
and technological progress. 

J. Schumpeter (1989), using the methods of dynamic analysis (as opposed to 
neoclassical statistical analysis), substantiated the innovative-cyclical nature of 
economic development, considered the spread of innovations and economic innovation 
as factors in economic dynamics. The scientist recognized the monopoly as a powerful 
engine of progress, achieved by large corporations in monopoly and oligopolistic 
markets. The researcher defined the following principles of evolutionary economic 
theory: variable diversity, heterogeneity of agents, disequilibrium, uncertainty of 
development, instability. J. Schumpeter refuted the principles of orthodoxy 
(neoclassicism), which was based on exactly the opposite principles of economic 
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equilibrium and marginalism, like frozen diversity, homogeneity of agents, stability, 
equilibrium, determinism, etc.  

T. Veblen (1923) corporate development interpreted as a gradual resolution of 
the contradictions between the internal and external environment of the corporation, 
arising and growing on the basis of technical and technological progress. Critically 
assessing the role of the corporation, the scientist simultaneously linked the 
processes of technology, the separation of property from management and the 
resolution of social conflicts. 

The continuation of T. Veblen's ideas about the gradual transition of corporate 
power to technocracy was the concept of J. Galbraith's techno-structure. In his 
opinion, the corporation embodies the scientific and technical process, is its product, 
while the corporation itself sets the directions and priorities for the development of 
science and social development of society. Any modern technical achievement – 
nuclear energy, air transport, electronics, software, achievements in genetics, 
biology, agriculture is the result of a corporate organization (Galbraith, 1967). 

The modern theory of the corporate economy of J. Galbraith (1967) is based on 
the principle of limited information as an economic resource and particular knowledge 
of each person. Corporations are rallying relevant specialists (technocracy) into a 
techno-structure, where individual power transfers to a large and highly organized 
corporation. Refusing his pre-war negative views on the role of the corporation, 
since the 1950s, the scientist argues that the goal of the techno-structure is not only 
profit maximization but also the growth process and company's market positions 
strengthening, and as a consequence (and possibly and the primary goal?) is 
strengthening the power of the techno-structure itself. The decisive trend of 
modern social economy, the scientist considered the growth of the size of the 
enterprise: corporations reach huge sizes and continue to grow. 

In the late 1960's, D. Bell (1973) developed the concept of a post-industrial 
society, which determines the development of the corporation in the direction of 
using intelligence and information. The concept of the postindustrial and information 
society D. Bell and A. Toffler extrapolates the concept of a techno-structure to a 
macro level. According to this theory, the macro-contribution in modern society 
passes to the scientific and technical intelligent. He argued that the development of 
new technologies would change the industrial corporate economy into a knowledge 
postindustrial society. The scientist justified the crowding out of the corporation as 
a social institution by universities and research centers. W. Rostow theory of stages 
of social development – a kind of theory of industrial society – recognized the US 
economic system as the highest stage of social evolution, referring to the rate of 
accumulation, the technical level of production, the level of consumption. Ideas of 
technological determinism were developed by J. Fourastie, F. Perroux. 

A. Alchian (1950) assumed that the basis for the development of the corporation 
is regular interrelated processes of changes in technology and organization, 
understanding of which is the central intellectual problem of the firm theory. 

J. Van de Graaf (1957) noted that the transformation function of society is the 
technological knowledge of people that the scientist considers the ultimate custodians 
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of technological knowledge in any society. The firm itself does not possess 
knowledge and all knowledge is available to it belongs to related people. In contrast 
to this view, R. Nelson and S. Winter (1982) acknowledged that firms are the 
custodians of a specific set of production knowledge that differentiates this firm 
from others, even outwardly similar to it. They turn the orthodox statement "firms 
know how to produce something" on the presentation of processes through which 
the organization retains production knowledge, while individual individuals 
change. Evolutionary theory associates the size of the firm with the cumulative 
effect of a long series of events that occurred in the past, and not with the result of 
a single solution of some organizational problems. 

The principles of the distribution of property and management, the use of hired 
managers, the functioning of a corporation as a legal entity independent of owners 
become the main characteristics of this organizational form of management. The 
independence of a corporation as a legal entity from each individual owner allows 
using the principle of accumulating capital and attracting investments. The 
development of property relations in the form of corporate rights forms the links of 
economic appropriation in the sphere of direct production, distribution, exchange 
and consumption, which characteristics reflect the laws of economic property, such 
as the laws of property centralization, the tendency of the rate of profit to decline, 
diminishing returns, growing costs, accumulation and over accounting. 

J. Commons (1931) suggested that there is a possibility of reconciling the 
contradictory interests of economic agents. The only means are collective actions 
personified by existing collective institutes – corporations, trade unions, state. 
Formation and development of the entrepreneurship corporate form, in his opinion, 
is a result of the interaction of private interest and the limitations of individual 
behavior solely by legal norms and legal procedures. 

G. Means (1964) characterized "collective capitalism" as a new form of capitalist 
enterprises of the twentieth century that concentrate huge capitals under the 
leadership of hired managers. The scientist noted that the goal of hired managers 
who are not interested in maximizing profits would be limiting the formal rights of 
detached owners, rather than protecting the interests of society and shareholders. 
Their own interests when making managerial decisions like other economic actors 
guide managers. This innovation, called discretionary management, reflects the 
problem of the relations between property and management. In conditions of ownership 
diffusion, security mechanisms are deprived of unconditional, an increasing part of 
the capital passes to passive "absent" owners. The scientist concludes that the costs 
of controlling managers exceed the benefits of this control, so that professional 
corporate managers become uncontrollable agents. 

According to J. Galbraith (1967), separation of property from management led 
to a complete revision of the neoclassical model position of the maximum profit 
pursuit. Protecting the corporation from accusations of neoclassical theory in self-
interest, the scientist notes: the system operates because managers who are not in 
any way obliged to owners are consciously ready to work for the benefit of others. 

The principle of using the methods of state regulation is ambiguously estimated 
by scientists. 
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J. Commons (1964) was convinced that only the reformed legislation is able to 
neutralize the possible negative consequences of the economy corporatization, 
which danger is aggressive subordination of individual behavior to corporate control. V. 
Mitchell defended the constant indicative state regulation of economic processes and 
active intervention of the state in the form of anti-crisis measures. According to the 
theory of the welfare state P. Samuelson, the state is a supra-class body acting in the 
interests of all social groups, redistributing through the budget revenues for the 
benefit of the poor. 

J.Galbraith strongly criticizes the neoclassical mechanism of market self-
regulation of the economy, defends the view that it is necessary to strengthen the 
role of the state in the system of "new pragmatic socialism" for backward sectors 
of the economy and the military-industrial complex (1973). 

F.Perroux (1983), according to the logic of the evolution of the "dominant 
economy", considers the state to be a necessary link in ensuring the policy of 
"harmonized growth", the center of decision-making. G.Soros (2010) notes that 
the concept of constructing financial markets as an equilibrium mechanism turned 
out to be false. The propensity of financial markets to generate financial "bubbles" 
needs to prevent the emergence of such "bubbles" by regulating the margin and 
fixing a minimum amount of capital, and this is the task of the regulator. The 
financier doubts that the banks will agree to lose their quasi-oligopolistic position, 
to decide to introduce such restrictions. 

 
CONCLUSIONS 

The study of the laws of the corporate economy development gives grounds for 
singling out general principles, taking into account the level of their adaptability to 
the institutional realities of the global economy. We relate to them: the principle of 
the market monopolization in order to reduce competition and raise the rate of 
profit; the principle of an innovative cyclical nature of economic development and 
the use of scientific and technological progress; the principles of the distribution of 
property and management, the use of hired managers, the corporation functioning 
as a legal entity independent of owners; the principle of accumulating capital and 
attracting investments; the principle of using methods of state regulation. 

Understanding the principles of corporate economic development allows to 
determine the prospects for interaction of corporations with other subjects of 
national economies and the global economy; assess the possibility of changing the 
role of the advantages or disadvantages of the activities of corporations, which 
depend on the institutional environment that exists in certain countries and in the 
international arena. 
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Abstract: Initially of the 1990s, the pace of economic and financial globalization 
accelerated with closer economic and financial relations between different countries. 
This situation contributed to the wider use of criteria and indicators to help countries 
and investors make appropriate decisions to invest at the international level. These 
indicators allow us to look closely at several important things. In this paper, we 
address theoretically, how to build composite indicators (or simply an index) to 
reach a single number that allows for the classification of the economies of individual 
countries regarding foreign investment attraction. This index represents a wide range 
of measurements on the multiple aspects of "conceptual entity" such as the cost of 
living, the status of social wellbeing or FDI attractiveness. 
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INTRODUCTION 
An indicator's (index) main role is quantification and simplification of information 

in a manner that promotes understanding of investigated complex problems for 
both decision-makers and the public. The method for index formation follows the 
approach of constructing composite indicators (Dalsgaard, 2013). The formulation 
of an indicator involves several computation methods, and their theoretical grounds and 
related options are described. Some methods used to assess the explanatory power of 
the indicator are proposed. Many composite indicators focus on different areas such as 
governance, investment climate, economic factors, and corruption. To understanding 
the importance of such indicators, in general, below are their main pros and cons of the 
composite indicators (Hub-European, 2008, pp. 13-14; Mishra, 2007): 

Pros 
- The maker's policy decision can use the composite indicators for summaries 

of complex or multi-dimensional issues to assist in decision-making; 
- Instead of relying on many separate indicators, composite indicators minimise 

the time and effort to reach a certain goal. Therefore, they help in the task of 
ranking countries according to complex issues and assess the progress of countries 
over time; 

- Composite indicators can help attract public interest by providing a summary 
figure that helps to compare the performance of different countries and this 
progress over time, 

- They reduce the size of a set of indicators that use the same information base. 
Cons 
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- Composite indicators may send misleading, non-robust policy messages if 
they are constructed poorly or misunderstand; 

- The formulation of composite indicators should be transparent and based on 
reliable statistical principles; 

- They may lead to unsuitable policies if some variables that are difficult to 
measure are ignored. 

 

REVIEW OF FOREIGN DIRECT INVESTMENTS 
ATTRACTIVENESS ASSESSMENT METHODS 

Single level indicators produce an indicator (index, measure) based on a set of 
individual indices, measuring important attributes (determinants, characteristics) of 
inward FDI attractiveness. Their weights define the contribution of individual indices 
to resultant index. Multilevel (hierarchical) indicators divide the set of indices into 
some number of levels. They are organized in a tree structure: individual FDI 
determinants describing different aspects of FDI attractiveness are the leaf nodes of 
the tree, which are grouped into key indices, forming the second level of the hierarchy, 
and the root level, in the form of one composite measure of FDI attractiveness. 
Another classification of composite indicator depends on the determination of an 
ideal "object" and ranking all object at hand according to their "distance" from this 
ideal, called pattern (sometimes as development pattern). One of such approach was 
introduced by (Hellwig, 1968), where the pattern was defined based on standardized 
object's attributes (characteristics), classified as "stimulants" (attributes values increase 
for objects treated as better ones), "destimulants" (attributes values increase for 
objects treated as worse). Such classified attributes are used to determine the 
"ideal" object, making up a coordinates of pattern in the space of objects' attributes. 
All objects are the points in this space, and their ranking is evaluated as a function 
of their distance from the "ideal". Another approach defines the "ideal" direction in 
the space of attributes (Nermend, 2006; Nermend, 2007). The method of ranking 
using "ideal" direction is called the synthetic vector method. 

The literature presenting the composite indicators in different applications is 
ample. Underneath we describe different FDI attractiveness measures, published in 
the relevant literature. Their main differences among them are of key indicators 
(second level of the hierarchy), and methods used for weighting and agglomeration 
of FDI determinant; Examples of such indicators are described below.  

UNCTAD's Investment Compass (UNCTAD, 2005) is an interactive software 
tool designed to policy analyses and it compares the investment environment. 
Compass investment allows comparison between the countries and is specially 
designed for developing countries. Compass includes 60 indexes based on national 
surveys conducted by UNCTAD specifically and to international statistics. Among 
other information, it contains a table – the FDI Scoreboard – showing latest data 
for FDI inflows, FDI stocks, FDI inflows as a percentage of gross fixed capital 
formation (GFCF)11, and FDI Stock as a percentage of GDP. 

                                                 
11 Is a macroeconomic concept which is a part of the expenditure on gross domestic product (GDP), refers 
to net additions of capital stock such equipment, buildings and other intermediate goods added in the 

economy as investment 
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UNCTAD's Inward FDI Potential Index (UNCTAD, 2012) assesses the ability 
of the host country to attract foreign direct investment inflows compared to other 
countries. According to the authors of the index, some factors related to foreign direct 
investment such as social, political and institutional factors are difficult to be 
quantified (Sulstarova). The Inward FDI Potential Index deals with several factors 
expected to affect investment attractiveness. The index covers 140 countries around 
the world. The index is the average values scoring (normalized to yield the result 
between 0 for the lowest scoring country and 1, on top of the 12 variables. The list 
of variables composing index is: (1) GDP per capita; (2) The rate of GDP growth 
over the previous ten years; (3) The share of exports in GDP; (4) The average 
number of telephone lines per 1000 citizen and mobile telephones per 1000 citizen; 
(5) Commercial energy use per capita, to measure the availability of traditional 
infrastructure; (6) The share of R&D spending in GDP captures local technological 
capabilities; (7) Tertiary students, and the high-level skills workforce; (8) Country 
risk; (9) Exports of natural resources as a percentage of the world production; (10) 
Imports of parts and components of automotive and electronic products as a share 
of the global market; (11) Services exports as a share of the global market; (12) 
FDI stock, in the country as a share of the world. 

In 2002, the Analytic Hierarchy Process (AHP)12 approach is uses to the assessment 
of FDI attractiveness. To resolve the problem in the presence of multiple criteria in 
the 12 variables, those are used by UNCTAD to calculate the "potential index 
UNCTAD Inward foreign direct investment". The AHP was used to deal with 
"UNCTAD Inward FDI Potential Index" variables as independent variables, to 
make the regression on the dependent variable called "Inward FDI Performance 
Index" (Şahin & Şener, 2006). Instead of the importance of AHP, but it has several 
cons described below (Kabir & Hasin, 2011): (1) The AHP method is chiefly used 
in nearly poor decision applications; (2) The AHP method creates and deals with a 
very unbalanced scale of judgment; (3) Ranking of the AHP method is rather 
incorrect; (4) The individual judgment, selection and preference of decision-makers 
have a big influence on the AHP results. 

UNCTAD Inward FDI Performance Index (UNCTAD, 2012) ranks countries 
based on the volume of FDI relative to the size of their economies. In other words, 
the percentage shares of certain countries of the global FDI inflows to its share in 
global GDP. If the indicator value is greater than one, this means that a country 
receives greater foreign direct investment than the size of its economy. If the index 
value is less than one, it means that the amount of foreign investment has been less 
than the size of their economy. If the index is negative, it means that foreign 
investors do not invest in that period. 

DHAMAN FDI Attractiveness Index, (Jelili, 2013) is an index for the Arab 
agency joint investment. Headquartered in Kuwait, was established in 1974 and 
includes all the Arab countries suggest a composite measure of the attractiveness of 

                                                 
12 (AHP) is one of Multi Criteria decision-making method that was originally developed by Prof. Thomas L. 
Saaty. In short, it is a method to derive ratio scales from double comparisons. The input can be obtained 
from real measurement such as price, weight etc. or from subjective opinion 
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the foreign direct investment in the host country. The index ranks a set of 111 
countries, representing 92 percent and 95 percent of the world inward FDI inflows 
and stocks respectively, according to their attractiveness for receiving inward FDI. 
The index covers 114 different indicators (index) are detected as sufficient 
substitute for the FDI key drivers categorized according to three major axes: (1) 
Prerequisites or initial conditions; (2) Underlying factors or factors motivating 
Multinational Enterprises' FDI; (3) Differentiation and Agglomeration economies. 

A.T. Kearney FDI Confidence Index (A.T. Kearney, Leading Global Management, 
2014) is index issued by A.T. Kearney Inc. in 1998, which is one of the largest 
consulting firms in management in the world. The index has been prepared using 
the data from the property survey administered to senior manager of the leading 
companies in the world. The sample includes 300 companies in 26 countries and 
covers all sectors of the industry. The index is calculated as a weighted average of 
the number of answers depending on the degree of low, medium, and high, for 
several questions about the possibility of direct investment in the market over the 
next three years. If the index values are high, it indicates that the investment objectives 
are more attractive for investment. FDI Confidence Index is not designed to identify 
the classification of different countries, but it shows investors' opinion about the 
future. Besides indicators, there are surveys' and studies attempted to analyses the 
investment attractiveness and their determinants. Examples of such of them are 
described below.  

EY's Attractiveness Survey Europe 2014 (Ernst & Young Global Limited, 2014) 
consider as a major source of insight on foreign direct investment. Through two-
step analyses, it is the future vision for foreign direct investment in a particular 
country. Survey results are based on the views of the local and international opinion 
leaders and policy comprising political and economic decisions. 

Evaluation of the FDI Attractiveness of the European Countries using 

PROMETHEE Method (Škuflić, Rkman, & Šokčević, 2013; Deshmukh, 2013) is 
a survey covers 27 countries in the European Union and six South Eastern Europe 
(SEE-6). Which includes (Albania, Bosnia and Herzegovina, Kosovo, FYR 
Macedonia, Montenegro and Serbia) to assess investment attractiveness. Using 
PROMETHEE (Preference Ranking Organization Method for Enrichment 
Evaluations), it is an outranking method, typical of the European (or French) MCA 
school. According to this method identify the advantages and disadvantages of each 
country to creation and redefinition of macroeconomic policies to address them. 
Through the difference between the assessments according to a certain standard 
obtained by the comparison between the two countries, and convert it to preference 
ranging from zero to one. The PROMETHEE method has several cons described 
below (Macharis, Springael, Brucker, & Verbeke, 2004). 

- PROMETHEE suffers from the rank repeal problem when a new choice is 
introduced; 

- PROMETHEE does not provide the possibility to structure a decision 
problem. It is provided many options may become difficult for the decision maker 
to obtain a clear view of the problem and to judge the results; 
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- PROMETHEE provides no formal guidelines for weighing but assumes that 
the decision maker can weigh the measure properly. 

A study of Groh and Wich used a different method to construct a composite 
measure that describes a country's attractiveness for receiving FDI. The study 
cover 127 countries include 12 Arab countries (UAE, Qatar, Bahrain, Oman, Saudi 
Arabia, Kuwait, Tunisia, Morocco, Egypt, Algeria, Libya, and Syria) for the period 
2000-2008. In this study the FDI determinants and identify 20 factors that affect a 
host country's attraction for FDI. Divided into four categories that we are referred 
to them in chapter one as key drivers: Economic Activity, the Legal and Political 
System, the Business Environment and Infrastructure. The results show that 
Singapore is the most attractive country for FD investors while Chad was at the end 
of list country. The study shows that both market size and openness are the high 
factors attractive for FDI in developed countries while the economic growth has 
the high rank in developing countries (Groh & Wich, 2009). 

 
COMPOSITE MEASURE OF FOREIGN 

DIRECT INVESTMENTS ATTRACTIVENESS 
In the following, we describe the most important points for creation of composite 

measure (indicator) of FDI attractiveness. These points are described in work of 
Andrea Saltelli, and others and application of those general recommendations to a 
specific task, i.e. construction of FDI attractiveness measures is presented in (Elavarasi, 
Akilandeswari & Sathiyabhama, 2011). Findings presented in it are used as reference 
data and compared to the results of synthetic vector measure of FDI attractiveness 
(Saltelli, Andrea; Annoni, Paola; Tarantola, Stefano, 2008). They recommend a 10-
step procedure to construct composite indicators, presenting different options and 
methods to be used in each step. Based their work we shortly describe each step 
involved. It is stressed that the process of construction the measure is iterative. 

Step 1: Theoretical / Conceptual Framework 
This step provides the basis for selecting a set of variables to build a composite 

index, considering the opinion of experts and those who have interest. This step 
requires clear understanding and definition of the multidimensional phenomenon to 
be measured, discussion of the benefit of the composite indicator. Considering the 
nested structure of the sub-groups of the phenomenon, and determining the list of 
selection criteria for the underlying variables, e.g. input, output, process. 

Step 2: Data Selection 
Data should be selected by their country coverage, scientific soundness, 

connection to the phenomenon being measured and relationship to each other, and 
measurability. Using substitute variables should be considered when data are rare, 
considering the opinion of experts and those who have an interest in the matter. 
The method of quality assessment of the available indicators is required and critical 
assessment of strengths and weaknesses of each selected indicator. Data used 
should be described using the statistical tools of descriptive statistics (e.g. mean, 
median, skewness, kurtosis, min, max, variance, and histogram). 

Step 3: Data Treatment 
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This step comprises imputing missing data, (eventually) treating outliers and/or 
making scale adjustments. Outliers should be treated by applying Box-Cox 
transformations, such as square roots, logarithms, and other, as necessary by, e.g., 
taking logarithms of some indicators so that differences at the lower levels matter more. 

Step 4: Multivariate Analyses 
At this stage, exploratory analyses should review the overall structure of the 

indicators, assess the suitability of the dataset and explain the methodological 
choices, such as weighting, aggregation. Statistical and conceptual coherence in the 
structure of the dataset should be assessed e.g. cluster analyses are used to identify 
groups of similar countries, through the main component analyses. 

Step 5: Normalisation 
It should be carried out to make the variables comparable. Variables should be 

identified as stimulators or destimulators. A suitable normalisation method (e.g., 
min-max, z-scores, and distance to the best performer) should consider respects the 
conceptual framework and the data properties. 

Step 6: Weighting and Aggregation 
It is one of the most important steps in the construction of composite indicators. 

Indicators should be aggregated and weighted according to the underlying 
theoretical structure. Compensability that are among indicators needs to consider 
and either be corrected for or treated as a need to retain in the analyses. 

Step 7: Uncertainty and Sensitivity 
Analyses should assess the robustness of the composite indicator and identify 

assumptions that are more important in determining the final rating regarding, e.g., 
the aggregation method, the mechanism for including or excluding single indicators, 
the normalisation plan, the choice of weights and the imputation of missing data. It 
is important to note that a trade-off between robustness and multi-dimensional in 
the composite indicator, given that a mono-dimensional index could be more powerful 
than a multi-dimensional one. This does not imply that the first index is better than 
the second one. Robustness analyses should not be treated as an attribute of the 
composite indicator but of the inference, which the composite indicator has been 
called upon to support. Besides that, it should be considered different methodological 
ways to build the index are possible, identify the sources of uncertainty underlying 
the development of the composite indicator, and provide the composite scores 
(ranks). Moreover, explain the causes of the certain countries improve or not their 
relative position given the assumptions and show the sources of uncertainty that are 
the most influential in determining scores (ranks), through a sensitivity analyses. 

Step 8: Relation to Other Indicators 
In this step, links are selected through regressions and making the correlate of 

the composite indicator (or its dimensions) with existing (simple or composite) 
indicators. 

Step 9: Decomposition into the Underlying Indicators 
Should be carried out to reveal drivers for good / bad performance and profile 

country performance at the indicator level to reveal strengths and limitations. 
Step 10: Visualisation of the Results 
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In this step, it is important to enhance interpretability. Proper presentational 
tools for the targeted audience should be suggested. In this step, we select the 
visualisation technique, which communicates the results without hiding vital 
information. Present the results in a clear, easy to grasp and accurate manner. 

 

AGGREGATE METHODS IN THE STUDY 
OF ATTRACTIVENESS OF INVESTMENT 

To make any comparison possible, we need a common measure of items to be 
compared. The main feature of many of the economic realities it is sometimes we 
use quantitative or qualitative terms to describe them. Quantitative attributes 
require some "standard" units of measurements or definition of "pattern" to assess 
the quantitative relationship between such variable and its unit. Qualitative attributes 
require a set of names of its possible categories, like kind of fruits (oranges, apples, 
etc.), so-called nominal variables, or ordered categories, like good, better, etc.; so-
called ordinal variables. A measure obtained by aggregation of individual variables 
(features, attributes) of considered compound facts will be called compound 
measures (index) or synthetic measures (index). 

 

Synthetic Vector Measure 
Procedure to construct synthetic vector measure encompasses five steps: selection, 

elimination and normalisation of variables, determining the pattern and anti-pattern 
and a synthetic vector measure (Figure 1). These steps are described below: 

 
 
 
 
 
 
 

Figure 1: Steps of synthetic vector measure construction 
Source: Nermend, 2009 
 

1. Selection of variables 
This step is crucial to the success of synthetic vector measure application, and 

at the same time is the less formalized than the other steps involved in measure 
construction. Which variables are potentially most useful in representation (or 
discrimination) of analysed phenomenon depends on the subject matter at hand, 
and should be decided by an expert in this domain. Phenomenon/objects are 
characterized by a set of n attributes (variables, features) and results of their 
measurements (observations) on all m objects are organized as m x n data matrix X, 
(Nermend, 2009) (formula 1). 

 

2. Elimination of variables 
Step comprises assessment of individual variable usefulness based on its 

variability. Elimination of variables is usually performed by using significance 
coefficient characteristics (Nermend, 2009) (formula 2): 

Selection 
of Variables 

Elimination of 
variables 

Normalization 
of variables 

Determination of the 
pattern and anti-pattern 

Determination the 
synthetic measure 
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where: 
m – number 
of objects 
n – number of variables 
xij – value of i-th variable 
for the j-th object 

(1) 

i

i

ix
x

σ
=v                                                                                                                  (2) 

where is xi – the i-th variable; σi – standard deviation of the i-th variable; 𝑥𝑖– mean value of the i-th variable. 
Nermend was specified that the variables whose significance factors values are 

within the < –1, 1 > range constitute the quasi-constant variables (Nermend, 2009). 
Such variables should be eliminated from the set of variables under consideration. 

 

3. Normalisation of variables 
Variables used in the studies are heterogeneous; in fact, they describe different 

properties of objects. For this reason, the step to be performed in constructing the 
synthetic measure is to normalize the variables. This process not only leads to the 
elimination of units of measurement but also to the Normalisation of variable 
values. They can be illustrated in various units of measure, which additionally 
hinders any arithmetical calculations that are necessary for individual procedures. 
The next necessary stage of constructing the development measure is variable 
Normalisation. This process leads not only to the elimination of the measurement 
units but also to the equalization of the variable values. The process ends when the 
statistical mean ( ) (here it is, and it is the first step) of all values in one column is 
made equal to zero, and the standard deviation (σ) equals one x. 

Several techniques can be used to, normalize, or standardize variables 
(Freudenberg, 2003): 

a) Standardization (or z-scores), Standard deviation from the mean, which is 
imposes a standard normal distribution (i.e. a mean of 0 and a standard deviation of 1). 
Thus, positive (negative) values of a given indicator indicate above (below) average 
performance (formula 3): 

j

jij
ij

xx
=y




 (3) 

where is yij – standardized j variable for i-th object (so called z-score); 
xij – original j-th variable value for object i-th; 

jx – mean value of variable j; σj – standard deviation of variable j; 
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b) Distance from the group leader, which assigns 100 to the leading (maximum) 
variable and other variables are ranked as percentage points away from the leader 
(formula 4): 

100
)max(


ij

ij

ij
x

x
=  (4) 

where is max (xj) maximum value of variable j-th 
c) Distance from the mean, where the (weighted or unweight) mean value is 

given 100, and variables receive scores depending on their distance from the mean. 
Values higher than 100 indicate above-average performance (formula 5): 

100
j

ij

ij
x

x
=y  (5) 

d) Re-scaling (distance from the best and worst performers), where positioning 
is in relation to the global maximum and minimum, and the index takes values 
between 0 (laggard) and 100 (leader) (formula 6): 

100
minmax

min






)(x)(x
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jij

ij
 (6) 

where is xij – each indicator for variable i (i = 1,2, ... n) and country j (j = 1,2, 
... m); min (xj) = minimum value of xij across all countries j (j = 1,2, ... m); max (xj) 
= maximum value of xij across all countries j (j = 1,2, ... m); n is the number of 
variables; m is the number of countries. 

Here standardization is based on the range rather than the standard deviation, 
and these extreme values (the minimum and maximum) may be unreliable outliers.  

e) Categorical scale, where each variable is assigned a score (either numerical 
such as between [1…k], k > 1, or qualitative – high, medium, low) depending on 
whether its value is above or below a threshold. 

f) Ranking, this simply ranks each object on each of the variables (formula 7): 
yij = rank (xij) (7) 

where: yij is the transformed variable of xij for variable j-th for object i-th. 
The ranking is based on ordinal levels so the main disadvantage is the loss of 

absolute level information. It does not allow conclusions to be drawn about the 
difference in performance between the objects being evaluated as there is no 
measure of the distance between the values of the ranking indicator. 

g) Number of variables above the mean minus number below the mean; this 
method defines an arbitrary threshold around the mean and takes the difference 
between the number of indicators above and below the mean. The main drawback 
is the loss of interval level information, as units will be assigned as being above / 
below average regardless of how much better/worse they are. This may be applied 
as follows (formula 8): 

)1( p
x

x
y

j

ij

ij 
 

(8) 

where is p is an arbitrary threshold above and below the mean. 
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h) Percentage of annual differences over time; The approach taken in this 
method is to use the values of the indicators of the preceding year are taken and 
standardized (formula 9): 

t
ij

t
ij

t
ijt

ij
x

xx
y

1


 
(9) 

where is t indexes time. The value assigned to each variable is the difference in 
the value between the current year and the previous year, divided by the value at 
the previous year. The standard deviation approach (z-score) is the most common 
because of the presence of many of the desirable characteristics when it comes to 
collect variables, note that each method has its advantages and disadvantages. It 
converts all variables to a common scale and assumes a "normal" distribution; it has 
an average of zero, meaning it avoids introducing aggregation distortions stemming 
from differences in variable means. In the other approaches, the scaling factor is 
the range of the distribution, rather than the standard deviation so that extreme 
values can have a large effect on the composite index. Categorical scales have high 
subjectivity as the scale, and the thresholds are by and large determined arbitrarily. 
Such ranking also approaches omit a great deal of information on the amount of 
variance between variables. 

 

4. Determination of the pattern and anti-pattern 
After normalizing of the variables, the next step is the design of the pattern of 

development. Collected variables are divided into stimulants and destimulants 
(Hellwig, 1968). The criterion of the division is the impact of each of the selected 
variables on the level of development of the units. Variables, with a positive, 
stimulating effect on the level of units, are called stimulants, as opposed to 
inhibitory variables, or so-called destimulants. Sometimes the optimal level of 
development for a given variable is achieved, which is then called the nominate. In 
the Hellwig's measure, a pattern is defined on the basis of the values of variables. 
The coordinates of the pattern in Hellwig's measure are defined as the maximum 
value of stimulants and a minimum value of destimulants. The nominate are usually 
transformed into stimulants or destimulants. In vector measures, the position of the 
pattern is not important but the direction (vector) indicating positions of the best 
objects. The direction is determined based on the pattern that is characterized by 
high values of both stimulants and destimulants. Anti-pattern and pattern can be 
selected as real objects. It is also possible to automatically determine both the 
pattern and the anti-pattern based on the first and the third quartile of input data 
(Nermend, 2009). At the same time, variables for stimulants in the third quartile 
and variables for destimulants in the first quartile are considered to be the 
coordinates of the pattern (formula 10): 






tsdestimulanforq
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y

j

j
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,
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where is yw,j – coordinate j of pattern vector; q3,j – coordinate j of the 3th 
quartile; q1,j – coordinate j of the 1st quartile. 
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In the case of an anti-pattern, the procedure is reversed. To achieve more accurate, 
the values of the stimulants from the first quartile and the values of destimulants from 
the third quartile should constitute the coordinates of the anti-pattern (formula 11): 
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where is yaw,j – coordinate j of anti-pattern. 
Quartiles are location measures of a distribution of observations. Quartiles separate 

a distribution into four parts. There are three quartiles for a given distribution. 
Between each quartile, we find 25% of the total observations (Figure 2). 
 
 
 
 

Figure 2: Location of quartiles in the set of all observations 
Source: Dodge, Y. (2008). The concise encyclopaedia of statistics, Springer Science & Business Media 

 
Note that the second quartile equals the median. When we have all the observations, 

quartiles are calculated: (a) The n observations must be arranged in the form of a 
frequency distribution; (b) Quartiles correspond to observations for which the 
relative cumulated frequency exceeds 25 percent, 50 percent and 75 percent. 

Computation of jth quartile: 
Let i be the integer part of j (n+1) 4 and k the fraction part of j (n + 1) 4. 
Let xi and xi+1 be the values of the observations respectively in the ith and (i + 1) 

th position (when the observations are arranged in increasing order). 
The jth quartile is: Qj = xi + k · (xi + 1 − xi). 
The patterns specified in this way are insensitive to the values of variables in 

irregular objects. As opposed to the measure submitted by Zdzisław Hellwig 
(1968), they are not ideal objects to which other items should drift. They only 
provide direction in which all the objects should evolve. Another way of 
determining this direction could also adopt a real object as both the pattern and 
anti-pattern. Importantly enough, those need not be the best, and the worst objects 
with suitable proportions of the variables should simply characterize them. 

 

5. Determining the synthetic measure 
In the vector space, the values of the variables in the examined objects are 

interpreted as coordinates of the vectors. Each object represents a specific direction 
in space. The difference in pattern and anti-pattern is also a vector designating the 
direction in space. Along this direction, the value of the synthetic measure is 
calculated for each object. This measure could be seen as a one-dimensional 
coordinate system. Given this, the process of determining the measure becomes the 
process of determining the coordinate in the coordinates system, which can be 
shown through the formula (Nermend, 2006; Nermend, 2007) (formula 12), where 
is mi – synthetic measure of object i; yij – coordinate j of object i; yw,j – coordinate j 
of pattern vector; yaw,j – coordinate j anti-pattern: 

25% 25% 25% 25% 

1st quartile 2nd quartile 3rd quartile  
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For the measure constructed in such a way, all objects, which are better than the 
anti-pattern and worse than the pattern, will be characterized by the value of 
measure ranging from zero to 100. Hence, the pattern will have the value of a 
measure equal 100 while the anti-pattern equal zero. It is feasible to determine the 
values of measurement in objects, which are better than the pattern. They will have 
a value of measure greater than 100. Objects that are worse than the anti-pattern 
will have a negative value. One can easily determine the object's position in the 
ranking, referring to the pattern and the anti-pattern. 

 

Synthetic Measure Using PCA Method 
Karl Pearson is the first who introduce the Principal component analyses (PCA 

analyses) in early 1900 (Hardy & Magnello, 2002). Formal treatment of the 
method is due to Hotelling (1933) and Rao (1964). The principal component is 
called a linear combination of original variables; the goal of using it is to describe 
the objects of investigation. Principal component looks several linear combinations 
that can summarize the data, and losing little information as possible. A detailed 
description of PCA analyses contains e.g. (Mardia & Bibby, 1979; Chen, Chong & 
She, 2014). The Principal Components Analyses (PCA) is one of the most popular 
statistical tools available to reduce the dimensions of a set of data because it is 
relatively simple regarding computation and to understand. The main objective of 
principal components analyses is to reveal hidden structure in a data set. It is done 
through identify how different variables work together, decrease the dimensionality 
and the redundancy in the data, and compress and filter the data, prepare the data 
for further analyses using other techniques. The transformation means that the new 
variables are uncorrelated. The first principal component PC1 is the normalized 
linear combination of the x variables with maximum variance; while the second 
principal component PC2 is the normalized linear combination having maximum 
variance out of all linear combinations uncorrelated with v1; and so on. It is better 
to be the first few components account for a large proportion of the variance of the 
original variables. From the practical side, principle components can be found by 
computing the singular value decomposition of the data matrix. 

There is a geometrical interpretation of PCA. PCA is performed in two steps. In 
the first step the data matrix is centered, it is the origin of the coordinate system is 
moved to the centroid (mean value) of the data matrix. In the second step, the 
coordinate system turns around its origin. That mean value of the sum of squares of 
all data points projections on the first axis will be maximized (projections are 
maximally spread along the first coordinate axis); the second axis is orthogonal to 
the first one, and also has the maximal spread of projected data point, etc. Figure 3 
illustrated that. 
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Figure 3: Illustration of the geometrical meaning of principal component analyses 

a) Scatterplot of original 3D data, b) orthogonal coordinate system moved to the centroid of data 
and then rotated to have first axis along maximal spread of data, second axis orthogonal to first and 
having maximal spread of data, etc. c) Spread of data along first two principal component axes 

Source: author's elaboration 
 

Figure 3 illustrates the derivation of first principal component axis geometrically. 
After moving the origin of the coordinate system to data centroid, we seek such 
axis emanating from this origin. The mean value of sum of squares of data points 
projections on this axis is maximal (average of sum of squares of length of segment 
0P1, 0P2, etc. is maximal, or, the mean value of sum of squares of orthogonal 
distance from data points P1, P2, etc. -red segments V1, V2, etc.- is minimal). For 
m points in n-dimensional space (data matrix X of size m x n) these two steps can 
be expressed algebraically: Centred data matrix: Xc = X – 1c, where 1 is a column 
vector of n ones, c is a vector of data mean value. First axis direction: let first axis 
be determined by unit vector a, Figure 4, illustrate that, directed so that mean value 
of the sum of squares of all data points projections on axis a be a maximum: 
(Xca)T(Xca)/m → max, under the constraint aTa = 1 (vector a of unit length). 
These leads to classical Eigen problem: (1/m) XcTXca = a, where  is eigenvalue. 
Next unit vectors defining the other coordinate system axes are derived analogously: 
mean value of the sum of squared projections on these axes should be maximal, 
under the constraint these vectors are of unit length and orthogonal to all previously 
determined vectors. These procedures have some important consequences: the first 
axis is the most important, as running along the direction of biggest spread of the 
data, and this importance equals the biggest eigenvalue of matrix (1/m)XcTXc. The 
second axis is along the biggest data spread in a direction orthogonal to the first 
axis, etc. It means that data can be represented with little loss of information about 
their relative position, in a coordinate system built from a few first principal 
component axes. Because "importance" of these axes is measured by the values of 
their corresponding eigenvalues, we have the control of how much information 
about the spread of data will be retained in chosen number of axes for reduction of 
data dimensionality. 

In some applications, the principal components are an end of the applications 
and may be open to interpretation. 
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Figure 4: Geometrical interpretation of derivation 
of the first axis of principal component 

Source: Author's elaboration 
 

Note, that elements of loading vector are the coefficients of linear combination 
used to determine the principal components (formula 13): 

nn21 xw++xw+xw=pc ...21  (13) 

where is pc is a principal component; wi is i-th element of loading vector; xi is 
i-th variable. Their value wi is a measure of xi variable "importance" in determining 
the principal component. In this way, we can assess which variable have the biggest 
influence on the principal component and with negligible influence. 

 
TOPSIS Method 

The technique for order preference by similarity to an ideal solution (TOPSIS) 
system is a numerous criteria technique to recognize arrangements from a limited 
arrangement of choices. The essential guideline is that the chosen alternative should 
have the farthest distance from the negative ideal solution and the shortest distance 
from the positive ideal solution. The system of TOPSIS can be communicated in an 
arrangement of steps (Jahanshahloo, & Izadikhah, 2006): 

(1) Calculate the normalized choice matrix. The normalized quality nij is 
given as (formula 14): 







m

i
ij

ij

ij

njmix

x
n

1

2 ...,1...,...,1...,

 (14) 

(2) Calculate the weighted normalized choice matrix. The weighted normalized 
quality vij is given as (formula 15): 

njminwv ijjij  ;1,,1,   (15) 

where is wj is the weight of the i-th attribute or criterion and Σwj = 1. 
(3) Determine the negative and positive perfect arrangement (formula 16): 

A+ = {υ1
+, ... υn

+} = {(maxj υij ׀ i ϵ i), (minj υij ׀ i ϵ j)} (16) 
A– = {υ1

–, ... υn
–} = {(minj υij ׀ i ϵ i), (maxj υij ׀ i ϵ j)} 

where  is associated with benefit criteria, and  is associated with cost criteria. 
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(4) Calculate the separation measures, using the n-dimensional Euclidean 
distance. The separation of every option from the perfect solution is computed as 
(formula 17): 

mi=d
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1
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(17) 

Similarly, the separation from the negative ideal solution is calculated as 
(formula 18): 
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(18) 

(5) Calculate the relative closeness to the perfect arrangement. The relative 
closeness of the option Ai as for A+ is defined as (formula 19): 
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(19) 

since 𝑑𝑖− ≥ 0 and 𝑑𝑖+ ≥ 0 then, clearly, Ri ϵ [0, 1]. 
(6) Rank the preference order. For ranking alternatives using this index, we 

can rank alternatives in decreasing order. 
The essential rule of the TOPSIS technique is that the picked option ought to 

have the ''briefest separation'' from the positive perfect arrangement and the ''most 
remote separation'' from the negative perfect arrangement. 

The TOPSIS strategy presents two "reference" focuses, yet it does not consider 
the relative significance of the distances from these focuses. There are two primary 
disadvantages to TOPSIS system (Mohammed, Hazem & Ayman, 2013, p. 6467). 

The main con of this system is the operation of the normalized choice matrix. 
The normalized scale for each criterion is usually derived a narrow gap among the 
performed measures. 

A limited gap in the TOPSIS method is not good for ranking and cannot reflect 
the true dominance of alternatives. 

The second con is that we never considered the danger evaluation for a decision 
maker in the TOPSIS method. 

As per danger propensity, it has been regularly watched that decision makers 
differ in that willingness to overestimate the probability of a gain or loss, the 
danger attitudes for a decision maker is typically categorized as risk seeking, risk-
neutral, and risk-averse. Without considering risk propensity, the subjective 
propensity associated with different decision maker preference cannot be resolved. 

 
CONCLUSION 

1. The paper shows that there are many methods to build composite indicators. 
2. Each method has its advantages and disadvantages. 
3. Only through a synthetically accessible vector, method can be dynamic 

measurement adopted, and other measurement methods do not provide such a 
feature. 
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Abstract: The paper considers the theoretical and methodological foundations 

of the system organization of the logistics systems functioning based on the modern 
technologies. The presented results of the research allow to substantiate scientifically: 
measures to develop domestic logistics systems of companies to the level of 3 PL 
and 4 PL; model management options for a company operating as a part of the 
logistics chain; optimize the structure of the enterprise based on the goals and 
tasks in the field of logistics; to study the possibilities of information technologies 
implementation of fixing the company to the level of 3 PL and 4 PL. For this purpose, 
the paper studies the theoretical foundations of the management of logistics systems 
by companies based on the outsourcing of logistics and information technology 
level 3 PL and 4 PL. The subject of the study is the organization of the logistics systems 
of companies in the conditions of economic globalization. 

 
Keywords: logistics, outsourcing, insourcing, logistics service provider, transport 

company, consulting company, IT provider 
 

INTRODUCTION 
Creation of a common information space as an environment for an integrated 

planning and management of any supply chain interactions and as a tool for 
perfection of a supply chain management system is fundamental for expansion of 
the outsourcing of logistics functions. The crucial factor determining the prospects 
and opportunities a company has in order to develop its models of integrated 
planning and management of its supply chains based on the outsourcing of logistics 
functions is the state of the information technologies. Management of many 
companies as a single system requires: implementation of a common management 
platform; determination of all tasks, rights and duties to be vested in a single 
management towards any supply chain partners that are legally and financially 
independent businesses. 

 
MATERIALS AND METHODS 

The following research methods were used in the work: structural analysis, 
synthesis, comparison, economic and mathematical methods, research method 
related to target and synergetic principles, scientific methods and methodological 
apparatus of logistics management, the theory of material flow management of the 
methodology of economic efficiency evaluation of management and logistics 
technologies. The research is based on data obtained from the following sources of 
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information: scientific publications and monographic publications of domestic and 
foreign scientists, materials of scientific conferences and studies, materials of 
periodicals, reports and analytical materials from official websites. 

Today, it is possible to identify the main points of contact to form an integrated 
approach to outsourcing logistics functions as a system for reconciling business 
processes. Outstanding specialists in the management of logistic processes consider 
logistic outsourcing as a system aimed at improving the efficiency of the system, 
implemented based on a system approach (Anikin, 2009; Lukinskiy, 2005; Sergeev, 
2001; Postan, 2015). 

 
RESULTS 

The outsourcing of logistics functions lies in a transfer of any logistics functions 
(supply, production, sales) that may be fully or partially separate, and/or of any 
complex logistical business processes to an external outsourcer company. All in all, 
it can be deduced that presently the definitions used in the field of outsourcing (in 
particular, the outsourcing of logistics functions), as well as the forms of 
interaction between any members of an outsourcing project have not been 
definitely established or accepted because partnering relations within the framework 
of any particular outsourcing agreements can differ to a considerable extent. This is 
due to the rapid pace of development of this sector of business and the upraise of 
some new forms of relations under conditions of economic globalization and legal 
restrictions imposed by some countries, etc. 

A Logistic Service Providers is a specialized commercial organization carrying 
out some particular operations or complex logistics functions (warehousing, 
transportation, order management, physical distribution, etc.), as well as effecting 
an integrated supply chain management for its corporate customers. A classification 
of logistic service providers including insourcing may be represented as follows: 
1PL – First Party Logistics; 2PL – Second Party Logistics; 3PL – Third Party Logistics; 
4PL – Fourth Party Logistics; 5PL – Fifth Party Logistics. In practice, the term 1PL 
refers to any companies that specialize in some separate lines of activity in the field 
of logistics business. They focus on providing services in carrying out some separate 
operations upon delivery of cargo: transportation, storage, customs clearance, etc. 
As a rule, this segment of logistics business is occupied by carriers, customs brokers, 
port authorities, stevedoring companies, transloading companies, etc. Freight owners 
may enter into any contracts with any first party logistic company, whether directly 
or through any intermediaries, which are usually determined in practical terms as 
2PL-level providers representing the subsequent level of logistic services. 

Among companies providing services at the 2PL level are any forwarding or 
freight forwarding companies that perform the role of intermediaries between buyers 
and sellers of such services. As opposed to the 1PL-type companies, the 2PL model 
implies providing complex services in several lines all at once. Thus, it can be 
illustrated with a situation, when cargo is carried by several kinds of transport 
within a transportation system, customs clearance services being provided, as well. 
It should be mentioned that today such a business paradigm applied by the domestic 
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forwarding companies is one of the most desirable. Transition to a level of higher 
quality has resulted in origination of the term "a third party logistics", or 3PL, 
which refers to any outsourcer companies that sell an integrated service in delivery 
of cargo on the door-to-door principle accomplishing also all the operations required. 

Nevertheless, their functions exclude any management of freight traffic: in this 
case, all issues will be assumed by a buyer, i.e. a consignor or consignee. Depending 
on functions performed, all 3PL models are classified as: (1) standard (a standard 
service) ensuring performance of such functions as packaging, storage and delivery 
of cargos; (2) service developer (an advanced service), which provides additional 
services in tracking cargos and transloading in case of an intermodal transportation; 
(3) customer adapter (a service adapted to a consumer's needs), which provides 
complex services, mainly to small-business customers, in an efficient building of a 
logistic system, but does not develop any new kinds of services; (4) customer developer 
(an advanced service adapted to a consumer's needs) encompassing not only an 
external, but also internal logistics for a customer (Baginova, 2013). 

3PL model implies a whole complex of logistics services, from delivery and cell-
based storage to order management and goods tracking. A 3PL provider's functions 
include organization and management of cargo shipping, stock record and management, 
preparation of import and export documents, warehouse storage, cargo handling, 
and delivery of an ultimate consumer.  

It is important that all the 4PL providers, or fourth-level providers, be by all 
means involved in a manufacturing process. As a rule, a 4PL provider is a major 
logistics service provider having a large infrastructure and advanced supply chain 
management systems and accomplishing high-technology processes and complicated 
logistic schemes. In order to achieve the level of a 4PL provider, there are possible 
ways as follows: a third-level logistic service provider may develop until the level 
of a 4PL one. A manufacturer of an ultimate product may organize a business on 
the principle of a 4PL model for solution of any similar tasks. A consulting company 
may assume the role of a 4PL provider. A company engaged in providing services 
in the field of IT may become a 4PL provider. A supply chain partner may become 
a 4PL provider (Tityukhin, 2007). 

The evolution of a third-level logistic service provider seems the most appropriate. 
Given the business contacts with customers established by a company, it will be the 
most likely. Parallel to planning of their own routes, these companies shall fulfill 
such tasks as planning of coordination of transport, warehouse and stock management 
for their customers, as well as shall render any other services implying emergence 
of a value added. Nevertheless, there may arise some problems with customers, who 
can misunderstand the new role of such a company: on the one part, a consignor 
may be doubtful of impartiality of a logistic company; on the other part, today the 
information technology structure of many potential 3PL logistic providers only 
reflects the needs of a logistic company itself, but does not allow effecting the 
overall management, even if there are appropriate interfaces, that may function 
perfectly well, for exchange of data with customers and subcontractors. Let us 
consider some variants: 
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Variant Transportation Provider. A transportation service of the manufacturers 
of an ultimate product (a holding company) that was rendering cartage services 
earlier will turn into a 4PL provider. A goods manufacturer, being usually a holding 
company or a transnational corporation (TNC) or a financial industrial group (FIG), 
shall found a subsidiary transportation company as a 4PL-level provider. They will 
implement a partial strategic and day-to-day management for their parent company 
and in some cases, will assume in full all the logistic processes related to supply 
and marketing. They will also organize a horizontal and vertical structure of the 
system optimizing constantly the processes, providing their information technology 
structures for carrying out any processes to be implemented and integrating partially 
the IT-systems of their parent company and those of their previous and subsequent 
supply chain partners. However, since the management systems of a parent company 
dominate the systems of any similar logistic service provider, an all-round optimization 
of the supply chain seems hard to be achieved. 

Variant Consulting Company. Another opportunity for a start-up of a 4PL provider 
is there, when the tasks related to management and coordination are committed to a 
consulting company. In many instances, such companies are actively involved in 
creation of a strategic configuration of a supply chain and provide backstopping 
upon deployment and operation of the software for SCM. Besides, consulting 
companies usually have a proper competence in holding tenders and issuing orders 
for logistics services for any 3PL and 4PL providers. Commonly, similar tasks form 
part of a standard service package offered by a consulting firm. Large consulting 
companies, however, that are engaged in the field of strategic research often become 
knowledgeable of a whole supply chain, but have little understanding of the business 
processes. Therefore, only such consulting companies that advise their customers 
at the level of logistics business processes and manage all the internal processes by 
means of their own interfaces are in a position to organize management of a whole 
supply chain. To this extent, they should be involved in development of a strategic 
vision by their parent company. 

Variant IT Providers. Software manufacturers and IT providers also stand a 
chance of becoming a 4PL provider. Supply chain management very often requires 
specific software with an enormous number of interfaces to integrate the enterprise 
resource planning systems belonging to supply chain partners. Any know-how in 
the IT-field becomes all the more important for a successful supply chain management. 
Therefore, IT providers seem to have the best background to solve any and all issues 
including the functioning of e-commerce through a supply chain portal. This portal 
is intended to connect all the partners through the Internet in order to implement 
any physical processes, which also implies the integration of logistic service providers. 
Such a portal can also ensure the transparency in the network, which is necessary 
for an optimum supply chain. 

Variant Synthesis. This variant implies that a parent company takes over some 
lines of business activities that already form part of an existing supply chain. It 
means that some joint ventures may be organized, whether on the basis of any IT 
firms or any consulting companies and third-level logistic service providers. In this 
case, the independence of a subsidiary company from its parent one in respect of 
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any specific plans involving its participation in a supply chain and a possibility to 
avoid any conflict of interests takes shape as the vital task. 

Logistic intermediary represents an essential element in a logistic service provider 
company, because the cooperation with the former allows a company to get any 
competitive advantage for account of: a reduction in operational logistics costs, 
overall increase in efficiency of the functioning of a logistics system and, as a 
consequence, reduction in prime cost of goods; enhancement of flexibility and 
adaptation of a company to the ever-changing environment; mitigation in logistics 
risks; reduction in duration of the operational and logistics cycles. Whereas previously 
the field of logistics represented, at the most, the classical kinds of logistical services, 
such as stockpiling, transportation and cargo handling, which take shape as a particular 
physical operation, now the logistic activities are deemed to include any coherent 
business processes having a coordinating and strategic nature. 

 

DISCUSSION AND CONCLUSIONS 
Recently there has arisen and is becoming more and more popular a new vision 

of acquisition of the logistics services, so called 4PL (Forth Party Logistics) model. 
4PL model represents a further development of 3PL, or Third Party Logistics, concept. 
In the approach of 4PL model, a logistics chain is a joint venture of a corporate 
customer and a logistic service provider that uses 3PL procedures. 4PL provider is 
the only link between a customer and many 3PL providers. 4PL provider becomes an 
integrator of a supply chain that joins its resources with those of its subcontractors. 
4PL providers unite the possibilities of 3PL providers and companies managing the 
business processes in a manner that a customer receives all solutions related to 
organization of a supply chain through a centralized contact management system 
using any managerial and information technology services. 
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Abstract: Corporate culture is the embodiment of the relations of the worker to 
the core values, beliefs and traditions in specific models, realized in the corporate 
culture traditions, ceremonies, celebrations of success and customs, as well as in 
aims, strategy, process management, structure and methods of resource allocation. 
Tourist companies operate in a high competitive struggle for the client. Increased 
competition between them leads to the necessity for searching of their own market 
positions, conducting of marketing research, development and promotion an attractive 
tourproduct, hiring of qualified staff, attraction potential customers and creation the 
strong image of the proposed tourproducts. Those firms, which orient on the targeted 
audience image in their positioning, which select value characteristics in their 
positioning and advertizing and provide high qualitative service can count to the 
positive feedback from its customers. Key objectives of the Georgian tourist companies 
are: improving the quality of the tourproduct; increasing the number of customers 
willing to travel; improving sales techniques; deep analyzing the popularity of 
various touristic areas; improving the forms of customer service by improving the 
professional level of their staff; high qualified expert advices on all matters 
relating to the travel, visa and health insurance; developing travel programs, the 
most adequate to the modern market requirements. 

 

Keywords: corporate culture, tourist company, company's mission, modern market, 
business surrounding, national features, ethnic factors 

 
INTRODUCTION 

Nowadays nobody doubts that the corporate culture influences the effectiveness 
of tourism spheres. Moreover, the gravity center of competitive struggle moves to 
the unique corporative culture of the enterprises, as a successful business 
management from the beginning excludes any pattern actions. That is why the 
tourist companies must strengthen their system of the cultural development 
management. The purpose of the article is to analyze the experience, technologies 
and factors influencing the formation of the corporate culture of Georgian tourism 
companies. The object of the study is corporate culture as a factor in the successful 
activity of tourist companies of Georgia. The subject of the research is the current 
state and development of the corporate culture of Georgian tourism companies. 

 
MATERIALS AND METHODS 

The research methodology is an analysis of the scientific sources and analysis 
of the tourist company's practical experience. In addition, author used method of 
observation from the companies, which implement a corporate culture in Georgia. 



217 

As practice shows, any social order studies different aspects of corporative 
culture, thus, researchers from different countries pay attention to this problem. 
From the Baia point of the view (2008), concept of corporative culture provides 
that the company's interests and human values should match each other. Shane 
(2002) pays attention to the corporative culture essence and to the influencing 
specific factors. Tikhomirova (2011) researches the organizational culture essence, 
its forms, structure, mechanisms of forming and developing and at the same time, 
researcher identifies the perspective direction of the organizational culture. 
Cameron & Quinn (2001) in their research give recommendations on the effective 
changes of the enterprises for different types of corporate culture. Rogacheva 
(2006) proves that the corporative cultural changes influence the different 
organizational features. Chernykh (2008) considers corporative cultural provocative 
situation and proposes changes to the existing classification of the corporate 
culture types. Author tries to systematize all abovementioned approaches. 

 

CORPORATE CULTURE ESSENCE 
Such interest to the studying problem, from one side, proves the chosen theme's 

topicality and from other side, the absence of the common viewpoints between the 
researchers, what requires systematic scientific studies of the corporative culture 
essence, structure, functions and its changes. In our opinion, tourist company's 
corporative culture is the common values the company follows and every of 
employees share. Corporative culture is the combination of elements, which creates a 
favorable psychological climate in the enterprise and provides staff motivation 
without monetary stimulus. Both business atmosphere and psychological climate 
define the corporative culture of the tourist company. The tourist corporative 
culture should be considered as the organization's temper. Like ordinary people 
some companies are characterized with friendly atmosphere, some – with impoliteness, 
where is strenuous, biased and aggressive situation. Obviously, there is different 
atmosphere in different companies, i.e. air companies, hotels, restaurants, military 
units, shipbuilding companies or theatres, because they have different culture. 

The essence of tourist corporative culture is revealed in it's functions: (1) 
Defensive, which means making barriers for unwanted impacts (prohibitions, 
restrictions); (2) Integrative, which forms the pride feeling to the company by 
uniting staff in their everyday's activity; (3) Regulative, which helps employees to 
comply with the rules of conduct, that decreases conflicts and creates stabilized 
business atmosphere; (4) Adaptive, which makes business attitudes easier; (5) 
Orienting, which corrects an enterprise activity in a necessary way; (6) Motivating, 
which creates incentives for the company's staff; (7) Image making, which makes 
the company's image desirable and attractive for the client. 

The company's mission is its corporative culture element that is information on 
what the society wait from the company and what the company expects from its 
members. Extended company's mission includes explanation of its functions in the 
society to confirm why the concrete company exists. As a rule, the mission generates 
social and civil responsibility in front of society, forms principles of interactions 
with different society groups and situations. 
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CORPORATE CULTURE PRACTICE 
Magticom identifies its mission as "To make as much comfort, as it is possible 

for your safety, as well as provision of communication with family, friends and 
business partners; therefore we offer mobile and fixed communication all around 
Georgia". Nokia longtime mission is to save the leading positions at local markets 
and innovative progress favoring. The management's corporative vision priority is 
the consumer's choice, increasing the company's product demand and attraction of 
qualified staff. Along with productions increasing and rising products suggestion, 
the company's objective is an export growth. The company tries to provide the 
consumer's needs by using the benevolent strategy. Marriott hotel's mission is "The 
best service for associations, consumers and society". 

It should be noted, that the employee's knowledge about corporate culture 
makes easier the company's tasks solution and positive environments forming. In 
terms of strong culture, the corporation has a chance to become successful. The 
tourist company's employee misconduct is "pathology". That is why the employee, 
who has this "pathology" must adapt to the corporate culture, otherwise he will not 
stay in the corporation for a long time. What does determinate the corporative culture? 
Generally, business surrounding, national features and ethnic factors affect the 
corporate culture. More concrete determined factors are company's philosophy; 
kind of business and its features; staff relations in the company; employees loyalty 
and its quality; employees motivating levels; employees autonomy; levels of the 
staff control; team feeling etc. Why is corporative culture so important in tourist 
business? It is very important, because it find expression in each step of the work: 
creates employees motivation; defines a new staff flow; forms a company's reputation 
in the market and society; raises job quality; develop creative thinking of the staff, 
correct informational perception and interpretation that influence business 
competitiveness etc. 

The tourist company has to care about maximal satisfaction of the customer's 
demands, or may be it has to satisfy the owner's pleasure? Any rational thinking of 
the tourist company should be oriented on clients. It is should be noted, that 
business mission is to attract clients and to keep them. For this, it is necessary to 
study their demands and satisfy them. These actions will force clients to return, to 
characterize company the best way and to bring new clients by recommending 
them a good service. Thus, the main task of the tourist business marketing is the 
maximal satisfaction of the clients demand. It will be a guarantee of business 
profitability. Tourist managers, who focused on instant maximum revenues, are 
deceived in future calculations. Here is a confirming example: The client comes to 
the restaurant at its closing time and instead of greeting hears: "What do you 
want?" A little surprised he answers that he wanted to have a snack. The same rude 
voice tells him that the restaurant is already closed. The visitor points on a sign, 
where is written that restaurant is open until 9 p.m. "Yes, but while I do cleaning it 
will be 9 p.m., so consider that we are closed". Hearing this answer client goes to 
another restaurant. Let's analyze this situation. Why did they treat the client so 
rude? We can admit different assumptions; e.g., cook had a personal problem. 
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Nevertheless, we have to look at this situation from another side. Once he served 
latecomers and stayed until 10 p.m. Instead of gratitude, he got a reprimand from 
the restaurant owner, which wanted to minimize the overtime wages. Because of 
this reason, the restaurant has been closed at 9 o'clock and its owner could be calm. 
However, owner does not know that this way he loses his client. Thus, in this case, 
we can say that the staff's wrong behavior is the result of the wrong corporate 
culture (Marketing in tourism, Part 1, 2008). 

According to the market logics, the tourist company's staff has to satisfy clients 
to get for company long-term profitability. An example: When a taxi with a guest 
drove out of the hotel Our Shasons, porter Rig Dament noticed the forgotten suitcase 
nearby hotel's entrance. Dament called the guest by telephone, when he was already 
in Washington and told him about the suitcase. Guest told that there were important 
documents, which are required for tomorrow morning meeting. Dament found the 
closest airplane and brought the suitcase to its owner. He was caring about his 
company's client satisfaction and because of this he didn't even take permission 
from his boss before leaving. When he returned, he got gratefulness and year's best 
worker's rank, thus, hotel's corporate culture gives a stimulus to work overtime. 
The employee is never punished unfairly, if acts beyond instructions to satisfy the 
client. The corporate culture's management is very complicated and multifaceted 
process, which needs spending material and human resources, because the culture's 
transition happens in both directions inside the company and outward (Pogrebnyak, 
2002). If there is an opportunity, it is better to form corporate culture of a tourist 
company at its first days creating. It is easier, than later to handle with changes. To 
make correctives is difficult, because tourist business is sphere with variables, which 
are common for many people. Thus, unknown company needs a lot of efforts and 
finances to make the proper changes. Human beings create the tourist company’s 
corporative culture; despite of staff number and company's lifecycle stage, it is a 
subject of learning and purposeful transformation. On the corporate culture 
management, different factors could influence it: tourist company's lifecycle 
stages; business conditions; size and type of business; organizational and legal 
form; freedom in company's strategy; corporate culture and subculture strength. 
Corporate culture's changes are classified by their speed and measure; by the 
initiators of this changes (top-managers, middle managers or managed employees); 
by their direction (top down, from outside to insides or vice versa) etc. 

The strategy of corporate culture's progress is in its regulation and permanent 
improving. That is why the development of the organizational cultural management 
of tourist companies is one of the functions of top-managers. It should be noted, 
that Georgian tourist companies have a weak organizational culture. Usually it is 
the western borrowed forms (advertising, office decoration, uniform etc.). To 
consider the ethic principles while making decisions in tourist business is very 
important also. Why is it so important to protect and establish ethic principles in 
tourist business? Conducted researches show, there is a positive influence of the 
business ethics to the longtime profitability of tourist company. In particular, strict 
protection of the ethic principles gives a stimulus to the sustainable growth. It helps 
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avoiding paying penalties and sanctions; making confident relations with current 
clients and attracting new ones; holding highly qualified staff etc. Unethical actions 
on the contrary resists common social norms, increases expenses and thereafter 
decreases profit. 

 
CONCLUSIONS 

Now Georgian tourist companies work to attract clients in acute competitive. 
Such competition makes serious problems for each Georgian tourist company. They 
have to work out their own marketing strategy of positioning and offer attractive 
tourproduct, to hire qualified staff, to attract clients and to create strong tourist 
company and attractive image of proposed tourproduct. High qualified services can 
be provided by that companies, which always thoroughly learn marketing demands 
and make an operative reaction. 

At last, key objectives of the Georgian tourist companies are: improving the 
quality of the tourproduct; increasing the number of customers willing to travel; 
improving sales techniques; deep analyzing the popularity of various touristic 
areas; improving the forms of customer service by improving the professional level 
of their staff; high qualified expert advices on all matters relating to the travel, visa 
and health insurance; developing travel programs, the most adequate to the modern 
market requirements 
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Abstract: The article discusses the issues of small hotel business services using 
recreational areas. In the tourist market of Ukraine, the hospitality sector of small 
business is becoming a significant factor in the activation of green tourism, as 
Ukraine has a huge natural potential. It is offered to small hotels (noble houses) to 
expand hospitality services in the direction of development of recreational services 
intended for tourism and recreation. The structural and logical model of the 
organization of recreational services has been developed. Natural resources are 
considered as the basis for the formation of recreational areas. The characteristic 
features of these territories are landscapes, nature reserve areas, as well as historical 
and cultural sites. They are in interrelation and interaction. The effectiveness of the 
recreational services organization depends on the level of development of these 
territories. It is determined that an important place in the development of recreation 
in Ukraine is occupied by the territories of historical and cultural destination, for 
which it is advisable to orient the development of small hotel business. This approach 
will provide an opportunity to expand hospitality services and increase the efficiency 
of recreational areas. 

 

Keywords: hospitality services, small hotels, noble houses, green tourism, natural 
potential, recreational areas. 

 

INTRODUCTION 
There are rich natural and anthropogenic resources in Ukraine, which contribute to 

the tourism development, the material basis of which is the hotel business. In 
remote areas, there is a dissatisfaction with the need for hospitality services. 
Therefore, the existing tourist and recreational potential encourages the development 
of small hotel business. The efficiency of small hotels depends on the location of 
the region, the degree of recreational areas development and the possibility of 
organizing leisure. Therefore, there is a need for a balanced development of small 
hotel business and recreational areas. 

 

MATERIALS AND METHODS 
Methodological and theoretical bases of research: works of scientists studying 

problems of hotel business development, recreational territories and tourism. The 
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validity of the obtained results is confirmed by the use of scientific methods: 
theoretical generalization and the system approach. 

 
RESULTS 

In Ukraine, hotel business is one of the most prospective and successful businesses. 
Favorable geographical location, sufficient resources and a high level of education, 
all these factors provide a great investment potential of the hotel business. 

Ukraine has numerous tourist attractions: mountain ranges, suitable for skiing 
and hiking; nature reserve areas; architectural and park sights; various places of 
active recreation. Therefore, the Ukrainian tourism industry is developing rapidly 
from year to year. Seasonality and the environment are important factors that 
influence its development. Ecotourism is developing dynamically (Riashchenko, 
Zivitere & Kutyrieva, 2015). According to the ratings of the World Tourism 
Organization, Ukraine takes 8th place in Europe in terms of the number of tourists. 
The demand for these services is constant. Particular attention is paid to the quality 
of services, which provides a sustainable competitive advantage in tourism and 
hospitality (Varypayev & Varypayeva, 2010). Improving the quality of services is a 
complex process and consists in a high culture of service (Levykin & Dehvon, 
2015). The International Labor Office (2010) addresses problems in the field of 
hospitality and tourism and their impact on employment, human resource 
development and production relations. 

The modern consumer is looking for services that are adapted to his personality, 
requires the provision of complete information and seeks to satisfy his desires. 
Existing hotels cannot meet all the diversity of requirements of tourists. At the 
same time, in large hotels the number fund is not fully filled (Kureda & Holovan, 
2012). Therefore, there is a need to develop small hotels that rely on uniqueness 
and authenticity (Volkova & Nedyak, 2009). 

In recent years, the number of small hotels in Ukraine has increased noticeably. 
In the tourist market, the small hotel business is becoming a significant factor in 
the activation of tourism services. It is focused on individual tourism, including 
green tourism (Pandyak, 2008). The organization of these services depends on the 
available recreational areas (Snihyr, 2015; Zhurba, 2015). At the same time, the 
hotel industry, as an element of infrastructure, reflects the arrangement of social 
space within a certain territory (Podlepina, 2013). 

In the field of green tourism, small hotels are called C. Owners of tourist noble 
houses actively develop related services, create maps of attractive terrain, develop 
routes, form historical legends. They attract tourists by bicycle, water routes, as 
well as fishing, gathering mushrooms and herbs, studying the history of the region, 
its flora and fauna. The criterion for the quality of small hotels services was the 
principle of hospitality: accommodation, food and leisure. The balanced development 
of these services is the basis for the effective operation of small hotel business. 
Particular attention should be paid to the organization of leisure, to develop the 
recreational and tourist industry, the product of which is a set of tourist services 
intended for recreation (Zajcev et al, 2011; Shevchenko & Ivanova, 2015). 
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The total area of natural recreational landscapes in Ukraine amount to 9.4 
million hectares (15.6% of the territory). At the same time, 5% of the landscape is 
mountain massifs, 95% plains, which are divided into mixed forests, forest-steppe 
and steppe. The greatest recreational resources are occupied in the Lviv, Ivano-
Frankivsk, Transcarpathian and Chernivtsi regions (Kyfyak, 2013). Since the entire 
territory of Ukraine has very favorable climatic, landscape and natural conditions, 
the formation of recreational zones provides an opportunity to develop appropriate 
services (Horal, 2015). A structural-logical model of the organization of recreational 
services has been developed (Figure 1). 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 1: Structural-logical model of organization of recreational services 
Source: developed by author 
 

In this model, natural recreational resources are considered as the basis for the 
formation of recreational areas. Characteristic features are landscapes, nature 
reserve areas, as well as historical and cultural sites. They are in interrelation and 
interaction. At the same time, recreational landscapes are the most preserved part 
of the natural environment and represent unique resources for the future 
development of hospitality services. In Ukraine there are more than 6700 nature 
reserve areas. Of this number, 19 are dendrological parks. In addition, 88 parks are 
monuments of garden and park art, as well as 17 botanical gardens and 7 zoological 
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parks [18]. The main components of recreation are forest, water and geological 
resources. The area of developed and potential recreational areas in Ukraine is 
distributed in accordance with the natural features of such recreational regions as: 
Carpathian, Transnistrian, Dniprovskyi and Poliskyi. In determining these regions, 
factors were taken into account (Andropov, 2005): geopolitical location (location 
of territory, transport communications, history of development of the territory, 
traditions, etc.), the availability of recreational resources, the state of the tourist 
infrastructure, the demand for recreation and tourism. An important place in the 
development of the recreation of Ukraine is occupied by territories of historical and 
cultural significance. They include cultural objects, monuments of history, archeology, 
architecture, ethnographic features of the territories. 

Central and Eastern Ukraine are rich in historical monuments that characterize 
the origin and development of Ukrainian history and culture. In the southern part of 
Ukraine there are monuments of ancient culture. The western part of Ukraine is 
distinguished by ethnic features, monuments of folklore, folk architecture. Such 
objects attract tourists regardless of the season and time of year, and have a positive 
effect on the occupancy of hotels and their profitability. Taking into account of 
recreational areas, it is necessary to ensure their balanced development based on 
the rational use of the territorial combination of natural conditions, resources, 
historical, folklore and architectural monuments. This approach will increase the 
attractiveness of recreational areas, provide an effective organization of recreation 
and thereby increase the profitability of small hotel business. 

 

CONCLUSIONS 
Stimulating the development of small hotel business in Ukraine will increase 

the number of jobs, provide permanent income for workers in various sectors of the 
economy, as well as ensure constant tax revenue to the budget. The formation and 
development of small hotel business requires effective cooperation with local 
governments. One of the main tasks is to ensure a balanced development of recreational 
areas and the organization of conditions for the development of hospitality and 
tourism services. It is necessary to develop appropriate integrated programs for this 
at the state and regional levels. 
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financial information for making management decisions and the essence of public 
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INTRODUCTION 
In the market of tourist services in Ukraine, the tourist products realization and 

the search for the customers is engaged by travel agencies. They are combined into 
tourist networks, which operate "based on ownership/rent, franchising or contract 
management". In a modern business environment, tourist networks can work steadily 
and efficiently, if the financial security mechanism of each participant is built up to 
avoid bankruptcy in the tourist industry today. The effectiveness of the tourist network 
financial security requires the proper organizing and functioning of accounting system 
and analytical ensuring of the business partnership. The completeness and credibility 
ensuring of results of the accounting and analytical system ensuring is possible, if 
there is the audit using as a confidence-building task that is not an audit of the 
financial statements. The organization and holding networks of the internal audit 
become relevant for franchising tourism, because obtained information based on its 
results is important for the franchiser to make strategic management decisions about 
ways of further activity and optimal composition of franchising tourist network. 

 
MATERIALS AND METHODS 

Osadchaya T.S. (2007), Foklistov I.A., Fomina F.N. (2007), Goncharenko A.N. 
(2012), Melnikova A.V. (2015) and other scientists made a great contribution to 
solving the accounting and analytical providing problems for the managing process 
of tourist entities' activities. The search for a comprehensive generalizing assessment of 
the economic interests of tourist enterprises that makes their external positioning in 
the tourist business environment (Boyko, M.G. 2011) is important for assessing the 
level of the enterprises development in the tourist industry, but the question of the 
business partnership effectiveness in the franchising tourist network is unexplored. 
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Korzh & Zanosko (2011) point out that one of the priority measures to improve the 
tourism economic security is to increase the competitiveness of tourist destinations 
in the external and internal markets by creating a positive business environment 
and a brand management development. The issue of organizing and conducting an 
internal audit of the business partnership of the franchising tourist network as one 
of the effective factors for increasing its financial security has being ignored by the 
scientific community. 

The purpose of the article is to defend the need for carrying out the external and 
internal audit of the business partnership of franchising tourist networks. 

 
RESULTS 

One of the requirements for sustainable development of franchising tourist 
networks in Ukraine is the formation an image of financially stable businesses. Its 
basis should be the financial statements transparency of the franchisor (franchisor-
mediator), because it influences positively the validity of consumers decisions in 
the tourist sphere, as well as contracting partner, transportation, accommodation and 
food services, which can constitute an important component of future tourist products 
of the franchisor-tourist operator. Creation of the information infrastructure of the 
market environment in the developed countries of the world is carried out with the 
direct participation of the country. One of the main parts of such an infrastructure 
is accounting, which is the information system of economic entities of all types of 
economic activity. The country establishes the content aspects of the information 
infrastructure of the national economy definitely through the regulation of the 
methodological principles of accounting and financial reporting. Often, the question 
arises as to the financial reporting information reliability and hence the reliability 
of the information infrastructure of the national economy, considering the high 
likelihood of errors or purposeful lies for illegal economic profit obtaining. For 
enterprises that are entities of obligatory audit of the financial statements, this issue 
is addressed by the efforts of audit firms. However, the circle of users of financial 
statements has received the professional judgment on its safety that is extremely 
limited (Robashuk, 2012). 

The activity of the franchise tourist networks is a constituent of public interest, 
therefore their financial information, in our opinion, is one of the sources of its 
satisfaction. In particular, the financial information of the franchisor-mediator of the 
tourist network is an economic interest for other tour operators and travel agencies, 
both for those, who want to enter the tourist network and for those, who assess 
their own prospects of being a part of the tourist network. The authenticity of the 
financial reporting and governmental executives as one of the main users of 
information has an important sense, because its indicators allow: to estimate the 
composition and structure of the main activities parameters for the tourist industry 
entities; to examine their development by administrative-territorial units or recreational 
areas; to identify the reasons for the possible slowdown in the development of 
residential tourism as one of the promising economic activities. The reliability of 
financial information as a composite reporting is also important for the development of 
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the experimental balance sheet of the financial assets and liabilities, as well as for 
the calculation of other national accounts. Thus, the circle of financial information 
users contained in the financial statements of the franchise tourist network is wide 
enough, but there are not many ways to ensure its reliability while management 
decisions making. Any management decision can be effective with one mandatory 
condition, its reliability. According to the Rabashuk (2012), reliability in accounting 
can be determined from two positions: (1) accounting reporting formed and compiled 
according to the rules established by regulatory or other documents; (2) accounting 
reporting justified data and characterized by the absence of errors. Evaluating the 
correctness of the first position, we should take into account the opinion of the 
President of the Academy of Financial Management T. Efymenko, who believes that 
for domestic enterprises, financial statements are not yet actual in the business, because 
it is based on Standards of Accounting. It should be noted that while national standards 
forming, most conditions of Accounting Standards is not complied (Efymenko, 
2012). Thus, it is difficult to be sure in the financial reporting reliability and incoming 
information reliability for effective decisions making by various groups of users. 
Estimating the second position of Rabashuk (2012) it is possible to conclude about 
the reliability of the financial reporting based on the results of its audit, but the circle 
of reliability suppliers of the financial reporting guarantees in Ukraine is limited. 

At present, tourist networks are voluntary associations of economic entities by 
one brand based on franchising with the absence of a single center for decisions 
making. One of those network entities may influence to the other ones by the 
managerial decision of its participants in the selling process, where the cost of the 
tourist product passes through transit. Under such conditions, it is necessary to 
conduct an audit of business partnership in the form of the external and internal audit. 
The audit of the business partnership becomes important in the tourist business, 
because the internal users receive the necessary information for decisions making 
on the further business cooperation between the entities of the tourist network. Its 
content is important for the economic efficiency assessing of the tourist network 
and allows an assessment of the activities of its individual participants. Tourist 
operators will gain the confidence in the intermediary – the franchisor, who is the 
one who concludes sub-agency contracts with the franchisee and must observe the 
sales terms and settlements for the tourist product. Failure to comply with the 
contractual terms of cooperation violates the reputation of the tour operator, leads 
to unpredictable losses and bankruptcies of participants in the tourist network. For 
travel agencies-franchisees, we confirm the fact of compliance with the terms of 
the business partnership and its effectiveness, which gives confidence and reliability 
and determines the economic prospects for the further cooperation. The audit of the 
business partnership effectiveness will allow to prolong the life cycle of the tourist 
network, to foresee and to prevent the its participants bankruptcy. For external 
users, audit of the business partnership of tourist networks will provide an insight 
into the changing trends in the share of the domestic tourism in GDP and in the 
well-being level of citizens. The tourist network clients have an opportunity to obtain 
a guarantee of tourist services, confidence in the reality of the existence of a travel 
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company, which will avoid fraud. The business partnership audit will determine its 
effectiveness and will provide an opportunity to expand the geography of the tourist 
network attracting new tourism operators and travel agencies-franchisees. 

Partial attention in the activity of the franchise tourist networks should be given 
to the management and control of the tourist vouchers sale. Large volumes and extent 
of business network form conducting and the complexity of settlement operations 
that can lead to the imperfect implementation of managerial decisions. One of the 
reasons for this drawback is the imperfect control system by the franchisor. This 
disadvantage can be eliminated by implementation of the internal audit procedures, 
since the information obtained as a result of its conduct, as well as the results of the 
external audit, has its users (Figure 1). 

 
 
 
 
 
 
 
 
 
 
 
 

Figure 1: Users of information obtained from the results 
of the business partnership audit 

Source: author's own development 
 

The majority of scientists believes that to solve the problem of ensuring the 
reliability of information requests of people who make strategic management decisions, 
based on the effectiveness assessment of the operational management, it is possible 
due to the internal audit. However, according to the organizational and legal aspects 
of the internal audit, there is some uncertainty. 

In publications of Pilipenko & Shevchuk (2008), Kamenska (2010) and Petrenko 
(2011), the issue of determining the place and the role of the internal audit in the 
management system acquires significant transformation, as it is noted for its non-
alternative implementation in joint-stock companies, holding companies, investment 
funds and other corporate structures. 

The most difficult issue in the study of the organizational aspects of the internal 
audit is the establishment of legal grounds. The organizational and legal form of the 
entities of the franchise tourist network does not fall under the norm of mandatory 
internal audit, as they are private enterprises of small business. At the same time, the 
organization of internal audit compliance with financial obligations is caused by 
economic expediency. Thus, the application of the franchise business model forms a 
special mode of using the intangible assets of the franchisor and determines the 
special conditions for settlements between the entities of the franchise tourist network. 
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To guarantee compliance with the mode of the franchisor intangible assets, as well 
as the timeliness and completeness of the calculations can be due to the internal 
audit. Overall, agreeing with the opinion of Mnih, Bardash & Shevchuk (2011) and 
Bardash (2013), we believe that internal audit should be considered as a subsystem 
of the franchisor control over the performance of franchisees of obligations assumed 
under the agreement on the business partnership. The purpose of the internal audit is 
to provide the franchisor/franchisor-mediator with the adequate information on the 
implementation by all franchisees of the franchise agreement, as well as the timeliness 
and completeness of meeting financial obligations. The internal audit of business 
partnership should be conducted by the internal auditor of the franchisor or the 
franchisor-mediator. 

 
CONCLUSIONS 

According to the results of the study, the following conclusions were obtained: 
1. The development of the domestic tourism depends on many external factors, but 

it is possible to minimize its individual negative factors through the audit of the 
business partnership. Formation of the scientific basis for its conduct will contribute 
to the growth of demand for tourist services, as well as the sustainable development 
of the franchise tourist networks. 

2. The audit of the business partnership of the franchise entities of the tourist 
network in the form of the external and internal audit, will help to concentrate 
management on individualizing interaction with participants of the internal and external 
systems, implementing the strategic business partnership policy from the standpoint of 
meeting the expectations of tourism service consumers, identifying ways to promote 
tourist products, partnership and guarantee a high level of the financial security. 

3. The audit quality of the business partnership depends on the optimality of the 
accounting and analytical support of the franchise tourist network, thus, the prospect 
of further research will be determined by the definitions of the system elements of 
its security, as well as the criteria by which it should correspond. 
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Abstract: Today the growing tendency of global producing and marketing has 

influenced by the investment attractiveness of developing countries. This research 
gives an obvious picture of Georgian economy and fields, where foreign direct 
investments (FDI) are made. It is illustrated how institutional reforms can create 
attractive business environment and support the economic growth. Also, it illuminates 
the investment reasons in Georgia and the main tendencies of FDI to Georgia. Our 
study highlights reasons why Georgia is the attractive country for foreign investors: 
adequate institutional reforms and free market-oriented economic policy, attractive 
macro environment, competitive trade regulations, liberal tax code, aggressive 
privatization policy, modernized business licensing system, adequate technical 
regulation system, strategic geographic location, competitive and dynamic banking 
sector, ancient culture country and traditions, milestones in Georgia's transformation 
to the market economy, diverse investments sectors. 
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INTRODUCTION 
The net international investment position of the country is the difference between 

the country's foreign financial assets and its liabilities. In foreign financial liabilities 
we consider the debt of the state and the private sector (Suliman & Mollick, 2009). 
Assets include financial resources owned by the state and private individuals 
outside the country. This indicator, along with the country's tax balance, is a 
barometer of the country's financial situation and provides important information 
for assessing the country's economic relations with the rest of the world (Qoqiauri, 
2008; KbiltsetskllashiIi, 2010). Statistics of the international investment position is 
coordinated with the statistics of the tax balance and includes the credit and cash, 
government, banking and other sectors. 

 
LITERATURE REVIEW 

According to Raymond Vernon's the product life cycle, theory explained that 
transnational corporations were moving abroad. The theory is a dynamic, because 
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it is related to changes in time. Initially, the new products are manufactured and 
sold for local 57 markets and are not standardized. Along with the demand increase, 
the local market is being marketed, as well as the standardization of goods and 
exporting abroad (Anderson & Cavusgil, 2008). The firms start opening branches 
in other countries, where production costs are relatively low. When competition 
from rival firms is intense, goods reach maturity. Therefore, FDI are the life cycle 
phase of production, which is accompanied by the stage of the product maturity. 
thus, it is a significant priority to attract FDI to Georgia that definitely will support 
sustainable economic development of the country (Shengelia & Berishvili, 2012). 

 
RESEARCH METHODOLOGY 

Based on the statistical-econometric method the regression analysis shows that 
the FDI inflows in Georgia in 2013-2017 led to a rise in the capital, which has 
given a stimulus and contributed to the economic growth of the country. We will 
discuss the statistics of international investment position of Georgia in 2013-2017. 

 
Annual Analysis 2013 
Net international investment position (IIP) of Georgia amounted to -16.3 billion 

USD (-28.3 billion GEL) by December 31, 2013, that is 101.3% of Georgian GDP. 
It is decreased by 545.6 million USD (907.4 million GEL) compared to the number 
of the fourth quarter of 2012 and by 167.0 million USD (281.5 million GEL) compared 
to the previous quarter data. Transactions and price changes were negative; exchange 
rate changes and other changes were positive during the quarter. Total international 
assets amounted to 6.0 billion USD (10.5 billion GEL) as for December 30, 2013. 
46.9% out of total international assets consists of reserve assets; 30.0% of other 
investments; 22.7% of direct investment abroad and 0.5% of portfolio investment 
and financial derivatives. 21.2% of total international assets consists of currency 
and deposits; 6.1% of trade credits; 2.5% of loans. Reserve assets decreased by 
251.1 million USD (423.2 million GEL) compared to previous quarter. By the end 
of the fourth quarter of 2013, reserve assets amounted to 2.8 billion USD (4.9 
billion GEL). -252.7 million USD (426.0 million GEL) out of net quarterly changes 
of reserve assets was due to transactions, -1.5 million USD (-2.6 million GEL) due 
to price changes and 3.2 million USD (5.4 million GEL) due to exchange rate 
changes. As for liabilities, by the end of the same period, total liabilities amounted 
to 22.3 billion USD (38.8 billion GEL), i.e. 772.0 million USD (1.3 billion GEL) 
increase on annual base and 281.6 million USD (474.7 million GEL) increase on 
the quarterly base. Liabilities to direct investors increased by 220.6 million USD 
(371.8 million GEL) by transactions in the fourth quarter 2013. During the same 
period a significant exchange rate changes was observed. Totally, the liabilities to 
direct investors decreased by 9.1 million USD (by 15.3 billion GEL) and amounted 
to 11.7 billion USD (20.3 billion GEL). Portfolio investment liabilities increased 
by 147.7 million USD (248.9 million GEL) during the quarter and amounted to 2.0 
billion USD (3.4 billion GEL). The reason for increase was issuance of new bonds 
by banking sector. Out of total portfolio investment liabilities 543.0 million USD 
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(942.8 million GEL) are Georgian government's Eurobonds, 571.5 million USD 
(992.3 million GEL) Eurobonds of Georgian railway and 262.0 million USD 
(454.9 million GEL) Georgian Oil and Gas Corporation bonds. Treasury bills and 
treasury notes bought by non-residents, total 15.9 million USD (27.6 million GEL) 
is included in this component. By the end of the fourth quarter of 2013, other 
investments liabilities increased by 143.1 million USD (241.1 million GEL) compared 
to the record of preceding quarter, and amounted to 8.7 billion USD (15.1 billion 
GEL). Out of that amount 6.7 billion USD (11.7 billion GEL) is comprised by loans. 
Monetary authorities' loans decreased by 36.3 million USD (61.2 million GEL) as 
compared to the record of the previous quarter and amounted to 115.8 million USD 
(201.1 million GEL). External liabilities of general government grew by 106.9 
million USD (180.1 million GEL) during the quarter due to increase of long term 
liabilities. It should be noted that transactions of the IMF long-term debt service 
amounted -49.6 million USD (-83.6 million GEL). Liabilities of banking sector 
increased along the reporting quarter mainly due to short-term debt accumulation 
and totaled to 1.3 billion USD (2.3 billion GEL) for the end of the quarter. External 
liabilities of other sectors decreased by 7.1 million USD (11.9 million GEL) during 
the fourth quarter and amounted to 1.8 billion USD (3.1 billion GEL) by December 
31, 2013. Liabilities of currency and deposits raised by 36.9 million USD (62.2 
million GEL) compared to the previous quarter record and reached 906.3 million 
USD (1.6 billion GEL). By the end of December 2013, other long-term liabilities 
of the National Bank of Georgia amounted 221.7 million USD (385.0 million 
GEL), which is the allocation of Special Drawing Rights (SDR). 

 
Annual Analysis2014 
As for December 31, 2014, the net international investment position (IIP) of 

Georgia amounted to -17.1 billion USD (-31.9 billion GEL), which is 103.6% of 
Georgia's GDP. It has decreased by 1.0 billion USD (1.8 billion GEL) compared to 
the fourth quarter of 2013 and by 95.9 million USD (172.9 million GEL) compared 
to the previous quarter. Transactions and other changes were negative during the 
quarter, while price changes and exchange rate changes were positive. Total 
international assets amounted to 6.1 billion USD (11.4 billion GEL) as of December 
31, 2014. Reserve assets comprise 44.0% of total international assets; other investments 
comprise 30.2%; direct investment abroad stood at 24.7% and 1.1% is made up of 
portfolio investment and financial derivatives. Total 20.1% of international assets 
consist of currency and deposits (currency and deposits of reserve assets are excluded); 
6.7% consist of trade credits and 3.2% are loans. Reserve assets decreased by 2.0 
million USD (3.6 million GEL) during the quarter. By the end of December 2014, 
reserve assets amounted to 2.7 billion USD (5.0 billion GEL). Total 34.9 million 
USD (65.0 million GEL) of the net quarterly changes of reserve assets was 
transactions, 0.8 million USD (1.5 million GEL) was price changes, and -37.6 
million USD (-70.1 million GEL) was a result of exchange rate changes. By the 
end of the fourth quarter of 2014, total liabilities amounted to 23.3 billion USD 
(43.3 billion GEL), which is a 1.1 billion USD (2.0 billion GEL) increase on the 
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annual base and a 51.3 million USD (92.5 million GEL) increase on the quarterly 
base. Liabilities to direct investors increased by 349.1 million USD (650.7 million 
GEL) from transactions in the third quarter of 2014. Price changes and other changes 
were positive, but exchange rate changes were negative -439.3 million USD (-818.8 
million GEL) during the quarter. Total liabilities to direct investors decreased by 
49.7 million USD (92.7 million GEL) and amounted to 12.2 billion USD (22.8 
billion GEL). Portfolio investment liabilities decreased by 90.0 million USD (162.4 
million GEL) during the quarter and amounted to 2.2 billion USD (4.1 billion GEL). 
Out of the total portfolio investment liabilities 532.3 million USD (992.0 million 
GEL) consist of the Georgian government's Eurobonds, 829.3 million USD (1.5 billion 
GEL) are Public Enterprises Bonds. Treasury bills and Treasury notes bought by 
non-residents, totaling 19.5 million USD (36.3 million GEL) are included in this 
component. In the fourth quarter other investments liabilities increased by 191.1 
million USD (344.6 million GEL) and amounted to 8.8 billion USD (16.4 billion 
GEL) by the end of fourth quarter 2014. Out of that amount, loans comprise 6.7 
billion USD (12.4 billion GEL). Monetary authorities' loans decreased by 5.2 million 
USD (9.3 million GEL) compared to the previous quarter and amounted to 42.6 
million USD (79.4 million GEL). External liabilities of the general government grew 
by 132.8 million USD (239.6 million GEL) during the quarter. Other long-term loans 
(excluding IMF credits and loans) increased by 112.1 million USD (202.3 million 
GEL). Transactions of the IMF credits outstand. Comprised 22.4 million USD (41.8 
million GEL). The liabilities of the banking sector decreased by 81.3 million USD 
(146.7 million GEL) during the reporting quarter and totaled 1.2 billion USD (2.2 
billion GEL) at the end of the quarter. External liabilities of other sectors decreased 
by 29.9 million USD (54.0 million GEL) during the fourth quarter and amounted to 
1.8 billion USD (3.3 billion GEL) as of December 04, 2014. The liabilities of 
currency and deposits declined by 81.9 million USD (147.8 million GEL) compared 
to the previous quarter and made up 1.0 billion USD (1.9 billion GEL). By the end 
of December 2014, other long-term liabilities of the National Bank of Georgia 
amounted to 208.6 million USD (388.7 million GEL), which is the allocation of 
Special Drawing Rights (SDR). 

 
Annual Analysis 2015 
The net international investment position (IIP) of Georgia amounted to -17.9 

billion USD (-42.9 billion GEL) for December 31, 2015. This is -128.6% of GDP 
of the last four quarters. This figure has deepened by 515.2 million USD and by 
499.1 million USD compared to the fourth quarter of 2014 and the previous quarter 
records consequently. Transactions, price and other changes were negative, while 
the exchange rate changes were positive during the quarter. International assets 
increased by 190.5 million USD during the quarter and by 459.0 million USD annually. 
Total assets amounted to 6.9 billion USD (16.6 billion GEL) by the December 31, 
2015. Liabilities increased by 974.3 million USD compared to the end of the fourth 
quarter figure of 2014 and by 689.6 million USD compared to the previous 
quarter's figure. Total liabilities amounted to 24.9 billion USD (59.5 billion GEL). 
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Annual Analysis 2016 
The net international investment position (IIP) of Georgia amounted to -19.7 

billion USD (-52.0 billion GEL) for December 31, 2015. This is -137.1% of GDP 
of the last four quarters. It has deepened by 373.3 million USD compared to the 
previous quarter. International assets amounted to 7.6 billion USD (20.2 billion 
GEL) by December 31, 2016 increasing by 153.1 million USD during the quarter. 
Liabilities increased by 526.4 million USD during the quarter totaling 27.3 billion 
USD (72.2 billion GEL) (Figure 1). 

 
Figure 1: FDI dynamics in 2009-2016 (USD USD) 

Source: according to the National Statistics Office of Georgia 
 

Annual Analysis 2017 
The net international investment position (IIP) of Georgia amounted to -21.6 

billion USD -51.9 billion GEL) for June 30, 2017, accounting for -148.6% of the 
last four quarter GDP. Net IIP deteriorated by 794.1 Million USD compared to the 
previous quarter. International assets amounted to 8.4 billion USD (20.2 billion 
GEL) by the June 30, 2017 up by 621.7 million USD quarterly. Liabilities increased 
by 1.4 billion USD during the quarter totaling 29.9 billion USD (72.1 billion GEL). 

 

Table 1 
International Investment Position 

Year 
Net international investment 

position (Billion GEL) 
Net international investment 

position (Billion GEL) 
Total international liabilities 

(Billion GEL) 
2013 -28.3 10.5 38.8 
2014 -31.9 11.4 43.3 
2015 -42.9 16.6 59.5 
2016 -52.0 20.2 72.2 
2017 -51.9 20.2 69.8 

Source: according to the National Statistics Office of Georgia 
 

As we can see from Table 1, the total assets in 2016 and 2017 exceeded the 
volume of previous years. The overall international liabilities in the first half of 
2017 are the same as in 2016; it can be assumed that this indicator will decrease in 
2017 indicating that the country has the resources to meet certain obligations, but if 
this indicator increases, that the undertaken obligations will be used to create and 
implement more assets, which should be reflected positively in the economy. 
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CONCLUSION 
Based on the study we draw attention that FDI is one of the capital international 

movement forms; they are the one of the driving forces of the modern globalized 
economic world; it is a feature of the globalized economic system as well that 
implies total non-resident companies invest in enterprises, real estate and other 
assets. The promotion of advanced technologies and entrepreneurship is a significant 
direction of Georgia's sustainable economic development strategy. In order to ensure 
economic development and security, it is necessary to focus on innovations and 
new technologies, which will enable the country to have the opportunity to its 
competitiveness. Encouraging investments in the export-oriented sector contributes 
to the growth of foreign currency in the country, which will provide a positive 
balance of foreign trade balance in long term and international investment environment. 
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Abstract: The paper presents the analyses of forming the significant segment of 

the Ukrainian insurance market viz. liability insurance. It is ascertained that nowadays 
the given segment in Ukraine has positive trends of development, but it also has 
substantive problems in the formation of the market, especially in the field of the 
obligatory civil liability insurance of land transport owners. In particular, there is 
large proportion of counterfeit insurance contracts in the market. There exist problems 
in the system of organizational and legal foundations for the insurance of civil 
liability of land transport owners. Low financial capabilities of Ukrainian insurance 
companies lead to their exclusion from the Motor (Transport) Insurance Bureau of 
Ukraine that undermines the financial basis of automobile liability insurance. 
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INTRODUCTION 
The formation of the market of types of liability insurance goes along with the 

technical progress and is supported by various statutory acts, as it affects virtually 
all spheres of life. Foreign practice has a fairly large number of types of liability 
insurance. The civil liability insurance of land transport owners has received the 
largest development in Ukraine. The introduction of this type of insurance in a 
mandatory form has caused a number of problems that are still unresolved and 
need to be improved. In the context of the reforms being carried out in Ukraine, as 
well as in connection with active European integration processes in particular and 
with the prospect of forming a common zone of motor vehicles free movement, the 
range of problems related to reforming the institution of civil liability insurance of 
land transport owners becomes more and more relevant. 

 
MATERIALS AND METHODS 

The aim of this work is to study the theoretical and methodological problems of 
forming the market of types of liability insurance based on the analysis of this 
segment of the insurance market. The object of the research is the process of forming 
the market of types of liability insurance. The subject of the study is the set of 
relations concerning the development and formation of civil liability insurance of 
land transport owners. 
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A dialectical method of cognition was chosen as the basis for the study. A 
number of other methods have been used to solve specific tasks. The statistical and 
economic method has been used to study the major trends in forming the market of 
types of liability insurance in Ukraine as well as the civil liability insurance of land 
transport owners. The abstract-logical method has been used to outline the problems 
in the development of this segment of the insurance market. 

Ukrainian scientists and practitioners working on this problem are O. Masharo, 
Y. Malashenko, Y. Lesko, R. Abduramanov. They are investigating into certain types 
of liability insurance. But along with the existing scientific works the issues of 
forming the market of types of liability insurance are highlighted insufficiently. 
Regulatory acts in the field of insurance protection, official materials of the Motor 
(Transport) Insurance Bureau of Ukraine and the National Commission, which carries 
out the state regulation in the field of financial services markets of Ukraine, 
constitute the information base of this study.  

 
RESULTS 

Let's analyze the market of the types of liability insurance that has been formed 
in Ukraine today. According to the National Commission, which carries out the state 
regulation in the field of financial services markets, voluntary liability insurance 
and obligatory civil liability insurance of land transport owners belong to types of 
insurance related to the field of liability insurance. The dynamics of insurance 
premiums according to these constituents in the field of liability insurance is 
positive, which is confirmed by data of the Table 1. 

Table 1 
Dynamics of gross insurance premiums and payments for risky types 

of insurance in Ukraine during 2014-2016, million UAH 

Types of insurance 
Gross insurance premiums Gross insurance payments 
2014 2015 2016 2014 2015 2016 

Risk types of insurance 24607,5 27549,4 32414,2 4626,2 7608,9 8421,2 
incl. voluntary liability insurance 1582,4 2290,8 2336,2 56,6 516,5 88,1 
Non-state mandatory insurance 3835,5 4922,4 5644,3 1207,9 1415,5 1883,1 
incl. civil liability insurance of 
land transport owners 3149,3 4044,2 4673,5 1184,7 1383,5 1818,2 
Total (all types) 26767,3 29736,0 35170,3 5065,4 8100,5 8839,5 

Source: according to the data of National Commission carrying out the state regulation in financial 
services markets 

 

Insurance premiums for voluntary liability insurance grew up at the end of the 
period, which was almost 1.5 times higher in 2016, and the increase was equal to 
47% in comparison with 2014. A similar positive dynamics can be observed with 
insurance premiums for civil liability insurance of land transport owners. The 
dynamics of payments for voluntary liability insurance has a tendency to fluctuate 
depending on the payments made. For automobile liability insurance, there exists a 
traditional tendency to increase payments. Thus, in 2016 gross payments grew by 
633.5 million UAH compared to 2014. The index of the level of payments of the 
third party liability insurance coverage is the highest compared to the general index 
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for risk insurance types and it ranges from 34.2% to 38.9% in 2014-2016 (Table 2). 
Under the voluntary liability insurance, the level of payments for the specified 
period does not exceed the general level of payments on risky types of insurance. 

Table 2 
The level of insurance payments for risky types 

of insurance in Ukraine during 2014-2016,% 

Types of insurance 
Gross insurance 

payments 
Net insurance 

payments 
2014 2015 2016 2014 2015 2016 

Risk types of insurance 19,6 27,6 26 28,3 35,3 34,3 
incl. voluntary liability insurance 3,6 22,5 3,8 7,2 17,9 5,2 
Non-state mandatory insurance 37,6 34,2 38,9 39,0 34,8 38,9 
incl. civil liability insurance of land transport 
owners 31,5 28,8 33,4 32,5 29,1 33,4 

Source: according to the data of National Commission carrying out the state regulation in financial 
services markets 

 

The branch of liability insurance has positive trends in its development, the volume 
of insurance premiums and payments is increasing, but the industry has problems 
in forming its separate segment, in particular the mandatory civil liability insurance 
of land transport owners. Judging by the data from Table 3 it becomes obvious that 
according to internal agreements on motor liability insurance there was a decrease 
in their number by more than 430 thousand units. It strongly suggests a decrease in 
the use of vehicles on the roads of Ukraine. But it didn't lead to any changes in the 
amount of insurance premiums collected by insurers for this type of insurance. 

Table 3 
Basic indices of mandatory civil liability insurance of land transport 
owners under internal agreements in Ukraine during 2014-2016 

Indices 2014 2015 2016 Changes 
Number of insurance contracts, pcs. 7 479 697 6 826 118 7 049 462 -430235 
Insurance bonuses, mln. UAH 2475 2970 3406 +931 
Number of regulated claims, pcs., 
incl. using the European Accident Statement, pcs. 

107 877 98 785 119 186 +11309 
7 594 12 429 20 487 +12893 

Insurance indemnity, mln. UAH, 
incl. using the European Accident Statement, mln. 
UAH 

978 1089 1405 +427 

39,4 72, 7 151,6 +112,2 
Source: according to the data of the Motor Transport Insurance Bureau of Ukraine 
 

There is also a positive dynamics indicating to an increase in the level of 
insurance culture and improvement of the conditions of motor liability insurance. 
This is an increase in the number of regulated claims using the European Accident 
Statement by more than 12 thousand units in 2016. This practice is still rather 
unpopular in Ukraine, but every year the number of regulated traffic accidents is 
increasing through this mechanism. The main trends in the development of 
international civil liability insurance of land transport owners in 2014-2016 testify 
that the number of international civil liability insurance contracts concluded in 
Ukraine increased by almost 13 thousand units (Table 4). A raise in the dynamics 
of insurance premiums by 511 million UAH during the indicated period has been 
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observed respectively. This situation is explained by the introduction of a visa-free 
regime with the countries of the European Union. 

Table 4 
The main indices of the development of international insurance 

"Green Card" in 2014-2016 
Indices 2014 2015 2016 Changes 

Number of insurance contracts pcs.  703 578 764 636 716 553 +12975 
Insurance premiums, mln. UAH  494, 0 845, 5 1 005 +511 
Number of claims paid over the reporting period, pcs.  4 393 4 216 4 857 +464 
Amount paid on demand over the reporting period, 
thousand euros 9 632 8 961 10 697 +1065 

Source: according to the data of the Motor Transport Insurance Bureau of Ukraine 
 

It is also important to note that according to data provided by MTIBU the 
market share of the first 10 insurance companies maintaining the motor liability 
insurance is 53.6%. This is due to the fact that a fairly large number of small insurers 
have entered the market of types of liability insurance. But market conditions as well 
as the strengthening of requirements for the insurers' financial solvency will 
promote the displacement of the latter from the market. 

 

CONCLUSIONS 
Along with the positive dynamics of the development of motor liability insurance, 

this type of insurance has several basic problems. In particular, nowadays the 
Ukrainian insurance market has a great number of forged auto liability insurance 
contracts. According to experts, the market of such insurance policies makes up 
10% of the total number of the contracts. The amount of short-received payments 
by the insurance market exceeds 300 million UAH annually. It correspondingly 
leads to the default on budgetary payments and infringements of financial fundamentals 
in MTIBU activity. An important achievement of MTIBU in the market of the 
mandatory motor liability insurance was the creation and implementation of a 
register of insurance agents that sell such policies. But the problem of drawing up 
forged insurance contracts hasn’t been solved completely. A separate problem is the 
lack of insurance coverage for drivers with a falsified policy. No insurer will make 
a reimbursement on false policies. The offender will have to pay the damage 
caused out of pocket in case of a traffic accident. It is believed that the introduction 
of the electronic policies on civil liability insurance of land transport owners from 
February 7, 2018 will contribute to reducing the proportion of counterfeit contracts 
under this type of insurance. 

The current problem of the liability insurance market is the existing tendency to 
exclude insurers from the members of MTIBU. Due to debts to MTIBU funds 17 
insurance companies were excluded and 2 insurance companies came out voluntarily 
in 2014. 4 insurers and 3 insurance companies were excluded in 2015 and 2016 
respectively. We can state a significantly high dynamics of the exclusion of insurers 
from the MTIBU, especially in 2014 due to the annexation of the Crimea, low 
financial solvency of domestic insurance companies and a general decrease in the 
number of insurers. 
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We fully agree with Masharo (2014), who also focuses on the problem of the 
bonus-malus system in the civil liability insurance of transport owners, and points 
to its disadvantages. Taking into account the bonus-malus system the author also 
emphasizes the inadequacy of insurance tariffs that can lead to the collapse of the 
insurance market in the liability insurance sector. As a result, the Ukrainian insurance 
market is currently experiencing the price dumping which leads to the insurers' 
insolvency. Yet another problem arises in the relationships occurring in the process 
of automobile insurance liability. Under current legislation the dissatisfied parties 
can get the reimbursement from MTIBU funds on debts of bankrupt insurers only 
after the completion of the bankruptcy proceedings and in case of the insurers’ 
funds deficiency for servicing their own obligations. The liquidation balance 
approval is considered to be the document confirming the insufficient funds of the 
bankrupt insurer. The lawsuit in bankruptcy lasts for years, and sufferers of the 
traffic accidents are awaiting payments from MTIBU for years, which is 
unacceptably long for them nowadays. In addition, the hryvnia devaluation does 
not contribute to protecting the interests of sufferers in traffic accidents. 

In Ukraine, the settlement of losses in the case of traffic accidents is carried out 
in the company of the perpetrator. That is why the insurance company sometimes 
withholds the payment and affects directly its size. In European countries, there is a 
direct settlement of damages when dissatisfied party applies to his insurance 
company in order to receive payments of insurance indemnity. This arrangement 
facilitates a faster settlement of losses, and proves to be a very important quality 
indicator in the settlement of damages to the injured parties under the insurance 
contract. 

Hence, the liability insurance market in Ukraine remains poorly developed and 
unstable to some extent, but it has a steady tendency to increase key indicators. 
Despite the imperfection of certain processes of obligatory civil liability insurance 
of land transport owners this type of insurance is the basis of liability insurance and 
has a sufficient background for further development and improvement in Ukraine. 
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Abstract: Providing students with opportunities to have international learning 
or internship experiences as a part of tourism education programs is becoming an 
increasing trend. This paper explores the factors that support or limit student 
mobility at Pärnu College, University of Tartu, Estonia, with particular reference 
to the European Erasmus program. The results demonstrate the perceptions of 74 
first- and second-year students before experiencing studies abroad. The findings 
indicate that the main discouraging factors are connected with finances and the 
apprehension of not graduating within nominal time. 
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INTRODUCTION 
Last decades, globalization and internationalization have grown in scope and 

importance. Universities have always been international institutions with international 
students and teachers. Internationalization has attained more significance in higher 
education research (Lumby & Fosket, 2016) as it is suggested that internationalization 
is one of the major forces impacting higher education as it changes to meet the 
challenges of the twenty-first century (Knight, 2014). The rapid changes in the 
technological progress, the evolution of the communication means and quality of 
life, the demographic, climatic and other factors have generated interconnections 
on the issue of the higher education, obliging the universities to embark on a new 
intra and cross-border mobility strategy (Danielescu & Perez-Danielescu, 2014). Also, 
rankings are having a profound effect on higher education and research systems, at 
the global, national and institutional level (Hazelkorn, 2013). Brandenburg and de 
Wit (2011) add that internationalization of higher education has moved from the 
fringe of institutional interest, such as student exchange programs, to the core 
initiatives, for example, a big business of recruitment and academic collaboration 
over the past two decades. European Commission (2011) has brought out in their 
documents that there is no doubt that globalization, international mobility and 
demographic change have radically altered the face of higher education in Europe 
and internationally. (European Commission, 2011) In Pärnu College, the University 
of Tartu students mainly use Erasmus program for studies and internship abroad. 

 

MATERIALS 
The growth of internationalization in scope, scale and importance after several 

decades of intense development has undoubtedly transformed high education (Knight, 
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2013). Some decades ago studying abroad was not so common, but these days' study 
abroad exists within a broader framework of globalization and the internationalized 
university (Twombly, Salisbury & Tumanut, 2012) and is recommendable in several 
higher education programs. Knight also adds broader vision of internationalization 
in higher education and describes the expansion of academic mobility schemes as a 
hallmark of internationalization today. She describes international academic mobility 
for students, as well as scholars and staff as highly competitive multi-million-dollar 
international recruitment business. 

The increase in the number of students studying abroad has been made possible 
partly by an expansion in the types of study abroad programs (e.g. Erasmus) 
(Twombly, Salisbury & Tumanut, 2012). Although studying abroad is getting more 
common there are students who are not willing to have that experience. Souto-Otero 
et al (Souto-Otero, Huisman, Beerkens, & de Wit, 2013), for example, indicate that 
mobility still reaches only a minority of higher education students, in spite of structural 
reforms to make European higher education systems more compatible, such as the 
Bologna process. Encouraging factors and discouraging factors that influence 
students' decision to study abroad are reported in numerous studies (e.g. Deviney, 
Vrba, Mills & Ball, 2014; Doyle, et al 2010; Li, Olson & Frieze, 2013; Huják, 2015). 
Generally, results reveal that students with higher study abroad desire are affected 
by personal motivation and look for exposure to a different culture and language, 
and gaining learning experience abroad that would look good in their CV. The 
main barriers are the cost of living and language knowledge. Quite often students 
have brought out that there is not enough information about the possibilities of 
studying abroad or they cannot find a suitable partner institution. 

Gradually growing cooperation between universities and Erasmus funding have 
notably simplified the students studying abroad. However, these have not improved 
learners' motivation. Twombly, Salisbury & Tumanut (2012) suggest that the choice 
to study abroad is influenced by various individual and contextual resources, such 
as socioeconomic status, availability of information about studying abroad, previous 
travel experiences, perceived importance of studying abroad, and language proficiency, 
as well as the home and school context. Souto-Otero, Huisman, Beerkens & de Wit 
(2013) admit that surprisingly, there is not much use of theoretical frameworks to 
explain students’ motivations and barriers to study (temporarily) abroad. 

The aim of the research was to analyze encouraging and discouraging factors of 
studying abroad in the case of Pärnu College. The research questions that the study 
focused on were: (1) which factors encourage and discourage students to apply to study 
abroad? (2) how do the students' gender, specialty and study year affect applying to 
study abroad? 

 
METHODS 

The sample of the research comprised 118 first- and second-year students who 
had no previous studying experience in a foreign university. 74 properly filled 
questionnaires were returned for data analysis. The respondents were majoring in 
tourism and hotel management (TH) with 37 students, entrepreneurship and project 
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management (EP) with 30 students, and social work and rehabilitation management 
(SR) with 7 students. 58% of the respondents were female, 42% were male. The 
research was conducted in quantitative method using a questionnaire by Janka 
Huják (Huják, 2015). The questionnaire was adapted for the students of Pärnu 
College. Data analysis included descriptive statistics conducted with SPSS. Non-
parametric Kruskal-Wallis Test and Mann-Whitney U Test were used for analysis 
to investigate the relations between speciality, study year and gender. The analysis 
did not include the responses from SR curriculum because of its very small number. 

 

RESULTS AND DISCUSSION 
82% of all respondents admitted that they had previously considered studying 

abroad for at least 1 semester. As encouraging factors, the respondents assessed highest 
the knowledge that studying abroad may benefit when applying for job in the 
future (M = 3.51, SD = 0.50), they can study foreign languages, other than English 
(M = 3.61, SD = 0.49), and gain professional knowledge (M = 4.51, SD = 0.54). 

Table 1 
Factors encouraging studying abroad 

Source: calculated by authors 
 

The encouraging factors (Table 1) were assessed in a rather similar way considering 
specialty or study year. The comparison of females' and males' assessments revealed 
some differences, however they were not really significant. The students majoring 
in EP found that studying abroad supported their English language skills and offered 
possibilities for travelling. The students majoring in SR thought that they could 
improve their English language skills and study other languages. The respondents 
majoring in TH valued the possibility of travelling and building international relations. 

As the main discouraging factors, the respondents brought out the apprehension 
that the scholarship did not cover all expenses so they are worried about the 
financial factor (M = 3.07, SD = 0.61), also the circumstance that the courses taken 
abroad would not be accepted in Pärnu College (M = 2.95, SD = 0.73), they will 
not to go alone (M = 2.59, SD = 0.81) and being away from friends and family 
(M = 2.68, SD = 0.78). 

Encouraging Factors 
Specialty Study year 

EP SR TH 1st 2nd 
Mean (SD) Mean (SD) Mean (SD) Mean (SD) Mean (SD) 

I've heard that some of the subjects 
are easier to complete abroad 1.87 (.68) 2.71 (.49) 2.43 (.80) 2.22 (.76) 2.24 (.82) 
Partying 2.40 (.62) 2.29 (.82) 2.27 (.73) 2.17 (.74) 2.47 (.60) 
The Erasmus is acknowledged by the 
labor market 3.37 (.49) 3.14 (.38) 3.57 (.55) 3.56 (.50) 3.34 (.53) 
I can study other languages (other 
than English) 3.53 (.51) 3.29 (.76) 3.54 (.61) 3.56 (.61) 3.47 (.56) 
I can gain professional knowledge 3.40 (.50) 3.14 (.38) 3.54 (.61) 3.53 (.56) 3.37 (.54) 
I can get to know new cultures 3.27 (.58) 3.14 (.69) 3.64 (.49) 3.49 (.56) 3.39 (.59) 
I can improve my English 3.57 (.57) 3.57 (.53) 3.51 (.73) 3.61 (.60) 3.47 (.69) 
Travelling 3.57 (.57) 3.14 (.90) 3.65 (.68) 3.47 (.70) 3.66 (.63) 
I can build international relations 3.47 (.57) 3.14 (.38) 3.65 (.54) 3.50 (.56) 3.55 (.55) 
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Table 2 
Factors discouraging studying abroad 

Source: calculated by authors 
 

Preceding from specialty the students perceived different apprehensions (Table 2). 
The students majoring in EP tend to worry that the scholarship does not cover all 
expenses, and the courses taken abroad would not be accepted in Pärnu College. 
The students of SR reported that they did not want to be away from their friends 
and family. They also worried that a semester or year abroad might prolong their 
studies. The students majoring in TH also reported financial reasons as the main 
discouraging factor, also the circumstance that the courses taken abroad might not 
be accepted in their college and therefore, they could not graduate within nominal 
time. There were no significant differences between the discouraging factors in 
comparison of the study year or gender. Special attention was paid to the differences 
between the students' perceptions and their gender, specialty and study year. The 
results of Kruskal-Wallis Test (Table 3) indicated only two statistically significant 
differences considering specialty and study year. 

Table 3 
Differences between the factors and specialty 

 Mean Rank Test statistic 
Factors EP1 EP2 TH1 TH2 Kruskal-Wallise 

Test 
p 

I've heard that some 
of the subjects are 
easier to complete 
abroad 

29.57 24.38 35.84 44.06 10.967 0.012 

I can get to know new 
cultures 

31.71 23.94 39.33 37.56 8.499 0.037 

Source: calculated by authors (p < 0.05) 
 

The students of EP tended to believe that studying abroad is not easier than in 
their own college, whereas the Mean Rank for the TH students showed that 
students were not afraid to study in a foreign language and that was not considered 

Discouraging Factors 
Specialty Study year 

EP SR TH 1st 2nd 
Mean (SD) Mean (SD) Mean (SD) Mean (SD) Mean (SD) 

Because of financial reasons 3.27 (.58) 3.00 (.58) 2.97 (.60) 3.14 (.54) 3.05 (.66) 
I am not confident about my language 
knowledge 2.53 (.68) 2.57 (.98) 2.47 (.94) 2.57 (.81) 2.45 (.86) 
I do not want to be away from my 
family/friends 2.83 (.83) 3.14 (.69) 2.57 (.80) 2.86 (.76) 2.61 (.86) 
I am afraid it may prolong my studies 2.77 (.68) 3.14 (.69) 2.92 (.72) 2.83 (.65) 2.92 (.75) 
The courses taken abroad would not 
be accepted 3.03 (.56) 3.00 (.58) 2.92 (.80) 2.97 (.65) 2.97 (.72) 
I have heard about bad experiences 2.30 (.75) 2.29 (.49) 2.35 (.98) 2.33 (.79) 2.32 (.90) 
I do not want to go alone 2.53 (.78) 2.86 (.69) 2.57 (.90) 2.72 (.81) 2.45 (.83) 
I do not wish to go abroad 2.27 (.78) 2.71 (.49) 1.81 (.94) 2.03 (.77) 2.13 (.99) 
I go to work and therefore I cannot 
apply 2.07 (.74) 1.86 (.90) 1.76 (.98) 1.83 (.77) 1.95 (.98) 
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to be more complicated than studying in their mother tongue. The other significant 
difference was revealed in the case of learning new cultures. According to the 
perceptions of EP students, their decision to study abroad was not affected by the 
possibility of learning about new cultures, whereas TH students estimated this 
possibility more highly. The gender became important in the case of one factor 
while applying to study abroad. Mann-Whitney U Test (Test Statistic 503) provided 
one statistically significant difference (p = .031) between male and female 
respondents to one factor: I do not wish to go abroad, where the Mean Rank for 
males was 43.43 and for females 31.51. Male students' decision not to apply was 
more caused by the position that they did not want to go abroad. Many respondents 
had job in their homeland; some had families which affected their decision not to 
apply to study abroad. 

 
CONCLUSIONS 

In general, the findings showed that students were interested in studying abroad 
(82% of the respondents had been thinking on it). The results of the study 
conducted in Pärnu College confirmed the earlier findings as the main encouraging 
factors which were named were the knowledge that studying abroad may benefit 
when applying for job in the future, the possibility to study foreign languages, 
other than English, and gaining professional knowledge. 

Minor distinctness's were revealed according to specialties but the main 
discouraging factors were worry because of financial resources and because a 
semester or year abroad might prolong their studies as the courses taken abroad 
might not be accepted in their college. Another discouraging factor appeared to be 
being away from friends and family. So, it may be said that worry because of 
financial resources is overlapping with the results in previous studies and is the 
main reason not to go abroad. Even though the encouraging and discouraging 
factors did not distinguish in specialties, we can state based on statistics from last 
five years that the students of tourism specialties have been most active using the 
possibilities to study abroad. The findings did not reveal significant differences in 
respondents' gender or study year. There were only minor statistically significant 
differences considering specialty. 
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Abstract: Moral hazard generally is being presented as phenomena of private 

insurance system. There are indicators, which reveal moral hazard also in system 
of compulsory health insurance. From the side of patients, there is excess demand, 
especially for hospital treatment. From the side of doctors, exist "supplier induced 
demand". As a result, excess demand and supply create more health spending and 
inefficiency in health treatment. The problem has been derived from the practice of 
Bulgaria. It testifies that moral hazard is also phenomena for the mandatory health 
insurance system. 

 
Keywords: asymmetric information, principal-agent model, moral hazard, over 

hospitalization, inefficiency in health care 
 

INTRODUCTION 
In the health sector, there is strong asymmetric information between the two 

groups: doctors and patients. It is appeared in different knowledge about the 
disease processes of the patient: doctor acquires and dispose of information about a 
patient's illness, which he due to lack of professional knowledge, holds. The 
phenomenon is known as "asymmetric information": one knows something that the 
other does not. It forms relations between two entities, known as model principal – 
agent (Stevens, 1993). Due to lack of missing professional knowledge, patient trust 
and assign treatment the doctor who acts as his agent or he takes care for its 
professional treatment. In the framework of the model "principal – agent" in the 
uncertainty face in the health services demand, the phenomenon of "asymmetric 
information" raises a series of defects in the health sector. They increase the cost 
and lower effectiveness of medical treatment. It is a matter of reduced economies 
of scale of the existence of many private health insurance funds (covering the risk 
of disease), moral hazard and adverse selection (Donaldson & Gerard, 1993). Private 
health insurance funds are typical of market-oriented healthcare systems. Their 
influence is limited in health systems based on mandatory health insurance in 
public health funds. It is the case of Bulgaria, therefore the attention in the research 
focuses on relations that generates asymmetric information in terms of mandatory 
health insurance. 

 
PHENOMENA MORAL HAZARD AND ITS CONSEQUENCES 

In health insurance systems arises the problem of excessive demand on health 
services due to the phenomenon of "moral hazard". It is caused by the fact that the 
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treatment benefits of insured persons outweigh the benefits that doctors and patients 
would derive in a system of private payment for health treatment. As a result, the 
moral hazard generates excess demand and over-consumption and hence worsens 
the efficiency of resource allocation in health sector. "The moral hazard is a change 
in the doctors and patients behavior (demand and supply of health services), which 
is determined by the patient provision of the full cost of medical treatment" 
(Donaldson & Gerard, 1993). The phenomenon has been observed and identified 
the practice of developed countries, but it occurs in transformed to market East 
European countries. Moral hazard occurs in two versions: as moral hazard of 
"consumers" (patients) and doctors providing health services. First, consumers in 
terms of mandatory health insurance, cause moral hazard, because there is a zero or 
very low pay directly for health care services consumed. Under this condition, the 
patient tends to greater demand and consumption of health services. In Figure 1, 
the optimal supply and consumption of health services is in point A, at which is 
equilibrium between paid treatment costs and benefit the patients (in theory seen as 
equality MC = MB or between marginal cost MC and marginal treatment benefit 
MB. E.g. if government pays the health insurance contribution (as for pensioners, 
students, civil servants in Bulgaria) demand and consumption of health services are 
located in Q2. Even upon payment of health insurance contribution of workers in 
the health insurance fund, consumption amounts Q1 and the benefit in point C, but 
the marginal cost MC for treatment is point F. Obviously, in these cases there is 
reduced efficiency and social welfare loss is given by triangles AQ2B (full payment 
of health contributions by the state) and ACF (for a certain percentage of the cost 
of health insurance contribution), as is the case with Bulgaria. Second, the moral 
hazard of health providers and particularly hospital services, in fact doctors, manifests 
in terms of valued health services (clinical pathways or diagnostic – linked groups) 
treatment generates revenues for the hospital and higher salaries for doctors. Under 
this system, the agent (physician) has a financial incentive to stimulate patient 
demand (supplier induced demand), because it generates additional budget spending 
from agent, payable by the health insurance fund OP1E1Q1 < OP2E2Q2 (Figure 2). 
 
 
 
 
 
 
 
 
 
 

 
Figure 1: Excess demand of patients in 
terms of mandatory health insurance 

   Figure 2: Supplier induced demand 
   for additional health treatment 

Source: created by author 
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As a result, the agent (doctor or hospital) receives more income to realize its 
economic interest in owning monopoly information about the treatment of his 
patient. Budget benefit for the agent (doctor) induces him to promote further treatment 
of their patients. The stimulation of the principal (patient) to consume additional 
medical or hospital services creates moral hazard behavior of the agent in two versions: 

First, hospital treatment of patient that can be performed at home. In this case, 
the agent pursues to get additional revenue of treatment, however increasing budgetary 
costs of the patient (by square OQ1E1P1 to OQ2E2P2). The result is easily attainable 
in terms of mandatory health insurance, because the treatment on clinical pathway 
is paid from the health fund! 

Second, to enforce treatment of healthy patient, in fact he does not need and can 
even damage its health. The action of agent is entirely commercial: it pursues to 
obtain additional income, regardless of the need for patient treatment. This behavior 
of the agent is the classic interpretation of moral hazard: a complete mismatch 
between professional trust to the doctor and his commercial behavior: he likes to 
earn income, regardless of the consequences for the patient health. 

The patient accepts stimulating oversupply of health/hospital services, because 
the information about its treatment is asymmetric: he trusts the doctor, because he 
does not possess professional information about its illness. Patient agrees, even likes 
the proposed treatment by his agent (doctor), because third part – Public health 
fund pays for it. The moral hazard creates allocate (distributional) inefficiencies in 
medical treatment: the patient pay for a service, he does not need, even can damage 
patients' health. For its elimination has been developed two sets of approaches, 
which were built into the health policies of the countries: 

• organizational-administrative methods: exclusion of certain health services 
with a high risk of moral hazard (dentistry, cosmetic surgery); define the role of 
GPs as a "access door" to hospital treatment; implementing a rule for health council 
regarding complex treatments for patients; creation a specialized agency for medical 
audit, which examines the moral hazard presence in the doctors behavior; Internet 
publications on the effects of different types of treatments that allow patients to 
obtain information about their illnesses and ways of treatment; recommendations 
for second alternative consulting with a doctor in the field of illness; imposing 
heavy fines for actions of moral hazard and ultimately measure – withdrawing the 
right of agent for medical practice, when he received treatment unnecessarily and 
risk for the health of patients; 

• financial methods that involve the imposition of heavy fines for actions of 
moral hazard; financing and user fees for the entire treatment or its separate phases, 
setting financial limits and fixed dimensions of interventions for health care facilities 
and physicians; re-assess the high value of clinical pathways that stimulate agents 
to induce additional demand and supply of health services. 

 
IDENTIFYING MORAL HAZARD PHENOMENA IN BULGARIA 

Bulgaria applied mandatory public health insurance model with one national 
health insurance fund (NHF). Its budget receipts came from the mandatory health 
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insurance. With collected revenues, the NHF covered the treatment of insured 
persons in three lines: for GPs, hospital treatment and reimbursement of patient's 
costs for medical treatment. In this model of health services funding to the insured 
citizens, excess demand arises in terms of GPs. They are visited often mostly by 
retirees, who are susceptible to diseases and creating congestion effect (queues for 
review) in front of offices of their doctors. Besides, excessive demand for the 
treatment and GP occurs and further discharge of drugs from reimbursement list. 
Because of limited income, this group of patients pursues full or partial use the 
opportunity to reduce the medical costs. As a result, each year the NHF budget 
under reimbursement drugs is increased. To curb excessive demand for primary 
consumption reimbursement drugs are introduced fees for the medical check and 
an annual reassessment of the list of drugs that provide price discounts to many of 
them. Excess hospitalizations are typical phenomenon in last ten years. The analyses 
revealed that at least 25% of hospital treatments might be performed at home with 
supervision of doctors from pre-hospital medical units. Needy patients, however, 
prefer hospitalization due to better medical supervision. The hospital accepted 
without hesitation every patient with a referral for treatment in clinical pathway, 
because it provides him or her with additional budget income. This behavior is 
highly expressed on the expensive clinical pathways. According to evaluations, 
hospital over hospitalization for 2010 amounted to 400 million BGN leva or 35% 
of all hospital treatments (Vekov, 2011). 

 
CONCLUSIONS 

In Bulgaria, the moral hazard is appeared in its classic form, when doctors 
stimulate the treatment of patients, from which they do not have a medical need. 
They manipulated documentation for health treatment and NHF pays unnecessary 
treatment, which might be harmful to the patients' health. In 2010-2016 have 
become publicly dozens of cases of hospital interventions in healthy patients. 

Here are two examples: 
(1) "In every fifth or just 9 of 48 invasive cardiology in Bulgaria examined healthy 

patients; 70% of them were healthy and unobstructed vessels, but the Health Insurance 
Fund has paid for every patient 400 leva. Study of healthy individuals is absolutely 
unethical, not to mention that any procedure carries a risk for the patient, said prof. 
Petrov, chairman of the Society of Cardiologists in Bulgaria (Capital, April, 09, 
2015). In certain invasive cardiologies, doctors placed stents on 1200 patients and 
on later stage of their sick was made cardiac surgery operation as invasive therapy 
had no effect; in numbers, first, the Health Insurance Fund has paid 11 million BGN 
leva for placed stents, then gave another 7.7 leva for incumbent operations. In practice, 
unnecessarily it is spent 6 million BGN leva, said R.Todorova, manager of the 
national health fund (Trud, October, 14, 2014). 

(2) In vitro clinics often jump away at the cheapest treatment of male infertility 
and advised couples with reproductive problems to take expensive procedures for 
artificial insemination, state Dr. A. Zaimov, one of the few experts in male sexual 
health. After finding this defect, for the approval of an application for the artificial 
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insemination of IVF couples, Public special fund introduced a requirement for the 
view of androlog, i.e. professional assessment if artificial insemination is inevitable 
(24 hours, November, 04, 2011). 

Health policy is aimed at limiting the two options of the moral hazard: (1) the 
health fund does not cover dental (partly only up to 3 fillings) and (2) cosmetic 
interventions. General practitioners are gateway for access to hospital treatment by 
receiving the monthly limits for hospital checkups; the medical audit agency checked 
suspected cases of moral hazard; the fines imposed have for a lot of doctors and 
hospitals have been enforced fines; few doctors lost their medical right for the 
treatment of healthy patients. 

Moral hazard in terms of hospitalizations excess occurs in clinical pathways, 
which have a high price (cardiovascular and oncological diseases, IVF, etc.). In this 
case, an adequate valuation of these clinical pathways would constrain their excess 
supply. 
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Abstract: Crisis phenomena in the economy have an impact on the formation of 

own capital. Analysis of the dynamics of changes in the value of equity capital, its 
share in the structure of financial sources of economic entities becomes relevant 
particularly. The conducted research for the last few years has shown that there are 
changes in the cost and structure of own capital of Ukrainian enterprises. Industrial 
and agricultural spheres, where the level of independence and maneuverability of 
equity capital has significantly increased take a particular interest. The growth of 
the profitability of equity capital of large and medium-sized agricultural enterprises 
cannot be recognized as positive due to its low share in the total capital. We can 
make a conclusion that analysis of equity allows early detection of signals of the 
negative impact of its structure on the operational results of the enterprise and 
develop priority ways for further development for increasing its effectiveness. 
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INTRODUCTION 
Under modern conditions, the importance of studying equity is due to such 

factors, as significant changes in approaches to its accounting and strengthening of 
this indicator's role in the analysis of financial and economic activity of the 
company. Own capital characterizes the total value of the funds owned by the 
enterprise by the right of ownership and used for the formation of a certain part of 
the assets. This part of the asset, formed due to the equity invested in, represents 
the net assets of the enterprise. Own capital allows forming assets free of the claims 
of persons, who are not the owners of business, and thus, it is the basis of financial 
stability and success of any commercial enterprise. The necessity to manage own 
capital is dictated by internal prerequisites (desire to improve the financial state of 
the company in order to increase the welfare of its owners), as well as the external 
economic environment, assessing company's activities from outside and forming a 
system of economic relations with them. 

 
MATERIALS AND METHODS 

In the conditions of a market economy in Ukraine, the processes associated 
with improving the system of own capital managing are very important, since their 
proper outlining and effective implementation are the main ways to increase the 
efficiency of any enterprise. 
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Capital management is the management of the structure and value of sources of 
financing (liabilities) in order to improve the profitability of equity and the ability 
of the enterprise to pay income to the creditors and co-owners of the enterprise. 
The goal of managing own capital is to ensure a sustainable and efficient business 
development. The management of own capital is connected not only with ensuring 
the effective use of its already accumulated part, but also with the formation of its 
own financial resources that ensure the future development of the enterprise. To 
take effective managing decisions of enterprises including capital management, 
should have information about the capital they have, in what areas of activity it is 
invested and what its structure is? 

 
RESULTS 

In recent years, the capital structure of Ukrainian enterprises is dominated by 
borrowed capital. For 10 years, the equity capital of Ukrainian enterprises has 
decreased from 47% to 25%. The borrowed capital rose during the period under 
review from 53% to 75%. Thus, the majority of Ukrainian enterprises are dependent 
on borrowed capital. Low share of own capital leads to loss of financial capacity of 
enterprises, growth of financial risk, loss of independence from the attracted capital, 
reduced degree of maneuverability and stability. Considering the dynamics of changes 
in the value of the equity capital of Ukrainian enterprises for 2012-2016 in Table 1, 
we can see that the decline in its value in 2013 compared to 2012 by almost 25% 
was overcome at the end of 2014. Thus, the increase in equity for 2015-2016 was 
20.2% and 25.4% respectively of the 2012 losses. The size of the equity capital of 
Ukrainian enterprises varied in different ways from such basic branches as industry 
and agriculture. 

Table 1 
Dynamics of changes in the value of equity capital 
of Ukrainian enterprises for 2012-2016, mln UAH 

Indexes years 
2012 2013 2014 2015 2016 

Equity capital 1950374,9 1480658 1810179,6 2345323,3 2445803,7 
in % to 2012 100 75,9 92,8 120,2 125,4 

In agriculture 156820,0 163931,7 156700,4 275226,7 369370,9 
in % to 2012 100 104,5 99,9 175,5 235,5 

Share in the total amount 
of equity, in % 8,0 11,1 8,7 11,7 15,1 
In industry 721155,3 579218,9 581721,4 522353,3 526911,9 

in % to 2012 100 80,3 80,7 72,4 73,1 
Share in the total amount 
of equity, in % 36,97 39,1 32,1 22,3 21,5 

Source: created by author based on the data provided by the State Statistics Service of Ukraine 

 
If the share of the agricultural enterprises own capital in total value across all 

sectors has increased during the analyzed period from 8% to 15.1%; its grow thin 
2015-2016 was 75.5% and 135.5% respectively. On the contrary, enterprises had a 
tendency to reduce capital, both in value and in structure. Thus, the value of the 
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industry-sown capital has decreased by almost 27% in 2016 compared to 2012, and 
its share in the total cost of capital of Ukraine has decreased from 36.97% in 2012 
to 21.5% in 2016. Despite the positive trend in the growth of own capital by enterprises 
of Ukraine, especially the agricultural sector, the degree of their financial stability 
and autonomy is decreasing, which in turn raises financial risks. 

Table 2 includes calculations of independence degree of large and medium-
sized enterprises in the agricultural sector from the borrowed capital. 

Table 2 
Dynamics of indicators of autonomy of large and medium-sized 

agricultural enterprises in Ukraine for 2012-2016 
Year Equity capital, mln UAH Balance currency, mln UAH Autonomy indicator 
2012 148147,8   276651,8 0,54 
2013 156820,0   313096,8 0,50 
2014 163931,7   390607,0 0,42 
2015 275303,8   685844,9 0,40 
2016 369370,0 1537319,1 0,24 

Source: created by author based on the data provided by the State Statistics Service of Ukraine 
 

For 2012-2016, despite the increase in the value of own capital, the degree of 
autonomy of large and medium-sized enterprises in the agricultural sector has 
declined. If in 2012-2013 enterprises were independent of the borrowed capital, 
then from 2014 the degree of their autonomy reduced and reached a critical value 
of 24% in 2016. 

Analysis shows that in 2016 the main source of formation of the liabilities of 
agricultural enterprises was borrowed funds. The low levels of funds provided by 
own sources indicate the unstable financial structure of capital, low creditworthiness 
and dependence on external resources. There are problems with the formation of 
reserves due to the own working capital, which in turn leads to the emergence of 
crises in financial sustainability. 

Despite the decrease for equity in the amount of financial sources for large and 
medium-sized enterprises in the agricultural sector of Ukraine, the efficiency level 
of its use is quite high. In Table 3, the profitability ratios of equity capital of large 
and medium-sized agricultural enterprises for 2012-2016 are calculated. 

Table 3 
Dynamics of return on equity of large and medium-sized enterprises of 

agriculture in Ukraine for 2012-2016 
Year Net profit, mln UAH Equity capital, mln UAH Profitability ratios of own capital, % 
2012   35067,3 148147,8 23,7 
2013   14984,5 156820,0 9,6 
2014   21481,3 163931,7 13,1 
2015 102849,1 275303,8 37,3 
2106   90613,2 369370,0 24,5 
Source: created by author on the basis of data provided by the State Statistics Service of Ukraine 
 

The profitability of equity capital of large and medium-sized agricultural 
enterprises decreased during 2013-2014, but in 2015, it increased significantly. The 
decrease in the level of return on equity by 12.8 percentage points in 2016 compared 
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to 2015 was due to the growth of the value of equity and a decrease in net profit. 
However, the level of efficiency of the own capital use by enterprises remains high. 
Such situation could be recognized as positive, however, effective use of own 
capital by large and medium-sized agricultural enterprises was largely determined 
by its low cost. Evaluation of the capital structure efficiency and determination of 
the optimal balance between own and borrowed capital make it possible to assess 
the financial risk, to create the necessary level of financial security in the future. 

Multiple studies and analysis of enterprises show that with the increase in the 
share of attracted resources in the total amount of long-term sources of financial 
resources, the price of own resources increases at an increasing grate, and the price 
of those attracted at first remains practically unchanged, then it also starts to increase. 
Since the price of attracted financial resources is on average lower than the price of 
their own financial resources, there arises a need for their optimal structure. 

 
CONCLUSION 

The functioning of any enterprise depends on the effective management of own 
capital and its structure. At the moment, enterprises effectively use their own 
capital in large part due to the fact that its cost in the amount of fund's sources is 
reduced. From an analytical point of view, the high level of profitability of equity 
capital of large and medium-sized agricultural enterprises in Ukraine with a very 
low ratio of autonomy indicates significant financial risks and the need to review 
the structure of capital formation. Timely, analysis of equity allows early detection 
of signals of the negative impact of its structure on the results of the enterprise 
activity and develops priority ways for further development for rising profitability. 
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Abstract: From the individual level, organizational level and psychological 

contract between enterprises as mediating variable we discus influencing factors of 
supplier performance. The enterprises in Xian, Beijing and Shenzhen were the 
investigating objects, which adopting the questionnaire method to collect data and 
to test the influencing factors of supplier performance from individual level and 
organizational level. Then we tested the mediation effect of psychological contract. 
The results show that personal relations of individual level significantly influence 
on psychological contract between enterprises and interpersonal communication 
significantly positively influencing on relations construction of psychological contract. 
Marketing oriented relations of organizational level has positive impact on the 
psychological contract and mutual benefit only has significant positive influence 
on relations trading of psychological contract, but opportunistic behavior can damage 
the formation of psychological contract between enterprises. Psychological contract 
between enterprises has a positive effect on supplier performance; it has partial 
significant mediation effect. 

 
Keywords: psychological contract, marketing relations, supplier performance 
 

INTRODUCTION 
With the relations marketing focusing on the relations between enterprises, the 

concept of psychological contract gradually extends from the enterprise to the 
inter-enterprise (Blancero, Ellram et al, 1997). After the explicit and the binder 
contact, which play a role as the cornerstone of the relations between enterprises, 
the psychological contract between enterprises, which is a stabilizer of the relations 
between enterprises (Weihe Gao & Xinkang Chen, 2009), is gradually becoming a 
new paradigm to study the business relations between enterprises (Senjing Zhai, 
Pei Huang & Weihe Gao, 2014). As market competition intensifies gradually, relations 
between suppliers and manufacturers continue to emerge suspended and ruptured, 
making them suffer huge losses. Therefore, enterprises should not only consider 
maximization of cooperation benefits, but also long-term interests and stabilization 
(Kingshott, 2006; Brown, Dev & Lee, 2000). Because of the incompleteness of 
formal contracts, the uncertainty of the environment and the limitation of activities' 
regulations, which rely on the alliance governance structure and formal contacts, a 
large number of activities still need to coordinate relations between enterprises. 
Since the appearance of the psychological contract theory in 1960s, its research has 
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been focused on the perception of mutual responsibilities and obligations between 
the employee and the organization and the characters of their behaviors (Kingshott 
& Pecotich, 2007). The psychological contract research interprets a lot of phenomenon 
of organizations by studying the invisible psychological agreements between employees 
and organizations, such as improving relations between employees and employers, 
improving employee satisfaction, organizational performance and corporation 
harmony. Some groundbreaking research shows that psychological contract also 
applies to inter-organizational relations. When psychological contract between 
suppliers and manufacturers formed, trust and commitment among enterprises will 
become a stable, predictable potential model to guide companies ignore external 
factors, goodwill recycle appear and the formation of long-term and stable cooperative 
relations, which will bring the maximization and stability of benefits (Kingshott & 
Pecotich, 2007). 

In the particular environment of China, the marketing relations are important in 
the influencing firm performance. However, there are few studies, which explore 
the business performance influencing factors from the individual and organizational 
levels. Therefore, our article will study the business performance influencing factors 
from the individual and organizational levels by the psychological contract method 
propose and validate the model. 

 
THEORY OVERVIEW 

Psychological contract between enterprises 
Psychological contract research originated in the 1960s, the early stage of 

psychological contract is to study the inner relationship between the employees and 
the organization, which became important research issues in this field. Although 
most of researches of psychological contract are on the background of employment 
relationship, few people apply the psychological contract in the relationship between 
the organizations (Koh, Ang & Straub, 2004). However, there are some groundbreaking 
researches, which show that as long as we believe recessive or dominant perception 
role of the faith exists between organizations, there is psychological contract in the 
relationship between the organizations for the reason that kind of recessive or 
dominant role perception of faith is the characteristic of relations. So, psychological 
contract can be expanded to the relationship between organizations. With the 
implementation of relationship marketing, the research on psychological contract 
gradually expanded. And scholars present it as a series of assumed obligations on 
both sides, which will influence both sides on their past contributions and expected 
future contributions (Robinson & Rousseau, 1994; Kingshott, 2008). Although, 
individuals can only understand psychological contract, the scholars think the role 
of border staff can be used as portrayal of psychological contract from the organization 
levels (Hill & Eckerd, 2009). Many scholars have different points of view on the 
dimensions of psychological contract. Rousseau (1990) take two typical variable 
from the empirical results: referred to as "trading contract" and "relations contract". 
Robinson, Kraatz and Rousseau (1994) have carried out the empirical research, 
finding two significant factors: trading factor and relationship factor. Jiazhou Chen 
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(2003) get two similar factors named reality and development. The empirical research 
of Rousseua and Tiojrimala (1996), which used registered nurses in the United 
States as a research object shows that the psychological contract consists of three 
dimensions: the trading dimension, the relationship dimension and dimension of 
team members. Kingshott (2006) considers that psychological contract consists of 
good reputation, fair dealing, interests of relationship, conditions of relationship 
and characteristics of relationship. Weihe Gao (2008) explored the relationship 
between psychological contract and the relationship stability between enterprises. 
And he thinks that it can be divided into trading contract and relationship contract. 
Point of view is widely used in China, after teasing the existing researches on the 
relevant dimension of psychological contract between enterprises. For instance, 
Haicheng Luo (2006) measured psychological contract in the marketing situation. 

In this paper, the psychological contract between enterprises can be divided into 
trading dimension and relationship dimension. Trading dimension contains more 
favorable price, higher benefit and necessary, relevant equipment training supported by 
suppliers. Dimension refers to the broad, long-term, emotional relationship, to the 
exclusion of the economic aspects of the material rewards, paying more attention 
to a higher level of emotional engagement, such as intangible factors like support 
for the long-term company's development and so on. 

 
Factors affecting the psychological contract between enterprises 

under the background of Chinese culture 
There is a little difference in the relationship research in the West and China, 

which refers often to the establishment and development of the relations between 
organizations using the relations between individuals (Guijun Zhuang, 2003). The 
relations between enterprises refer to their building, maintenance and development 
to some extent; it is the result of individual relations (viz. border staff, such as 
manufacturer's purchasing managers, supplier's account managers etc.). Under 
Chinese culture background, personal relations are the basic variable (Guijun Zhuang, 
2012); they have an important influence. Through our research, we found there are 
only a few scholars, who form the investigation on the influencing factors of the 
psychological contract between enterprises. E.g., James Hill (2008) considered the 
influence of the unethical behavior on psychological contract between enterprises; 
Weihe Gao & Xinkang Chen (2008) noted that the organization's social responsibility 
and fair reputation have positive effect on psychological contract between enterprises. 
Weihe Gao & Pei Huang (2012) points out that the interpersonal skills have a positive 
influence on psychological contract. Stephanie Eckerd (2013) analyzes influencing 
factors of psychological contract violation between enterprises, analyses the violating 
attribution, extent and time on the psychological contract influence between 
enterprises. In abovementioned documents, there is no classification or summary of 
the influencing factors, how factors influence the psychological contract between 
enterprises under the background of the Chinese culture. To explore influencing 
factors of the psychological contract between enterprises, we should not consider 
only the organization's characteristics, role of border staff cannot be ignored as well, 
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such that we can reveal deeply how relations between suppliers and manufacturers 
in China build and improve the psychological contract between enterprises. Therefore, 
based on summary and theoretical deduction of the past-related literature, our 
paper will search for the influencing factors from the individual level (viz. border 
staff level) and organizational level and put forward the corresponding assumptions. 

 
THE CONCEPTUAL FRAMEWORK AND RESEARCH HYPOTHESIS 

The individual level of the influencing factors 
of the psychological contract between enterprises 

Interpersonal relations and psychological contract between enterprises 

Under the background of Chinese culture, there is a unique Interpersonal Relations, 
which are different from the western thinking of Relationship. The Interpersonal 
Relations refers to a "psychological connection", which forms through the contact 
or communication between persons and will influence on double (multiple) sides 
(Yin Zhou, Guijun Zhuang & Xiaoming Cui, 2010) and are important in the 
construction and maintenance of relations between enterprises. The situation type 
understanding of relations is given through our cultural inheritance (Wei Han & 
Youmin Xi, 2001). Border staff improve personal relations by "personal favor" and 
"face giving". Good interpersonal relations will provide organizations with more 
contact channels. Where there are psychological expectations of two sides and border 
staff has deeper relations, the two sides will be more inclined to interact through 
psychological suggestions, to explore each other's expectations and make corresponding 
commitment response behavior, to promote the psychological contract's establishment. 
Because of the interpersonal relations, when border staff evaluate the results, they 
will intend to score higher (Hoskisson, Eden, Lau & Wright, 2000), and promote 
the next cooperation and bring benign circulation, enabling organizations to maintain 
longer relations between psychological contract and improving the dependence 
between each other. We often hear such words, the organization will lose a number 
of customers, if it has lost sales representative, which prove from the reverse side 
the interpersonal relations influence. Therefore, we propose a hypothesis H1: 

H1: The interpersonal relations of border staff have a positive impact on the 
trading construction of psychological contract between enterprises (H1a) and the 
relations construction (H1b). 

Relations between interpersonal communication and psychological contract 

between enterprises 
Psychological contract shows the organizational expectations and obligations of 

both sides. It has been well documented that the lack of effective communication is 
one of the important factors leading to psychological contract breach (Carr & 
Pearson, 1999). Therefore, organizations need to clarify the expectations or demands 
of distributors and set up the expectations of both sides; this is not only the ideal 
condition of psychological contract, but also the good foundation for the cooperation. 
The stronger the interpersonal communication ability of border staff, the stronger 
the ability of filtering and interpreting the relevant information and identifying and 
obtaining the needs of the manufacturers, which can promote the establishment of 
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psychological contract of both sides. In particular, when planning for the future of 
relations of other enterprises, high-skilled communication and accurate access to 
the information in early stage will improve the manufacturer's loyalty and satisfaction, 
which will contribute to the long-term cooperation between enterprises and is the 
reason for the formation of psychological contract between enterprises. Therefore, 
we propose hypothesis H2. 

H2: The interpersonal communication of border staff has a positive impact on 
the trading construction of psychological contract between enterprises (H2a) and 
the relations construction (H2b). 

 
The organizational level of the influence factors  

of the psychological contract between enterprises 
Relations between mutual benefit and psychological contract between enterprises 
According to social exchange, theory and mutual benefit are the basis of the 

relations forming. From this perspective, psychological contract between enterprises 
can be described as expectations and obligations, which can be perceive by both 
sides in the current and future, focusing on mutual benefit they can be realized 
through cooperation in the long-term exchange, which does not require each other 
instant equivalent returns (Guijun Zhuang, 2003). When suppliers construct the 
cooperative work environment with manufacturers, manufacturers' loyalty to suppliers 
would easily form. When suppliers offer attractive benefits package or positive 
financial returns to manufacturers, manufacturers would have the expectations to 
keep long-term cooperation. Of course, under the background of Chinese culture, 
"mutual benefit" usually tend to be the "balance" of righteousness and benefits. As 
abovementioned analysis of "interpersonal relations" shows, on the basis of mutual 
benefits, Chinese would usually add the special folkway to the relations, which 
would be likely to be treated as "gray marketing" (Jiazhou Chen, Wenquan Ling & 
Liluo Fang, 2003). Based on the abovementioned analysis, we offer hypothesis H3: 

H3: Mutual benefit would have a positive impact on the trading construction of 
psychological contract between enterprises (H3a) and the relations construction (H3b). 

Relations between marketing orientation and psychological contract between 

enterprises. Marketing orientation is the kind of guiding ideology to carry out 
marketing activities an organization, emphasizing on mutual trust and long-term 
cooperation (Guijun Zhuang, 2007), as well as unique organizational culture or values 
(Sin, Tse & Yau, 2002). Marketing orientation would make the organization to share 
and balance between resources much easier. By establishing effective cooperation 
with manufacturers to obtain competitive advantage and establishing the good 
cooperation between enterprises to enhance competitive advantages and reducing 
opportunistic behavior (Hunt & Arnett, 2006), it is easier to meet manufacturers' 
cooperation expectations. Those who can meet the manufacturers' expectation are 
good organizations, they are good in the strong marketing orientation; expectation 
is exactly the essence of the psychological contract between enterprises. On the 
contrary, if the organization is not good at marketing orientation, it will tend to 
focus on its own interests. If the organization does not fulfill its obligations or 
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commitments, psychological contract between enterprises will be broken. Therefore, 
we propose hypothesis H4. 

H4: Relationship marketing orientation would have a positive impact on the 
trading construction of psychological contract between enterprises (H4a) and 
relationship construction (H4b). 

 
The relationship between opportunism 

and psychological contract between enterprises 
Opportunism refers to the pursuit of self-interest maximization by cheating 

(Erming Xu & Kai Xu, 2012). Carter (2000) found that the immoral behavior has a 
negative effect on the satisfaction of partners. James Hill proves, there is a negative 
correlation relation between this kind of unethical behavior and psychological contract 
between supplier and manufacturer (Hill & Eckerd, 2009). Opportunistic behavior 
will reduce the one party's fulfillment degree of psychological contract responsibility, 
and satisfaction. So, enterprises should try to reduce the influence of opportunism. 
Due to the imbalance and uncertainty of Chinese market, opportunism frequently 
appears in relations between companies as the moral hazard. If the impact of 
opportunism is severe, beyond the tolerance of violation of psychological contract 
for the organization. Namely relations between enterprises are not only useless, but 
would also lead to a waste of resources, such as exclusiveness waste of assets, the 
organization will choose to affirmatively abandon a continuation of the psychological 
contract between enterprises, and even termination of relations between enterprise 
(Weihe Gao & Xinkang Chen, 2009). Therefore, we propose hypothesis H5. 

H5: Supplier's opportunism have a negative impact on the trading construction 
of psychological contract between enterprises (H5a) and relationship construction 
(H5b). 

 
The influence of the psychological contract between enterprises 

on supplier performance and its mediating effect 
Relations between enterprises are to achieve goals, which cannot be realized by 

a single company, to create the biggest value for customers. Only those who have 
good business relations basement and psychological transition with customers 
being good for future relations can assure long-term healthy cooperation between 
enterprises (Narayandas & Rangan, 2004). Only when the psychological contract 
between enterprises satisfy both sides, the purchasing companies as customers can 
feel relieved about future services and products. Customers would be willing to 
continue future purchasing and even improve purchasing proportion, because of 
sellers' excellent empathy, listening and feedback skills. Customers form psychological 
contract, whether its short-term trading construction or long-term relations construction, 
will certainly be confidence level that expectations can be realized. Thus, relations 
between psychological contracts have become the enterprise's connection mechanism, 
causing the customer to make procurement from our company, rather than 
competitors, thus business performance being improved. Therefore, we put forward 
the following hypothesis. 
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H6: Psychological contract between enterprises has a positive effect on business 
performance. 

H6a: Trading construction of psychological contract has a positive effect on 
business performance. 

H6b: Relationship construction of psychological contract has a positive effect 
on business performance. 

Members between enterprises in the long-term exchange will locate their own 
duties based on shared values, at the same time, will form their view and belief of 
obligations of the other side and form their own psychological contract. The mutual 
benefit of psychological contract implies that one party thinks that their obligations 
depend on the behavior of the other party (Robinson, 1996). The agreement on 
future procurement expectations would conduce to improve the quality of relations 
between enterprises. Relations at the individual level would promote customers to 
think the sale will meet their needs as scheduled and organizational level factors 
would affect the psychological contracts between enterprises, which will impact on 
business performance. Based on H6 that psychological contract is beneficial to 
improve supplier performance, we can have the following assumptions: 

H7: Psychological contract is mediating variable of individual level and 
organizational level, which impact on the business performance. 

H7a: Trading construction of psychological contract is a mediating variable of 
individual level, which impact on the business performance. 

H7b: Relationship construction of psychological contract is a mediating variable 
of individual level, which impact on the business performance. 

H7c: Trading construction of psychological contract is a mediating variable of 
organizational level, which impact on the business performance. 

H7d: Relationship construction of psychological contract is a mediating variable 
of organizational level which impact on the business performance. 

The conceptual framework of this study is shown in Figure 1. 

 
Figure 1: The conceptual framework 

Source: compiled by authors 
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RESEARCH METHOD 
Data collection 

In order to obtain accurately the survey data, in this study, we fully absorb the 
predecessor's research achievements in the questionnaire design and do the depth 
interviews to ensure the questionnaire is scientific and accurate. We research on 
the local hi-tech zone and industrial clusters in Xian, Shenzhen, Beijing and other 
places from September 2014 to August 2015. In view of our research are dynamic 
relations between enterprises, so we select enterprises that have long-term purchase 
transactions. Focus on the construction, manufacturing and high-tech industry, such 
enterprises need long-term procurement to manufacture and easy to build 
psychological contract with suppliers. We use the field investigation combined with 
online questionnaire to collect data. We give out 537 questionnaires, recycling 131 
questionnaires, eliminating 21 invalid questionnaires, recycling effective questionnaire 
110 and the effective rate was 84%, as it is shown in Table 1. 

Table 1 
Questionnaire distribution and recovery situation 

Industry Give out quantity Recycling quantity Effective quantity Effective rate 

Building 84 19 13 68.4% 
Manufacturing 201 45 43 95.6% 
High-Tech 282 67 54 80.1% 
Total 537 131 110 84.0% 

Source: compiled by authors 
 

Questionnaire design 
In order to ensure the validity and reliability of the questionnaire, this research 

adopts the existing literature scale that has been used, reference to the existing 
scholar's research, and puts forward the initial scale. Before the formal questionnaire 
survey, we carry out the preliminary investigation, to adjust the questionnaire of 
readability. Compiled the formal questionnaire adopts Likert 5 scale to evaluate, 
eventually form the scale of this research. 

Interpersonal relationship is peculiar to China marketing variables. Our research 
adopts the Zhuang (2008) to China under the background of marketing channel 
relations in the measurement of item. Interpersonal communication scale using 
Pilling, Eroglu (1994) and Weihe Gao etc. (2008) item. Mutual benefit using Wasko 
and Faraj (2000) item. Marketing orientation adopting Zhuang Gui jun's scale 
(Guijun Zhuang, Youlian Zhou & Wen Xu, 2007). Opportunistic behavior uses Yi 
Liu & Ying Cao (2006) scale in the study. The psychological contract between 
enterprises adopt Kingshott high (2006) and Weihe Gao (2009) measurement about 
the psychological contract between enterprises, including trading structures and 
relational structures of multidimensional measurement items. For business performance 
measurement, we reference Walton (1985), Huselid (1995) and Gray (1998) scale, 
those scales in the previous research obtained the very good reliability and validity. 

 

The results of the study, reliability and validity analysis 
Cronbach's alpha is a kind of effective way to test the reliability. The higher 

Cronbach's alpha means the higher reliability. It can be accepted when Cronbach's 
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alpha is more than 0.7, and it is high reliability when Cronbach's alpha ranged from 
0.70 to 0.98. But when Cronbach's alpha less than 0.35, it must be rejected (Hair et 
al, 2006). The Cronbach's alpha values for various constructs and their dimensions 
are given in Table 2. The measurement adequacy (construct validity) of various 
constructs was verified by confirmatory factor analysis (CFA) using SPSS17.0. 
The results of the validity tests are given in Table 3. The values of various 
indicators are within the threshold values prescribed. 

Table 2 
Reliability and validity tests 

Variable Reliability GFI RMSEA χ2 P-value 
Interpersonal Relationship 0.757 0.99 0.015 5.20 0.380 
Interpersonal Communication 0.732 1.00 0.034 2.59 0.274 
Mutual Benefit 0.887 1.00 0.000 4.10 0.067 
Relationship Marketing Orientation 0.835 0.97 0.069 27.66 0.110 
Opportunism 0.840 0.99 0.064 4.10 0.129 
Trading Construction 0.871 0.99 0.045 25.12 0.150 
Relationship Construction 0.818 0.96 0.058 40.02 0.254 
Supplier performance 0.851 0.95 0.042 2.54 0.900 
Source: compiled by authors 

Table 3 
Mean values, standard deviation and correlations 

Variable Items Mean S.D. 1 2 3 4 5 6 7 8 
Interpersonal 
Relationship 

5 3.41 1.02 1        

Interpersonal 
Communication 

7 3.45 1.45 0.85* 1       

Mutual Benefit 3 2.67 1.57 0.84* 0.80* 1      
Relationship 
Marketing 
Orientation 

7 3.74 1.46 0.80* 0.75* 0.82* 1     

Opportunism 5 3.86 2.45 -0.85* 0.81* -0.80* -0.78* 1    
Trading 
Construction 

7 3.77 1.76 0.80* 0.76* 0.74* 0.71 0.82* 1   

Relationship 
Construction 

8 2.63 2.03 0.85* 0.81* 0.79* 0.76* 0.81* 0.79* 1  

Supplier 
performance 

5 3.54 1.01 0.84* 0.76* 0.77* 0.72* -0.78* 0.74* 0.79* 1 

Source: compiled by authors    Note: *Significant at 0.01 level 
 

Hypothesis testing 
In order to obtain the theoretical hypothesis verification, we use the classical 

OLS regression. All the variables' VIF in the model are less than two, showing that 
this model does not have multicollinearity. Main results are as follows: 

 

Direct effect inspection 
By Table 4 we can conclude that the individual level boundary spanners' 

personnel relations has a significant effect to the psychological contract trading 
construction and relations construction, the regression coefficients were 0.334 (p < 
0.01) and 0.01 (p < 0.01). Indicating that hypothesis H1 is supported. Interpersonal 
communication has significant positive influence to the psychological contract 
relations construction (β = 0.476, p < 0.01), but the influence of the trading 
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construction does not pass the test, indicating that hypothesis H2 is partial supported. 
Organizational level of mutual benefit, marketing orientation and opportunism 
have a significant impact to the psychological contract trading construction, coefficient 
β are 0.201 (p ＜ 0.01), 0.425 (p ＜ 0.01) and -0.213 (p ＜ 0.01). But the organizational 
level of mutual benefit has no significant effect on relations construction. Marketing 
orientation and opportunism have significant influence on the relations construction, 
coefficient β are 0.147 (p ＜ 0.01) and -0.412 (p ＜ 0.01). Get the support that means 
assuming H3a, H3b not verified. Hypothesis H4 and H5 are verified. Psychological 
contract trading construction and relationship construction between enterprises 
have significantly positive influence to the supplier performance, coefficient β are 
0.213 (p ＜ 0.01) and 0.147 (p ＜ 0.01), indicating that hypothesis H6 is supported. 
The abovementioned results indicate that in the enterprise personnel individual 
level boundary spanners' interpersonal relations and interpersonal communication, 
organizational level of mutual benefit, marketing orientation and opportunism have 
very important influence on the development of psychological contract between 
enterprises. Correct understanding and using the psychological contract between 
enterprises, will help the enterprise get the market competitiveness and access to 
markets competitive advantage, thus, as to improve supplier performance. 

Table 4 
The individual and organizational level of factors on trading construction, 

construction relations and supplier performance analysis 
 Trading 

Construction 
Relationship 
Construction 

Supplier 
performance 

Step 1: Enterprise Characteristic Variables    
Step 2:Interpersonal Relationship 0.334* 0.258* 0.147* 
Interpersonal Communication 0.524 0.476* 0.213 
Mutual Benefit 0.201* 0.315 0.167 
Relationship Marketing Orientation 0.425* 0.147* 0.316* 
Opportunism -0.213* -0.412* -0.547* 
F 9.430 8.049 21.321 
R2 0.248 0.318 0.537 △R2 0.161 0.372 0.379 

Note: *Significant at 0.01 level, the abovementioned coefficients are the standardized coefficients. 
Enterprise characteristic variables including ownership structure and industry 

Source: compiled by authors 
 

The mediation effect test 
This article will use the Baron and Kenny (1986) put forward the mediation 

effect of three-step test model, to test the mediating role of psychological contract. 
The first step, the independent variables significantly associated with the mediation 
variables. The second step, the independent variable significantly associated with 
the dependent variable. The third step, after control the independent variables, the 
mediation variables are still significantly correlated with the dependent variable. If 
in the last step, the independent variable regression coefficient value is still significant, 
indicating that has a partial mediation effect. If the independent variable of the 
regression coefficient value are not significant, indicating that has entirely 
mediation effect. 
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First, Table 4 shows that personal relations, organizational level of marketing 
orientation and opportunism significantly influence the psychological contract trading 
construction, construction relations and supplier performance. Secondly, investigate 
psychological contract two construction of intermediary role, put enterprise 
characteristic variable, individual level factors and organizational level factors into 
the regression equation, then put psychological contract trading construction and 
construction relations into the regression equation, the results are shown in Table 5. 

Table 5 
Mediating role of psychological contract analysis 

 Supplier performance 
Step 1: Enterprise Characteristic Variables  
Step 2:Interpersonal Relationship 0.168* 
Interpersonal Communication 0.223 
Mutual Benefit 0.160 
Relationship Marketing Orientation 0.034 
Opportunism -0.584* 
Step 3:Trading Construction 0.213* 
Relationship Construction 0.147* 
F 20.331 
R2 0.520 △R2 0.025 

Source: compiled by authors   Note: *Significant at 0.01 level 
 

Table 5 shows that psychological contract trading construction and construction 
relations have an significant influence on the supplier performance. At the same 
time, the individual level of interpersonal influence on supplier performance is still 
significant; it suggests that the psychological contract trading construction and 
construction relations have partial mediation at the individual level of interpersonal 
relations influencing supplier performance. Therefore, H7a and H7b get part to 
confirm. Also Table 5 shows that psychological contract trading construction and 
construction relations have a significant influence on the supplier performance. 
Meanwhile organizational level of marketing orientation impacts supplier performance, 
and opportunistic impact on supplier performance is still significant, it supposes 
that the psychological contract trading construction and construction relations play 
an entirely mediation at the organizational level of marketing orientation influence 
on supplier performance. Construction relations plays a partial mediation at the 
organizational level of opportunism influence on supplier performance. Therefore, 
H7c and H7d get part to confirm. 

 

CONCLUSIONS AND SUGGESTIONS 
In this paper, based on relations marketing in China's cultural foundation, from 

the individual level and organizational level, and take the psychological contract as 
mediation, put forward a framework model of supplier performance influence 
factors. The study found that the individual level of interpersonal relations and 
communication significantly influence on psychological contract between enterprises. 
Enterprise mutual benefit, marketing orientation positively influence the 
construction of psychological contract, but the opportunism behavior can damage 
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the formation of psychological contract between enterprises. The psychological 
contract between enterprises has a positive impact on corporate performance; 
psychological contract play the role of partial mediation in the individual level and 
organizational level impact on supplier performance. Through research, we found 
that many enterprises have the psychological contract, but they are not aware of the 
importance of psychological contract on supplier performance or do not treat 
psychological contract a deeper relations between enterprises, so there is no attention 
to the factors influencing psychological contract between enterprises. Psychological 
contract between enterprises can make the relations between enterprises stable. The 
enterprise is only aware of the existence of the psychological contract between 
enterprises, and pay attention to the factors that influence the psychological 
contract formation between enterprises, through strengthening border personnel to 
the positive role of interpersonal relations, improving interpersonal skills and those 
boundaries to the mutual benefit in two sides, build sharing, trusting business 
marketing directions. In addition, avoiding the pursuit of self-interest maximization 
of cunning cheat behavior and building the psychological contract with cooperative 
enterprises positively. Improving relations between enterprises can improve supplier 
performance and can make the interest stable and maximize. 
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INTRODUCTION 
Effectiveness of the insurance company depends on its organizational structure 

providing the necessary strategy under influence of the external and internal factors. 
The more effective the company's structure is, the faster it is possible to reach goals, 
as well as the better internal communications between administration and employees 
are. It leads to the optimal distribution of resources between the different tasks and 
divisions and raises the company's value cost. The features of the insurance business 
are: (1) necessity of the geographic differentiation to sell insurance products avoiding 
the cumulative damage; (2) growth of the insurance package to form the minimal 
amount of insurance sets for the different insurance spheres, which could cover the 
mass numbers law and insurance cycle inversion etc. According to the mentioned 
specifics of the insurance business, the effective structure for insurance companies is 
divisional managing structure. 

 
MATERIALS AND METHODS 

Methodological and theoretical basics of our research are scientific publications 
of Ukrainian and foreign scientists, who have dedicated their researches to the 
problems of organization of the insurance companies' management. Thus, modern 
approaches to the insurance business organization have been discovered in the papers 
of Ivanova & Prihod'ko (2004), Polchanov (2014), Romens'ka (2011), Furman, 
Filoniuk, Nikolenko, Baranovs'kyi (2008), Osadets, S.S., Murashko, O.V. (2011) et al. 
Legal basics and Ukrainian law on the insurance activity have been analyzed. 

Justification of the scientific results is proved by obtained data, using such methods 
as abstract and logical (for scientific conclusions); methods of structural analysis; 
empirical methods of research (systematization and comparison). 
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RESULTS 
Different companies use divisional management structure (hereinafter DMS). 

At first, divisional structure have been appeared at the General Motors Inc. in 
1920s. They were widespread in 1960-1970s. It should be noted, this structure did 
not pretend to be used in insurance business. Big US corporations use this structure, 
viz. car-building companies. Later it came to another business spheres. In the mid 
of 1980s, 80% of big companies became to the divisional management structures 
from linear in US; and from 500 largest companies 95% did (Ivanova & Prihod'ko, 
2004). Thus, DMS is good for the large corporations. Name of this structure comes 
from division (i.e. department, filial), i.e. organizational unit (business unit), which 
has inside all necessary functional departments (Osadets, Murashko, Furman et al, 
2011); e.g. there are structural divisions, which is organized on the product, client 
or regional principles. Product principle is reflected in the divisions creating, which 
are specialized on the development and market promotions, sales and avoiding losses 
in some insurance product groups. Thus, department of private insurance can 
include underrating division, sales division, loss managing division, which staff is 
specialized on those insurance services. Client principle supposes that insurer is 
oriented to its potential client. Separate divisions can be created for the insured-legal 
entities, insured-private entities or insured-partners (banks, tourist companies etc). 
Functional sub-divisions can be separated inside them in order to create, sale and 
support insurance services. Regional principle supposes creation of the divisional 
web (filial or directions), which has inside a complete cycle of insurance services. 
Such divisions are specialized at the insurance service providing for separate 
regions, which have certain socio-economic and technological development. 

In our opinion, DMS is the most effective structure for the insurance business 
development, viz. its regional type. Such structure gives the possibility for insurer 
to be present in all regions of the country, to raise sales because of numerous contacts 
with potential insured clients, to expand geography of ensured objects, to reduce 
the probability of cumulative damage, to deep the company's insurance package by 
insurance types and objects in order to achieve planned qualitative and quantitative 
characteristics. To the DMS advantages, we can add: (a) freeing of top-managers of 
the insurance company from operative activity because of partial responsibility 
delegation to the structural divisions; (b) top-managers' concentration to the strategic 
management, reinsurance, financial and investment policy; (c) close connections 
with insured objects and entities; (d) using different market strategies for the 
positioning in different regions. 

There are three systems of the organization of insurance company's cooperation 
with its affiliations, viz. centralized, decentralized and regional. Figure 1 discovers 
organization of interactions under centralized management. Mostly, decision making 
on the operative management refers to the Main office. Separated structural divisions 
(SSD) can conclude insurance contracts and provide the organization of insurance 
pretenses regulating. Advantages and disadvantages of the centralized managing 
system by separated structural divisions are indicated in Table 1. Thus, affiliations 
are limited in finances; they have functions of technical insurer's business activity. 



276 

 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 1: Organization of interactions under centralized management 

Source: created by authors 

Table 1 
Advantages and disadvantages of the centralized 

managing system by separated structural divisions 
Advantages Disadvantages 

Decision making on the operative activity by high 
qualified staff of the Main office 

Long time for decision making on the operative 
activity of insurance company 

Reducing amount of the staff in the divisions Demotivation of staff in SSD 
Reducing costs for the operative activity Ignoring of regional risks specifics 

Source: created by authors 
 

Figure 2 illustrates organization of interactions under decentralized management. 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2: Organization of interactions under decentralized management 
Source: created by authors 
 

Decentralized system is characterized by significant freedom of SSD management 
in decision making on the insuring risks and insurance pretenses regulations. Also 
they have an opportunity to manage cash flows and to take responsibility for SSD 
financial results. Advantages and disadvantages of this system are shown in Table 2. 

The Main office (MO) 
of insurance company 

 
Principles of mutual relations: 

 

Limitation of the financial management 
flows in separate divisions 
Agreement and financing all expenses 
by the Main Office 
Financial responsibility of the Main office 
on the calculations with counteragents 

Insurance contracts on 
the standard risks 

 
Sales plan creation 

 
Staff hiring 

Insurance product creation 
Insurance reserve creation 
Reinsurance 
Insured events regulation 
Effective staff policy 
Staff motivation according 
to the standards of MO 
Development of sales 
plan for divisions/units 

Separate regional divisions 
of insurance company 

 

The Main office (MO) of insurance company – 
Formation of the vision and the strategy 

 

Separated divisions of insurance company 

Quotation non-standard risks 
Reinsuring 
Insurance reserves formation 
Insurance products development 
Insurance compensations 
Tax obligations fulfillment 

Teambuilding 
Providing own staff policy 
Quotation standard risks 
Fulfillment of profit plans 
Expanding opportunity to manage cash flow 
Regulation of standard insurance cases 

MO focuses the main financial costs; SSD have independence in providing staff motivational, 
marketing and financial policy on the places 
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Table 2 
Advantages and disadvantages of the decentralized 
managing system by separated structural divisions 

Advantages Disadvantages 
Decision making on the operative activity by high 
qualified staff of the SSD 

Limited working tasks for the high qualified 
SSD staff 

Reducing of the decision making time on the 
operative activity of insurer 

Difficulties with balanced insurance package on 
the Main office level 

Increasing need for high qualified staff in SSD Difficulties in the work with reinsurers 
Counting regional risks specifics by SSD staff Increasing costs on the business activity 

Source: created by authors 
 

Decentralized system is imperfect, therefore insurers need such system, which 
could include the advantages of abovementioned systems and could minimize their 
disadvantages, i.e. they need regional oriented managing system (Figure 3). 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 3: Organization of interactions under regional management 
Source: created by authors 

 
To correct disadvantages of previous systems, it is necessary to implement the 

additional hierarchical unit, i.e. directions, which can be specialized on the big 
regions and include a number of affiliations. Thus, more highly qualified staff will 
be on the level of directions and service needs of affiliation representatives. As a 
result, directions will be closer to affiliations, they will understand the regional 
risks specifics better and they will generate cash flows and will optimize current 
business costs. 

 
CONCLUSIONS 

Divisional management structure (DMS) is characterized by combination of the 
centralized strategic planning on the top-management and decentralized division's 
activity, where operative management is done and profit is formed. Separated structural 
divisions (SSD) are the main responsibility centers and centers for cash flow forming. 
All financial indicators of insurance company activity, including its value will 

The Main office 
of insurance company 

Formation of the vision and the development strategy 
Tax obligation fulfillment 
Formation of the underrating and reinsuring policy 
Regulation of regional divisions 

Regional divisions 
of insurance company 

Formation of the regional development strategy 
Formation of the regional underrating and reinsuring policy 
Regulation of insurance events 
Staff policy 
Affiliations activity regulation 

Affiliations Sales plan fulfillment 
Client database creation 
Web formation 
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depend on their efficiency. Regional system of insurance company management 
helps to organize effectively cash flow from operative activity by means of fast and 
qualitative satisfaction the insured needs in the insurance protection. As a result, 
costs for insurance business activity is reducing trough the reducing needs to hire 
new staff. Positive result forms the additional value of the insurance company. 
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