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IN PURCHASE BEHAVIOR BETWEEN
REDEEMERS AND NON-REDEEMERS
OF COUPONS AT TILL UNDER
RETAIL LOYALTY PROGRAMS

ABSTRACT

Despite the popularity of loyalty programs, evidence on the effects of rewards on consumer behavior is
inconsistent. Behavioral loyalty is important for a company as it represents a consumer’s tendency to pur-
chase on a regular basis. The goal of this paper is to explore the differences in behavioral patterns between
loyalty program members who redeem coupons at till (redeemers) and those who do not (non-redeemers).
A survey was carried out using a sample of 750 loyalty cards obtained from a national retail chain. The
results show that coupons at till, as a monetary reward, reduced the time between purchases and increased

the volume of purchases and average expenditure.

Keywords: Loyalty programs, monetary rewards, behavioral loyalty, coupons at till

1. Introduction

Loyalty programs are a very popular marketing
strategy used in many industries. Retail companies
operate in a highly competitive and rapidly chang-
ing environment, which is why they need to adapt
to the changes in the market and become customer
oriented. Grocery retailing is one of the least prof-
itable sectors of the economy with net margins of
1-2%, and the competition for shoppers is fierce
(Lal, Bell, 2003). For instance, according to a report
by Deloitte (2015), nearly one quarter of the top
250 European and North American retailers expe-
rienced declining retail revenue in 2013 and, for
both regions, top-line revenue grew at the slowest
pace since 2009 (Filipe et al., 2017). Across the retail
industry, disruption of traditional business models
has given way to unprecedented and transforma-

tive changes - changes required online and offline
to better serve more demanding shoppers, and re-
defining customer experience.! In retail it is difficult
to earn customer loyalty because they cannot satisfy
all their needs in a single store. Shoppers say they
are loyal, and prefer to shop at a single store, but
when it comes down to it, only 19% actually do their
grocery shopping at a single store in a typical week,
and only 7% spend more than 90% of their food
budget at a single store.”

Today, loyalty programs have become nearly ubig-
uitous among major service providers, which may
be viewed as an industry-standard offering to cus-
tomers (Lin, Bennett, 2014). Consumer attraction
to loyalty programs is based on a sense of belonging,
a feeling “that the retailer is prepared to listen, is
willing to innovate on behalf of the customer and is
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caring, concerned and considerate” (Uncles, 1994).
Loyalty card programs are an incredibly data-rich
environment for exploring relational outcomes.
Moreover, development of database technology
helps companies to identify their loyal customers
and implement their business philosophy of re-
warding the right customers (Yi et al., 2013). When
loyalty cards are scanned at the point of purchase,
data are captured automatically cataloguing the
consumer, time, date, products bought, prices, and
a variety of other pieces of information (Allaway et
al., 2006). Retailers have chosen to adopt rewards
as a way of increasing profitability by encouraging
behavioral loyalty on the part of their customers
(Worthington, 2000). However, the effectiveness of
loyalty programs is questionable. As a result, sev-
eral firms across the globe have decided to termi-
nate their loyalty programs, e.g. supermarkets such
as Safeway (USA), Edah, Jan Linders, Coop (The
Netherlands) and Coles (Australia); as well as some
banks: ABN Amro (The Netherlands) (Melnyk, Bi-
jmolt, 2015). The question is how to create an ef-
fective customer loyalty program that would have
a proper relationship with customer. If customers
feel the need for affinity, or desire an explicit reward
for their loyalty, they will join the programs of the
brands they buy (Dowling, Uncles, 2003).

Starting towards the end of the 1980s, computeriza-
tion allowed for the development of new approach-
es to loyalty marketing and, in a crucial develop-
ment, permitted the linking of actual purchasing
behavior with reward schemes. Rewards can be
differentiated into so-called hard (i.e. tangible) and
soft (i.e. intangible) rewards (Hoffman, 2013). Rein-
artz (2006) proposed that the first category consists
of all financial and other tangible rewards, while
the other contains rewards that are based on psy-
chological or emotional benefits. Hard benefits are
tangible rewards to the consumer, and soft benefits
are considered emotional rewards for the consumer
(Arbore, Estes, 2013).

According to Meyer-Waarden (2013), utilitarian
rewards tend to encompass three fields (Frisou,
Yildiz, 2011): (1) economic rewards and monetary
savings, which correspond to motivation for pur-
chasing (e.g. price reductions, purchase vouchers
(Gable et al., 2008); (2) convenience, in which case
they satisfy commodity motivations (e.g. facilitate
purchasing, reduce purchasing time (Kwong et
al., 2011); or (3) informational rewards, which are

similar to a sense of exploration (Babin et al., 1994;
Chitturi et al., 2008; Dreze, Nunes, 2011).

Loyalty program designs that contain various types
of monetary-based rewards are mainly aimed at
providing economic advantages to a selected num-
ber of the firm’s customers and come in the forms
of real cash, bonus points, vouchers and so on, but
despite the various forms, customers are usually
able to covert the reward value into its equivalent
cash value (Furinto et al., 2009). Rewards that pro-
vide psychological benefits (e.g., gold status, per-
sonalized service) are an attractive alternative to
stimulate customer loyalty (Melnyk, van Osselaer,
2012). There are the loyalty programs within which
the customers get a discount or a gift if they manage
to collect a certain number of points/credits from
their previous purchases, or where the provision
of a discount or a gift is bound to a certain volume
of purchases, or where a discount is bound to buy-
ing some goods in the previous period (Patak et al.,
2014). Adequate rewards can create a perceived val-
ue to the consumer for their participation (Meyer-
Waarden, 2015). By leveraging the information in
the database and the power of sophisticated analy-
sis, companies can identify individual customer-
level differences to design rewards that are relevant
and perceived as high value by their customers (Ku-
mar, Shah, 2004).

According to Meyer-Waarden (2013), although not
quite adequate, some research has been performed
investigating customer perception of program re-
wards (Bridson et al., 2008; Mimouni-Chaabane,
Volle, 2010; Meyer-Waarden, 2013); however, stud-
ies suggest that loyalty program effectiveness de-
pends on the design of these rewards (Kivetz, Si-
monson, 2002; Yi, Jeon, 2003; Kivetz, 2005; Kivetz
et al., 2006; Demoulin, Zidda, 2008; Smith, Sparks,
2009a; Bagchi, Li, 2011; Dreze, Nunes, 2011). The
main reasons for customer dissatisfaction with loy-
alty schemes include rewards not being accurate or
difficult to redeem, and changes in scheme rules
(Berman, 2006).

In recent years, coupons have also been used as an
important tool in marketing campaigns, and pro-
motional campaigns featuring retailer-customized
coupons (for the best customers only and custom-
ized to fit their preferences) have been increasingly
used to build customer loyalty (Ye, Barat, 2012). Ac-
cording to Wierich and Zielke (2012), in practice, a
number of retailers use loyalty card data to launch
targeted coupon promotions in cooperation with
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manufacturers (Rossi et al., 1996; Ziliani, Bellini,
2004). The “cents-off” coupon was the most preva-
lent type, but there were many others including
free samples, in-store demonstrations, and tie-ins
to movies and sporting events (Doolan, Karmarkar,
2014). In 2009, British retailer Sainsbury’s and
Aimia launched coupon at till rewards that were
based on basket content or Nectar data triggered
at the counter.® In 2008, a Croatian retail chain also
issued coupon at till rewards as a personalized re-
ward for their loyalty program members.* This loy-
alty reward concept contains the monetary aspect
of rewarding while the coupons at till offer savings
and are personalized according to the consumers’
buying habits. Coupons at till are dispensed imme-
diately after the payment for a product and could be
redeemed with the next purchase during a defined
period at the same retail chain.

Although a lot of research has been undertaken in
studying the effect of coupons on purchasing behav-
ior (Chatterjee, 2007; Kwon, Young, 2010; Barat, Ye,
2012; Zielke, 2014), there has not been a systematic
attempt to review and analyze the effect of coupons
attill as a reward in a loyalty program. This article will
focus on the impact that coupons at till as a reward
in loyalty programs have on purchasing behavior. In
practice, only repeat purchase behavior is rewarded,
and not attitude, as loyalty schemes are often based
on classic promotional techniques, with delayed, or
immediate rewards (gifts, price reductions, points
etc.) or relationship marketing techniques (access
to privileges or services, special status, individuali-
zation, meals), which encourage customers to pur-
chase more often and remain loyal to the store (Vil-
lacé-Molinero et al., 2016). This research is focused
on studying behavioral loyalty in retail using data
obtained from a retail chain in Croatia.

2. Literature review and hypotheses

Customer relationship management (CRM) and
loyalty programs have one major commitment,
which is to understand customers and meet their
expectations. CRM strategy operates in two ways:
“structural CRM’, the means by which a company
incorporates its operations to deliver better servic-
es to customers and greater value to the business;
and “active CRM’, the means by which it exploits
structural investments to drive sales, reduce costs
and improve customer experience (Humby et al.,
2007). The fact is that across a vast range of indus-

tries a 5 percent improvement in customer reten-
tion rates will yield a 25 to 100 percent increase in
profits (Reichheld, 1996).

Loyalty is described here as a deeply held commit-
ment to rebuy or repatronize a preferred product/
service consistently in the future, thereby causing
repetitive same-brand or same brand-set purchas-
ing, despite situational influences and marketing
efforts having the potential to cause a change in be-
havior (Oliver, 1999). Loyalty is also defined as the
intention of a buyer to continue the purchasing rela-
tionship with a supplier and to expand the quantity
and volume of this relationship (Homburg, Giering,
2001). Consumers are taught to become loyal in a
cognitive sense first, then later in an affective sense,
still later in a conative manner, and finally in a be-
havioral manner, which is described as “action iner-
tia” (Oliver, 1999). Loyalty is principally valued for
its outcomes since it is the outcome behavior of loy-
al customers that exercises a huge impact over the
revenues and growth of a firm. The literature pro-
vides a multitude of behavioral, attitudinal and cog-
nitive outcomes of customer loyalty, some of which
are widely recognized and accepted whereas oth-
ers demand further probing for clarity (Kumar Rai,
Srivastava, 2012). The effective relationship between
the seller and the buyer could affect the customer’s
satisfaction. Although satisfaction may not be the
core element of loyalty, particularly after loyalty has
been established, it is difficult to entertain loyalty
development without satisfaction (Oliver, 1999).

Although much research has been done on the
various aspects of loyalty, “it is far from clear what
sets a successful loyalty program apart from an
unsuccessful one” (Kumar, Reinartz 2006). When
retailers look at winning and keeping the loyalty
of their customers, they are looking to achieve a
little extra goodwill, a slight margin of preference,
an incremental shift in buying behavior (Humby,
et al,, 2007). To a large extent the predecessor of
current retail reward schemes was the frequent-
flier program that U.S. carrier American Airlines
introduced in 1981, where customers earned “free”
flights based on the number of miles they had flown
with American Airlines (Alvarez, Sessia, 2011).
Many researchers argue that in a competitive mar-
ket, good loyalty programs simply get imitated,
which means that the market eventually returns
to its base position, but with increased market-
ing costs - a highly inefficient situation (according
to Meyer-Waarden, 2013; Dowling, Uncles, 1997;
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Sharp, Sharp, 1997; Leenheer et al., 2007; Liu, 2007;
Meyer-Waarden, 2007; Meyer-Waarden, Benavent,
2009; Cedrola, Memmo, 2010). Moreover, whilst
some customers can feel the incentive to alter their
behavior, some do not see the rewards as worth-
while, and others are suspicious of the whole idea
of identifying themselves and their shopping habits,
fearing possible misuse (Wright, Sparks, 1999).

Loyalty programs tend to change the shopping be-
havior of some consumer segments after they join
the program, even if some loyal buyers were already
being rewarded for their established shopping pat-
terns (Meyer-Waarden, 2007; 2008). However,
most loyalty programs do not produce the results
they promise: lower customer churn, higher sales
and profitability, and more valuable insights into
customer behavior (Nunes, Dreze, 2006). Loy-
alty program membership decision plays a role in
customer behavior. The differences in consumer
spending between members and non-members
(Van Heerde, Bijmolt, 2005) may be partly driven
by self-selection of the most loyal customers into
the loyalty program. Self-selecting members are al-
ready loyal to the store and enrolling in the loyalty
program allows them to reap saving and discount
rewards without becoming more loyal (Leenheer
et al.,, 2007). In this research, no method to reduce
the self-selection bias was applied as the data were
obtained from a national retail chain.

According to Demolin and Zidda (2009), with loy-
alty cards a retailer’s objectives are threefold: (1)
to retain customers (e.g. Leenheer et al., 2007), (2)
to increase customer loyalty (e.g. Meyer-Waarden,
2007), and (3) to collect data about their shopping
behavior (e.g. Kumar, Shah, 2004).

The first aim is to retain customers and it is usu-
ally fulfilled by rewarding loyal customers. Mon-
etary rewards can stimulate customer purchasing
and could include cash rewards, saving points, dis-
counts, or some other combination (van Heerde,
Bijmolt, 2005). The second aim is to increase cus-
tomer loyalty. There is no consensus as to the best
means of gauging customer loyalty (Uncles, 2003).
According to Melnyk and Bijmolt (2015), some
studies report zero effects of such programs on loy-
alty (DeWulf et al., 2001; Sharp, Sharp, 1997), while
other studies found positive effects (Lewis, 2004;
Meyer-Waarden, 2007, 2008). Loyalty programs are
generally found to influence share-of-wallet (Leen-
heer et al., 2007) and number of visits (share of vis-
its - SOV) (Maegi, 2003). The basic idea of loyalty

schemes is to reward a customer’s repeat purchases
and to encourage loyalty by providing targets at
which various benefits and rewards accrue for the
customer (Alvarez, Sessia, 2011). Behavioral loyalty
of participants in loyalty programs is indicated by
frequency of visits to the retailer, purchases and
percentage of purchases per customer (Gomez,
2006). The third aim is enabled by the technology
developments that have become necessary to un-
derstand customers’ needs and wishes. The data
can both produce insights about general buying be-
havior and allow the seller to target promotions to
individual customers (Nunes, Dreze, 2006).

One way to measure the success of a loyalty scheme
is to look at the affect the scheme has on the fre-
quency of customer visits and the average amount
of spending per visit (Alvarez, Sesia, 2011). All be-
havioral indicators show that members and non-
members of loyalty programs demonstrate signifi-
cantly different purchasing behavior, irrespective of
other factors. The emphasis in most retail loyalty
schemes would seem to be on developing an ongo-
ing or long-term relationship, with an expectation
that redemption will occur, and that redemption
behavior reinforces this relationship (or involve-
ment) over time (Smith, Sparks, 2009).

The purchasing intensity of cardholders, in terms
of total and average shopping baskets, share of pur-
chases, purchasing frequency and inter-purchasing
time, is significantly higher than that of non-mem-
bers throughout the entire three-year period and
trading areas (Meyer-Waarden, 2008). Buyers prefer
monetary rewards the most (Verhoef, 2003). Nunes
and Dreze (2006) suggest that, to be attractive, a
loyalty program must lead to redemption; that’s
when the benefits really become more salient to the
consumer. Loyalty schemes favor repeat purchasing
behavior and retention if they provide higher levels
of usefulness (Meyer-Waarden, 2008). According to
the historical research results presented above, the
following hypotheses have been formulated:

H1. Buyers that redeem coupons at till spend
more in comparison with buyers that do not re-
deem coupons at till.

The main goal of a loyalty program is to encourage
customers to visit supermarkets and purchase more
products. Customers do not use their loyalty card
every time they make a purchase. Being aware of
the “laziness” of consumers, retailers reward them
in return for their continuous use of the card. These
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rewards usually take the form of promotional in-
centives tied to specific behavior (Mauri, 2003).
Promotions of loyalty programs typically aim to
increase the frequency and volume of purchases
by rewarding cardholders with additional loyalty
points or discounts over a limited time period
(Dorotic et al., 2011). Frequency reward programs
take the form of “buy X times, get something free’,
and they typically require customers to proactively
redeem their points (Kopalle et al., 2012). Frequen-
cy can be a powerful lever to drive revenues and
profitability.> Therefore, customers increase their
purchasing frequency as they get closer to earning
a frequency reward. Following previous research,
the second hypothesis suggests:

H2. Buyers that redeem coupons at till are more
frequent buyers than those that do not redeem
coupons at till.

Consistent and repetitive purchasing is an indica-
tor of loyalty (Kursunluoglu, 2014). A consumer’s
perception of preferential treatment is positively
related to their sense of commitment toward the
firm (Lacey et al, 2007). Among customers with
an economical purchasing orientation, economic
rewards that grant monetary savings and informa-
tional benefits about good deals (e.g. flyers, bro-
chures, e-mails about good deals and monetary
savings) should create intrinsic motivation as they
engage in an activity for its own sake (e.g. budget
optimization) (Meyer-Waarden, 2013).

On average, buyers who do not redeem any re-
ceived points visit the stores less often, spend less
and purchase a fewer number of products in total
(Smith, Sparks, 2009). Taking this into account, the
following hypothesis was proposed:

H3. Buyers that redeem coupons at till have
higher average spending per visit than buyers
that do not redeem coupons at till.

3. Methodology

The research was carried out at a retail chain in
Croatia. The frequent shopper program data were
obtained by a retail chain that prefers to remain
anonymous. The chain has a dominant market share
and started a loyalty program in 2010, thus provid-
ing a variety of benefits to its cardholding custom-
ers. Loyalty program members collect points to
gain future rewards with a delay between collection
and redemption. The retail chain has 800,000 loy-

alty program members and is the largest program
in Croatia. Customers collect points by using a loy-
alty card when making purchases. The loyalty card
points encourage customers to collect and spend
more to increase the possibility of getting rewards.
Throughout the year, customers are treated to spe-
cially designed offers: seasonal discounts on prod-
ucts and services, promotional pricing, appreciation
gifts, contests, additional points and so forth.® Dur-
ing 2014, the chain implemented a new reward pro-
gram with coupons at till to increase sales to its loyal
customers. The customers are rewarded according
to customer purchase behavior at the cashier receiv-
ing the coupon at till that can be used during a peri-
od of three weeks. Depending on their purchase be-
havior, the customers are rewarded with a coupon
they receive at the till, which they can use within
three weeks. Coupons at till refer to discounts for
a specific product, the whole amount of purchase,
or a specific group of products. The research was
conducted on a randomly selected data set from 750
loyalty card holders from different parts of Croatia
in the period from January till December 2014. The
retail chain launched the coupons at till as a reward
in a loyalty program in April 2014. The records were
drawn, using random sampling, from an identified
segment of loyalty cards from the database of ac-
tive data holders. The retailer anonymized the data
set of loyalty cards (removing personal data or de-
scriptions) in order to satisfy data regulations and
privacy concerns. The obtained database consists
of 24,897 customer transactions (max. 39,000=750
loyalty cards*52 weeks). The data set consists of real
world recorded behavior which included coupons
at till data (card number, coupon, date of coupon
printing, type of coupon reward, date of coupon
redemption), and data on purchases made with or
without coupons in the mentioned period (card
number, place of issue, week of the year, basket
spending, number of visits). It is important to men-
tion that the data refer to a household and not to
a single person. In this research the buyer is con-
sidered as any member of the same household that
uses the loyalty card. To analyze the collected data,
many different statistical methods will be used.
Data processing will involve the processing of two
databases created based on real data from the retail
chain; specifically, a database with information on
the use of loyalty card and a database created and
based on buyer information.

Descriptive statistics will be used for all analyzed
variables. Analysis of information regarding the use
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of loyalty cards refers to loyalty program members
that redeem coupons at till (the redeemers) and
loyalty program members that do not redeem cou-
pons at till (the non-redeemers). The research data
includes total spending recorded for a loyalty card,
basket spending at each visit, week of the year, in-
formation whether the buyer redeemed the coupon
at till, and number of purchases per week. To pro-
cess data regarding weekly spending for one loyalty
card, univariant and multivariant methods will be
used, considering total spending and spending by
redeeming coupons at till on a weekly basis. Behav-
ioral variables of redeemers and non-redeemers will
be compared using the Student’s t-test if the homo-
geneity of variance assumption has been met or us-
ing the Mann-Whitney U test if the assumption has
not been met. A correlation will be made between
the total number of visits and basket spending both
for redeemers and non-redeemers. The correlation
between redeemers and basket spending at each
visit, regardless of whether the coupon at till was
redeemed or not, will also be tested. For all analyzed
variables (number of visits, total spending and aver-
age spending) descriptive statistics have been used.

Table 1 Comparison of redeemers and non-redeemers

Differences in analyzed variables have been tested
by means of the nonparametric Mann-Whitney U
test. The significance level for all statistical tests
was set at 5%. All statistical tests and diagrams have
been created using STATISTICA software.

4. Results and discussion

Table 1 presents a comparison of non-redeem-
ers (loyalty program members that do not have
a single redemption purchase in the researched
period) with redeemers. Although 43% of con-
sumers in the sample redeem coupons at till, an
analysis of their behavior shows that they spent
more in the period under investigation than non-
redeemers. Furthermore, the results show that
non-redeemers visit the stores less often, spend
less and purchase a fewer number of products
in total (Hypothesis 1 confirmed). Standard de-
viation (Table 1) for total spend per week for re-
deemers is HRK 343.54 (the number of visits in
the period reviewed is 780), while the standard
deviation for non-redeemers is HRK 257.47 (the
number of visits is 24,117).

Redeemers (n= 324)
Number of visits per week
Mean 4.16
Standard deviation 2.39
Total spend (HRK) per week
Mean 436.78
Standard deviation 343.54
Average spending per visit
(HRK)
Mean 122.56
Standard deviation 122.55

Non-redeemers (n=426) Mann-Whitney U test
2.67 Z=-20.01
1.96 p<0.001
253 Z=-7.59
257.47 p<0.001
110.29 7=-20.22
128.86 p<0.001

Source: Author’s own calculation

Spending patterns during 2014 displayed in Figure
1 show that redeemers spent more during the year
especially in the period from week 33 to week 37
(August). The database does not contain data per-
taining to week 1-12 because the rewards program
was launched in April. The retail chain did not dis-

tribute the coupons at till for the period between
weeks 49-52. Confidence intervals on the mean for
redeemers are very wide because the number of vis-
its (customer*week) is lower than for non-redeem-
ers (Figure 1).
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Figure 1 Total spending (HRK) for redeemers and non-redeemers per week

Least Squares Means (some means not estimable)
Wertical bars denote 0.95 confidence intervals
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The results of the Mann-Whitney test indicate that
the average total spending in a year is statistically
higher for redeemers (436.78+343.54) in compari-
son with non-redeemers (253+247.47). Redeemer’s
spending in the year under investigation was on

33

Tl aB 4R —fF— coupon at till 0

coupon at till 1

average 72.6% higher than that of non-redeemers
(Figure 2). The database included negative values
because there were cancelled receipts for some loy-
alty cards in the sample.

Figure 2 Box-Whisker plot of total spending (HRK) for redeemers and non-redeemers
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H2 predicts that buyers that redeem coupons at till
are more frequent buyers than those that do not re-
deem coupons at till. As shown in Table 1, the num-
ber of visits is statistically higher for redeemers
(4.16+2.39) than for non-redeemers (2.67+1.96).
Figure 3 displays the number of visits in a week for
redeemers and non-redeemers. As presented, the
median number of visits for redeemers is 4 and
the median number of visits for non-redeemers
is 2. This indicates that the frequency of visits by
redeemers compared to non-redeemers was 50%

higher. Redeemers visited the stores more often (4
times in a week) than non-redeemers, thus indicat-
ing that earning a coupon at till increased purchas-
ing frequency which supports Hypothesis 2. This
shows that the component “reward frequency” in
this case suggests a higher customer involvement
through the rewarded behavior effect. There is also
a “points pressure” effect as customers increase
their purchasing frequency and amount per visit in
order to earn a reward.

Figure 3 Box-Whisker plot for number of visits for redeemers and non-redeemers in a week
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H3 predicts that buyers who do redeem coupons
at till have higher average spending per visit than
buyers who do not. Analyzing average spending per
visit (Table 1), there is a statistically significant dif-
ference between redeemers (122.56+122.55) and

O Median
i [ 25%-75%
T Min-Max

non-redeemers (110.29+128.86) thus confirming
Hypothesis 3. Figure 4 indicates that both distri-
butions of average spending are asymmetric with
the biggest difference due to the 25% of buyers that
spend the most.
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Figure 4 Box-Whisker plot for average spending per visit (HRK) for redeemers and non-redeemers
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5. Conclusion

Although loyalty programs have been around for
three decades, their effectiveness is still widely de-
bated. The main goal of a reward program is to in-
crease customer loyalty, which can be categorized
into behavioral and attitudinal loyalty (Dorotic,
2012). This paper investigates to what extent mon-
etary rewards in a loyalty program influence cus-
tomer loyalty behavior. The focus of the research is
to examine the impact of coupons at till, as a mon-
etary reward in loyalty programs, on consumer be-
havior over a one-year period. Secondary data ob-
tained from a retail chain in Croatia was used in the
study, which provided realistic information about
consumer behavior. The behavioral measurements
within the loyalty program that were analyzed in-
clude total spending, purchasing frequency and av-
erage spending per visit.

1 O Median
[125%-75%
T Min-Max

The results suggest that coupons at till, as a mone-
tary reward, increase the total spending of redeem-
ers in comparison with non-redeemers during the
year. This is consistent with the findings of some
studies that have shown that loyalty program mem-
bers and non-members display significantly dif-
ferent purchase behavior (Meyer-Waarden, 2008).
Furthermore, members of loyalty programs tend to
accelerate toward rewards in terms of timing, quan-
tity and persistence of effort (Kivetz et al., 2006).

Consistent with previous research (Kopalle et al.,
2012; Meyer-Waarden, 2008), this study has con-
firmed that buyers that do redeem coupons at till
are more frequent buyers than those that do not.
The pressure to earn points probably encourages
customers to increase their purchase frequency or
volume to obtain the reward (Kivetz et al., 2006).
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Furthermore, the results have indicated that the
average spending per visit for the buyers using cou-
pons at till is higher than of non-redeemers, thus
showing that redemption of rewards is a significant
component of this repeat behavior (Smith, Sparks,
2009).

This research shows that there is a difference in the
purchase behavior of the loyalty program mem-
bers who do and those who do not redeem cou-
pons at till. These results may help practitioners
understand how customers respond to monetary
rewards. Furthermore, the study reveals how con-
sumers perceive coupons at till as monetary re-
wards and how they modify their behavior in terms
of store visits and spending. Although there are
conflicting theoretical findings regarding monetary
rewards (Melnyk, Bijmolt, 2015), this research has
shown that monetary rewards are an effective tool
for increasing customer loyalty.

The research findings could be useful for retailers
as coupons at till could be considered an effec-
tive reward for loyal buyers that are committed to
the program, especially nowadays when database
technology allows customizing coupons based on
the customer’s purchase history. Further research
could investigate different design features, face
value or redemption opportunities of coupons at
till, thus extending the knowledge of this type of
rewards program. The effectiveness of the use of
coupons at till depends on the customer who has
earned it. It would be interesting to know whether
a different coupon at till distribution method (for
example via mobile phones) would increase their
usage. Moreover, it would be useful to monitor cus-
tomer loyalty over a longer period so that adjust-
ments can be made to improve program efficiency.
Finally, it would be appropriate to include attitu-
dinal research to capture all aspects of loyalty in a
more effective manner.
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RAZLIKE U KUPOVNOM PONAéAN]U IZMEDU
POTROSACA KOJI KORISTE I KOJI NE KORISTE KUPONE
NA RACUNU U PROGRAMIMA VJERNOSTI U MALOPRODAJI

SAZETAK

Unato¢ popularnosti programa vjernosti jos uvijek postoje kontradiktorni podatci o utjecaju programa
vjernosti na ponasanje potrosaca. Cilj je ovog rada istraZiti utjecaj ,kupona na ra¢unu” kao oblika novéa-
nih nagrada za vjernost potrosaca i to u smislu njihova ponaganja u maloprodaji. Vjernost potrosaca koja
se ogleda kroz njihovo ponasanje je vrlo vazna za svako poduzede jer ona pokazuje tendenciju potrosaca
da kupuju na redovnoj osnovi. Istrazivanje je provedeno na uzorku od 750 kartica vjernosti dobivenih od
maloprodajnog lanca. Rezultati su pokazali da su kuponi na ra¢unu, kao oblik nov¢ane nagrade, utjecali
na smanjivanje vremenskog razmaka izmedu kupovina, kao i na volumen kupovine i prosje¢nu potro$nju.

Kljucne rijeci: programi vjernosti, novcane nagrade, vjernost potrosaca u smislu njihovog ponasanja, ku-
poni na ra¢unu
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THE PERFORMING ARTS
EXPERIENCE: REFLECTIONS
ABOUT THE OPERA ATTENDEES

ABSTRACT

Experiential marketing helps make a memorable experience for the consumer. Consumer characteristics
enable them to perceive the offered stimuli differently. This study investigates the differences in the evalu-
ation of artscapes — the application of servicescape in the performing arts — according to opera attendees’
experience with the cultural organization. Literature framework fails to confirm differences between ex-
perienced and inexperienced visitors. However, the level of commitment with the artistic organization
contributes to building a deeper relationship. On the basis of 867 Spanish opera attendees’ responses, a
one-way ANOVA technique has been used to analyze the proposed hypotheses, adopting a holistic per-
spective of the artscape, which includes not only its tangible, physical dimensions but also the social ones.
Significantly different evaluations of the artscape show that the attendees” experience is important as the
basis for adequate segmentation. The greater the extent of the contractual relationship and contact with the
opera house, the better the evaluation of the physical and social artscape. This paper helps to fill a research
gap in the area of servicescape applications in the nonprofit performing arts. In addition, it provides deeper
knowledge about the servicescape experience.

Keywords: Artscape, non-profit opera, experiential marketing, frequency, subscription program

consumers’ attitudes in order to survive in a finan-
cially reduced environment. One major strategic
challenge for cultural organizations is to balance
all the economic issues and constraints against the
importance of achieving artistic and cultural mis-
sions (Sullivan Mort et al., 2003). In this context,
the servicescape acquires greater significance and
becomes a key element (Cart, Cova, 2005).

1. Introduction

Opera, as a performing art, is considered a non-
profit cultural service because opera houses are not
capable of generating enough income from their
activity. It is always necessary to provide additional
economic resources — public or private — working
on the premise of not obtaining economic benefits.
Opera organizations are more focused on social ob-

jectives, like reaching new audiences or developing
artistic projects. Performing arts need to consider

Performing arts, as a hedonic service, are character-
ized by two consumption metaphors: experience and
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integration (Holt, 1995). The performing arts as an
experiential service are described as one with low
customization (Ng, Dagger, 2007). Hence, artistic
organizations should invest considerable time in the
customer relationship. Experiential marketing helps
make a unique, memorable experience for the con-
sumer, establishing a connection with the organiza-
tion or brand (Schembri, 2006; Tynan, McKechnie,
2009). The development of a customer experience is
formed by three factors (Palmer, 2010; Sheth et al.,
1999): the characteristics, context and situational
variables of stimuli. The stimuli’s characteristics
enable attendees to perceive a stimulus differently
depending on the stimulus’ sensory characteristics
and information content. In perceiving stimuli with
a given set of characteristics, it is considered that
attendees will be influenced by the context of the
stimulus. In the situational variables via which the
information is received, the attendees’ perceptions
are mostly influenced by individual characteristics,
including their experience with the service. The level
of commitment also contributes to a deeper relation-
ship with the artistic organization (Garbarino, John-
son, 1999; Johnson, Garbarino, 2001).

Servicescape is defined as the environment or set-
ting where the consumer experience is created in the
service encounter (Harris, Ezeh, 2008; Hooper et al.,
2013). Lovelock et al. (2008) identify that the service-
scape is strategically useful in three ways: first, as a
creator of the message that the organization wants
to convey; second, as the attention source of the cus-
tomers targeted; and third, as an originator of im-
pressions for enhancing the service experience in the
right direction. Experience and meaning generation
based on the connectedness felt among consumers
are more likely in collective hedonic consumption
situations (Drengner et al., 2012). Current research
defends a holistic perspective of the analysis of the
servicescape, including physical and social elements
jointly (Mari, Poggesi, 2013).

The importance of the servicescape in hedonic ser-
vices has been considered in several studies, particu-
larly in collective hedonic services and as an anteced-
ent of post-consumption evaluations. A servicescape
of perceived high quality generates greater satisfac-
tion (Wakefield, Blodgett, 2016) and loyalty (Harris,
Ezeh, 2008; Lee et al., 2008). In this context, there is
a major probability of repeating the consumer expe-
rience (Wakefield, Blodgett, 2016) and developing
repatronage intentions (Kottasz, 2006; Ryu, Jang,
2007). Furthermore, a positive evaluation of the ser-
vicescape generates a positive recommendation for
the service (Uhrich, Benkenstein, 2012).

In addition, the impact of visitors’ characteristics
on post-consumption behavior in the performing
arts has been investigated. Regular subscribers are
more satisfied than occasional subscribers or in-
dividual ticket buyers (Garbarino, Johnson, 2001).
In contrast, Boerner et al. (2011) fail to confirm
the expected differences between experienced and
inexperienced visitors in their statements on visi-
tor satisfaction. Furthermore, differences in gen-
der, age and marital status occur (Boerner, Jobst,
2013; Song, Cheung, 2010; Voss, Cova, 2006). As
regards the servicescape, personal characteristics
can moderate its importance (Harris, Ezeh, 2008)
and explain the differences in the reception of the
servicescape as a stimulus in consumers (Palmer,
2010). In this sense, long-lasting involvement con-
tributes positively to improving the evaluations of
the servicescape (Hightower et al., 2002).

Based on the previous discussion, the main contri-
bution of this paper is to detect how opera attend-
ees’ post-consumption evaluations about the ser-
vicescape differ depending on different attendees’
characteristics. Our first objective is to describe
the evaluations of the servicescape in the perform-
ing arts — known as artscape — adopting a holistic
definition of the servicescape (Mari, Poggesi, 2013),
which has been underresearched in the non-profit
literature. Next, it is to provide a better description
of these evaluations according to opera-goers’ ex-
perience derived from their immersion (i.e. level
of contractual relationship and visit frequency) in
the artistic organization. Our research covers the
gap in analyzing differences in the evaluation of
the servicescape in the performing arts, following
the characteristics of experiential marketing. Our
hypotheses were tested using an ANOVA analysis
in a sample of 867 Spanish opera-goers. In order
to achieve the proposed objectives, this paper is
organized as follows: The first section explains the
theoretical framework of the servicescape in an ex-
periential marketing context. We then establish the
hypotheses of the evaluation of the servicescape in
the performing arts, or artscape. The methodol-
ogy section that follows describes the information-
gathering process and the scales used. Next, we
present and discuss the results. Finally, the conclu-
sions and limitations of our research, together with
managerial implications, are presented.

2. Experiential marketing in the performing
arts: the role of the servicescape

According to Pine & Gilmore (1999), experiences
depend on the degree of consumer participation —
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active or passive — and the degree of the consumer
relationship with the experience’s environment, i.e.
immersion or absorption. In the performing arts,
we are noticing the need to improve the attendees’
experience in terms of active participation and im-
mersion (Caru, Cova, 2005). In his description of
experiences Schmitt (1999) highlights the relation-
ship between individuals in social environments in
order to strengthen the relationship with organi-
zations. According to Holt (1995), the interaction
between attendees is vital to the consumption ex-
perience. Its implementation requires cooperation
from the organization’s staff, generating a dynamic,
fluid exchange of information between customers
and organizations. Three main stakeholders partic-
ipate in the performing arts: artists, organizations
and attendees (White et al., 2009). Together with
the organization, the artists and sometimes the at-
tendees coproduce the artistic service (Boorsma,
2006). For artistic organizations, the performing
arts are a means of coproduction with the attend-
ees, who take part in their communication (Chaney,
2012). The consumers’ active participation influ-
ences the service’s coproduction (Eiglier, Langeard,
1987). According to Conway & Leighton (2012), in
the performing arts, the degree of attendees’ par-
ticipation depends on the product and the commu-
nication; in this sense, the most integrative focus
connects with the service-dominant logic via the
co-creation between the attendees and the organi-
zation (Vargo, Lusch, 2004).

According to the experience literature, the service-
scape is one of the most remarkable elements of
the experience (Carti, Cova, 2005; Kwortnik, 2008;
Nguyen et al., 2012; Pareigis et al.,, 2012). In the
performing arts, it is fundamental to consider joint
consumption as integrating experiences where the
value is inherent in the interactions (Holt, 1995).
The environment where the service takes place
plays a role in modifying this experience (Caru,
Cova, 2005; Kwortnik, 2008). In museums, Kes-
ner (2006) concludes that a suitable servicescape is
fundamental to an organization’s success. Thus, the
servicescape acquires greater significance and is a
key element in cultural services, including perform-
ing arts services.

2.1 The differences in the evaluation of the services-
cape in performing arts: hypotheses
Servicescape is identified as the environment or
scenario where a consumer experience takes place
during the service encounter in order to get a par-
ticular, desirable consumer behavior (Ezeh, Harris,
2007; Harris, Ezeh, 2008). Present models analyzing

the servicescape are limited and almost exclusively
focus on its tangible physical elements (Tombs,
McColl-Kennedy, 2003). Some researchers have
realized that not only physical elements are impor-
tant in the servicescape (Lin, Liang, 2011; Uhrich,
Benkenstein, 2012). Social elements in the service
encounter are sufficiently significant per se to also
warrant consideration as part of the servicescape
(Bitner, 2000; Hoffman, Turley, 2002; Turley, Milli-
man, 2000). Recent research, without ignoring the
preceding literature, believes in the coexistence of
social and physical dimensions in the servicescape
(Harris, Ezeh, 2008; Uhrich, Benkenstein, 2012).
Current research defends the need to study social el-
ements (Moore et al., 2005), particularly in the per-
forming arts (Nguyen et al., 2012). Tangibles and in-
tangibles are essential in the creation of experience
in services, and particularly in the performing arts.
Except for museums (Kottasz, 2006) seen as ven-
ues for visual arts, the servicescape in the perform-
ing arts has not been properly analyzed, although
there have been exceptions (Jobst, Boerner, 2011;
Nguyen et al,, 2012). In the case of the performing
arts, Nguyen et al. (2012) have demonstrated the
importance of the social servicescape. In line with
proposals from other authors in other service con-
texts like sportscape (Wakefield, Blodgett, 2016),
healthscape (Hutton, Richardson, 1995), dinescape
(Ryu, Jang, 2007), shipscape (Kwortnik, 2008) and
festivalscape (Lee et al., 2008), we propose that the
concept of servicescape in the performing arts be
named artscape (Tubillejas Andrés et al., 2015). Ac-
cording to the theoretical framework, and based on
a holistic perspective, from our point of view (Tu-
billejas Andrés et al., 2015), artscape is made up of
physical and social dimensions. Academic research
considers that a physical servicescape is composed
of interior and exterior elements (Grayson, Mc-
Neill, 2009; Hoffman, Turley, 2002; Turley, Milli-
man, 2000) related to the ambience, design, layout
and functionality of the servicescape (Bitner, 1992;
Hightower et al., 2002). The social servicescape is
determined by both consumers and employees (Bit-
ner, 1992), as well as by the interactions produced
among them (Rosenbaum, Massiah, 2011): employ-
ees’ characteristics, attendees’ characteristics, in-
teractions between employees and attendees, and
interactions between attendees.

Taking into account the relevance of the services-
cape in the consumer’s post-consumption behavior
(e.g. perceived value, satisfaction or loyalty), it is
worth studying the evaluation of the servicescape.
Individual characteristics (personal, demographic
or psychographic) are likely to result in differences
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in attendees’ evaluations (Boerner et al., 2011) and
explain the differences in the reception of the stim-
uli (Palmer, 2010). Long-lasting involvement im-
proves the evaluations of the servicescapes (High-
tower et al., 2002). The level of visit frequency also
affects the subject of attendees’ criticisms. Frequent
attendees are also more likely to emphasize artistic
elements whereas occasional attendees are more
likely to emphasize personal reactions and the ser-
vice quality, including intangibles and atmospherics
(Boerner et al., 2011).

Consequently, taking into account the experience
with the artistic organization, which varies accord-
ing to the degree of consumer participation (Car,
Cova, 2005), it is very important to study the evalu-
ation of servicescape according to the attendees’
experience.

Traditionally, in the literature on performing arts,
this participation has often been measured by cri-
teria of behavior — intense, occasional or isolated
attendees (Belk, Andreasen, 1980; Hodgson, 1992;
Peterson, 1980); attitude and implication — en-
thusiastic, interested or not interested (Strang,
Gutman, 1980; Walsher, 1992); or contractual re-
lationship with the organization — subscribers or
non-subscribers (Garbarino, Johnson, 1999; John-
son, Garbarino, 2001). More recently, segmentation
continues to be a topic of interest for researchers,
focusing on frequence criteria (Kolhede, Gomez-
Arias, 2016, 2017).

On the basis of relational marketing, Johnson &
Garbarino (Johnson, Garbarino, 2001) show that
there are differences in attitudes between subscrib-
ers and non-subscribers. Although different types
of attendees are identified by artistic organizations
carrying out subscription programs, the literature
on marketing demonstrates that it is more expen-
sive to attract new attendees to buy a single ticket
than to offer price discounts or seating priorities to
the subscribers committed to the artistic organiza-
tion. The subscribers represent the organization’s
high quality customer base. In the case of artscapes,
it is essential to know the differences in subscribers’
evaluations, especially compared to the attendees
who are non-subscribers. Accordingly, our first hy-
pothesis is:

H1: The evaluations of the artscape differ depending
on the level of the performing arts attendees’ con-
tractual relationship with the artistic organization.

Visit frequency is a segmentation criterion for de-
scribing performing arts attendees now and before
(Kolhede, Gomez-Arias, 2016, 2017). Attendance
frequency has been found to influence visitors’

perception (Jobst, Boerner, 2011). There are differ-
ences between occasional and frequent attendees’
expectations and the perception of a performance
(Boerner et al., 2011). In this sense, the attendees’
visit frequency generates experienced and less ex-
perienced visitors. Thus, experienced attendees will
probably be more demanding and selective (Boern-
er et al,, 2011). Experienced attendees are assumed
to develop higher expectations than less experi-
enced ones (Boorsma, Maanen, 2003). Moreover,
due to their knowledge of the artistic organization,
they usually place more importance on individual
and specific elements (Eversmann, 2004). In this
case, occasional attendees evaluate isolated ele-
ments more lowly (Boerner et al., 2011). Moreover,
less experienced attendees will probably be more
susceptible to being influenced in their evaluations
by social interaction processes (Boorsma, Maanen,
2003; Crozier, 1996; Eversmann, 2004). Considering
this, our next hypothesis is:

H2: The evaluations of the artscape differ depending
on the performing arts attendees’ visit frequency.

3. Research methodology and results

3.1 Sampling procedure

A sample of 867 opera-goers at the opera house
known as Palau de les Arts “Reina Sofia” in Valen-
cia, Spain, was used. The information was gathered
from an online survey using a structured question-
naire, taking into account the existing literature.
The questionnaire had been pretested by academic
experts, cultural managers and a group of opera at-
tendees to ensure content validity of the items to be
included. The response rate was 27.20%. An email
presentation, including the survey link, was sent
to the Palau’s subscribers and non-subscribers ac-
cording to the census provided by the Palau’s man-
agers. The sample was made up of men (58.90%)
and women (41.10%) mainly from Valencia, Spain
(75.96%). The majority of performing arts attendees
were over the age of 40 (95.70%) and were univer-
sity graduates or postgraduates (91.22%). 61.43%
respondents in the sample have musical knowl-
edge. The principal job categories of the sample
were salaried worker (46.92%), freelancer (24.97%)
and retired person/pensioner (25.80%). Monthly
family net incomes fall between €2,001 and €6,000
(66.35%); which is above average according to the
INE (Spanish statistics institute) database (INE,
2014). It seems that opera-goers in the sample
are quite educated and socially well positioned.
Subscribers make up 79.24% and non-subscribers
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20.76% of the sample. Almost 95% of the sample
visit the opera house 4 times or more per year for
performances.

All scales have been measured using a 0-10 point
Likert scale from strongly disagree (0) to strongly
agree (10).

3.2 Measurement instruments

Exterior and interior elements were measured by
applying a sixteen-item scale, adapted from High-
tower et al. (2002). Employees’ and attendees’ char-
acteristics were each also measured by a three-item
scale, adapted from Hightower et al. (2002). Simi-
larly, employees’ and attendees’ interactions were
measured by a three-item scale from Brady and

Table 1 Descriptive results of the artscape

Cronin (2001) and Nguyen et al. (2012). Attendees’
interactions were measured by a four-item scale
from Moore et al. (2005).

3.3 Results

First, we examined the descriptive results of the
different variables of the artscape; see Table 1.
The social artscape (7.63) is evaluated slightly bet-
ter than the physical artscape (7.52). In the physi-
cal artscape, the exterior and interior are similarly
evaluated at 7.50 and 7.55 respectively. In the social
artscape, employees’ characteristics are the best
evaluated (8.37), followed by the employee-attend-
ee interactions (7.94), attendees’ characteristics
(7.22) and attendees’ interactions (6.98).

ARSTCAPE Mean | SD CcvV
ENTSCEMP] | [here are enoughemployeesat____to | 770 | 500 | 2599%
assist customers.
The employees of are neat and well
EMPLOYEES’ ENTSCEMP2 dressed 8.59 1.40 16.38%
CHARACTERISTICS Ermpl - 7 lite wh
ENTSCEMP3 | “/7PL0rees o are poute when 8.82 | 130 | 14.79%
dealing with attendees. *
TOTAL 8.37 | 1.32 | 15.85%
ENTSCESP1 customers are neat and well dressed. 7.38 1.83 24.82%
ATTENDEES’ ENTSCESP2 ff;;ey;”’j;’zzlt Ziifﬁf::iis;i P have | 67 | 168 | 24.55%
- .
% CHARACTERISTICS ENTSCESP3 customers are friendly. 7.41 1.81 24.50%
8 TOTAL 7.22 | 1.48 | 20.57%
= I'd say that the quality of my interaction o
E: EMPLOYEES ENTSIEMP1 with the employees is high. 7.83 1.80 | 22.98%
= |- ATTENDEES Overall, I would say that the quality of my N
é INTERACTIONS ENTSIEMP2 interaction with the ____employees is excellent. 804 | 165 | 20.58%
8 TOTAL 7.94 | 1.64 | 20.77%
ENTSIESP1 I have developed friendships with other 6.76 1.93 28.55%
customers I met at
ENTSIESP2 iten)oy spending time with other customers 701 2.08 29.80%
ATTENDEES’ :
INTERACTIONS ~ |ENTSIESp3 | [heother customersatthe ____make | (41 | 504 | 31819
my time there more enjoyable.
ENTSIESP4 Therg is a good chance I will run into one of 779 1.92 24.92%
my friends at
TOTAL 6.98 | 1.59 | 22.88%
TOTAL SOCIAL ARTSCAPE 7.63 | 1.16 | 15.33%

* Added to the original scale.

Valid cases: 867 except for ENTFE3 that are 275.
SD: Standard deviation - CV: coefficient of variation
Source: Authors

A One-Way ANOVA was used to test the proposed
hypotheses; see Table 2. For H1, the results vali-
date a significant difference between the means of
the two identified groups—subscribers and non-

subscribers—in the evaluation of the employee-
attendee interaction and the interior. Thus, we
accept H1 partially. Subscribers show better evalu-
ation in terms of their interaction with employees
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than non-subscribers, and they feel better about
the interior of the opera house. For H2, the results
validate a significant difference between the means
of the three identified groups — visit frequency of
less than 3 times, between 4 and 6 times and more

Table 2 ANOVA results for artscape

than three times — in the evaluation of attendees’
interactions, employee-attendee interaction and
the interior. Thus, we accept H2 partially. The more
frequently attendees go to the opera, the better the
evaluations found in these dimensions.

HYPOTHESIS 1 HYPOTHESIS 2
Subscribers | NonSubscribers Visit frequency: | Visit frequency: | Visit frequency:
Scale (0-10) 0 687 < 180 < 3 times 4 — 6 times > 6 times
NIean N}ean n=45 n = 447 n =375
Mean Mean Mean

EXTERIOR 7.55 7.33 7.20 7.45 7.60
INTERIOR 7.61* 7.35 * 7.09 ** 7.50 ** 7.69 **
EMPLOYEES’
CHARACTERISTICS 8.37 8.37 7.93 8.37 8.43
ATTENDEES’
CHARACTERISTICS 7.20 7.32 6.81 7.31 717
EMPLOYEE-
ATTENDEE 8.01** 7.68** 7.43 ** 7.86 ** 8.10 **
INTERACTIONS
ATTENDEES’
INTERACTIONS 6.98 6.98 6.48 6.86 7.19

In italics, heteroscedastic variables: Test Brown-Forsythe and Test Welch applied in this case instead of ANOVA
* Significant at 0.1 / ** Significant at 0.05 / *** Significant at 0.01

Source: Authors

In order to detect differences among the three groups
of the ‘visit frequency’ variable in the significant di-
mensions detected, we made a post-hoc test for pair-
wise comparisons; see Table 3. For homoscedastic
dimensions — employee-attendee interaction — we
applied a Hochberg GT2 test due to the different
sizes of the groups. For heteroscedastic dimensions
— interior and attendees’ interactions — we applied a
Games-Howell test that is more appropriate (Hair et
al,, 1999). For the interior and employee-attendee in-
teraction dimension, the post-hoc test revealed dif-

Table 3 Post-hoc tests results

ferences and we can observe two different groups in
the evaluations. Attendees who visit the opera house
three times per year or fewer have lower evaluations
of these dimensions than attendees who visit the
opera house more often. For the attendees’ interac-
tions dimension, the post-hoc test revealed differ-
ences and we can observe two different groups in the
evaluations. Attendees who visit the opera house six
times per year or fewer have lower evaluations of this
dimension than attendees who visit the opera house
more frequently.

Mean differences INTERIOR Employee — Attendee ATTENDEES’
(Horchberg GT2 post-hoc test) interactions INTERACTIONS
Visit frequency: 4 — 6 times -0.40 -0.43 -0.37
< 3 times > 6 times -0.60 * -0.66 * -071 *
Visit frequency: < 3 times .040 0.43 0.37
4 - 6 times > 6 times -0.19 -0.23 -0.33%*
Visit frequency: < 3 times 0.60 * 0.66 * 0.71 *
> 6 times 4 — 6 times s 0.19 0.23 0.33 ***

In italics, heteroscedastic variables: Games-Howell post-hoc test applied in this case.
* Significant at 0.1 / ** Significant at 0.05 / *** Significant at 0.01

Source: Authors
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4. Conclusions

Experiential marketing contributes to traditional
marketing due to the consideration of the attendees
as emotional individuals who value the intensity of
the experience more than the service itself (Conway,
Leighton, 2012). Our paper provides a literature re-
view of the content of the servicescape in the area
of performing arts, applied in the non-profit opera
sector. Considering the previous debate and having
detected that there are differences in the evalua-
tion of the artscape depending on the contractual
relationship and the attendees’ frequency of visits,
some theoretical and managerial implications arise.

On the basis of a wide literature review, a service-
scape is defined as the environment or scenario
where consumer experience and service encounters
take place in order to get a particular, desirable con-
sumer behavior, and it is composed of physical and
social dimensions (Ezeh, Harris, 2007; Harris, Ezeh,
2008). We have provided a long list of items within
each dimension on the basis of a previously validat-
ed scale. Our results show that the social artscape
is valued similarly to the physical one by opera at-
tendees, with a slightly higher score. Moreover, the
results provide differences in servicescape evalua-
tion according to the attendees’ personal character-
istics that were analyzed. In the physical artscape,
the interior is better evaluated when attendees are
subscribers and go to the opera frequently. They
appreciate superior features like comfortability,
temperature, design, acoustics, signs, technology
and so on. In the social dimension of artscape,
employee-attendee interactions are better evalu-
ated when the attendees are subscribers and visit
frequently. Moreover, attendees’ interactions are
even better evaluated when attendees visit often
during the season. At first, attendees consider their
relationship with the organization. Later, however,
when they are more experienced in their visits,
they prefer to enjoy their experience with other at-
tendees. Still, we have not found differences in the
evaluation of the physical artscape (i.e. exterior) or
social artscape (i.e. employees’ and attendees’ char-
acteristics).

Several managerial implications arise from this re-
search. First, cultural managers can measure how
opera-goers evaluate the physical as well as the so-
cial artscape according to their service experience.
The servicescape analysis from a holistic perspec-
tive (Mari, Poggesi, 2013) in the non-profit sector
has not been deep enough. Considering the physical

servicescape alone as part of the service experience
gives a poor, inadequate view. During customers’
experience in hedonic services, social elements play
an important role and should be managed in addi-
tion to the cultural product itself. In the performing
arts, attendees evaluate the whole experience, tak-
ing into account the behavior of other attendees as
well as of the organization’s staff. In this sense, we
suggest that cultural managers encourage their em-
ployees to show how eager they are to connect with
the attendees, before and after the performance, as
well as during the breaks. It is advisable to connect
better with the attendees, educating them better in
the opera and developing a sense of belonging by
creating opera evenings, newsletters, artistic visits
and by taking advantage of the social networks.

Next, the degree of contractual relationship with
the opera house and the frequency of the attend-
ees’ visits determine the evaluations of the artscape
and enable segmentation of the attendees. On first
contact, creating nice exterior artscapes gives an at-
tractive stimulus for attendees to enjoy an artistic
experience. However, as they increasingly experi-
ence opera performances, they pay more attention
to the interior elements and social artscapes. We
suggest that cultural managers should emphasize
the benefits of building comfortable, pleasant phys-
ical artscapes because the attendees focus more on
such details, as they know the opera house better.
We also recommend taking care of the behavior
of the artistic organization’s employees. We have
detected that the employee-attendee interaction
is better evaluated when opera-goers are more in-
volved with the artistic organization. They appreci-
ate the employees’ attention.

Likewise, considering that a high frequency of visits
to the artistic organization improves evaluations,
we recommend taking advantage of the social net-
works. Furthermore, creating a network in order to
connect with like-minded people allows them to
present themselves as real members of the commu-
nity and connoisseurs of the focal object: e.g. per-
forming arts, opera, music, etc. Offering a platform
that strengthens community cohesion can truly im-
prove the social artscape. A beautiful artscape can
be a strategic element, which promotes and benefits
the artistic service.

Customer experience is crucial in influencing the
customers’ willingness to repeat the experience
(Conway, Leighton, 2012). It has been shown that
there are positive differences in the evaluation of
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the artscape as the attendees’ knowledge of the ar-
tistic organization grows. Consequently, it would
be advisable to segment the attendees according to
their experiential characteristics. This would con-
tribute to the education of the attendees in their
experience of the artscape and enjoyment of the ar-
tistic performance. Edutainment, as a combination
of education and entertainment, is the future, espe-
cially for creating new young audiences who are less
interested in the classical conception of the service.
Attractive artscapes, mixed with new technologies,
can play an influential role in this new setting and
help to motivate performing arts consumption and
involvement.

This paper has certain limitations that future re-
search should seek to overcome and it posits new
lines for research. The study’s scope is limited to
one organization, although collecting data from a
single institution is not unusual in studies of this

kind (e.g. Boerner et al., 2011; Hightower et al,,
2002; Jobst, Boerner, 2011; Nguyen et al., 2012;
Palmer, Koenig-Lewis, 2010; Uhrich, Benken-
stein, 2012). Furthermore, other patterns may be
derived according to opera attendees’ segmenta-
tion analysis. It is necessary to apply experienced
attendees’ characteristics to the analysis of the
differences in the consequences of artscape in
post-use behavior. Additionally, as proposed by
Parasuraman & Grewal (2000) and Padgett & Mul-
vey (2007), consumers can interact not only with
the firm, employees and other consumers, but also
with technology in their service encounters, giving
rise to a better customer experience. In this sense,
technologies known as e-servicescapes in this field
(Harris, Goode, 2010; Mari, Poggesi, 2013; Tran et
al., 2012) should be explicitly considered in further
research. Finally, longitudinal analysis could com-
plement this research.
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ISKUSTVO SCENSKE UMJETNOSTI:
PROMIéL]AN]A O OPERNOJ PUBLICI

SAZETAK

Iskustveni marketing pomaze u stvaranju upecatljivog iskustva za potrosace. Zbog svojih razli¢itih karakte-
ristika potrosaci razli¢ito dozivljavaju ono $to im se pruza. U ovom istrazivanju analizira se iskustvo posje-
titelja opernih predstava u kulturnoj organizaciji kako bi se razmotrile razlike u ocjenjivanju umjetnickog
okruzenja (eng. artscape), odnosno modela ,okruzenje za pruzanje usluga” (eng. servicescape) u scenskoj
umjetnosti. U dostupnoj literaturi nema pokazatelja da se iskusni i neiskusni posjetitelji razlikuju u svojim
ocjenama. Medutim, vjernost umjetnickoj kuci doprinosi izgradnji dubljeg odnosa. Na temelju odgovora
867 $panjolskih posjetitelja opere, analizirane su predlozene hipoteze jednosmjernom analizom varijance
(ANOVA), uz sveobuhvatan pogled na umjetnicko okruzenje koje obuhvaca i fizicku i drustvenu dimenziju.
Znacajne razlike u ocjenama umjetnickog okruzenja pokazuju da je iskustvo posjetitelja vazno kao temelj
za odgovarajuéu segmentaciju. Sto su duzi ugovorni odnos i vrijeme od kada posjetitelji dolaze u opernu
kuéu, to oni bolje ocjenjuju fizicku i drustvenu dimenziju umjetnickoga okruzenja. Ovaj je rad doprinos
slabo istrazenom podrucju primjene modela ,okruzenje za pruzanje usluga” u neprofitnoj scenskoj umjet-
nosti. Ujedno pruza uvid u iskustva potrosaca koja se odnose na okruzenje za pruzanje usluga.

Kljucne rijeci: umjetnicko okruzenje, neprofitna opera, iskustveni marketing, ucestalost, program pret-
plate
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INFLUENCE OF TRAINING
PROGRAMME DESIGN
ON EMPLOYEE EDUCATION

ABSTRACT

The design of training programmes involves the process of planning the content and methods of training
and assessing the learners’ prior knowledge. Andragogy principles play an important role in the design
of employee training. They refer to adult learning strategies that involve using adequate content, relevant
examples and technical terms in the design and delivery of training, as well as incorporating learners’ previ-
ous knowledge and experience. They can be used as the basis for the selection of the appropriate content
and training methods. This paper seeks to investigate whether the inclusion of andragogy principles in the
design of employee training affects the training outcomes, in particular their motivation for training and
the transfer of training as one of the main goals of employee training.

Quantitative research was conducted using the statistical methods of correlation coefficient and regression.
A correlation coefficient of 0.485 was found between andragogy principles and motivation for training,
which indicates a small but statistically significant correlation (p<0.01). The results of regression analysis
show that andragogy principles explain 25.7% of the variance. For each unit of change in andragogy princi-
ples, motivation increases by 0.424 (B = 0.424) of the unit (p<0.01).

A correlation coefficient of 0.5889 was found between andragogy principles and the transfer of training,
which means that the increase of andragogy principles also increases the transfer of knowledge to work
tasks. The regression analysis results show that the application of andragogy principles explains 34% of the
variance in training transfer. For each unit of change in the application of andragogy principles, motivation
increases by 0.306 (B = 0.306) of the unit (p<0.01).

Keywords: Training programme design, employee education, andragogy principles
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1. Introduction

Human resource development is a process that con-
sists of planning and delivery of employee training.
Thus, the development of an employee depends on
the adequate design and implementation of train-
ing programmes. The first step in creating an ef-
fective training programme is identifying job roles
and job tasks. The next step is analysing knowledge
and skills employees possess for their current and
future jobs. Finally, the third step involves creating
an adequate training programme.

Training design involves the selection of the ade-
quate content and training methods and assessing
prior knowledge of participants. All of these ele-
ments are important for creating an effective train-
ing programme. In addition to basic concepts, an-
dragogy and pedagogy principles play an important
role in training design; however, organizations do
not use them sufficiently in developing their train-
ing programmes.

This research focuses on the influence of andragogy
elements on two main objectives of an organiza-
tion embarking on training design, i.e. motivation
and transfer of training to job tasks. We believe that
the application of andragogy elements in employee
training has an effect on both of these areas and
that the importance of andragogy in this particular
context should not be disregarded.

2. Training design

Training design involves identifying the training
goals, choosing the appropriate activities and com-
bining them to develop an efficient training pro-
gramme. Training design includes an assessment
of learner prior knowledge, identification of train-
ing methods and content (Mathis, Jackson, 2008).
Designing starts with two fundamental questions:
how to motivate trainees to learn and which spe-
cific methods to use (Palmer, 2001). In other words,
it is very important to increase the motivation of
trainees and consider it in the design of the training
programme. The second question refers to training
methods — they too need to be identified during the
training design process. Training methods need to
be adapted to trainees, their abilities and interests,
as well as the training content.

As shown by Noe (2010), human resources training
programme design contains the scope, goal, target
audience and timeframe for the delivery of training.

The next phase consists of choosing the implemen-
tation modes, i.e. the content, methods, delivery
time, challenges and opportunities, and the equip-
ment. A training plan designed in this way can be
compared to a curriculum where content is selected
first.

The selected content is structured through train-
ing design, whereby the scope, depth and intensity
of the programme are determined (Cindri¢ et al.,
2016). Poljak (1991) notes that the content can be
arranged successively, where we first focus on one
area of study, and then move onto another, or si-
multaneously, where several study areas are taught
at the same time. The content is categorized accord-
ing to the staggered approach, moving from the fa-
miliar towards the new, and from the simple to the
complex. It can be organised in concentric circles
or in an upward spiral. Previous experience is taken
into account and new knowledge draws upon prior
knowledge. The concentric plan allows for frequent
repetition of the content (Cindri¢ et al, 2016),
which should not be neglected. According to Arm-
strong and Taylor (2014), learning is often stepped
because the learners cannot continually acquire
new knowledge and need a pause to consolidate
what they have already learnt. The learning process
slows down as the topics become more abstract. It
is therefore essential to introduce reinforcement
periods. “The curricula must be open to include
new content and psychological-pedagogical as well
as didactic-methodical developments” (Cindri¢ et
al,, 2016: 139).

Based on the well-organized training content, ap-
propriate methods are selected. The methods must
be tailored to the content and purpose of training.
No single method is appropriate for all situations.
Methods must be modified and adapted to the tar-
get group, content and training goal. Most methods
used in human resource development are adopted
from the field of adult education. Other methods
used for employee training include, among others,
mentoring and team building.

Noe (2010) categorises methods into presentation,
hands-on training and group building methods.
Presentation methods include lectures and audio-
visual techniques. Lectures include standard lec-
tures, team teaching, guest lecturers, panels and
trainee presentations. Hands-on methods are on-
the-job training, self-directed learning, mentoring,
simulations, case studies, business games, role-
play and behavioural modelling. Methods of group
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building are adventure learning, team training and
action learning. In addition, there are methods that
use technology, such as computer-based training
(CBT) or computer-based learning (CBL), online
learning, blended learning, simulations, intelligent
tutoring systems and distance learning.

Methods are selected based on the desired train-
ing goal. Bourner (1997) outlines 10 most common
methods for attaining each of the six major learn-
ing aims. For the dissemination of new knowledge
there are lectures, textbooks, exercises that require
students to find new knowledge, developing skills
in using library and other resources, open learning
materials, and directed private study. The capabil-
ity to use ideas and information can be developed
through case studies, projects, demonstrations,
group working, simulations, problem solving, dis-
cussion, etc. Methods for developing the student’s
ability to test ideas and evidence are seminars, su-
pervision, presentations, feedback, critical assess-
ment, self-assessment, etc. For developing the stu-
dent’s ability to generate ideas he suggests research
projects, workshops on techniques of creative prob-
lem solving, group working, action learning, mind
mapping, etc. To facilitate students’ personal devel-
opment teachers can use action learning, experien-
tial learning, learning logs, role-playing, structured
experiences in groups, etc. Finally, the capacity of
students to plan and manage own learning can be
developed through projects, reflective logs and dia-
ries, independent study, action learning, portfolio
development, etc.

It is also important to apply the principles of an-
dragogy in designing the training programme for
adult learners. Knowles outlines the andragogy in
practice model that characterises adult learners and
provides the principles that can help design a train-
ing programme.

According to this model, there are three dimensions
of andragogy in practice: goals and purposes of
learning, individual and situational differences, and
adult learning principles. The goals for adult learn-
ing are individual, institutional and societal growth.
These goals also influence the process of learning
and teaching. For example, if the programme is
aimed at achieving societal growth, emphasis may
be placed on individual learner; if it is aimed at
achieving institutional goals, such as work-relat-
ed performance improvement, emphasis may be
placed on the workplace, etc. Individual and situ-
ational differences are divided into three categories:

subject matter differences, situational differences
and individual differences. Different subject matter
may require different learning methods. Similarly,
depending on the complexity of the subject matter,
the learner may need more or less help and guid-
ance. Situational differences can refer to adapting
the learning strategies to the size of the group, the
distance from the training site, etc. They can also
refer to a wide range of social and cultural factors.
Individual differences also include a number of dif-
ferences, such as cognitive abilities, learning styles,
personality, i.e. personality traits, and previous ex-
perience. It is necessary to carry out an analysis of
all of these differences and make adaptations to the
programmes according to the principles of andra-
gogy (Knowles et al., 2005).

3. Andragogy principles

Two approaches to the principles of adult edu-
cation are presented in the paper. The first is de-
scribed from the perspective of Croatian authors
on the use of pedagogical and didactic principles in
adult education. The second is described from the
perspective of Malcolm Knowles’ concept of an-
dragogy. In addition to these principles, there are
a number of factors, principles and characteristics
of adult learners, teaching, and learning that should
be considered when planning adult education.

The principles of andragogy in adult education out-
lined by Andrilovi¢ et al. (1985) are as follows:

1. Voluntary versus mandatory participation
- Motivation enhances learning. It is often
challenging to motivate adult learners to
participate in the learning process, as they
may not understand the purpose of train-
ing, thinking that they have already com-
pleted their education. The HR department
and training providers should bear in mind
that some employees were required to par-
ticipate in training, and devise strategies for
increasing their motivation for participa-
tion.

2. Concrete versus abstract - This principle is
based on learning through concrete exam-
ples rather than abstract concepts and gen-
eralisation. It is important to consider the
learners’ prior experience and knowledge.
Adult education cannot be based on memo-
rising abstract information. It should provide
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Malcolm Knowles, who is considered the father of
andragogy, identified six principles of adult learn-

concrete and relevant examples about the
subject matter or the world around us and
build upon the learners’ prior knowledge.

Active participation and development -
Knowledge cannot be handed over. To ac-
quire knowledge and skills and develop,
learners have to actively participate in the
learning process. They have to be involved in
all teaching activities: intellectual, expressive
and sensory. Passive participation is unlikely
to yield the desired outcomes; thus, it is rec-
ommended to use interactive training meth-
ods and active learner participation.

Systematic and sequential approach - Every
task has to be done following a particular
order or system, from the simple to the
complex, from concrete to abstract. It is im-
portant to start with what trainees already
know, what is familiar to them, what is eas-
ier for them, and build upon that so as to
facilitate the acquisition of new knowledge
by drawing on prior knowledge and experi-
ences.

Appropriateness and learning effort - A
learning experience has to be appropriate
for the learners. The learning tasks they are
asked to perform should require a certain
amount of effort, but should not be so dif-
ficult as to cause them to start questioning
their abilities or leave the programme.

Historicity and actuality - Teaching starts
with the past because it is important for un-
derstanding the sequences, but it does not
stay in the past.

ing and used them in his andragogy model.

1.

Need to know - Adult learners need to
know why they need to learn something
before the learning process can start. The
benefits they will gain from learning and
the negative consequences of not learning
something should be clearly stated and ex-
plained. Thus, the first task of the trainer is
to help the learners understand “the need
to know” This is related to the principle of
voluntary participation and mandatory par-
ticipation. Learning needs to be voluntary.

2. 'The learners’ self-concept - Adult learners

have a self-concept of being responsible
for their own decisions and their own lives.
They also have a need to be seen and treated
by others as being capable of self-direction.
They resist situations in which something is
imposed on them. This principle is linked
to the “need to know” principle - when they
understand why they need to learn some-
thing, they will be motivated to do it. They
want to learn rather than be taught. Ac-
cording to this principle, passive learning is
not an adequate learning method for adult
learners.

Learners’ prior experiences - Prior experi-
ence can be positive or negative. Negative
experience can come from previous educa-
tion. It is up to the trainer to change that per-
ception. Prior experience can be tapped into
using different training methods, such as
debates, simulations or problem solving. Re-
specting and building on the learners’ prior
experiences can boost their motivation.

Readiness to learn - As already mentioned,
adult learners learn better if they know why
they need to learn something. The trainer
has to keep this in mind when designing a
training programme. The training needs to
include real-life examples that are relevant
to the learners so that they can associate
them with their own situations and needs.

Orientation to learning - Adult learning has
to be task-centred and interdisciplinary. It
has to focus on knowledge and skills that
they need to perform their tasks. Learning
tasks have to be related to real-life situa-
tions they can find themselves in, or work-
related situations they are familiar with.

Motivation to learn - Some adult learners
are motivated by external motivators such
as better jobs, higher salaries or promotions
in the company; however, internal motiva-
tion is a much more powerful motivator.
Adults are motivated for personal develop-
ment, but negative self-concept as a student
and other negative experiences can prevent
them from pursuing this goal.

The present paper looks at several andragogy ele-
ments from these two sets of principles. The first el-
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ement is clearly explaining the purpose of learning
the content to facilitate learning and transfer. This
includes the application of the above principles of
‘concrete versus abstract] ‘systematic and sequen-
tial’ and ‘appropriateness.

The second important element of andragogy is mo-
tivation. In the context of employee training, the
participants need to know why they need to learn
something and the benefits they will gain from
learning. The trainer should explain the relevance
of the content to their tasks. This element is linked
to the principles ‘motivation to learn; ‘learning ori-
entation, and ‘readiness to learn! It is also related
to the principles ‘need to know’ and the principle
of ‘voluntary and mandatory participation. In the
context of employee training, the trainer should use
familiar examples and experiences the participants
can relate to. This is connected to the principle ‘con-
crete versus abstract. The trainer should apply the
principle of ‘active participation and development’
by drawing on learners’ knowledge, and rely on the
principle of ‘systematic and sequential’ learning by
explaining content using familiar situations. This
relates to the principles ‘appropriateness, ‘orienta-
tion to learning; and ‘willingness to learn’ In addi-
tion to giving relevant and familiar examples, it is
also necessary to use familiar technical terms.

‘Motivation to learn’ and ‘willingness to learn’ are
particularly useful principles in the context of em-
ployee training. It is therefore essential that trainers
allow the participants to share their prior knowl-
edge and experiences and build on that through
training. Motivation is one of the main contributing
factors in the success of adult training and learning.

4. Motivation

Motivation is a major factor in the process of adult
learning and training. Knowles et al. (2005) empha-
size that motivation is as one of the principles of
adult education and state that while some adults are
motivated by external motivators such as awards,
higher salaries or better jobs, the most potent moti-
vators are internal.

Beier and Kanfer (2009) propose a three-stage
model of training which comprises motivation to
participate in training, motivation during learning
and training, and motivation for knowledge and
skills transfer. Motivation for training begins before
the first training session takes place. In this stage,
motivation is influenced by learner characteristics

and environmental influences or organizational
characteristics. Motivation is influenced by the per-
ception of the value of training, i.e. how it will con-
tribute to the attainment of the learner’s personal
goals. These are the questions that need to be an-
swered by the trainer.

The second stage of motivation refers to motivation
during the training process. In this stage, motiva-
tion is influenced by the design of training as much
as by the trainer. In this stage, motivation is influ-
enced the most by the application of andragogy
principles in the design and delivery of training.
The ARCS model outlines four requirements that
have to be met to maintain learner motivation. Ac-
cording to Keller (1987), the first requirement is to
obtain and sustain learner attention and direct it to
the content of training. This is achieved by creating
an interactive training design and selecting appro-
priate content and training methods. The second
requirement is relevance. If trainees consider the
training relevant and understand its purpose, their
motivation to engage in training will increase. Ex-
plaining to the trainees why they need training and
how it will benefit them should be part of the train-
ing design. This is where andragogy principles can
be used to increase learner motivation. The third
requirement is confidence. This relates to the prin-
ciple of andragogy according to which the partici-
pant’s previous knowledge and experience should
be taken into account and positively valued. The
fourth requirement is satisfaction. It is achieved by
rewarding the participants.

The third stage of motivation in the training process
is motivation for the transfer of knowledge to the
job. Motivation is one of the main factors in train-
ing transfer. Without it, the transfer will either not
occur or will not be effective. The transfer can be
horizontal, from one context to another at the same
level, or vertical, i.e. from lower to higher organisa-
tional levels. As with motivation to participate in
training, motivation for transfer is also influenced
by confidence and organizational climate (Beier,
Kanfer, 2009).

5. Transfer

Training transfer refers to the application of knowl-
edge outside the training context. Training design
accounts for 46% of reported best practices for influ-
encing knowledge transfer (Saks, Burke, 2014). Con-
sidering the possibility of transfer increases the likeli-
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hood of transfer. Transfer is increased when training
involves multiple examples and encourages trainees
to think about the potential for transfer, i.e. how they
would use the gained knowledge in their work envi-
ronment and apply it to their job. Transfer is improved
when examples are used in the training to show the
relevance of a skill. The amount of practice is directly
related to the amount of transfer. Training should
combine abstract instruction and concrete examples,
i.e. abstract content should be explained using exam-
ples. Training should focus on both the whole task
and its components (Tennant, 1999).

The factors that influence the transfer of training
include the content validity, self-efficacy, transfer
design, the employee’s reaction to training, training
transfer motivation, (Bhatti, Kaur, 2010), learner
characteristics, training design and delivery activi-
ties, the work environment, trainers, supervisors
and time periods (Burke, Hutchins, 2008). These
factors are categorized into individual, contextual,
situational, and design factors. The design of the
training programme is important for its success
as it contains the goals, training methods, training
venue and equipment (Bhatti, Kaur, 2010). Inter-
ventions for increasing training transfer are best
carried out in the work context, in the design and
delivery phases (Burke, Hutchins, 2008).

Various individual and organisational factors that
influence training transfer have been investigated.
Many activities have been identified that influ-
ence training transfer at the organizational level.
They can be undertaken before, during or after
the training. Before the training, the trainee has
to have the supervisor’s support for participating
in the training. The trainees have to be involved
in the design and delivery of the training process.
During training adult learning principles should be
used and the training design needs to be adapted to
the needs of trainees in terms of possible changes
to the content or the entire training programme so
as to facilitate the transfer of training. Post-training
activities include organizational transfer climate,
organizational support, and supervisory support
(Saks, Belcourt, 2006). The trainee is the main in-
flow of the training system. Thus, to understand the
transfer of training, it is necessary to understand
the factors influencing the trainee. They include the
content of training, trainer characteristics, trainee
characteristics, training methods and programme
design. The methods used in the training and the
interaction of the participants with the trainer cre-

ate a learning environment that contributes to the
successful training transfer (Nikandrou et al., 2009).

6. Research methodology

The organization of training begins with developing
a training programme, i.e. training design. Training
design has a significant impact on training. This
paper posits that andragogy principles are as im-
portant as adequate content and training methods
and should be used in the training design as they
increase trainee motivation and training transfer.

The main goal of the research is to investigate the
impact of training design that includes andragogy
principles on the training goals. In the training de-
sign phase, the principles of both andragogy and di-
dactics should be considered. One of the most im-
portant andragogy principles is that training should
be adapted to adult learners and that their previous
knowledge and experience should be recognised.
This andragogy principle was chosen as the first
variable. The research measures the influence of
andragogy principles on motivation, which is rec-
ognized as one of the major contributors to training
effectiveness and achievement of training goals, in
particular in the context of adult learning. There-
fore, the first hypothesis proposes the following:

H1: Employee motivation increases significantly
when the principles of andragogy are applied to
training design.

The transfer of training to the workplace is the main
goal of training. This is why it was chosen as the
second variable in this research. Thus, the second
hypothesis proposes the following:

H2: The transfer of training is facilitated when the
principles of andragogy are applied to training design.

A survey was carried out among 300 participants of
employee training using an e-questionnaire. Three
domains that relate to three variables were exam-
ined in this study. The independent variable ‘appli-
cation of the main andragogy principles to training
design’ is used in both hypotheses and is measured
on a scale of 1-5 using 6 statements. The statements
are based on andragogy principles. They are as fol-
lows:

1. I understand the content presented by the
trainer.

2. The trainer relates the content to my job re-
sponsibilities.
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3. 'The trainer uses familiar examples.

4. The trainer uses technical terms I am al-
ready familiar with.

5. The trainer gives us the opportunity to
share our experiences and the problems we
face at the workplace.

6. The trainer uses familiar situations first and
then moves onto new situations.

The second variable, used as a dependent variable
in the first hypothesis, is motivation. The items used
to measure it are adopted from research into em-
ployee motivation done by Huang and Yao (2015).
They are as follows:

1. The content covered in training is impor-
tant to me.

2. I have talked about what I've learned in
training outside the training context.

3. Ilike what I've learned in training.

4. If 1 encounter an obstacle in learning, I
won't give up.

5. Even when the materials are boring, I still
try to learn from them.

6. Ithink I'm motivated for learning.

The third part of the questionnaire and the third
variable, used as the dependent variable in the sec-
ond hypothesis, refers to the transfer of training. It
is measured using three statements about the trans-
fer of knowledge to the workplace.

1. Ibelieve that things I've learned during this
training will be applicable in future training.

2. Ibelieve that I can put what I've learned in
this training into practice.

3. lam trying to relate what I've learned in this
training to my work tasks.

7. Research results

Hypothesis H1 was tested using Spearman’s rank
correlation coefficient, a nonparametric statistical
method, to establish the association between the
application of andragogy principles and motiva-
tion for learning. The correlation coefficient meas-
ures the relationship between two variables, while
Spearman’s Rho is used in situations where the

exact difference between two ranks is unknown, as
is the case when Likert scale is used. The correla-
tion coefficient will indicate whether there is an as-
sociation between the use of andragogy principles
in training design and motivation for training and
learning. The correlation coefficient can range from
-1 to 1, where 1 indicates perfect positive relation-
ship. The coeflicient of correlation in this case is
0.485, which indicates a small but statistically sig-
nificant correlation (p=0). This indicates that there
is a positive correlation between andragogy princi-
ples and motivation, i.e. increased use of andragogy
principles increases motivation for training.

Regression analysis tells us more about the extent
to which an independent variable, in this case the
use of andragogy principles, influences motivation.
This analysis is often used in combination with cor-
relation analysis because it can explain the correla-
tion coefficient with more precision. The regression
analysis suggests that andragogy principles explain
25.7% of the variance in motivation. For each unit
of change in the use of andragogy principles, mo-
tivation increases by 0.424 (B=0.424, p=0). If we
interpret the results in general, this means that for
each unit of change in the use of andragogy princi-
ples, motivation will increase by almost a half of the
unit value. Consideration of the participants’ prior
knowledge and experience in the design of training
explains only one quarter of motivation, as can be
seen from the calculation for the variable.

A large number of factors influence motivation.
Some of them have already been discussed in the
theoretical section of the paper. If the trainees have
no interest in training or if the training is manda-
tory, their motivation for participation will de-
crease. In contrast, if the trainees are made aware
of training goals and understand that training has
been tailored to their needs, their motivation in-
creases. Andragogy is aimed at helping adults learn
and thereby can help increase their motivation. The
results of analyses indicate that motivation signifi-
cantly increases when the principles of andragogy
are used in training design. Thus, Hypothesis H1
proposing that employee motivation increases sig-
nificantly when the principles of andragogy are ap-
plied to training design has been confirmed.

Hypothesis H2 was tested using the same statisti-
cal method, i.e. Spearman’s Rho. Here, the corre-
lation coefficient was used to identify the associa-
tion between andragogy principles and transfer of
knowledge acquired through training to their job.
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The correlation coefficient was found to be 0.5589,
which means that as the use of andragogy principles
increases, the transfer of knowledge to work tasks
also increases. According to regression analysis, the
use of andragogy elements explains 34% of the vari-
ance in training transfer. For each unit of increase in
andragogy elements, training transfer increases by
0.306 (B=0.306, p=0). If we interpret the results in
general, for each unit of change in the use of andra-
gogy principles, the motivation will increase by one
third of the unit value. This also means that, in gen-
eral, 34% of the transfer of knowledge to work tasks
can be explained by the application of andragogy
principles to training design. Taking into account
all the other factors mentioned above that may have
an impact on training transfer, this result can be
considered very high. The calculations indicate that
hypothesis H2 proposing that the transfer of train-
ing is facilitated when the principles of andragogy
are applied to training design has been confirmed.

Andragogy principles, which involve appropriate
content, use of examples from practice, and focus
on the content relevant to the job, should be used
as the guidelines for the design of training as they
facilitate the transfer of training. These principles
contribute to training transfer because the partici-
pants are aware of the applications of learning to
work tasks. A large number of factors can influence
the transfer of training and trainee motivation. Ex-
plaining how and to which work tasks knowledge
gained can be transferred before the training be-
gins will increase both transfer and motivation. In
conclusion, the two proposed hypotheses and the
results of analyses show that andragogy principles
should not be neglected as they can have a positive
influence on the attainment of training objectives.

8. Conclusion

Adult education is a specific segment of educa-
tional sciences. Andragogy is premised on assump-
tions about adult learners that underlie the main
andragogy principles. In the Anglophone literature,
the principles of andragogy were outlined by Mal-
colm Knowles. According to these principles, the
trainers should attract and sustain the attention of
participants, motivate them, provide clearly struc-
tured and systemised learning experience, encour-
age participant engagement, and take into account
their prior experience.

These principles should be considered in the very
planning phase, i.e. the design of training. Thus, in
addition to being involved in deciding on the ap-
propriate content and training methods, the satis-
faction of the participants with the training should
be assessed so as to make sure that their needs have
been met and to maintain their motivation in order
not to hinder the transfer of training.

This paper explores the influence of andragogy
principles on motivation, as one of the main con-
tributors to the success of training activities, and
on training transfer, as perhaps the most important
objective of employee training.

The Spearman’s correlation coefficient indicates a
positive correlation between the use of andragogy
principles in training design and motivation (0.485),
as well as between the use of these principles and
training transfer (0.558). The regression analysis
shows that andragogy principles explain 25% of the
variance in motivation and 34% of the variance in
training transfer. The data suggest that andragogy
principles should be considered in the planning and
implementation of employee training programmes
as this contributes to their effectiveness.
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UTJECAJ DIZAJNA TRENINGA
NA EDUKACIJU ZAPOSLENIKA

SAZETAK

Dizajn treninga se sastoji od planiranja sadrzaja i metoda treninga te odredivanja predznanja polaznika.
Andragoske postavke oznacene kao aktivnosti za primjenu adekvatnih i jasnih primjera i strucnih izraza
kod organizacije i izvodenja treninga te uklapanja prijasnjih znanja i iskustava polaznika poseban su se-
gment u dizajniranju treninga. Na njima se moze bazirati pravilan odabir i sadrzaja i metoda poucavanja.
Ovim se radom zZeli istraziti utjece li dizajn treninga kroz primjenu i postavljanje andragoskih postavki na
edukaciju zaposlenika posebno na motivaciju za trening i prijenos znanja u radne zadatke kao jedan od
glavnih ciljeva edukacije zaposlenika.

Kvantitativno istrazivanje je provedeno uz pomo¢ statistickih metoda koeficijenta korelacije i regresije.
Koeficijent korelacije za usporedbu andragoskih postavki i motivacije za trening iznosi 0,485 $to oznacava
manju ali statisticki znacajnu korelaciju (p<0,01). Rezultati regresije pokazuju kako andragoske postavke
objasnjavaju 25,7% varijance. Na svaku jedinicu promjene andragoskih postavki motivacija se povecava za
0,424 (B=0,424) jedinice (p<0,01).

Koeficijent korelacije andragoskih postavki i transfera treninga iznosi 0,5589, §to znaci da se povecanjem
andragoskih postavki povecava i prijenos znanja u radne zadatke. Prema izra¢unu regresije postivanjem an-
dragoskih postavki objasnjava se 34% varijance transfera treninga. Na svaku jedinicu promjene andragoskih
postavki motivacija se povecava za 0,306 (B=0,306) jedinice (p<0,01).

Kljucne rijeci: dizajn treninga, edukacija zaposlenika, andragoske postavke
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UTJECAJ DIZAJNA TRENINGA
NA EDUKACIJU ZAPOSLENIKA

SAZETAK

Dizajn treninga se sastoji od planiranja sadrzaja i metoda treninga te odredivanja predznanja polaznika.
Andragoske postavke oznacdene kao aktivnosti za primjenu adekvatnih i jasnih primjera i stru¢nih izraza
kod organizacije i izvodenja treninga te uklapanja prija$njih znanja i iskustava polaznika poseban su se-
gment u dizajniranju treninga. Na njima se moze bazirati pravilan odabir i sadrzaja i metoda poucavanja.
Ovim se radom Zeli istraziti utjece li dizajn treninga kroz primjenu i postavljanje andragoskih postavki na
edukaciju zaposlenika posebno na motivaciju za trening i prijenos znanja u radne zadatke kao jedan od
glavnih ciljeva edukacije zaposlenika.

Kvantitativno istrazivanje je provedeno uz pomo¢ statistickih metoda koeficijenta korelacije i regresije.
Koeficijent korelacije za usporedbu andragoskih postavki i motivacije za trening iznosi 0,485 $to oznacava
manju ali statisticki znacajnu korelaciju prema p=0. Rezultati regresije pokazuju kako andragoske postavke
objasnjavaju 25,7% varijance. Na svaku jedinicu promjene andragoskih postavki motivacija se povecava za
0,424 (B=0,424) jedinice, a prema p=0.

Koeficijent korelacije andragoskih postavki i transfera treninga iznosi 0,5589, sto znaci da se povecanjem
andragoskih postavki povecava i prijenos znanja u radne zadatke. Prema izracunu regresije postivanjem an-
dragoskih postavki objasnjava se 34% varijance transfera treninga. Na svaku jedinicu promjene andragoskih
postavki motivacija se povecava za 0,306 (B=0,306) jedinice, a prema p=0.

Kljucne rijeci: dizajn treninga, obrazovanje zaposlenika, principi andragogije

1. Uvod provodenjem analiza znanja koje zaposlenik posje-
duje za to, ili sljedece radno mjesto i na kraju do

Razvoj ljudskih resursa odnosi se na planiranje i kreiranja adekvatnog programa

provodenje edukacija zaposlenika. Kao takav plan
razvoja ovisi i o nadinima dizajna treninga, po-
stavljanja i provodenja adekvatnog planiranja ob-

Dizajn treninga sastoji se od odabira adekvatnih sa-
drzaja i metoda i pred testa polaznika koji je bitan

razovanja. Takvo planiranje zapocinje pravilnim
odredenjem radnog mjesta i radnih zadataka, zatim

kako bi se odredio pravilan nacin izvedbe treninga.
Osim osnovnog koncepta kod dizajna treninga ulo-
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gu imaju i pedagoske i andragoske postavke koje se
Cesto u praksi, kod organizacije treninga zaposleni-
ka ne iskoristavaju u potpunosti.

Ovo istrazivanje stoga mjeri utjecaj andragoskih
postavki na dva glavna cilja organizacije i dizajna
treninga zaposlenika, Motivaciju za trening i tran-
sfer znanja naucenih na treningu u radne zadatke.
Istrazivanje je pokazalo kako primjena andragoskih
postavki u treningu ima znacajan utjecaj na oba
cilja, te stoga ne bi bilo pozeljno zanemarivati ovo
podrucdje. Primjenom metode regresije rezultati po-
kazuju kako andragoske postavke objasnjavaju 25%
varijance motivacije za trening i 34% varijance tran-
sfera znanja iz treninga u radne zadatke.

2. Dizajn treninga

Dizajniranje treninga zapocinje odredivanjem ci-
ljeva i primjerenih aktivnosti i njihovim kombinira-
njem za stvaranje treninga. Dizajn treninga se sasto-
ji od pred-testa polaznika, odabira metoda treninga
i odabira sadrzaja (Mathis i Jackson, 2008.). Dizajn
treninga pocinje s dva specifi¢na pitanja, kako pri-
dobiti ucenike za proces ucenja i koje specificne
metode koristiti (Palmer, 2001.). Kako bi pokusa-
li na drugaciji nacin protumaciti ova dva pitanja,
mozemo reci kako je za dizajn treninga jako bitno
povecati motivaciju polaznika treninga i na nju se
fokusirati ve¢ u pripremi plana treninga. Drugo pi-
tanje odnosi se na metode koje takoder moraju biti
odredene ve¢ u procesu planiranja i prilagodene
polaznicima i njihovim moguénostima i interesima
kao i odredenom sadrZaju treninga.

Dokument dizajna iz podrudja ljudskih resursa
kako nam ga prikazuje Noe (2010.) sadrzi opseg,
cilj, publiku i vrijeme izvodenja. Zatim nacine izvo-
denja koji uklju¢uju sadrzaj, metode, vrijeme tre-
ninga, probleme i moguénosti. Planiraju se i resursi
potrebni za odradivanje treninga. Tako postavljen
dokument dizajna mozemo usporedivati i s plani-
ranjem nastave iz podrucja didaktike. U tom se se-
gmentu prvo odreduju sadrzaji.

Odabrani sadrzaji se programiranjem, stvaranjem
dizajna treninga sreduju i strukturiraju. Sadrzaji
se dimenzioniraju i odreduje se dubina i intenzi-
tet programa (Cindri¢ i dr., 2016.). Prema Poljaku
(1991.) sadrzaji se mogu rasporedivati sukcesivno,
gdje prvo prouc¢avamo jedno podrudje, a onda pre-
lazimo na drugo ili pak simultano, gdje se istodob-
no poucava vise podrucja. Razvrstavaju se prema
pravilima postupnosti, od blizeg ka daljem i od
jednostavnijeg prema slozenom. Slazu se kao kon-
centri¢ni krugovi ili u spiralno uzlaznom raspore-

du. Prema spiralno uzlaznom rasporedu uvazava se
prethodno iskustvo i svako novo znanje se temelji
na prethodnom. Koncentri¢ni raspored omogucava
vise ponavljanja (Cindri¢ i dr., 2016.). Takvo ponav-
ljanje ne moze se zanemariti. Prema Armstrongu i
Tayloru (2014.), ucenje je Cesto stepenicasto. To se
dogada jer polaznici treninga Cesto ne mogu jed-
nako brzo usvajati sve vi$e i vise sadrzaja i moraju
pauzirati i konsolidirati svoje znanje. Stoga je bitno
uvoditi dijelove ponavljanja u trening. “Programi
moraju biti visestruko otvoreni prema novim sadr-
Zajima te psiholosko pedagoskim i didakticko meto-
dickim dosezima” (Cindri¢ i dr., 2016: 139).

Na temelju dobro organiziranog sadrzaja trenin-
ga biraju se odgovaraju¢e metode. Metode moraju
biti prilagodene sadrzaju i cilju treninga. Ne postoji
jedna odredena najbolja metoda. Metode se mora
mijenjati i prilagodavati svakoj skupini i svakom sa-
drzaju i cilju treninga. u podrudju ljudskih resursa
vecina nastavnih metoda koje se primjenjuju odno-
si se na metode preuzete iz obrazovanja odraslih,
no na njih se mogu nadodati i radne metode u¢enja
poput mentorstva ili team building metoda.

Noe (2010.) metode dijeli na prezentacijske, radne
i metode stvaranja tima. U prezentacijske metode
ubraja predavanja i audiovizualne tehnike, s time
kako su varijacije predavanja, standardna preda-
vanja, timsko poucavanje, gosti predavaci, paneli i
studentske prezentacije. Radne metode su trening
na poslu, samostalno ucenje, vjezbenistvo, simu-
lacije, studij slucaja, poslovne igre, igranje uloga i
modeliranje ponasanja. Metode stvaranja grupe su
ucenje putem avanture, timski trening i akcijsko
ucenje. Osim njih navodi metode ucenja s koriste-
njem tehnologije kao $to su CBT ili u¢enje teme-
ljeno na racunalu, on-line ucenje, mjesovito ucenje,
simulacije, inteligentni tutorski sustavi i ucenje na
daljinu.

Metode se odabiru i prema Zeljenom cilju treninga.
Ovisno koji se cilj zeli postic¢i koristi se njemu od-
govarajuc¢a metoda. Bourner (1997.) izdvaja 10 naj-
koristenijih metoda za Sest glavnih ciljeva ucenja.
Za Sirenje novih znanja koriste se: predavanja, novi
udzbenici, popisi literature, skripte, gosti predavaci,
vjezbe koje zahtijevaju pronalazenje novih znanja,
razvijanje vjestina u kori$tenju resursa, usmjereno
samostalno ucenje, otvoreni materijali i koristenje
interneta. Za cilj razvijanja sposobnosti koriste-
nja ideja i informacija, koriste se sljede¢e metode:
studij slucaja, vjezbe, radno iskustvo, projekti, de-
monstracije, radne skupine, simulacije, rjesavanje
problema, diskusija i debata, pisanje eseja. Za cilj
razvoja sposobnosti za testiranje ideja i dokaza
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koriste se sljede¢e metode: seminari, supervizija,
prezentacije, eseji, povratne informacije, pregled
literature, ispiti, kriticka ocjenjivanja, ocjenjivanje
kolega i samoocjenjivanja. Za cilj razvoja vjestina
generiranja ideja se koriste sljede¢e metode: istra-
zivacki projekti, kreativne radionice, radne skupine,
akcijsko ucenje, naknadno promisljanje, brainstor-
ming, mentalno mapiranje, kreativna vizualizacija,
relaksacija i rjeSavanje problema. Za cilj vlastitog
razvoja koriste se sljedece metode: povratna in-
formacija, akcijsko ucenje, ugovori, igranje uloga,
iskustveno ucenje, dnevnici ucenja, strukturiranje
iskustava u grupi, refleksijski dokumenti, samopro-
cjena i profiliranje. Za cilj odrzavanja samostalnog
ucenja koriste se: ugovori, projekti, akcijsko ucenje,
radionice, mentori, refleksijsko ucenje, samostalno
ucenje, disertacije, praksa, portfolio.

U planiranje treninga i stvaranje plana rada s odra-
slim ucenicima isto tako je znacajno ukljuditi prin-
cipe andragogije i njezine osnovne postavke. U tu
svrhu Knowles izdvaja model andragogije u praksi
i znacajke na koje se postivanje andragoskih pravila
odnosi, a moze pomo¢i kod planiranja treninga.

Prema modelu tri su dimenzije andragogije u prak-
si: ciljevi i svrha ucenja, individualne i situacijske
razlike i Knowlesovi principi andragogije. Ciljevi
za ucenje odraslih su individualni, institucional-
ni i socijalni rast. Takvi ciljevi utje¢u i na proces
ucenja i poucavanja. Tako na primjer, ako se radi o
socijalnim ciljevima programa paznja se obraca na
razvoj ¢ovjeka, ako se radi o institucionalnim cilje-
vima, kao na primjer poboljsanje radnog procesa,
paznja se stavlja na kontekst radnog zadatka itd.
Individualne i situacijske razlike su podijeljene na
tri kategorije: razlike prema nastavnom sadrzaju, si-
tuacijske razlike i individualne razlike. Razli¢iti na-
stavni sadrzaji mogu zahtijevati i razlic¢ite metode u
treninguy, ili pak sloZenost nastavnih sadrzaja moze
utjecati na potrebu za ve¢om ili manjom pomocdi i
vodstvom. Situacijske razlike mogu se odnositi na
prilagodenost velic¢ini grupe, udaljenosti od mjesta
trenera i sl. Takoder se mogu odnositi i na cijeli niz
socijalno ili kulturno uvjetovanih faktora. Individu-
alne razlike se takoder odnose na cijeli niz razlika
pocevsi od kognitivnih sposobnosti polaznika, sti-
lova ucenja, osobnosti i osobnih karakteristika do
prethodnog iskustva. Potrebno je provesti analizu
svih tih karakteristika i napraviti prilagodbe pro-
grama prema principima andragogije (Knowles i
dr., 2005.).

3. Principi andragogije

Principe andragogije ili principe obrazovanja odra-
slih, ovisno o perspektivi andragogije pronalazimo
u dva oblika. Prvi oblik su pedagosko didakticki
principi koji se izdvajaju u andragogiji, a drugi su
principi Malcolma Knowlesa, oca andragogije en-
gleskog govornog podrucja. Osim njih postoji cijeli
niz faktora, nacela i specifi¢nosti odraslog ucenika i
poucavanja i u¢enja odraslih koje treba uzeti u obzir
kod planiranja obrazovanja odraslih.

Principe andragogije u kontekstu predstavljanja ob-
razovanja odraslih prenose Andrilovi¢ i dr. (1985.):

1. Princip dobrovoljnosti i prinude - Uz bolju
motivaciju dolazi do boljih rezultata. Odra-
sle ucenike Cesto je tesko ukljuciti u proces
obrazovanja. Ovaj princip ima svoj znacaj u
treningu i organizaciji treninga u kompaniji.
Zaposlenici mogu imati dojam da su svoje
obrazovanje zavrsili. Odjel za ljudske resur-
se kao ni trener ne smije zanemariti pola-
znike treninga kojima je kompanije naredila
prisutnost.

2. Princip zornosti i apstraktnosti - Ovaj se
princip bazira na usvajanju ¢injenica i nji-
hovoj generalizaciji. U u¢enju odraslih bitno
je poucavati Cinjenice i bazirati ga na zor-
nim sredstvima, a ne apstrakcijom ili gene-
ralizacijom. Pri tome se mora uzeti u obzir
i iskustvo u sklopu kojeg su naucene neke
Cinjenice iz kojih je potrebno sistematizi-
rati znanja. Ukratko obrazovanje odraslih
ne moze se temeljiti na nejasnim podacima
koja se moraju pamtiti jer nece biti djelo-
tvorno. Kod obrazovanja odraslih prepo-
rucuje se ucenje putem jasno definiranih i
objasnjenih ¢injenica o temi ucenja ili svije-
tu oko nas. U to ucenje je potrebno uklopiti
i prijasnja iskustva i znanja i na njima graditi
nove spoznaje.

3. Princip aktivnosti i razvoja - UCenicima se
znanja ne mogu predati ili predavati ili pre-
nijeti, kako bi doslo do razvoja, usvajanja
znanja i sposobnosti mora postojati aktiv-
no sudjelovanje ucenika. Pri tome se misli
na sve aktivnosti, intelektualne, izrazajne i
osjetilne. Pasivnost u obrazovanju odraslih
opet nece posti¢i Zeljene rezultate, ovdje se
preporucuju interaktivne metode i sudjelo-
vanje polaznika u treningu.
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4. Princip sistematic¢nosti i postupnosti - Svaki
zadatak odvija se nekim redom, po nekom
sustavu, od blizeg prema daljem, od jedno-
stavnijeg prema slozenom, od lakseg prema
tezem, od konkretnog prema apstraktnom.
U obrazovanju odraslih potrebno je kre-
nuti od laksih, ili polazniku blizih sadrzaja
prema kompliciranijima, generalnim ili ap-
straktnim. Ovdje se opet bavimo sustavom
organizacije ucenja koji se temelji na pocet-
nim znanjima i iskustvima polaznika tre-
ninga koji se onda nadograduju.

5. Princip primjerenosti i napora - Svako uce-
nje i poucavanje mora biti primjereno po-
lazniku. Andragoski nastavnik treba sloziti
edukativne zadatke tako da se za zadatke
trazi odredeni napor, ali ne toliki da ih do-
vodi u sumnju vlastitih moguénosti i odu-
stajanje od programa.

6. Princip histori¢nosti i suvremenosti - U na-
stavi se polazi od proslosti jer je ona vazna
za koncept toka, ali se na njoj ne zadrzava.

Malcolm Knowles smatra se ocem andragogije u
engleskom govornom podrudju i u svojim je radovi-
ma odredio Sest pretpostavki na kojima je temeljio
svoj andragoski model. Tih 6 pretpostavki smatra se
principima njegovog andragoskog modela.

1. Need to know - potreba za znanjem- U
obrazovanju odraslih znacajno je da odrasli
moraju znati zasto nesto uce prije nego to
nesto po¢nu uciti. Oni moraju imati jasne
benefite koje ¢e dobiti ako uce i koje su ne-
gativne posljedice ako ne uce. Prema tome
prvi zadatak trenera je objasniti odraslim
ucenicima zasto pristupaju nastavi.

2. Pojam o sebi - Odrasli razvijaju pojam o sebi
kao osobi koja zna $to je njima potrebno i
odgovorni su za svoj Zivot. Isto tako oceku-
ju od drugih da ih smatraju odgovornima za
svoje odluke. Odrasli ucenici ne vole kad se
nadu u situaciji u kojoj im netko nesto na-
mece. Ovaj je koncept povezan s principom
dobrovoljnosti i prinude, kao i kod njega
ideja je dobiti dobrovoljnog ucenika. Ovaj
koncept je takoder povezan s pro§lom pret-
postavkom, ukoliko se odraslima objasni
zasto nesto uce oni Ce biti viSe motivirani.
Oni trebaju uciti, a ne biti pouceni. Prema
ovom principu pasivnhe metode rada ne

mogu se adekvatno upotrijebiti u obrazova-
nju odraslih.

3. Iskustvo - U ovom principu iskustvo pred-
stavlja nekoliko razli¢itih ideja koje se tre-
baju uzeti u obzir kod obrazovanja odraslih.
Prema iskustvu skupina odraslih bit ¢e he-
terogenija od mladih polaznika tecaja. Oni
dolaze iz razli¢itih pozadina bilo edukacij-
skih bilo socijalnih, imaju drugacije stilove
ucenja, drugaciju motivaciju, potrebe, in-
terese i ciljeve. To se iskustvo moze upo-
trijebiti u ucenju koriste¢i metode i tehnike
kojima se moze naglasiti to iskustvo. Od
grupnih rasprava, simulacijskih vjezbi, rje-
$avanja problema i slicno. Iskustvo moze
imati i negativne efekte u stavovima s koji-
ma ucenici dolaze.

4. Spremnost na ucenje - Odrasli postaju spre-
mni na u¢enje kako bi bili spremni nositi se
sa svakodnevnim situacijama. Vazna stavka
ovog principa je vrijeme. U trenutku kad im
je potrebno, na primjer za prijelaz iz jednog
odjela u drugi, odrasli su spremni za ucenje
novih zadataka.

5. Orijentacija na ucenje - Orijentacija na uce-
nje ili na nova znanja kod odraslih usmjere-
na je interdisciplinarno na sva podrudja koja
su im potrebna za obavljanje nekog zadatka.
Orijentacija treninga treba prema tom prin-
cipu biti na zadatak koji je potrebno obaviti,
a ne na odredenu znanstvenu granu, §to Ce-
sto nalazimo u pedagogiji i $kolskom kuri-
kulumu.

6. Motivacija za ucenje - Odrasli su podlozni
nekim vanjskim motivacijama kao $to su
bolji polozaj u kompaniji, vece place i sli¢-
no, no puno bolji motivator kod odraslih je
unutra$nja motivacija. Svi odrasli su motivi-
rani razvojem sebe, ali Cesto blokiraju takvu
motivaciju lo§im samopouzdanjem, pro$lim
skolskim neuspjesima i slicnim (Knowles i
dr., 2005.).

Sagledamo li oba sustavna koncepta principa an-
dragogije mozemo iz njih izdvojiti osnovne andra-
goske postavke koje je potrebno pratiti u radu. Prva
takva postavka je jasnoc¢a poucavanja ili prenosenja
sadrzaja u treningu. Trener jasno i nedvosmisleno
mora prenijeti planirani sadrzaj kako bi se on isto
tako nedvosmisleno mogao nauciti i kasnije primi-
jeniti u praksi. Ova kategorija ukljucuje principe
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zornosti i apstraktnosti te sistemati¢nosti i postu-
pnosti.

Motivacija je drugi vrlo znacajan segment, u kon-
tekstu kojeg polaznici treninga moraju znati zasto
uce i ¢emu njima sluzi trening. Iz tog razloga trener
treba objas$njavati gradivo usmjereno prema rad-
nim zadacima polaznika treninga. Ova se postavka
mozZe vezati uz motivaciju, orijentaciju i spremnost
na ucenje, takoder se veze uz potrebu za znanjem, te
princip dobrovoljnosti i prinude. U tom kontekstu
trener treba koristiti i od prije polaznicima poznate
primjere, $to vezemo na razumijevanje, tj. zornost i
apstraktnost, zatim princip aktivnosti i razvoja, kroz
nadogradnju znanja, sistemati¢nosti i postupnosti
gdje se polazi od poznatih situacija, a u istom kon-
tekstu i primjerenosti sadrzaja. Osim toga obuhva-
¢a orijentaciju i spremnost na ucenje. Uz poznate
primjere potrebno je nadovezati i poznate stru¢ne
izraze i situacije.

Posebno uz motivaciju i spremnost na ucenje moze-
mo vezati aktivnosti samih polaznika treninga. Sto-
ga je bitno omoguciti polaznicima treninga predsta-
viti se, i predstaviti svoja vlastita znanja i iskustva na
koja oni Zele nadovezati nova znanja koja ¢e usvojiti
treningom. Motivacija zapravo i predstavlja jedan
od glavnih faktora za uspjeh treninga i obrazovanja
odraslih.

4. Motivacija

Motivacija je jedan od glavnih faktora koji se isti¢e u
procesu obrazovanja odraslih i u procesu obrazova-
nja zaposlenika. Knowles istice motivaciju kao jedan
od principa obrazovanja odraslih, te navodi kako je
unutarnja motivacija bolja, no kako se ve¢inom radi
o vanjskoj motivaciji poput nagrade, povecanja pla-
¢e ili boljeg radnog mjesta (Knowles i dr., 2005.).
Trening i motivaciju na tri stupnja dijele Beier i
Kanfer (2009.) i to na motivaciju za sudjelovanje u
treningu, motivaciju za ucenje kroz trening i moti-
vaciju za transfer znanja. Motivacija za trening za-
pocinje prije nego $to trening zapoc¢ne. U ovoj fazi
na motivaciju utjecu karakteristike polaznika i utje-
caji okoline ili organizacijske karakteristike. Na mo-
tivaciju utjece poimanje vrijednosti treninga. Koliko
zapravo polaznicima taj trening donosi, koji su nji-
hovi osobni ciljevi. To su pitanja na koja odgovore
mora jednim dijelom donijeti i trener.

Druga faza motivacije se odnosi na motivaciju koja
se stvara u sklopu samog izvodenja treninga. Na ovu
motivaciju organizacija i dizajn treninga mogu utje-
cati jednako koliko i trener. Ovo je i dio motivacije
na koji najvedi utjecaj mogu imati andragoske po-

stavke i njihova primjena u planiranju i izvodenju
treninga. ARCS model predlaze 4 vodilje za odrza-
vanje motivacije polaznika. Prema Kelleru (1987),
to su pozornost ili odrzavanje paznje polaznika na
sadrzaj treninga. Ovo se postize interaktivnosti, do-
brim odabirom sadrzaja i dobrim odabirom meto-
da. Druga vodilja je relevantnost sadrzaja. Ukoliko
polaznici neki trening smatraju potrebnim i rele-
vantnim, ako on ima svrhu bit ¢e za njega vise mo-
tivirani. Objasniti polaznicima zbog ¢eka im je po-
treban trening i dati im njihove konkretne primjere
moze biti dio andragogije primjenjiv na motivaciju
kod treninga. Treca kategorija je samouvjerenost.
U ovom se slucaju iz andragoskih postavki moze
primijeniti uzimanje u obzir i pozitivno vrednova-
nje njihovih prethodnih znanja i iskustava. Cetvrta
kategorija je zadovoljstvo, ono se postize podupira-
njem polaznika treninga, nekim dodatnim nagrada-
ma i sli¢no.

Tred¢i nivo motivacije se odnosi na motivaciju za
transfer treninga. Motivacija se zapravo moze sma-
trati jednim od glavnih faktora kod transfera zna-
nja. Ukoliko izostane motivacija za prijenos, on se
ili ne¢e dogoditi ili se nece adekvatno odraditi. Kod
motivacije za transfer treninga mora se uzeti u ob-
zir da transfer treninga moze biti horizontalan, koji
prelazi iz jednog konteksta u drugi na istoj razini, ili
vertikalan, koji prelazi s nizeg organizacijskog nivoa
na vi$i. Na motivaciju za transfer takoder kao i na
motivaciju za trening utjecu samo efikasnost ili sa-
mopouzdanje i organizacijska klima (Beier i Kanfer,
2009.).

5. Transfer

Transfer treninga se odnosi na primjenu znanja
izvan konteksta samog treninga. Dizajn treninga
ima utjecaj od 46% na prijenos znanja (Saks i Bur-
ke, 2014.). Pracenje mogucnosti prijenosa povecava
njegovu vjerojatnost. Transfer se povecava kad tre-
ning ukljucuje vise primjera i potice polaznike da
razmisljaju o potencijalima za prijenos. Transfer se
poboljsava kada se u¢i i poucava na primjerima koji
pokazuju relevantnost neke vjestine. Kolic¢ina prak-
se je direktno vezana za koli¢inu transfera. Nasta-
va ili trening trebaju biti kombinacija apstraktnog i
konkretnog primjera, ali na na¢in da se podu¢avano
apstraktno objasni i poveze s primjerima. Nastava
se mora takoder fokusirati na cjelokupni zadatak i
onda na njegove pojedine dijelove (Tennant, 1999.).

Faktori koji utjeCu na prijenos treninga izmedu
ostalih su: vrijednost sadrzaja treninga, samoefi-
kasnost, dizajn transfera, reakcije zaposlenika na
trening, motivacija na trening (Bhatti i Kaur, 2010.),
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karakteristike ucenika, aktivnosti dizajna i izvedbe
treninga, radno okruzenje, treneri, supervizori i
vremenski period (Burke i Hutchins, 2008.). Ti su
faktori kategorizirani kao individualni faktori, si-
tuacijski faktori, faktori konteksta i faktori dizajna.
Planiranje programa treninga je znacajno za njegov
uspjeh, u njemu su znacajni ciljevi, metode kao i
mjesto i koriStena sredstva (Bhatti i Kaur, 2010.).
Intervencije za transfer treninga su najbolje kada se
rade u kontekstu posla u fazi dizajna i izvedbe (Bur-
ke i Hutchins, 2008.).

Utjecaj treninga na transfer se istrazuje i na indivi-
dualnom i na nivou organizacije. Identificirane su
mnoge aktivnosti koje utjecu na transfer treninga
na organizacijskom nivou, a mogu se raditi prije, za
vrijeme i nakon treninga. Prije treninga potrebna je
podrska nadredenih za trening, sudjelovanje pola-
znika u procesu treninga, i priprema za trening. Za
vrijeme treninga moraju se koristiti principi ucenja,
trening se isto tako mora prilagodavati polaznicima
kroz promjene sadrzaja ili programa opcenito kako
bi se prilagodio boljem prijenosu znanja. Aktivno-
sti nakon treninga su organizacija klime za prijenos
znanja, organizacijska podrska i podrska supervi-
zora (Saks i Belcourt, 2006.). Individualno gledano
polaznik treninga je glavni input treninga. Da bi se
moglo govoriti o prijenosu znanja potrebno je iz-
dvojiti faktore koji utje¢u na polaznik. Oni ukljuéu-
ju sadrzaj treninga, karakteristike trenera i drugih
polaznika, metode i dizajn programa. Metode kori-
$tene u treningu, a kroz njih i interakcija polaznika
s trenerom, medusobno kreiraju okruzenje ucenja
koje ima ulogu u uspjehu prijenosa znanja (Nikan-
drou i dr, 2009.).

6. Metodologija istrazivanja

Pocetak svake organizacije treninga je upravo pro-
gramiranje ili dizajn treninga. Dizajn treninga mora
imati nekakav utjecaj na sami trening stoga ovim
istrazivanjem nastojimo pokazati utjecaj andragos-
kih postavki koje se moraju uz adekvatan sadrzaj i
metode takoder uvrstiti u dizajn. Istrazivanjem se
utvrduje utjecaj andragoskih postavki na motivaciju
za trening i na transfer znanja u radne zadatke.

Glavni cilj istrazivanja je objasniti utjecaj dizajna
treninga na rezultate ili ciljeve treninga. Kod plani-
ranja treninga paznja se posvecuje i andragoskim i
didaktickim postavkama koje trening mora zadovo-
ljiti. Jedna od najznacajnijih andragoskih postavki je
prilagodavanje treninga odraslom uc¢eniku i prizna-

vanje njegovih znanja. Time se kreira prva varijabla
istrazivanja koja se odnosi na andragoske postavke.
Utjecaj andragoskih postavki u ovom istrazivanju
mjeri se u odnosu na motivaciju, koja se prepozna-
je kao jedan od najvecih faktora uspjeha treninga i
postizanja odgovarajucih ciljeve, pogotovo kod ob-
razovanja odraslih. Stoga prva hipoteza ovog istra-
Zivanja glasi:

H1: Zaposlenici su znacajno vise motivirani ako se
u treningu primjenjuju andragoske postavke.

Sljedeci utjecaj koji se kod mora zadovoljiti kroz di-
zajn treninga je zadovoljavanje njegovog konac¢nog
cilja. Taj cilj je prijenos naucenih znanja u radne za-
datke za koje su ta znanja potrebna. Stoga u ovom
istrazivanju navodimo jo$ jednu hipotezu.

H2: Zaposlenici lakse prenose znanja u radne za-
datke ako se u treningu primjenjuju andragoske
postavke.

Uzorak istrazivanja odnosi se na 300 sudionika
istrazivanja, i odnosi se na procjenu zaposlenika
koji su prolazili neki od treninga usmjeren na nji-
hovo radno mjesto i odgovarajuce radne zadatke.
Istrazivanje se radi pomocu upitnika u obliku e-an-
kete. Za istrazivanje izdvojeno je tri podrucja koja
odgovaraju trima odredenim varijablama. Nezavi-
sna varijabla za obje hipoteze oznacava se kao pri-
mjena glavnih andragoskih postavki i mjeri se kroz
6 tvrdnji, oznacenih prema Likertovoj skali od 1 do
5. Tvrdnje su izdvojene iz teorijske obrade andra-
goskih postavki a definirane su kako slijedi:

1. Jasno mi je gradivo koje trener objasnjava.

2. Trener se trudi objasnjavati gradivo prema
mojim radnim zadacima.

3. Trener koristi primjere situacija koje su mi
od prije poznate.

4. Trener koristi meni poznate stru¢ne izraze.

5. Trener nam daje priliku predstaviti nasa
iskustva s primjerima s kojima se susrece-
mo.

6. Trener polazi od poznatih situacija i krece
prema nepoznatima.

Druga varijabla istrazivanja koristi se kao zavisna
varijabla prve hipoteze, a odnosi se na motivaciju.
Tvrdnje koje se koriste prilagodene su iz istraziva-
nja motivacije zaposlenika za trening koju su pro-
veli Huang i Jao (2015.), a definirane su kako slijedi:
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1. Vazno mi je gradivo koje sam ucio na tre-
ningu.

2. Razgovarao sam o onome $to sam ucio na
treningu i izvan treninga.

3. Svida mi se §to sam ucio na treningu.

4. Kada naidem na prepreku u ucenju, neéu
odustati.

5. Caki kad su materijali dosadni i dalje se tru-
dim nauditi ih.

6. Smatram kako sam motiviran za ucenje.

Tredi dio upitnika i tre¢a potrebna varijabla koristi
se kao zavisna varijabla u drugoj hipotezi i oznaca-
va se kao transfer treninga te se ispituje s tri jasno
odredene tvrdnje o prijenosu znanja u radne zadat-
ke.

1. Smatram kako ¢u nauceno na treningu moci
koristiti za druge treninge.

2. Smatram kako ¢u nauceno na treningu moci
lako primijeniti u praksi.

3. Pokusavam povezati nauceno na treningu sa
svojim radnim zadacima.

7. Rezultati istraZivanja

Hipoteza H1 kao usporedba postivanja andragos-
kih postavki i motivacije za ucenje radila se pomocu
neparametrijske statistike, to¢nije Spearmanovog
koeficijenta ranga rho. Koeficijent korelacije otkri-
va nam povezanost izmedu dvije varijable, a Spear-
manov rho se koristi u situacijama u kojima je to¢na
razlika izmedu dva ranga nepoznata kao $to je kod
mjerenja Likertovom skalom. Koeficijentom korela-
cije ¢emo tako dobiti povezanost izmedu postivanja
andragoskih postavki i motivacije za trening i uce-
nje. Koeficijent korelacije moze ic¢i od -1 do 1, gdje
1 oznacava potpunu povezanost. Koeficijent kore-
lacije iznosi 0,485 $to oznacava manju ali statisticki
znacajnu korelaciju prema p=0. Ovaj odgovor znaci
kako su varijable andragoskih postavki i motivacija
za trening pozitivno povezane te da se povecanjem
vrijednosti koristenja andragoskih postavki poveca-
va i motivacija za trening.

Izracun regresije koji nam govori vise o tome koli-
ko nezavisna varijabla, koristenje andragoskih po-
stavki, utjece na njihovu motivaciju. Regresija se u
statistici Cesto veze na izracun koeficijenta korela-
cije jer ga moze poblize objasniti. Prema izracunu
regresije postivanjem andragoskih postavki objas-

njava se 25,7% varijance. Na svaku jedinicu promje-
ne andrago$kih postavki motivacija se povecava za
0,424 (B=0,424) jedinice, a prema p=0. Poku$amo
li rezultate tumaciti opc¢enito za svaku vrijednosnu
jedinicu promjene koristenja andragoskih postavki
od strane trenera, motivacija ¢e se povecavati za
skoro pola takve vrijednosne jedinice. Motivacija
se takoder tek Cetvrtinom moze objasniti s trene-
rovim priznavanjem prethodnih znanja i iskustava
polaznika i prilagodbom treninga, $to je vidljivo iz
postavljenih tvrdnji u izrac¢unu varijable.

Na motivaciju utjece jako puno faktora, od kojih su
neki objasnjeni u teorijskom dijelu, dok neki nisu
poznati. Polaznik koji je u potpunosti nezainteresi-
ran za trening na primjer, ili koji ga je prisiljen pola-
ziti, nece biti vise ili manje za njega motiviran uko-
liko se trening prilagodava njegovim potrebama,
jer ga on smatra nepotrebnim. Ovo je samo jedan
od primjera gdje se moze vidjeti kako rad trenera,
bez obzira pokusava li priznati iskustva polaznika
ili pak uciniti trening interaktivnim ili ga prilago-
davati, nece imati nikakav utjecaj na motivaciju. S
druge strane ukoliko osoba smatra kako je trening
pozeljan i ukoliko se treningom rjesava neki odre-
deni problem polaznika, takav polaznik e biti vise
motiviran za trening ukoliko vidi da se prihvacaju
njegove ideje, primjeri i ako trener obraca paznju
na njegov dosadasnji stupanj znanja i njemu pri-
lagodava i sadrzaj treninga i primjere koje koristi.
Ove se promjene dakle odnose na volju i nacin rada
trenera. Trener je onaj koji u izvedbi treninga odlu-
¢uje koliko ¢e primjera i zadataka biti prikazano iz
pozicije sudionika.

Iz prethodnih izratuna povezanosti i koristenja
andragoskih postavki mozemo zakljuciti kako su
varijable povezane te da rad trenera kroz promjene
u sadrZaju i izvedbi treninga, utje¢e na motivaciju
za trening i ucenje. Pedagogija i andragogija ima-
ju veliki broj sli¢nosti i razlika. Glavna razlika koja
se izdvaja je upravo rad s djecom ili rad s odraslim
osobama. Glavna pak razlika izmedu djece i odra-
slih osoba je motivacija. Odrasli ¢esto s drugacijim
postavkama idu na trening nego $to djeca idu u sko-
lu. Treneri u poslovnim treninzima su stru¢njaci
u prodaji, menadzmentu, tehnologiji ili stru¢nom
radu potrebnom za kompaniju. Treneri time imaju
stru¢na znanja ali ne i pedagoske i andragoske po-
stavke. Kako su i sami prosli kroz $kolski sustav i
imali cijeli niz nastavnika kroz obrazovanje, trene-
ri se mogu oslanjati na svoja iskustva i pratiti rad
pedagoga u skoli. Kako bi se zadovoljila motivacija
odraslog ucenika jedan od glavnih motivacijskih
faktora koji mora biti uklju¢en u njihov nacin rada
kod izvodenja treninga je postivanje prethodnog
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znanja i iskustva polaznika treninga. U primjeni
bilo koje metode, kako bi trener pokazao da po-
$tuje iskustvo koje su polaznici treninga stekli, on
mora svoje polaznike upoznati i pri tome dobiti
uvid u njihova dosadasnja znanja o temi treninga i
konkretne radne zadatke za koje ¢e se novo znanje
primjenjivati. Nakon tog dijela upoznavanja trener
je odgovoran kroz svoj rad pri izvodenju treninga
ukljuciti primjere koji su dali polaznici grupe s ko-
jom radi, ukljuciti zadatke koji su njima potrebni i
objasniti na koji nacin polaznici novo znanje mogu
primijeniti u svojim radnim zadacima. Time se pre-
ko rada trenera povecava motivacija. Ona se pre-
ma zaklju¢cima mjerenja povecava za skoro pola
jedinice mjerenja $to mozemo smatrati znacajnim
povecanjem. Hipotezu H1: Zaposlenici su znacajno
vi$e motivirani ako se u treningu primjenjuju an-
dragoske postavke, mozemo smatrati potvrdenom.
Na hipotezu H2 primjenjuju se isti statisticki po-
stupci izracuna Spearmanovog koeficijenta rho.
U ovom sluc¢aju koeficijentom korelacije istrazuje-
mo povezanost kori$tenja andragoskih postavki s
prijenosom ili transferom znanja u radne zadatke.
Koeficijent korelacije iznosi 0,5589, §to znaci da
se povecanjem andragoskih postavki povedava i
prijenos znanja u radne zadatke. Prema izra¢unu
regresije po$tivanjem andragoskih postavki objas-
njava se 34% varijance. Na svaku jedinicu promje-
ne andragoskih postavki motivacija se povecava za
0,306 (B=0,306) jedinice, a prema p=0. Pokusamo
li rezultate tumaciti opcenito za svaku vrijednosnu
jedinicu promjene koristenja andragoskih postavki
od strane trenera, motivacija Ce se povecavati za
tre¢inu takve vrijednosne jedinice. To takoder znaci
opcenito da se 34% transfera znanja u radne zadatke
moze objasniti primjenom andragoskih postavki u
treningu. S obzirom na sve ostale navedene fakto-
re koji mogu imati utjecaj na transfer znanja ovo
mozemo smatrati vrlo visokim rezultatom. Prema
ovim izra¢unima hipotezu H2: Zaposlenici lakse
prenose znanja u radne zadatke ako se u treningu
primjenjuju andragoske postavke moZemo smatrati
potvrdenom.

Andragoske postavke, definirane putem jasnoce sa-
drzaja, primjene primjera iz prakse i usmjeravanja
sadrzaja prema radnim zadacima mogu sluziti i kao
podloga za dizajn transfera treninga i u svakom slu-
¢aju pomazu u njegovoj uspostavi. One imaju zna-
¢ajnu ulogu za transfer jer ve¢ u svojim postavkama
omogucuju percepciju primjene znanja na nove

radne zadatke. Na transfer kao i na motivaciju moze
utjecati veliki broj razlicitih faktora, ali ukoliko je
ve¢ na samom treningu poznato na koje e se radne
zadatke i na koji nacin znanje prenositi, transfer se
mora povecavati kao i motivacija za ucenje. Opce-
nito ove dvije hipoteze i njihovi rezultati pokazu-
ju kako andragoske postavke i njihova primjena u
treninzima i edukaciji zaposlenika nije zanemariva,
te kako moze pozitivno utjecati na tijek i ciljeve tre-
ninga.

8. Zakljucak

Rad s odraslim ucenicima poseban je segment obra-
zovnih znanosti. Andragogija se bazira na sli¢cnim
ali sebi svojstvenim postavkama koje su uokvirene u
glavne andragoske principe. U literaturi engleskog
govornog podrudja za posebnu podjelu principa
andragogije odgovoran je Malcolm Knowles. Prin-
cipi andragogije od trenera oc¢ekuju pridobivanje
polaznika i motiviranje, jasnocu predavanja i siste-
mati¢nost, aktivnost i uklju¢ivanje polaznika te pri-
znavanje njihovog dosadasnjeg iskustva.

Ve¢ kod planiranja ili dizajniranja treninga uz
odredivanje adekvatnog sadrzaja i izbora metoda,
u dizajn treninga potrebno je ukljuciti i glavne an-
dragoske postavke i time provjeriti zadovoljava li
ih planirani trening kako se ne bi smanjivao uspjeh
treninga i motivacija odraslih u¢enika za pohadanje
treninga.

U ovom radu istrazivao se utjecaj andragoskih po-
stavki na motivaciju kao jedan od glavnih elemena-
ta uspjeha edukacija zaposlenika i transfer znanja
u radne zadatke kao, mozda i najznacajniji razlog
organizacije treninga ili edukacije zaposlenika.

Spearmanovim koeficijentom korelacije potvrdena
je pozitivna korelacija izmedu postivanja andragos-
kih postavki i motivacije (0,485) te andragoskih po-
stavki i transfera znanja (0,558). Izracunom regre-
sije nadalje se pokazuje kako andragoske postavke
objasnjavaju 25% varijance motivacije i 34% vari-
jance transfera. Ti podaci upu¢uju kako andragoske
postavke moraju imati svoje mjesto u planiranju i
izvedbi treninga ili edukacija zaposlenika i kako
mogu pomocu u stvaranju uspjesnog i kvalitetnog
treninga.
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INFLUENCE OF TRAINING PROGRAMME
DESIGN ON EMPLOYEE EDUCATION

ABSTRACT

The design of training programmes involves the process of planning the content and methods of training
and assessing the learners’ prior knowledge. Andragogy principles play an important role in the design
of employee training. They refer to adult learning strategies that involve using adequate content, relevant
examples and technical terms in the design and delivery of training, as well as incorporating learners’ pre-
vious knowledge and experience. They can be used as the basis for the selection of the appropriate content
and training methods. This paper seeks to investigate whether the inclusion of andragogy principles in the
design of employee training affects the training outcomes, in particular their motivation for training and
the transfer of training as one of the main goals of employee training.

Quantitative research was conducted using the statistical methods of correlation coefficient and regression.
A correlation coefficient of 0.485 was found between andragogy principles and motivation for training,
which indicates a small but statistically significant correlation (p<0.01). The results of regression analysis
show that andragogy principles explain 25.7% of the variance. For each unit of change in andragogy princi-
ples, motivation increases by 0.424 (B = 0.424) of the unit (p<0.01).

A correlation coefficient of 0.5889 was found between andragogy principles and the transfer of training,
which means that the increase of andragogy principles also increases the transfer of knowledge to work
tasks. The regression analysis results show that the application of andragogy principles explains 34% of the
variance in training transfer. For each unit of change in the application of andragogy principles, motivation
increases by 0.306 (B = 0.306) of the unit (p<0.01).

Keywords: Training programme design, employee education, andragogy principles
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THE IMPACT OF WORKING

CAPITAL MANAGEMENT

ON THE PROFITABILITY OF
CROATIAN MANUFACTURING SMEs

ABSTRACT

Working capital management is important because of its impact on the owner’s wealth, shown as the eco-
nomic value of the enterprise, which is the result of interdependence of profitability and risk. Enterprises
that invest more in working capital can expect lower levels of business risk, but unfavorable influences on
profitability levels, and vice versa. Considering the importance of efficient working capital management, the
main objective of this paper is to examine the relationship between working capital management and the
profitability of Croatian small and medium-sized manufacturing enterprises (SMEs) and to provide empiri-
cal evidence on the effects of working capital management on the level of profitability of such enterprises.
The panel analysis was used to examine the impact of accounts receivable, inventories, accounts payable,
company size, sales growth, GDP growth and inflation rate on the profitability of Croatian manufacturing
SMEs over a six-year period (2010-2015). The model confirmed the impact of inventories, accounts pay-
able, and sales growth on the firm’s profitability level, while the effect of accounts receivable and company
size on the company’s profitability was not confirmed, partially confirming the underlying working hypoth-
esis. The control variables GDP and inflation were not statistically significant. It was found that manufac-
turing companies can increase their profitability by avoiding late payments to suppliers and by increasing
inventory turnover, i.e., by holding inventory for as little time as possible. Moreover, businesses can increase
their profitability by boosting sales growth.

Keywords: Working capital management, net working capital, company’s profitability, return on assets,
Croatian manufacturing companies

1. Introduction one hand, has an impact on the liquidity and secu-
rity of the company and, on the other hand, on the
profitability and risk of the company (Shin, Soenen,

1998). An enterprise may implement a conservative

Due to its direct impact on the owner’s wealth,
working capital management is for many enter-

prises one of the most important components of
their finance and investment management. Work-
ing capital management is concerned with how
businesses use and manage their working capital.
The working capital management method, on the

or aggressive working capital management strategy.
A conservative working capital management strat-
egy favors business security, while an aggressive
working capital management strategy puts profit-
ability before security (Orsag, 2003). Companies
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that maintain a high level of liquidity, that is, invest
large funds in working capital, can, consequently,
expect lower profitability, which reduces the value
of the company, but also reduces the risk. Con-
versely, companies that have a low level of liquid-
ity, that is, invest less in working capital can expect
higher profitability, on the one hand, and a higher
risk of realizing it, on the other. Profitability and li-
quidity are important goals for every business and
abandoning one goal for the benefit of another can
create serious problems. In contrast, efficient work-
ing capital management implies a balance between
profitability and liquidity.

Efficient working capital management is of great
importance to companies whose major part of
the assets consists of current assets and which are
mainly financed from short-term sources. The pa-
per examines the influence of key working capital
management factors at the enterprise level on the
profitability of manufacturing SMEs, whose as-
sets consist mostly of current assets and which are
mostly financed from short-term sources.

Even though SMEs are the drivers of economic
growth in a country, most researchers have focused
their analysis on large enterprises. This can be at-
tributed to the increased availability of financial
statements that have been made public thus facili-
tating the access to information required for such
an analysis. Moreover, there is a greater concern
and interest of the state in large enterprises because
their business instability could lead to greater finan-
cial implications, unemployment and arrears on the
state level.

The main goal of this paper is to examine the rela-
tionship between working capital management and
the profitability of Croatian SMEs and to provide
empirical evidence on the effects of working capi-
tal management on their profitability. To reach the
main goal, the following specific objectives are de-
fined: develop a model for analyzing the impact of
working capital management on the profitability of
Croatian manufacturing SMEs; analyze and evalu-
ate the key factors of working capital management
that affect the level of profitability in Croatian man-
ufacturing SMEs; analyze the impact of accounts
receivable on companies’ profitability level; analyze
the impact of inventory on companies’ profitabil-
ity level; analyze the impact of accounts payable on
companies’ profitability level; analyze the impact of
company size on companies’ profitability level; ana-
lyze the impact of corporate sales growth on com-

panies’ profitability level; analyze the impact of in-
flation on companies’ profitability level; and analyze
the impact of GDP on companies’ profitability level.
In line with the above, the main working hypoth-
esis was set: Accounts receivable, inventories, ac-
counts payable, company size and sales growth
at the company level affect the profitability of
Croatian manufacturing SMEs. Panel data analy-
sis was carried out to test the proposed hypothesis.

2. Literature review

Various studies have analyzed the relationship
between working capital management and the
profitability of companies of different sizes in dif-
ferent markets and from different sectors. Most
studies found a negative correlation, concluding
that increasing the level of working capital invest-
ment results in a lower profitability of the compa-
ny. However, there are studies that have produced
conflicting findings, as well as studies that have not
found any evidence of the effect of working capital
levels on the level of profitability of a business. The
results obtained are influenced by market develop-
ment, macroeconomic conditions, industry, size of
enterprises and other factors at the enterprise and
non-enterprise levels.

Since the 1980s, the impact of working capital lev-
els on corporate profitability has been empirically
examined. Smith (1980) points to the importance
of working capital management because of its ef-
fects on the profitability and risk of the enterprise,
and thus its value. However, most of the research
on working capital management originates from
the most developed countries characterized by
highly developed financial markets. Croatian com-
panies operate in a bank-centric financial system
where the capital markets are less developed and
thus companies have fewer alternatives for funding
from external sources, so they are mostly financed
through bank loans and are dependent on short-
term financing in general (Garcia-Teruel, Martinez-
Solano, 2007), especially on trade credit. Therefore,
the country in which the company operates is an
extremely important factor that should be consid-
ered when drawing conclusions about the working
capital management.

Working capital management is under-explored
in transition and post-transition countries. Most
of the research has been conducted in the US, UK,
Western European countries and other developed
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countries, while much less research has been un-
dertaken in developing countries. In the context
of developing countries, research into this topic is
mainly focused on India, Malaysia and other Asian
countries. Of the transition countries, research is
present mainly for the Baltic countries.

Regardless of whether a company is operating in a
developed or a developing country, common fac-
tors of working capital management that affect its
level of profitability have been identified as fol-
lows: accounts receivable (according to Deelof,
2003; Garcia-Teruel, Martinez-Solano, 2007; Rahe-
man, Nasr, 2007; Sen, Oruc, 2009; Gill et al., 2010;
Mathuva, 2010; Raheman et al, 2010; Sharma,
Kumar 2011; Baveld, 2012; Akoto et al., 2013; Gul
et al., 2013; Makori, Jagongo, 2013; Tauringana, Af-
rifa, 2013; Wesley et al., 2013; Almazari, 2014; En-
qvist et al., 2014; Nigatu, 2015; Seyoum et al., 2016
and others), inventories (according to Deelof, 2003;
Garcia-Teruel, Martinez-Solano, 2007 and oth-
ers), accounts payable (according to Deelof, 2003;
Garcia-Teruel, Martinez-Solano, 2007 and others),
company size (according to Deelof, 2003; Raheman,
Nasr, 2007 and others), sales growth (according to
Deelof, 2003; Garcia-Teruel, Martinez-Solano, 2007
and others) and sector (according to Deelof, 2003;
Filbeck, Krueger, 2005; Garcia-Teruel, Martinez-
Solano, 2007; Banos-Caballero et al., 2010 and oth-
ers).

Most of the previous studies focused their analysis
on large enterprises, while small enterprises were
overlooked - unjustifiably so given their large role
in a country’s economic development. The big-
gest problem is collecting data, since in most cases
SME:s are not required to make their financial state-
ments public. Research to date, considering only
the aspect of enterprise size, shows that there is no
universal procedure for successful working capital
management, since different direction and intensity
of relationships are found between different factors
of working capital management at the company
level and the level of profitability of the company.

3. Methodology

For the purpose of testing the hypothesis, a panel
analysis of data was used to examine the impact
of accounts receivable, inventories, accounts pay-
able, company size, sales growth, GDP growth and
inflation rate on the profitability of manufacturing
SMEs.! The focus of this paper is on SMEs in the

manufacturing sector, which is the most important
sector by the workforce number, accounting for
23.69% of total employed persons. In addition to
wholesale and retail trade, it is the most important
sector in terms of the added value (21.43%). Ac-
cording to the National Classification of Activities,
the analyzed companies are classified in section C —
Manufacturing, Manufacture of food products and
beverages.

3.1 Sample

The subject of the research are Croatian manufac-
turing SMEs, whose assets consist mostly of cur-
rent assets and which are mostly financed from
short-term sources. For the purpose of this paper,
an appropriate panel analysis was conducted on a
sample of 67 SME:s for the period between 2011 and
2015.% Secondary data were used, collected from
the financial statements of each enterprise. The
data were collected from the web pages of FINA
(Croatian Financial Agency), from the Register
of Annual Financial Reports and from the Com-
mercial Court’s Register, except the data on GDP
growth and inflation rate, which were collected
from the web page of the Croatian Bureau of Sta-
tistics. The sample was selected based on the avail-
ability of data, so only enterprises with all the above
data available were included in the analysis, for the
whole observation period. The analysis is based on
accounting data available on an annual basis only.
In principle, data for periods shorter than one year
can be obtained only from the company, so such
analysis was not performed. The data were analyzed
in the STATA 14 software package.

Since the sample was selected based on FINA’s da-
tabase, the definition of SMEs from the Accounting
Act® (NN 120/16, Art. 5) was used. The Act defines
small and medium-sized enterprises as all enter-
prises that do not exceed the thresholds in the fol-
lowing two of the three conditions: total assets HRK
150,000,000.00, income of HRK 300,000,000.00 and
average number of workers during the business
year — 250.

3.2 Data and variables

After reviewing a broad range of sources and sci-
entific studies, the most relevant variables were
selected to measure the impact of working capital
on the level of profitability of SMEs. In the cor-
responding panel model, the dependent variable
is profitability, and the independent variables are

God. XXXIII, BR. 2/2020. str. 371-382

EKONOMSKI VJESNIK / ECONVIEWS



Darija Prsa: The impact of working capital management on the profitability of Croatian manufacturing SMEs

accounts receivable, inventories and accounts pay-
able, while the control variables are company size,
sales growth, inflation and GDP. Table 1 describes

the dependent, independent, and control variables
used in the model.

Table 1 Variables with full term, abbreviation and explanation

Variable Abbreviation | Explanation
Return on assets ROA ratio of earnings before interest and taxes to the average total
assets, expressed in decimal
Days of collecting receivables | DCR ratio of number of days in a year and receivables turnover
Days of inventory on hand DIS ratio of number of days in a year and inventories turnover
Days of payment to suppliers DPS ratio of number of days and payables turnover
Size of the enterprise SIZ logarithm of sales
Sales erowth SGR percentage change in sales compared to the previous year,
& expressed in decimal
Inflation rate INE percentage of inflation in the current year compared to the
previous year, expressed in decimal
GDP erowth GDP percentage of GDP growth in the current year compared to the
8 previous year, expressed in decimal

Source: Author

To measure the dependent variable of profitabil-
ity, return on assets (ROA) is used (according to
Garcia-Teruel, Martinez-Solano, 2007; Sen, Oruc,
2009; Sharma, Kumar, 2011; Baveld, 2012; Gul et
al., 2013; Makori, Jagongo, 2013; Tauringana, Afri-
fa, 2013; Enqyvist et al., 2014; Nigatu, 2015; Seyoum
et al,, 2016 and others). To measure the independ-
ent variable of accounts receivable, ratio of days of
collecting receivables is used (according to Deelof,
2003; Garcia-Teruel, Martinez-Solano, 2007; Rahe-
man, Nasr, 2007; Sen, Oruc, 2009; Gill et al., 2010;
Mathuva, 2010; Raheman et al., 2010; Sharma, Ku-
mar 2011; Baveld, 2012; Akoto et al., 2013; Gul et
al,, 2013; Makori, Jagongo, 2013; Tauringana, Afrifa,
2013; Wesley et al., 2013; Almazari, 2014; Enqvist
et al., 2014; Nigatu, 2015; Seyoum et al., 2016 and
others). To measure the independent variable of in-
ventories, the ratio of inventories turnover is used
(according to Deelof, 2003; Garcia-Teruel, Martin-
ez-Solano, 2007; Raheman, Nasr, 2007 and others).
To measure the independent variable of accounts
payable, the variable days of payment to suppliers
is used (according to Deelof, 2003; Garcia-Teruel,
Martinez-Solano, 2007; Raheman, Nasr, 2007 and
others). For the control variable of company size,
the measure of sales logarithm is used (according to
Deelof, 2003; Raheman, Nasr, 2007 and others). For
the control variable of sales growth, the measure is

a percentage change in sales compared to the previ-
ous year (according to Deelof, 2003; Garcia-Teruel,
Martinez-Solano, 2007 and others). For the variable
of inflation (according to Nigatu, 2015), the infla-
tion rate in a current year compared to the previ-
ous year is used, expressed in decimal. Fourth con-
trol variable is GDP (according to Garcia-Teruel,
Martinez-Solano, 2007; Mathuva, 2010 and others).
GDP growth is measured as a percentage of GDP
growth in a current year, compared to the previous
year, and expressed in decimal.

4. Results

A descriptive statistical analysis of the data was
conducted first. For all the variables, the arithmetic
mean, standard deviation, minimum and maximum
values, and the number of observations of each var-
iable are listed. Three basic panel models were then
set up, namely the pooled model, the fixed effects
model and the random effects model.

4.1 Descriptive statistics

The research included 67 companies from the man-
ufacturing sector over a period of 5 years. The data
is balanced, so a total of 335 observations are in-
cluded. Table 2 (in Appendix) shows the arithmetic
means, the associated standard deviations, the min-
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imum and maximum values of all variables in the
model, as well as the total number of observations,
the number of units observed, and the number of
periods. Values are displayed for the entire data set
(overall), between the observed units (between)
and at the level of one observed unit (within).

The average value of the dependent variable ROA
is 0.0874 with a standard deviation of 0.1872 at the
whole set level, 0.1334 between the observed units
and 0.1321 within the observed unit. The result
indicates approximately equal variations in ROA
between the observed enterprises and within the
enterprise. The average value of the variable Days
of collecting receivables is 66.90 days, with a stand-
ard deviation of 41.93 days and a range of 0.33 days
to 211.97 days. The standard deviation is greater
between enterprises (0 = 39.34) than within (0 =
15.15). The variable Days of inventories stocked had
an average value of 97.82 days, with an average devi-
ation from the average of 146.36 days and a range of
2.30 days to 930.97 days. Higher standard deviation
was observed between enterprises (o = 140.139)
than within enterprises (0 = 44.9248). The average
value of the variable Days of payment to suppliers
is 69.00 days with a standard deviation of 51.97
days and a range of 4.20 days to 305.78 days. The
standard deviation is greater between enterprises
(0 = 45.66) than within enterprises (o = 25.32). The
average value of the Size of the company was 7.75
with a standard deviation of 0.32 and a range of 6.38
to 8.46. A greater average deviation from the aver-
age value was observed between enterprises (0.31)
than within enterprises (0.08). The average annual
Sales growth in the manufacturing sector is 0.0766,
or 7.66%, with a large standard deviation of 0.2168,
i.e. 21.68%. Such a large variation is common in the
Croatian market. Higher standard deviation of sales
growth is recorded within the enterprise (0.1856)
than between enterprises (0.1127).

4.2 Correlation analysis

To determine the connection between the ROA and
the variables days of collecting receivables, days of
inventories stocked and days of payment to suppli-
ers, the Spearman correlation coefficient was cal-
culated. The results are shown in Table 3 (in Ap-
pendix).

From the table it can be determined that all vari-
ables have a weak or negative connection to the
ROA, which means that the enterprises with small-
er value of days of collecting receivables (r = -0.128,

p <0.05), days of inventories stocked (r = -0.219, p <
0.01) and days of payment to suppliers (r = -0.257, p
<0.01) have a slightly higher value of ROA.

4.3 Panel analysis

Three models were set up for the manufacturing
sector data: a pooled model, a fixed effects model
and a random effects model. The results are shown
in Table 4 (in Appendix). After the analysis, the
most appropriate model was selected. The F test
value (p <0.01) justified the use of the fixed effects
model rather than the pooled model. According to
the results of the LM test (p <0.01), the use of a ran-
dom effects model rather than the pooled model is
justified. According to the Hausman test (p> 0.05),
a random effects model was found to be the most
appropriate. This result is expected due to the large
variation among the observed data. The result of
the Wooldridge test (p> 0.05) indicates that the null
hypothesis, suggesting that there is no autocorrela-
tion of relation errors, cannot be rejected.

Variables days of inventories stocked (p<0.05), days
of payment to suppliers (p<0.05) and sales growth
(p<0.01) proved to be statistically significant. Days
of inventories stocked have a negative effect on the
dependent variable ROA, which means that a larger
days-of-inventory-on-hand value decreases the
company’s profitability. Days of payment to suppli-
ers have a negative effect on the dependent variable
ROA, which means that a longer delay in payment
of accounts payable reduces the profitability of the
company. In control variables, sales growth has a
positive effect on the dependent variable ROA. The
higher the sales growth, the higher the company’s
profitability.

The correlation between the variables in the model
was examined and the results are shown in Table
5 (in Appendix). Table 5 shows the correlation co-
efficients and the associated significance levels. All
correlation coefficients are in the range of -0.6 to
0.6, which means that the assumption of a multicol-
linearity problem can be rejected.

5. Discussion

The results partially confirm the following basic
working hypothesis:

H: Accounts receivable, inventories, accounts
payable, company size and sales growth at the
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company level affect the profitability of Croatian
manufacturing SMEs.

The model confirmed the impact of inventories,
accounts payable and sales growth on the level of
profitability of manufacturing SMEs, while the im-
pact of accounts receivable and size of enterprises
on the level of profitability of manufacturing SMEs
was not confirmed. The control variables GDP and
inflation were not statistically significant.

The model confirmed the negative impact of the
variable days of inventories stocked on the profit-
ability of manufacturing SMEs. The results show
that a decrease in days of inventory on hand leads
to an increase in the profitability of the company,
and conversely, a higher value of days of inventory
on hand will reduce the profitability of the compa-
ny. This can be explained by an increase in the to-
tal cost of inventories (storage, handling, insurance
and others) and a decline in the market value of
inventories due to their obsolescence. The creation
of surplus inventories and the assumption of higher
total inventory costs can be particularly justified
in the manufacturing sector, since this reduces the
risks of potential interruptions in the production
process, risks of price changes and opportunity
costs. Otherwise, a shortage of raw materials and
supplies can lead to interruptions in the production
process, which can result in high fixed costs per
unit of product. Discontinuation of production and
inability to deliver finished products will result in
the loss of business, i.e. customer churn and con-
sequently the loss of future sales. The results are
in line with the results obtained by other research-
ers (Deelof, 2003; Garcia-Teruel, Martinez-Solano,
2007; Raheman, Nasr, 2007; Sen, Oruc, 2009; Rahe-
man et al., 2010; Sharma, Kumar, 2011; Gul et al.,
2013; Almazari, 2014; Enqvist et al., 2014; Nigatu,
2015; Seyoum et al.,, 2016 and others).

The model confirmed the negative impact of the
variable days of payment to suppliers on the prof-
itability of manufacturing SMEs. The results show
that a decrease in accounts payable leads to an
increase in the profitability of the company, and
conversely, a longer delay in payment of accounts
payable will reduce the profitability of the company.
The negative correlation between the two variables
indicates that, first, companies did not take advan-
tage of early payment discounts, and secondly, they
incurred high costs in the form of high penalties
for late payment or default interest. The enterprises
are most likely forced to postpone their payments

because they are in financial difficulties, so they
do not invest the money from deferred payments
to improve sales, but to settle their debts, or close
one debt by incurring new debt. Given that these
are SMEs, it is not uncommon for a creditor to be
dependent on the debtor. Although most research-
ers expected a positive relationship in their studies,
as in this paper, most found a negative correlation
between the obligations towards suppliers and cor-
porate profitability (Deelof, 2003; Raheman, Nasr,
2007; Sen, Oruc, 2009; Sharma, Kumar, 2011; Taur-
ingana, Afrifa, 2013; Almazari, 2014; Enqvist et al.,
2014; Seyoum et al., 2016 and others).

The model confirmed the positive impact of the
variable sales growth on the profitability of manu-
facturing SMEs. The results show that an increase
in the growth of a company’s sales leads to an in-
crease in the company’s profitability. The results
are consistent with the results obtained by most
researchers who found a positive relationship (Gar-
cia-Teruel, Martinez-Solano, 2007; Raheman et al.,
2010; Gul et al.,, 2013; Makori, Jagongo, 2013 and
others).

The effect of the variable days of collecting receiva-
bles on the level of profitability of manufacturing
SMEs was not statistically significant. The results
are in line with those of other researchers who also
expected a negative correlation between accounts
receivable and company profitability but failed
to find significance in the stated correlation (Sen,
Oruc 2009; Raheman et al., 2010; Makori, Jagongo,
2013; Enqyvist et al., 2014; Seyoum et al., 2016 and
others). It was expected that the longer days of col-
lection of receivables would reduce the profitability
of the company. On the one hand, one can assume
the negative impact of late payments on the level
of profitability of the company, because money is
tied up in receivables and is not used to create new
opportunities and profits, and there are high costs
of maintaining receivables. On the other hand, one
can assume the cancellation of this negative impact
by increased sales due to better credit conditions,
raising prices (especially in post-transition coun-
tries), not using cash discounts from customers,
charging regular and default interest due to late
payment. Many researchers in their studies have
found a negative correlation between accounts re-
ceivable and company profitability.

The effect of variable size of the company on the
profitability of manufacturing SMEs did not prove
to be statistically significant. The results are in line
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with those obtained by Gill et al. (2010) and Wesley
et al. (2013), who did not find a significant correla-
tion between profitability and size of the company,
whereas many others have found a positive correla-
tion between these two variables.

The impact of the control variable inflation on the
profitability of manufacturing SMEs was not sta-
tistically significant. The inflation rate in the ob-
served period ranged from -0.50 to 3.40%, i.e., not
large enough to affect the level of profitability of the
company. Furthermore, the impact of the control
variable GDP on the level of profitability of manu-
facturing SMEs was not statistically significant.

6. Conclusion

Panel analysis was used to examine the impact of
accounts receivable, inventories, accounts payable,
company size, sales growth, GDP growth and infla-
tion rate on the profitability of Croatian manufac-
turing SMEs.

The enterprises in the manufacturing sector can in-
crease the profitability of their business by not de-
laying the payment of their obligations to suppliers
in order to, on the one hand, avoid the additional
costs of late payment and, on the other, to take ad-
vantage of the offered discount from suppliers. In
addition, companies can increase their profitability
by increasing inventory turnover, that is, by hold-
ing inventory in stock for as little time as possible
to avoid the additional costs of storage and spoil-
age costs of perishable raw materials. In line with
expectations, the growth of company sales will in-
crease the profitability of the company.

The research conducted here has improved the un-
derstanding of working capital management. This
area is still under-explored. The research conducted
up until now mainly concerned large economies
and public corporations. The focus of this paper is
on SMEs in the context of a small post-transition
economy. Thus, an analysis of working capital man-
agement in one of the most important sectors of
the economy has made a noteworthy contribution
to the scientific literature in this field.

The main scientific contribution of this paper lies
in the research findings that have identified and
systematized key factors of working capital man-
agement at the enterprise level, which significantly
affect the profitability of manufacturing SMEs. The
analyses have shown that inventories, accounts

payable and sales growth will have a significant im-
pact on the profitability of manufacturing SMEs,
while accounts receivable, company size, inflation
and GDP will not have a significant impact on the
profitability of such companies.

Scientific contribution is evident in the develop-
ment of a model for analyzing the impact of work-
ing capital management on the profitability of man-
ufacturing SMEs, in an environment characteristic
of post-transition countries:

0.00013 |
(0.00006)

0.00032

. 0.09336 _
[0.00016)

ROA=- " (0.02707)

DVZ, -DPOD RPR,
Although the model has been tested on Croatian
manufacturing SMEs, it is also applicable to similar
transition and post-transition countries, especially

those in the region with a similar development path.

The research was conducted on Croatian compa-
nies; however, its findings may be transferrable to
other countries in the region. The survey is trans-
parent enough so that it can be applied, or general-
ized, to other transition and post-transition coun-
tries. The results can be of interest to all working
capital management actors in post-transition coun-
tries.

The results of the research presented in this paper
make a scientific contribution to the economic sci-
ences in both theoretical and applied terms. The
scientific results and findings of this research are of
value to the management of SMEs operating in the
Republic of Croatia, as well as in the countries of
the region, as they will help them to better under-
stand and improve working capital management.
Furthermore, it is expected that the findings of this
paper will raise awareness of existing issues relating
to working capital management.

Limitations of this work arise from the data collec-
tion method. The data were taken from the financial
statements of companies. However, for many com-
panies only condensed financial statements were
available, which do not contain all the data required
for the analysis. Given that SMEs are not required
to publicly disclose their financial statements, many
of them were not included in the analysis.

The paper provides the basis for further research
that could cover a larger number of sectors and ex-
amine the differences between SMEs and large en-
terprises in similar economies.
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3 Accounting Act, Official Gazette No. 78/15, 134/15, 120/16.

Darija Prsa

UTJECAJ UPRAVLJANJA OBRTNIM KAPITALOM
NA PROFITABILNOST HRVATSKIH MALIH
I SREDNJIH PRERAPIVACKIH PODUZECA

SAZETAK

Upravljanje obrtnim kapitalom vazno je zbog njegova utjecaja na bogatstvo vlasnika, promatrano kao eko-
nomska vrijednost poduzeca koja je rezultat meduovisnosti profitabilnosti i rizika. Poduzeca koja ulazu
velika sredstva u obrtni kapital mogu za posljedicu ocekivati nizu razinu poslovnog rizika, ali i nepovoljniji
utjecaj na visinu profitabilnosti, i obrnuto. Sukladno tomu, sa stajalista u¢inkovitog upravljanja obrtnim
kapitalom, glavni je cilj ovoga rada ispitati odnos izmedu upravljanja obrtnim kapitalom i profitabilno-
sti hrvatskih malih i srednjih preradivackih poduzeca te pruziti empirijske dokaze o uc¢incima upravljanja
obrtnim kapitalom na visinu profitabilnosti poduzeca. Panel analizom ispitao se utjecaj potrazivanja od ku-
paca, zaliha, obveza prema dobavljac¢ima, velicine poduzeca, rasta prodaje, rasta BDP-a i stope inflacije na
profitabilnost hrvatskih malih i srednjih preradivackih poduzeca za $estogodisnje razdoblje (2010 - 2015).
Model je potvrdio utjecaj zaliha, obveza prema dobavlja¢ima i rasta prodaje na visinu profitabilnosti po-
duzeca dok se utjecaj potrazivanja od kupaca i veli¢ine poduzeca na visinu profitabilnosti poduzeda nije
potvrdio ¢ime je djelomi¢no potvrdena temeljna radna hipoteza. Kontrolne varijable BDP-a i inflacija nisu
se pokazale statisticki znac¢ajnima. Poduzeca iz preradivackog sektora mogu utjecati na povecanje profi-
tabilnosti svoga poduzeca tako da ne odugovlace s placanjem svojih obveza prema dobavlja¢ima te ve¢im
obrtajem zaliha, odnosno da se zalihe $to krace vrijeme zadrzavaju na skladistu. Takoder, poduze¢a mogu
povecati svoju profitabilnost poveéanjem rasta prodaje.

Klju¢ne rijeci: upravljanje obrtnim kapitalom, neto operativni obrtni kapital, profitabilnost poduzeca, sto-
pa prinosa imovine, hrvatska preradivacka poduzeca
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APPENDIX

Table 2 Descriptive statistics

Variable Arithmetic Star}dz}rd Minimum value Maximum Numbel: of
mean deviation value observations
ROA Overall 0.08740 0.187155 -0.47677 2.19322 N= 335
Between 0.13335 -0.21185 0.88261 n= 67
Within 0.13213 -0.53076 1.73864 T= 5
DCR Overall 66.90332 41.93054 0.32519 211.9695 N= 335
Between 39.33519 0.58947 173.9544 n= 67
Within 15.14737 6.04203 135.6181 T= 5
DIS Overall 97.8164 146.3625 2.30316 930.9683 N= 335
Between 140.139 3.03467 788.1379 n= 67
Within 44.9248 -138.8425 455.8667 T= 5
DPS Overall 68.99944 51.97049 4.19969 305.7783 N= 335
Between 45.65897 11.74589 219.2422 n= 67
Within 25.3211 -87.16476 241.7911 T= 5
SIZ Overall 7.74656 0.31880 6.38129 8.46065 N= 335
Between 0.31007 6.45096 8.36157 n= 67
Within 0.08152 7.41495 8.14551 T= 5
SGR Overall 0.0766337 0.21679 -0.44712 1.24237 N= 335
Between 0.11269 -0.12398 0.47859 n= 67
Within 0.18561 -0.51483 1.17122 T= 5
INF 0.01398 0.01504 -0.00500 0.03400 T= 5
GDP 0.00608 0.01085 -0.00720 0.02327 T= 5
Source: Author, according to STATA calculations
Table 3 Spearman correlation coefficient
Y_ROA_index
Correlation Coefficient -0.128
X1_Days_Of _Collecting_Receivables Sig. (2-tailed) 0.019
N 335
Correlation Coefficient -0.219”
Spearman’s rho X2_Days_Of_Inventories_Stocked Sig. (2-tailed) 0.000
N 335
Correlation Coefficient -0.257"
X3_Days_Of_Payment_To_Suppliers Sig. (2-tailed) 0.000
N 335

* correlation is significant at the level 0.05 (p<0.05);
** correlation is significant at the level 0.01 (p<0.01)
Source: Author, according to STATA calculations
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Table 4 Coefficients and associated standard errors in panel regression models

Pooled Fixed Random
DCR 0.00018 0.00070 0.00029
(0.00031) (0.00044) (0.00029)
DIS -0.00015** -0.000035 -0.00013**
(0.00007) (0.0000426) (0.00006)
DPS -0.00039* -0.00030* -0.00032**
(0.00021) (0.00015) (0.00016)
S1Z -0.09889 -0.10088 -0.02022
(0.06096) (0.10111) (0.58762)
SGR 0.11121** 0.10613*** 0.09336%**
(0.04720) (0.02448) (0.02707)
INF 0.00190 0.00141 0.00209
(0.0055) (0.00524) (0.00552)
GDP 0.00286 0.00295 0.00292
(0.00864) (0.00924) (0.00910)
CONSTANT 0.18304 0.83412 0.24849
(0.44484) (0.76126) (0.43155)
R2 0.0516 0.0229 0.0167
p(rho) 0.4614 0.3717
Ftest 0.0000
LM test 0.0000
Hausman test 0.8587
Wald test 0.0000
Wooldridge test 0.3960
corr (u_i, Xb) -0.2077
Number of observations 335 335 1380
Number of units 67 67 67

*p < 0.1, * p <0.05, *** p < 0.01, values in parentheses are corrected (clustered robust) standard errors
Source: Author, according to STATA calculations
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Table 5 Correlation matrix of pairs of independent variables

DCR DIS DPS SIZ SGR INF GDP
DNR 1.0000
DIS 0.1827* 1.0000
(0.0008)
DPS 0.1757* 0.2399* 1.0000
(0.0012) (0.0000)
S1Z -0.1345* -0.1304* -0.2549* 1.0000
(0.0137) (0.0170) (0.0000)
SGR -0.2305* -0.0936 -0.1710* 0.1851* 1.0000
(0.0000) (0.0870) (0.0017) (0.0007)
INF 0.0165 -0.0573 0.0438 -0.0553 0.0508 1.0000
(0.7632) (0.2957) (0.4238) (0.3126)
GDP -0.0256 0.0198 -0.0368 0.0229 0.0549 -0.5851* 1.0000
(0.6405) (0.7179) (0.5018) (0.6763) (0.3164) (0.0000)
*p<0.5

Source: Author, according to STATA calculations
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THE INFLUENCE

OF INTEGRATED INFORMATION
SYSTEMS ON THE IMPLEMENTATION
OF ADVANCED MANAGERIAL
ACCOUNTING TECHNIQUES

ABSTRACT

The main purpose of this research is to investigate the influence of integrated information systems (IIS) on
the use of advanced managerial accounting techniques (AMAT). To analyze this relationship, we employed
structural equation modeling (SEM) on empirical data obtained from a sample of 105 Croatian companies.
Empirical findings obtained through SEM confirmed a significant positive influence of one of the IIS fea-
tures, IIS analytical capabilities, on the application of AMAT. Other theoretically interesting independent
variables (IIS age, IIS implementation quality, company size, and business environment uncertainty) were
also included in the SEM; however, the evaluated SEM failed to provide a good fit to the data, and the pa-
rameters were not significant. The findings of this study provide useful guidance for both IIS developers and
users, as they indicate that the implementation of IIS with a higher level of analytical capabilities results in
a higher level of AMAT use.

Keywords: Advanced managerial accounting techniques (AMAT), integrated information systems (IIS),
structural equation modeling (SEM), Croatia

1. Introduction plications to streamline business processes and
improve performance. According to the recent
research by Panorama Consulting (2018)', 67% of
ERP users reported that they were “very satisfied”
or “satisfied” with ERP implementation. The re-
search also revealed that 73% of companies went
through “moderate” or “intense” organizational
changes during ERP implementation. Such em-

In today’s digital era, information technology has
become an essential part of every business. Two
or three decades ago, enterprise resource planning
(ERP) applications were the focus of large compa-
nies. Today, small and medium-sized enterprises
(SMEs) also use globally or locally developed ap-
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pirical findings confirm theoretical expectations
that ERP implementation is an important trigger
for changes throughout an organization, including
managerial accounting practices. Thus, over the
last decade, “scientific literature has given more at-
tention to ERP in the accounting context” (Sardo,
Alves, 2018).

ERP applications integrate all business information
in a centralized database that enables a company
to manage and coordinate all of its information, re-
sources and functions from that database (Gullkvist,
2013). Therefore, ERP applications represent a neces-
sary tool for companies to survive in a very competi-
tive business environment (Spathis, Constantinides,
2003) that requires more integrated, comprehensive
and real-time operational information from all or-
ganizational units (Eker, Aytag, 2016). Implemen-
tation of ERP applications, whether successful or
not, will affect various divisions and individuals in
organizations, especially managerial accounting and
managerial accountants (Etemadi, Kazeminia, 2014).
According to previous research, ERP applications
are changing the managerial accounting by provid-
ing managers with easy and quick access to relevant
and real-time business information required for
decision-making (Kallunki et al., 2011; Appelbaum
et al, 2017). Pervan and Dropuli¢ (2019) reported
that integrated information systems (IIS) application
resulted in changes in managerial accountants’ skills
and work in several areas (improved knowledge of
business processes, improved IT skills, improved
communication skills, and reduced time required
for the collection of data). Therefore, “the role of the
management accountant has shifted from capturing
and recording transactions to analyzing business is-
sues” (Spraakman et al., 2015). It is indisputable that
the ability of the information systems to merge or
substitute different tasks of accountants will conse-
quently change the nature of their job (Fernandez et
al,, 2018).

Although there has been a growing interest in the
subject, research that examines the effects of ERP
applications on advanced managerial accounting
techniques (AMAT) is still scarce (Booth et al.,
2000; Granlund, Malmi, 2002; Scapens, Jazayeri,
2003; Granlund, 2007; Galani et al., 2010; Vakalfo-
tis et al., 2011). Previously mentioned studies have
identified only minimal effects of different ERP soft-

ware on managerial accounting techniques. Despite
the limited use of AMAT, ERP applications could
increase the users’ knowledge about these mod-
ern techniques, which can be a good starting point
for their future adoption (Gullkvist, 2013). Today,
when modern ERP solutions provide organizations
with integrated, reliable and, in some cases, real-
time data, one can hypothesize that companies will
be motivated to adopt these advanced techniques
so as to provide managers with higher information
quality.

This study contributes to the body of knowledge
since it represents one of the very rare studies that
explore the influence of IIS use on the adoption of
AMAT in Croatia and in South East European (SEE)
countries in general. In comparison with early stud-
ies, the focus of current research is not exclusively
on ERP as all analytical applications are included
in IIS measurement. Namely, in business practice,
companies often use specialized applications for
different areas like budgeting, consolidation of fi-
nancial statements, managerial reporting, costing,
etc., in addition to ERP. Therefore, to capture the
IIS variable more comprehensively and precisely,
we followed the approach of Rom and Rohde (2006)
and defined IIS as a combination of ERP and other
specialized analytical applications, which are often
called BoB (Best of Breed). To obtain a deeper in-
sight into the IIS variable, we originally developed
several IIS features (analytical capabilities, age and
implementation quality) that may have a significant
influence on the adoption of AMAT.

By using structural equation modeling (SEM), this
study improves the research methodology in com-
parison with the previous literature. Although, SEM
has many similarities with linear regression, it has
some advantages and thus provides more reliable
findings. SEM reveals relationships among hidden
structures, which cannot be directly measured. In
contrast to regression analysis, which assumes no
measurement error, possible mistakes in the meas-
urement of the observed variables are taken into ac-
count (Civelek, 2018). Empirical findings from this
study confirm that IIS analytical capabilities posi-
tively affect the application of AMAT. The rest of
this paper is divided into four sections. The follow-
ing section, Section 2, gives an overview of the rel-
evant early and recent literature. Section 3 provides
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information on the statistical methodology used,
the questionnaire and research variables. Empirical
findings are reported in Section 4, and concluding
remarks are presented in Section 5.

2. Literature review and theoretical model

Information technology facilitates the automa-
tion of business processes (Sangster et al., 2009)
and involves improving information access and
coordination across organizational units (Attaran,
2004 like production, sales and marketing, finance
and accounting. This, in turn, creates a firmly in-
tegrated system with a continuous stream of in-
formation through the whole organization (Galani
et al., 2010). Previous researchers have identified
only minimal effects of different ERP software on
the introduction of new AMAT (Booth et al., 2000;
Granlund, Malmi, 2002; Scapens, Jazayeri, 2003;
Granlund, 2007; Galani et al., 2010; Vakalfotis et
al,, 2011). In an early study, Granlund and Malmi
(2002) examine the effects of integrated, enterprise-
wide information systems on managerial account-
ing and managerial accountants’ work on the sam-
ple of ten companies from Finland. The results of
that study show that, in most of the cases, AMAT
and several traditional techniques are supported by
applications separate from ERP. Considering the ef-
fect of ERP on managerial accounting techniques,
it was found that it did not influence companies’
decisions to apply activity-based costing (ABC). Al-
though ERP provides some of the information con-
tained in the balanced scorecard (BSC), ERP appli-
cations were not found to have a significant impact
on the deployment of the BSC because the BSC is
maintained outside the ERP.

Booth et al. (2000) analyzed the influence of ERP
applications on the implementation of new ac-
counting practices, degree of information system
integration and related benefits that Australian
companies believe they have accomplished. The re-
sults indicate that ERP applications have little influ-
ence on the implementation of AMAT. In another
study, Scapens and Jazayeri (2003) found that there
have been no fundamental changes in the character
of the managerial accounting information, and no
new “sophisticated” managerial accounting tech-
niques have been deployed after the implementa-
tion of the SAP system, as the most advanced ERP
system, in the European branch of a large US mul-
tinational organization. Rom and Rohde (2006)

explored the link between IIS and managerial ac-
counting practices and found that AMAT includ-
ing the use of non-financial information is better
supported by a strategic enterprise management
system. Malini¢ and Todorovi¢ (2012) surveyed
nine Serbian companies (which adopted SAP) and
found that managerial accounting techniques did
not significantly change under the influence of SAP.
Nevertheless, SAP is a significant source of support
to the new managerial accounting practices. More-
over, it is realistic to expect that in the future SAP
will influence the introduction of new and support
the changes in the current managerial accounting
practices.

Although organizations may have other reasons for
the application of ERP, Gullkvist (2013) indicated
that, to some extent, the organizations implement-
ed AMAT after the ERP implementation and that
the most commonly adopted modern techniques
were key performance indicators (KPIs). Also, the
use of other modern practices such as Activity-
Based Costing (ABC), Target Costing (TC) and the
BSC appears to have increased, although to a small-
er degree. Utilizing the ERP system, organizations
can coordinate themselves with AMAT such as
ABC and forecasting that have been strongly sup-
ported by the ERP system (Hosseinzadeh, Davari,
2018). Eker and Aytac (2017) examine how AMAT
such as ABC, BSC, TC and etc. become effective
with the support of the ERP system and how this
interaction influences organizational performance.
They concluded that the high level of interaction
between ERP and AMAT is associated with high fi-
nancial and non-financial performance. According
to Wajdi (2018), accounting techniques used after
the implementation of ERP systems can affect the
performance of organizations amounting to 68.5%.

This study provides an insight into how IIS im-
plementation contributes to the introduction of
AMAT. As mentioned earlier, the main aim of this
study was to examine the effect of IIS on the appli-
cation of AMAT. The age of IIS (IIS_AGE), IIS ana-
lytical capabilities (ISS_AC) and perceived quality
of IIS implementation (ISS_IQ) were the independ-
ent variables, and ABC, BSC, TC, benchmarking
(BENCH) and KPIs were the dependent variables.
Business environment uncertainty and company
size were used as company characteristics. The
model presented in Figure 1 includes all relations
examined in this research.
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Figure 1 Theoretical model

Company size
- - Advanced managerial accounting
Integrated information systems (IIS) techniques (AMAT)
® IS analytical capabilities =  ABC
= ]IS age = BSC
= IS implementation quality = TC
"  Benchmarking
= KPI
Business
environment
uncertainty

Source: Authors

Although the results of previous research are not
entirely consistent, some researchers claim that
a precondition for getting AMAT to work in or-
ganizations appears to be connecting them with
information technology or, more precisely, with
IIS. Based on extant theory and research evidence,
we expect a positive relationship between IIS and
AMAT.

3. Research methodology

The empirical data were collected in 2018 by means
of a questionnaire sent to 500 randomly selected
Croatian companies that use IIS. An e-mail with a
link to the online questionnaire was sent to finance
managers, business controllers, heads of account-
ing departments and equivalent job positions be-
cause they were expected to have sufficient infor-
mation about the effect of IIS use on the application
of AMAT. In all, 133 questionnaires were filled
out, and the response rate was 26.6%. Among the
133 questionnaires filled out, 28 were incomplete.
Consequently, only 105 questionnaires were used
for modeling purposes. In comparison with previ-
ous empirical studies (Booth et al., 2000; Hyvonen,

2003; Sangster et al., 2009; Gullkvist, 2013), which
were based on samples comprising between 30 and
99 companies, the sample size of 105 observations
was respectable. Regarding the use of the structural
equation model, some authors (Ding et al., 1995)
suggested at least 100 observations. However,
Bentler and Chou (1987) suggested that in the case
of non-normally distributed data, there should be
at least 10 observations per variable. Since our final
structural equation model is based on 10 variables
(8 observed and 2 latent), the requirement regard-
ing the sample size according to the number of re-
search variables was also satisfied.

The questionnaire included items that were re-
quired for measuring variables (Table 1) of our
interest - adoption of AMAT (dependent variable)
and five independent variables, IIS analytical capa-
bilities, IIS age, IIS implementation quality, com-
pany size and business environment uncertainty.
It is important to point out that the majority of
variables (except IIS age and company size) used
for modeling represent latent variables, which are
measured by at least three observable variables as
recommended by the literature (Civelek, 2018).
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Table 1 List of variables used in modeling

Variable

Measurement

Advanced managerial accounting techniques (AMAT)

Likert scale (1 to 5)

1IS analytical capabilities (IIS_AC)

Likert scale (1 to 5)

11S age (IIS_AGE)

In years

IIS implementation quality (IIS_IC)

Likert scale (1 to 5)

Company size (SIZE)

Four groups according EU rules

Business environment uncertainty (BEU)

Likert scale (1 to 5)

Source: Authors

In the initial phase of modeling, comprehensive
models, including all potentially interesting inde-
pendent variables, were estimated. However, the fit
of the estimated structural models was not at a sat-
isfactory level (details on the criteria for the evalu-
ation of structural model fit are given in Table 6),
and the estimated parameters were not statistically
significant. In addition to paper length restrictions
this is why only the constructs that were included
into the final model (AMAT and IIS_AC) are de-
scribed in detail. Questionnaire items that were
used for measuring AMAT were selected based on
variables that were used in similar studies (Booth et
al., 2000; Malini¢, Todorovié, 2012; Gullkvist, 2013).
Respondents were asked to evaluate how IIS imple-
mentation affected the adoption of the following
five advanced techniques: ABC, BSC, TC, BENCH
and KPIs. However, the measurement model for
the AMAT construct confirmed that the construct
with four items (BSC, TC, BENCH and KPI) has
an acceptable fit to the data. The AMAT construct
that included ABC did not provide an acceptable
fit since the main fit indices were not at required
levels (Root mean square error of approximation -
RMSEA = 0.202; CMIN/DF = 5.379; Tucker-Lewis
index - TLI = 0.899, etc.).

Before we evaluated the final SEM, it was neces-
sary to test the reliability and convergent validity
for the developed constructs. Internal reliability
of the used measurement scale is often evaluated
based on Cronbach’s alpha, which should be greater
than 0.7 (Civelek, 2018). Cronbach’s alphas for the
developed constructs in this research were 0.940
and 0.846 (Table 2), confirming the reliability of the
measurement model. An additional indicator that
should be considered is the composite reliability -
CR from confirmatory factor analysis, which indi-
cates the consistency of each developed construct.
One can conclude that the composite reliability of
the construct is adequate if the CR value is higher
than 0.7. In the case of AMAT and IIS_AC con-
structs, consistency was confirmed since the values
were 0.958 and 0.896, respectively. Finally, average
variance extracted - AVE represents the sum of
variance related to the developed construct relative
to the sum due to measurement error. The litera-
ture (Fornell and Larcker, 1981) suggests that AVE
should be higher than 0.5, which was the case for
both constructs, AMAT and IIS_AC. The simulta-
neous analysis of the CR and AVE values indicated
that convergent validity was established.

Table 2 Indicators of reliability and convergent validity

Construct Indicator

Crombach’s Alpha CR

AVE

KPI
BENCH
TC

BSC

AMAT

0.940 0.958 0.849

IIS_DASHBO

IIS_DMINING
IIS_PR_REALT
IIS_FORCAST

IIS_AC*

0.846 0.896 0.684

*IIS_AC represent the use of dashboards, datamining, real-time project reporting and forecasting

Source: Authors’ calculation
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Like regression analysis, structural models have sev-
eral assumptions. The first assumption is that there
is multivariate normality of the observed variables,
which is often violated when ordinal and discrete
scales are used (Civelek, 2018). Violation of normal-
ity assumptions leads to a high CMIN/DF value and
a significant test outcome. Univariate normality can
be evaluated based on skewness and kurtosis, both
of which should be below 3.0. There was evidence of

Table 3 Evaluation of variables normality

univariate normality for the items used for AMAT
and IIS_AC constructs since all values were under
3.0 (Table 3). However, in the case of multivariate
normality, there was a violation of normality as-
sumption since the multivariate kurtosis value was
higher than 5, i.e. the critical value was higher than
1.96. Evidence of non-normal distribution required
the application of the bootstrapping technique
when evaluating the structural model.

Variable Min. Max. Skewness C.R. Kurtosis C.R.
KPI 1 5 0.010 0.040 -1.337 -2.796
BENCH 1 5 0.289 1.209 -1.130 -2.363
TC 1 5 0.086 0.359 -1.121 -2.345
BSC 1 5 0.196 0.822 -1.250 -2.614
IIS_DASHBO 1 5 0.473 1.981 -1.068 -2.234
IIS_DMINING 1 5 0.380 1.591 -1.058 -2.214
IIS_PR_REALT 1 5 0.176 0.737 -1.177 -2.463
IIS_FORCAST 1 5 0.185 0.773 -1.278 -2.672
Multivariate 25.428 10.299

Source: Authors’ calculation

Additionally, we had to test for potential outliers
in the data distribution. IBM SPSS 23 Amos soft-
ware supports outlier identification by using the
Mahalanobis distance. All observations with a pl
value higher than 0.05 indicate outliers, which, in
our sample, was the case for 10 of our observa-
tions (Table 4). At this point in our research, it was

Table 4 Evaluation of Mahalanobis distance

necessary to decide what to do with the identified
outliers. The fact that outliers exist is not in itself
a justification for outlier elimination. Moreover, af-
ter removing the first cycle of outliers, additional
checks may reveal a new set of outliers. Therefore,
we decided to keep all 10 identified outliers, which
represented 9.5% of the sample in our research.

Observ. No. Mahalanobis d-Squared pl p2
67 37.716 0.0001 0.0010
78 29.874 0.0001 0.0001
19 26.233 0.0010 0.0001
23 21.975 0.0050 0.0020
24 21.643 0.0060 0.0000
97 20.153 0.0100 0.0010
82 20.078 0.0100 0.0001
98 19.932 0.0110 0.0001
42 19.068 0.0150 0.0001
32 16.372 0.0370 0.0060
54 15.024 0.0590 0.0440

Source: Authors’ calculation
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An additional assumption of the structural model
is that there is no correlation among independent
variables in the structural equation model, i.e. mul-
ticollinearity is not an issue. To test for the presence
of multicollinearity, we used variance inflation fac-

tors (VIF), which have a critical value of 5. Since
all VIF values from the auxiliary regression model
were below 5, there was no evidence of multicollin-
earity among the observed independent variables
(Table 5).

Table 5 Evaluation of multicollinearity for the observed independent variables

Item Tolerance VIF
IIS_DASHBO 0.524 1.907
IIS_DMINING 0.553 1.810
IIS_PR_REALT 0.545 1.834
IIS_FORCAST 0.501 1.996

Source: Authors’ calculation

4. Research findings

Using the maximum likelihood estimation, sup-
ported by IBM SPSS Amos 23, we evaluated the
SEM parameters. The evaluated structural equa-
tion model should have a good empirical data fit.
Goodness of model fit can be evaluated with differ-
ent indices. Relevant statistical literature (Schreiber
et al., 2006; Schumacker, Lomax, 2010; Teo et al,,
2013; Civelek, 2018) suggests the use of chi-square,
CMIN/DE, goodness-of-fit index (GFI), TLI, com-
parative fit index (CFI), normed fit index (NFI),
RMSEA, etc. In this model, the absolute measure of
data fit of chi-square was 31.25 (p-value of 0.038).
The ideal value for chi-square is zero, while the
p-value should be insignificant (higher than 0.05).
However, since chi-square is related to the size of
research sample and many SEM-based studies re-
ported a significant chi-square, Byrne (2016) sug-

gested that this indicator should be analyzed simul-
taneously with other model fit indices (Table 6). For
example, if the chi-square value (31.25) is divided
by the degrees of freedom (DF = 19), the calculated
CMIN/DF value equals 1.645, which represents
a good fit since the desired value is lower than 3
(Schreiber et al., 2006; Civelek, 2018).

The GFI represents the absolute measure of model
fit, which indicates the degree of variance and co-
variance explained by the evaluated SEM. The GFI
increases with the increase in sample size (Teo et
al.,, 2013). The GFI for the model that was estimated
in this research equaled 0.935, which indicates an
acceptable fit. RMR (Root Mean Square Residual)
represents overall badness-of-fit measure and cal-
culated RMR value (0.047) was lower than critical
value of 0.05 indicating a good data fit.

Table 6 Model fit indices
Fit indices Calculated indices value* Good fit value** Acceptable fit value**

Chi square p-value 0.038 >0.05 -

CMIN/DF 1.645 <3.0 -

RMR 0.047 <0.05 <0.08
GFI 0.935 >0.95 >0.90
TLI 0.974 >0.95 >0.90
CFI 0.982 >0.95 >0.90
IFI 0.982 >0.95 >0.90
NFI 0.956 >0.95 >0.90
RMSEA 0.079 <0.05 <0.08

Source: * Authors’ calculation; ** compiled from Schreiber et al. (2006); Schumacker and Lomax (2010); Teo et al. (2013);

Civelek (2018)

God. XXXIII, BR. 2/2020. str. 383-395

EKONOMSKI VJESNIK / ECONVIEWS




Ivica Pervan, Ivana Dropuli¢: The influence of integrated information systems on the implementation of advanced managerial accounting

techniques

In contrast to GFI, other indices such as TLI, CFI
and NFI are comparative fit indices, which compare
alternative models and provide information on the
degree of model fit. According to the TLI, which
compares the research model with the null model,
a good fit is obtained when the TLI value reaches
the value of one. According to Schumacker and Lo-
max (2010), the lower threshold for the TLI starts at
0.90, and therefore, the estimated model TLI value
of 0.974 represents a good fit. The CFI compares
the research model with the independence model,
and a value of 0.90 is considered acceptable fitting.
Since the calculated value of CFI equaled 0.982, it
represents a good fit, and similar findings of a good
fit were obtained for incremental fit index (IFI)
and NFI. Regarding the model fit, special attention
should be given to RMSEA, which compares the
mean differences of each expected degree of free-
dom that may occur in the population. A RMSEA
value below 0.05 is regarded as a good fit, while a
RMSEA value below 0.08 represents an acceptable
fit, which was the case for the estimated model. In
summary, based on the described results, goodness

of model fit can be regarded as acceptable or good
for the vast majority of standard fit indices. Finally,
it is of note that in unstandardized estimates the er-
ror variance in AMAT variable equals 0.12, which
is a very low value. In standardized estimates, cal-
culated R? is very high since 89% of variance in the
AMAT is explained by IIS_AC.

As mentioned earlier, the main SEM assumption
of multivariate normality was not met; there-
fore, our solution was to perform the bootstrap-
ping technique. Bootstrapping results in creating
sub-samples and evaluating the accuracy of pre-
dicted parameters by looking at the distribution
of parameters computed from each sub-sample
(Civelek, 2018). Formal testing of the evaluated
structural model was done using the Bollen-Stine
goodness-of-fit measure (Bollen and Stine, 1992),
for which the p-value should be insignificant
(>0.05). Since the calculated p-value was 0.335,
we can conclude that the evaluated SEM fits the
data well, even in this sample with non-normally
distributed data.

Figure 2 Structural model — standardized estimates

oD

IIS_DASHBO

i

IS_DMINING

o1

€3 ®{IS_PR_REALT
N
©4)—{1IS_FORCAST

Source: Authors

The inspection of the parameter estimates re-
vealed that all of them were consistent with
theoretical expectations (Table 7). All items that
formed AMAT and IIS_AC constructs had a posi-
tive sign, while critical values, which operated as
z-statistics, exceeded +1.96, which indicated sta-
tistically significant parameters. To be more pre-
cise, all estimated parameters were significant at

the 1% level. In addition, the focus of this study,
the expected influence of IIS main feature IIS_AC
on AMAT, was confirmed to be positive and sig-
nificant. In other words, in line with theoretical
expectations, empirical data for Croatian com-
panies revealed that the IIS analytical capabilities
were positively influencing the implementation of
AMAT.
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Table 7 Evaluated model regression weights

Parameter Unsfand. S.E. C.R. P Stand. Estimate
Estimate
AMAT <--- IIS_AC 0.896 0.088 10.133 o 0.945
IIS_FORCAST <--- IIS_AC 1.000 0.854
IIS_PR_REALT <--- IIS_AC 0.819 0.098 8.324 E 0.713
IIS_DMINING <--- IIS_ AC 0.800 0.096 8.369 ok 0.716
IIS_DASHBO <--- IIS_AC 0.833 0.097 8.586 i 0.729
BENCH <--- AMAT 1.153 0.083 13.877 ok 0.925
KPI <--- AMAT 1.242 0.087 14.219 i 0.935
BSC <--- AMAT 1.000 0.866
TC <--- AMAT 1.003 0.088 11.726 ok 0.851
*** Values lower than 0.001

Source: Authors’ calculation

After the bootstrap technique was applied with 500 usable bootstrap samples, it was possible to evaluate
the lower and upper bound for each estimated parameter. Since all lower and upper parameter bounds
remained positive and the calculated p-values were less than 0.05, it can be stated that, despite non-nor-
mally distributed data, the estimated parameters showed a high level of stability. Regression weight, i.e.
the parameter of IIS_AC influence on AMAT, had an upper bound of 1.059 and a lower bound of 0.750

(Table 8).

Table 8 Evaluated model regression weight intervals - bootstrap technique

Parameter Estimate Lower Upper P
AMAT <--- IIS_AC 0.896 0.750 1.059 0.003
IIS_FORCAST <--- IIS_AC 1.000 1.000 1.000
IIS_PR_REALT <--- IIS_AC 0.819 0.628 0.994 0.004:
IIS_DMINING <--- IIS_AC 0.800 0.621 0.979 0.003
IIS_DASHBO <--- IIS_ AC 0.833 0.592 1.057 0.006
BENCH <--- AMAT 1.153 1.028 1.293 0.005
KPI <--- AMAT 1.242 1.097 1.422 0.004
BSC <--- AMAT 1.000 1.000 1.000
TC <--- AMAT 1.030 0.863 1.206 0.005

Source: Authors’ calculation

The empirical findings from our research conduct-
ed on a sample of Croatian companies conflict with
findings from some early studies (Booth et al., 2000;
Granlund, Malmi, 2002). However, the findings are
consistent with the theoretical expectations and re-
sults of some recent research. The findings on the
positive influence of IIS analytical capabilities on
the application of AMAT are comparable with find-
ings for Serbian companies (Malini¢, Todorovi¢,
2012) and Finnish companies (Gullkvist, 2013). Al-
though, IIS_AC is constructed differently in com-
parison with the above-mentioned recent studies,
the basic logic is similar. If the implemented IIS

contains the appropriate analytical tools, one can
expect a positive influence on AMAT. In contrast,
if the implemented IIS is primarily transaction ori-
ented (data collection, data processing, data storing,
automated reporting, etc.) and there are no ERP or
BoB analytical functionalities, there is no impetus
for the adoption of AMAT. To be more precise, the
AMAT construct in the surveyed Croatian compa-
nies included the use of four techniques: BSC, TC,
BENCH and KPIs. The only technique that was ex-
cluded from the AMAT construct was ABC, since
the measurement model that included ABC was a
poor fit for the data.
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5. Conclusion

In the 21* century, business operations are brim-
ming with large amounts of information that are
created in the business environment and within
companies. To provide managers with high-quality
information during the last few decades, advanced
management accounting techniques (AMAT)
have emerged. During the same time span, many
companies started to use integrated information
systems (IIS) with the aim of improving business
processes and performance. IIS should support
managerial accounting tasks and enable the appli-
cation of AMAT. However, in the literature, there
is no clear evidence that IIS really facilitates the
adoption of AMAT. In order to explore this rela-
tionship, we have collected data from 105 Croatian
companies and applied SEM. After an assessment
of different structural equation models, the final
one included two constructs, AMAT and IIS_AC,
which the study focused on. In line with theoretical

expectations, the estimated parameters confirmed
that IIS analytical capabilities (represented by use
of dashboards, datamining, real-time project re-
porting and forecasting) positively influenced the
use of AMAT. Such a conclusion represents useful
guidance for both IIS developers and users because
it indicates that special attention should be given
to implementing a high level of the IIS analytical
capabilities. In addition to the obtained results,
we should also highlight some limitations of the
research. Although the research sample was fairly
large, an increase in the number of observations
may improve SEM modeling and the design of a
more comprehensive model which could include
more variables, covariances among variables and
path analysis. In addition, since there is a learning
curve and more time may be needed for the more
advanced use of IIS capabilities, future longitudinal
research, including AMAT variables with time lag,
may be beneficial.
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UTJECAJ INTEGRIRANIH INFORMACIJSKIH SUSTAVA
NA IMPLEMENTACIJU SUVREMENIH TEHNIKA
MENADZERSKOG RACUNOVODSTVA

SAZETAK

Svrha je ovoga rada istraziti utjecaj integriranih informacijskih sustava (IIS) na implementaciju suvremenih
tehnika menadzerskog racunovodstva (AMAT). Da bi se analizirao navedeni odnos, primijenjeno je struk-
turalno modeliranje (SEM) na podatcima prikupljenim od 105 kompanija iz Republike Hrvatske. Empirijski
rezultati primjenom SEM-a potvrdili su pozitivan i znacajan utjecaj jedne od karakteristika IIS-a, analiticke
sposobnosti IIS-a na implementaciju AMAT-a. Ostale teorijski zanimljive nezavisne varijable (starost IIS-
a, kvaliteta implementacije IIS-a, veli¢ina kompanije i neizvjesnost poslovnog okruzenja) takoder su bile
uklju¢ene u SEM, medutim, procijenjeni SEM nije osigurao prihvatljivu razinu poklapanja s podatcima.
Rezultati ovoga istrazivanja pruzaju korisne smjernice i za dobavljace IIS-a i za njihove korisnike, te ukazu-
ju da ¢e implementacija IIS-a koji ukljucuje visu razinu analitickih sposobnosti rezultirati viSom razinom
implementacije AMAT-a.

Kljuéne rijeci: suvremene tehnike menadzZerskog racunovodstva (AMAT), integrirani informacijski sustavi
(IIS), strukturalno modeliranje (SEM), Hrvatska
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OF WINEMAKERS

ABSTRACT

The objective of this paper is to determine how winemakers in Eastern Continental Croatia use market-
ing in their business. In addition, the paper aims to analyse the distribution of wine products and identify
promotional activities that are considered most appropriate for the promotion of wine and further devel-
opment of the wine sector. A survey was the method used to collect the data, and a survey questionnaire
was used as the instrument. The survey was performed on a sample of n=30 winemakers from five coun-
ties in Eastern Croatia (Osijek-Baranja, Vukovar-Srijem, Virovitica-Podravina, Pozega-Slavonija, and Brod-
Posavina). The surveyed winemakers use a combination of direct and indirect distribution channels to sell
their wine. The majority of surveyed winemakers sell wine through channels such as the cellar door and
wine festivals. These channels are particularly attractive to small and medium winemakers because they
can increase their profits. However, to be competitive in the market, Croatian winemakers must adopt new
distribution channels and means of communication, increase their marketing efforts and make a shift from
sales-oriented to market-oriented strategy.

Keywords: Winemakers, marketing, distribution, promotion of wine, Eastern Croatia

1. Introduction portant component of lifestyle, culture, and nation-
al pride (Meler, Horvat, 2018). Due to the country’s
diverse climate and geography, there are distinct
wine-growing regions that provide conditions for
the production of high-quality wines, and thus Cro-
atia can rightfully be called a country of wine (Me-
ler, Horvat, 2018). Winemaking is present in both

In the context of overall production of wine in Eu-
rope and worldwide, wine growing in Croatia is a
minor part of the industry. Nevertheless, it is an
important sector of the Croatian economy with a
2,500-year-long tradition. Furthermore, it is an im-
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Continental and Adriatic Croatia, and each region
has distinctive geographic, geological, agricultural,
and economic characteristics (Cop et al., 2019). The
total area under vines accounts for only 1.5% - 1.7%
of the total utilised agricultural area. The areas un-
der vines in the Continental and Adriatic Croatia
are almost the same in size, while Eastern Conti-
nental Croatia has 60.0% more area under vines
than Western Continental Croatia (Meler, Horvat,
2018). Croatian viticulture is characterised by rela-
tively old vineyards, fragmentation of areas planted
with vines, and a large number of grape varieties.
The average vineyard surface area in Croatia is be-
low 1 ha, 14% of winemakers have vineyard surface
areas of up to 10 ha, and only 25 winemakers have
vineyards with surface areas of more than 50 ha
(Jeli¢ Milkovi¢, 2019).

Wine is a very complex product characterised by
several attributes that can vary over time and space
(Rebelo et al.,, 2019). The wine market is becoming
more and more competitive and it is a classic exam-
ple of ongoing globalisation and expansion (Cana-
vari et al., 2007; Rebelo et al., 2019). There is no one
single wine market, but several wine markets with
different critical factors; consumers have greater
wine knowledge and access to new communication
technologies and distribution channels; and there
have been changes in the decision-making process
(Rebelo et al., 2019). Marketing plays a significant
role in the modern economy: it helps to bridge the
gap between producers’ and consumers’ needs;
it helps producers better understand consumers’
requirements; and it allows producers to decide
what, when, and how to produce for the market
(Leko Simi¢, 2002; Jeli¢ Milkovi¢, 2019). The suc-
cess of any product on the market is impossible
without communication with the market (Brséié et
al,, 2010). According to these authors, promotion is
the process of communication between economic
operators and consumers for the purpose of in-
forming the consumers about supply and creating
positive attitudes about products and services to
help persuade consumers to buy certain products.
The consumer chooses a product based on available
information; hence, economic operators are those
who can provide the consumer with more informa-
tion (Meler, Horvat, 2018).

The aim of this study was to determine how wine-
makers in Eastern Continental Croatia use market-
ing in their business, to analyse the distribution of
wine products, and identify promotional activities

that are considered to be most appropriate for the
promotion of wine and further development of the
wine sector.

2. Materials and methods

A survey was conducted from May to September
2018 using a questionnaire to collect primary data.
The complete questionnaire contains 88 open and
closed questions divided into several groups. At
the end of the questionnaire there are questions
regarding socio-demographic characteristics of the
surveyed winemakers. Because the research is quite
extensive, only parts of it were used; these relate to
the use of marketing in the winemakers’ business,
and the analysis of promotional activities and dis-
tribution channels they use. The target group of the
research is winemakers (small, medium, and large)
in Eastern Croatia, evenly distributed across five
counties (Osijek-Baranja, Vukovar-Srijem, Virovit-
ica-Podravina, Pozega-Slavonia, and Brod-Posavi-
na). A total of 188 winegrowers and winemakers
were classified as the target population defined by
the primary study. The questionnaire was sent to
the winemakers’ addresses. 30 winemakers who are
registered in the Vineyard Register completed the
questionnaire correctly, which puts the response
rate at 15.96%. The Croatian wine industry is char-
acterised by small and medium family farms. More
than half (52.2%) of the surveyed winemakers have
1-10 ha of vineyards, 26.1% have 10-50 ha, and
17.4% have more than 100 ha of vineyards. When
asked about the type of business, almost half of the
surveyed winemakers (46.7%) reported that their
business is a family farm, 26.7% are joint stock com-
panies, 13.3% are sole proprietorships registered
for agricultural activity, and 3.3% are cooperatives
engaged in agricultural activity. Most winemakers
own a vineyard (86.7%) and only 13.3% of them
lease it. A single person performs the functions of
owner, manager, wine technologist and oenologist
at family farms. Most (90.0%) of the surveyed win-
emakers stated that they had an annual income of
less than $1.48 million and only 10.0% of them had
an annual income of $7.42—$14.78 million. The ma-
jority (60.0%) of the surveyed winemakers reported
that the utilisation capacity of their agricultural en-
tities is 51-79%, 16.7% considered it to be 80-99%,
13.3% stated that the capacity utilisation is less than
50%, while 10.0% believed that the capacities of
their business are 100% in use.
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Statistical analysis was performed using the sta-
tistical software package SPSS Statistics V23. De-
scriptive statistics were used to describe the sam-
ple (percentages, frequencies, arithmetic mean,
and standard deviation). The non-parametric chi-
square test (x*) was used to determine whether
there are differences between the observed fre-
quencies and the expected frequencies of respond-
ents with regard to the type of business and the year
of the establishment of the business entity. From
the parametric tests, Student’s t-test (independent
t-test) and one-way analyses of variance (one-way
ANOVA) were used to determine the differences in
individual characteristics among the respondents.

3. Results and discussion

3.1 Marketing orientation of winemakers in Eastern
Croatia

The respondents were asked questions relating to
the existence of a marketing department and em-
ployees with a marketing degree in their businesses.
The majority of respondents (83.3%) said that they
do not have a marketing department in their busi-
nesses. That is not surprising because most of the
winemakers are small and medium producers with
1 to 10 ha of vineyards. The majority of respond-
ents (60.0%) also stated that they have a person in
their business who is in charge of marketing, but
this person has no formal education. The respond-
ents were asked an open-ended question about the
origin of the marketing knowledge of the person in
charge of marketing. The majority of respondents

have acquired marketing knowledge through expe-
rience in their own businesses (n = 27), followed by
professional literature (n = 8), participation at pro-
fessional conferences (n = 7), and formal education
in marketing (n = 6). The above results coincide
with the results of the studies by Leko Simic¢ and
Stimac (2013) and Jeli¢ Milkovié¢ (2019), who found
that most marketing knowledge comes from expe-
rience rather than participation in industry confer-
ences or from specialised reference books, and that
the existing marketing know-how in the companies
under study was inadequate.

According to the data presented in Table 1, the re-
sults of the chi-square test show that there is a sta-
tistically significant correlation between the years
of operation ((x* (df = 3, N = 30) = 8,914, p <0.05)
and type of business ((x* (df = 4, N = 30) = 10,800,
p <0.05) with the existence of a marketing depart-
ment.

Jeli¢ Milkovi¢ (2019) conducted a case study which
encompassed four winemakers from Osijek-Baran-
ja and Vukovar-Srijem counties, and determined
that the non-existence of marketing departments
and inadequate knowledge of marketing make
winemaking exclusively sales-oriented. This orien-
tation inhibits further development of production
and competitiveness in domestic and foreign mar-
kets. Market planning is very important for win-
emakers, whether they are running a one-person
boutique winery or a large multinational, because a
marketing plan enables winemakers to make profit
and satisfy consumers’ needs (Spawton, 1990).

Table 1 Distribution of responses to the question ‘Is there a marketing department in your business

according to years of operation and type of business

Is there a marketing department in your business?
N Yes No p

1-10 7 1.2 5.8

Years of operation 10-50 v 28 142 0.030*
50-100 0.3 1.7
>100 4 0.7 3.3
Family farm 14 2.3 11.7
Sole proprietorship 4 0.7 3.3

Type of business Cooperative 1 0.2 0.8 0.029*
Limited liability company 8 1.3 6.7
Joint stock company 3 0.5 2.5

N = total number of respondents; p = chi-square test (x°), *

Source: Authors’ calculations

*p<0.01; *p<0.05
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3.2 Distribution of wine

From Figure 1, which shows the average scores
given by respondents to individual factors of dis-
tribution strategies applied by the surveyed eco-
nomic operators, it can be concluded that the ma-
jority of winemakers sell their wine to consumers
through direct channels of distribution. Measured
on a 5-point Likert scale (1 —not important, 5 —
very important), it is shown that 56.7% of the sur-
veyed winemakers believe that sales at wine festi-
vals are very important while 30.0% of them think
that sales through the distributor are very impor-
tant. Selling wine through traditional shops is very
important to only 6.7% of winemakers and 50.0%
of winemakers think that selling wine through
wine shops is not important. According to Forbes
and Kennedy (2016) and Hardesty and Leff (2010),
direct marketing is particularly attractive to small
and medium winemakers because they can earn
higher profits and are able to sell volumes that
would otherwise be too small for traditional retail-
ers. In addition, many international wine brands
compete for space on the shelves of large super-
markets, and smaller wine businesses are unable
to compete with these brands (Forbes, Kennedy,
2016). According to the results of the study by Ca-
navari et al. (2007), most winemakers use printed
advertising material as a communication channel,

while they regard press and websites, such as the
Croatian winemakers” website, to be of secondary
importance. The results of a survey of winemakers
in Italy shows that a significant number of produc-
ers are interested in implementing an e-commerce
facility within their marketing organisation, and
most of them are quite well-prepared to adopt
it (Canavari et al., 2007). The Internet offers the
small producer the opportunity to break away
from the hegemony of the distributor, to build new
entrepreneurial relationships and maintain ongo-
ing relationships with customers in a low-cost way
(Canavari et al., 2007; Dolan, Goodman, 2017; Me-
ler, Horvat, 2018; Szolnoki et al., 2018). Like their
Greek counterparts, Croatian winemakers have to
adopt new ways of communication with their cus-
tomers and distribution channels, because it is ev-
ident that the marketing environment is changing
and customers now demand more interactive re-
lationships with producers (Vlachvei et al., 2012).

In the order to check whether there are differences
in individual responses with regard to economic
operators’ type of business, an independent t-test
was used. The differences in arithmetic means of
the scores given by winemakers to individual fac-
tors’ importance for wine marketing were tested
with regard to the years of operation and hectolitres
of wine produced.

Figure 1 The importance of individual factors of the distribution strategies applied by economic op-

erators

Traditional shops

Internet

Association of winemakers
Supermarkets

Wineries

Distributor

Cellar door

Wine festivals

4.47

Evaluation on a scale of 1 to 5, where 1 means not important, and 5 means very important.

Source: Authors’ calculations
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The respondents were asked to express their opin-
ion on the variables presented in Table 2. The results
of a t-test for independent samples show that there
is a statistically significant difference when it comes
to the variable cellar door sales as a channel of dis-
tribution (t = 2.328, df = 28, p < 0.05) with regard
to the type of ownership. In addition, wine sales in
supermarkets are statistically significant (t = -2.600,

df = 28, p < 0.05) with regard to the type of owner-
ship. Other variables did not prove statistically sig-
nificant with respect to the type of ownership. As
evident from Table 2, on average, a higher number
of winemakers who lease their vineyards stated that
they use indirect channels of distribution (distribut-
ers, supermarkets, wineries, and traditional shops)
as opposed to winemakers who own the vineyards.

Table 2 Testing for differences in the means of variables with regard to the type of ownership

Type of ownership
Variable Privately owned Leased
t-test P

M SD M SD
Wine festivals 4.59 0.582 4.00 1.414 0.752 0.504
Cellar door 4.12 0.993 2.75 1.708 2.328 0.027*
Distributor 3.35 1.573 4.25 0.957 -1.108 0.277
Wineries 3.15 1.541 3.25 2.062 -0.112 0.912
Supermarkets 2.19 1.524 4.25 0.957 -2.600 0.015*
Association of winemakers 2.62 1.359 1.50 1.000 1.567 0.128
Internet 2.50 1.476 2.00 1414 0.633 0.532
Traditional shops 1.96 1.280 3.25 1.258 -1.878 0.071

M = mean; SD = standard deviation; **p<0.01; *p<0.05
Source: Authors’ calculations

According to the data in Table 3, it is evident that
there are statistically significant differences be-
tween the variables of cellar door sales and years of
operation (F = 3.774, df = 3, p < 0.05). Winemak-
ers whose operations are more than 100 years old
sell their wine through direct distribution channels
(M =4.75, SD = 0.500; M = 4.50, SD = 0.577). Us-
ing the least significant difference (LSD) post hoc
test, a statistically significant difference was found
within the groups of operators that were 50—100
years old and 10-50 years old, p = 0.008 (p < 0.01),
as well as between economic operators that were
50-100 years old and those older than 100 years,
p = 0.010 (p < 0.01), compared with the variable
that winemakers mostly sell wine through wine
cellars. A statistically significant difference is also
observed between the winemakers who sell their

wine through supermarkets (F = 3.704, df = 3, p <
0.05) and traditional shops (F = 3.504, df = 3, p <
0.05) with regard to the years of operation. The LSD
test was conducted to test for significant differences
in answers with regard to the age of the economic
operators. Significant differences were observed
between the following groups: operators that were
10-50 years and those that were 50—100 years old,
p = 0.24 (p < 0.05), and economic operators 10-50
years old and those older than 100 years, p = 0.15 (p
< 0.05), compared with the variable that winemak-
ers mostly sell wine through supermarkets. Signifi-
cant differences were found within the same groups
(p = 0.21, p < 0.05; p = 0.40, p < 0.05) compared
with the variable that winemakers mostly sell wine
through traditional shops, as was the case with su-
permarkets.
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Table 3 Testing for differences in the means of variables with regard to years of operation

Years of operation
Variable 1-10 10-50 50-100 >100 .
M SD M SD M SD M SD =

Wine festivals 414 | 1069 | 453 | 0624 | 450 | 0707 | 4.75 | 0500 | 0.679 | 0.573
Cellar door 343 | 1512 | 424 | 0831 | 200 | 1414 | 450 | 0577 | 3.774 | 0.023*
Distributor 386 | 1464 | 324 | 1.602 | 350 | 0707 | 375 | 1.893 | 0.306 | 0.821
Wineries 414 | 0900 | 282 | 1.590 | 350 | 2121 | 275 | 2062 | 1.328 | 0.287
Supermarkets 229 | 1496 | 194 | 1298 | 450 | 0707 | 400 | 2000 | 3.704 | 0.024*
Association of 214 | 1215 | 271 | 1448 | 200 | 1414 | 225 | 1500 | 0.395 | 0.758
winemakers

Internet 243 | 1618 | 241 | 1502 | 250 | 2121 | 250 | 1291 | 0.005 | 1.000
Traditional shops | 1.71 | 0756 | 1.82 | 1.185 | 400 | 1414 | 325 | 1708 | 3.504 | 0.029*

M = mean; SD = standard deviation; **p<0.01; *p<0.05
Source: Authors’ calculations

Sun et al. (2014) examined factors influencing distri-
bution channel choices by wineries and found that
the share of wine sold through intermediary chan-
nels increases with winery size, years of operation,
increased vertical and horizontal integration, and
greater promotional intensity and levels of self-re-
ported marketing challenges. According to Meler
and Horvat (2018), vertical and horizontal network-
ing of winemakers is very important if they want to
achieve common marketing goals. In Croatia, just
like in the Italian domestic market, distribution is
dominated by large-scale retail channels, whereas
small retailer and direct sales play a lesser part (Corsi
et al.,, 2019). Rebelo et al. (2019) studied distribution
channels for off-trade retailers (specialist retailers
such as wine stores and supermarkets) and on-trade
retailers (restaurants, hotels and bars). According to
the authors, in Portugal, the market share of sale by
volume of wine through oft-trade channels increased
between 2011 and 2016, but the value of sales
through on-trade channels was greater. Rebelo et al.
(2019) also state that the number of intermediaries
between winemakers and consumers is an important
driver of wine price. Di Vita et al. (2019) suggest that
PDO-certified wines should be distributed through
specialised distribution channels such as wine shops,
wine bars, and restaurants, while PGI wine should
be distributed through large-scale retail and e-com-
merce. Results of a study conducted in Italy show the
importance of direct sales channels because this type
of sales strategy shortens the intermediate steps be-
tween production and consumption, and has posi-
tive effects on consumers, producers, and overall ru-
ral communities (D’Amico et al., 2014). Many wine
regions and producers promote their wine through

vineyard and cellar tours because, according to Se-
vil and Yiincii (2009), the importance of cellar door
sales for winemakers is clear; the distribution costs
are minimal (by bypassing wholesalers) and these
sales are an economic essential for the cash flow of
many small wineries. Vlachvei et al. (2012), who sur-
veyed 33 Greek winemakers, came to the conclusion
that Greek winemakers have to adopt new electronic
forms of communication and distribution channels,
which are valuable for brand recognition and brand
loyalty and awareness; this mirrors the findings of
the survey of winemakers in Croatia.

3.3 Promotional activities of winemakers

To determine what factors of wine promotion are
most important to the surveyed winemakers, they
were asked to evaluate promotional activities using
a 5-point Likert scale (1 — not important, 5 — very
important). Figure 2 shows the average scores given
by winemakers to individual factors’ importance for
wine promotion. Winemakers gave the highest score
to the quality of wine and price, and the lowest score
to wine advertising. The case study by Jeli¢ Milkovi¢
(2019) shows that the Internet was used very rarely
as a communication tool and that wine tastings and
guided tours were the producers’ key promotional
tools. From Figure 2 it can be concluded that win-
emakers in East Croatia need to intensify their pro-
motional and advertising activities. They should shift
the focus to wine characteristics such as family tradi-
tion, product labels, geographical origin, wine brand,
and to new distribution channels, such as wine festi-
vals and wine tasting events.
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For small wine producers, wine tourism can be a
marketing activity and a good promotional tool,
but it can bring some extra costs for larger wine
producers (Sevil, Yinci, 2009). There are several
types of wine tourism: cellar door tasting and sales,
vineyard and cellar tours, and wine festivals (Sevil,
Yiincii, 2009). The wine festival as a promotional
strategy has a positive and direct influence on con-
sumer awareness of local wines and wineries, and
their future intention to buy local wine products
and visit wineries (Yuan, Jang, 2008; Bitsani, Ka-
voura, 2012). According to a study by Ivanova et
al. (2014) on the winemakers in Bulgarian regions

— where most wine producers are small and me-
dium enterprises similar to the situation in Croa-
tia, and winemakers do not have the resources to
enter foreign markets — the authors consider wine
tourism to be a good sales tool for winemakers and
wineries to sell their wine through direct market-
ing channels. For winemakers, wine festivals pro-
vide substantial public relations value, develop
new markets by attracting a greater range of at-
tendees, and may have long-term effects in terms
of increasing the number of visitors by developing
loyalty to individual wineries and the destination
itself (Carlsen, Charters, 2006).

Figure 2 The significance of individual factors in wine promotion

Advertising of wine (NN :.:/
Family tradition (T N Y : -:
Product label NI 323
Geographical origin (TS R 527
Wine festivals (I 3.40
Wine brand N 3.77
Wine tasting (I D 303
price (NN 4.00
Quality ofthe wine (NI 4.60

Evaluation on a scale of 1 to 5, where 1 means not important, and 5 means very important.

Source: Authors’ calculations

The results of the t-test show that there is a sta-
tistically significant difference when it comes to
the variable quality of wine being important for
wine promotion (t = -3.024, df =28, p < 0.01) with
regard to the type of ownership of economic op-
erators (Table 4). Other variables did not prove
statistically significant with respect to the type
of ownership of economic operators. As shown
in Table 4, a higher number of winemakers who
lease vineyards (M = 4.50) stated that price is very
important for wine promotion in contrast to win-
emakers who own the winery (M = 3.92). This is
not surprising because wine production involves a
relatively long and complex process that requires a
large investment; winemakers who lease vineyards

incur higher production costs, so they expect to
achieve higher prices for their wine. The effective
combination of price and quality results in a suita-
ble strategic position and higher income (Meler et
al,, 2012). Furthermore, Meler et al. (2012) stated
that it is important to define the interrelation of
wine quality and price as one of the crucial stra-
tegic issues within wine marketing; a successfully
strategically defined and managed interrelation of
wine quality and price can bring competitive ad-
vantage to the winemaker. According to the results
of a study published by Mazzocchi et al. (2019),
consumers are willing to pay a premium price for
quality wine because quality is one of the major
factors in consumer decision.
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Table 4 Testing for differences in the means of variables with regard to the type of ownership

Type of ownership
Variable Privately owned Leased
M sD M SD test P
Quality of the wine 4.45 0.761 5.00 0.000 -3.024 0.005**
Price 3.92 1.017 4.50 0.577 -1.097 0.282
Wine tasting 3.96 0.871 3.75 1.258 0.428 0.672
Wine brand 3.62 1.329 4.75 0.500 -1.668 0.106
Wine festivals 3.23 1.336 3.00 1.414 0.320 0.752
Geographical origin 3.27 1.251 3.25 1.0708 0.027 0.978
Product label 3.19 1.357 3.50 0.577 -0.442 0.662
Family tradition 3.23 1.478 3.25 1.708 -0.024 0.981
Advertising of wine 3.23 1.275 2.75 1.258 0.703 0.488

M = mean; SD = standard deviation; **p<0.01; *p<0.05
Source: Authors’ calculations

From the data in Table 5, it is evident that there is a sta-
tistically significant difference between the variable of
advertising of wine as a factor in wine promotion and
years of operation (F = 3.582, df = 3, p < 0.05). The ob-
tained results should not be surprising because wine
producers that have entered the market more recently
must make additional efforts to earn a reputation. The

LSD test was conducted to determine the differences
between the following groups of wineries: 1-10 years
old and 10-50 years old, p = 0.011 (p < 0.05), and 1-10
years old and 50—100 years old, p = 0.025 (p < 0.05). The
ones with 1-10 years of operation behind them con-
sider advertising of wine to be more important for wine
promotion than winemakers in other groups.

Table 5 Testing for differences in the means of variables with regard to years of operation

Years of operation
Variable 1-10 10-50 50-100 >100 . »
M SD M SD M SD M SD
Quality of the wine 4.43 0.787 4.59 0.795 5.00 0.000 4.75 0.500 | 0.367 0.777
Price 3.57 1.272 4.00 0.866 4.50 0.707 4.50 1.000 | 0.958 0.428
Wine tasting 4.00 0.816 | 3.82 0.883 3.00 1414 | 4.75 0.500 | 2.095 0.125
Wine brand 3.71 1.113 3.71 1.359 4.50 0.707 3.775 1.893 0.208 0.890
Wine festivals 3.71 1.380 2.88 1.269 2.50 2.121 4.00 0.816 1410 | 0.262
Geographical origin 3.57 0.787 3.53 1.281 2.50 2.121 2.00 1.155 2.123 0.122
Product label 343 1.134 341 1.326 3.50 0.707 2.00 1.155 1.512 | 0.235
Family tradition 2.57 1.512 3.76 1.393 2.50 2121 2.50 1.000 | 1.839 | 0.165
Advertising of wine 4.14 0.690 2.76 1.200 2.00 1.414 3.75 1.258 3.582 | 0.027*

M = mean; SD = standard deviation; **p<0.01; *p<0.05
Source: Authors’ calculations

Statistically significant differences were observed
between the surveyed winemakers’ opinions about
promotional activities depending on the annually
produced hectolitres of wine (Table 6). The win-
emakers who produce less than 100 hectolitres of
wine reported a higher level of agreement with

the variables ‘product label is important for wine
promotion’ (F = 3.723, df = 3, p < 0.05) and ‘fam-
ily tradition is important for wine promotion’ (F
= 2.985, df = 3, p < 0.05) than those that produce
more than 100 hectolitres of wine. The LSD test was
conducted to test for significant differences in an-
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swers with regard to annually produced hectolitres
of wine. Significant differences were observed be-
tween the following categories: less than 100 hecto-
litres of wine (M = 3.86, SD = 1.464; M = 4.14, SD =
0.900) and more than 1,000 hectolitres of wine M =
3.63, SD = 0.744; M = 3.83, SD = 1.302). Winemak-
ers who produce less than 100 hectolitres and those
who produce more than 1,000 hectolitres indicated
a higher level of agreement with the statements that
product label and family tradition are important for
wine promotion. In the Greek wineries, non-adver-
tising promotional expenses were found to be the
major part of promotional expenses, which include

promotion through the development of new infor-
mational labelling, referring to origin and specific
wine attributes, free samples, catalogues, and new
market channels through ‘“Wine Roads. However,
according to research by Vlachvei et al. (2009), to-
tal promotional expenses, along with market share,
affect profitability. Wine producers should take
advantage of PDO/PGDO quality signals, organic
production of wine, and international wine exhibi-
tion awards as promotional tools to secure or gain
a reputation on the market (Vlachvei et al., 2012;
Troiano et al., 2016).

Table 6 Testing for differences in the means of variables with regard to hectolitres of wine produced

annually
Produced hectolitres of wine per year
Variable <100 100-500 500-1,000 >1,000
M SD M SD M SD M SD £ P
Quality of the wine 4.71 0.488 4.70 0.483 4.40 0.894 4.50 1.069 0.277 0.841
Price 4.00 1.000 4.00 0.667 3.40 1.673 4.38 0.744 1.011 0.404
Wine tasting 4.14 | 0.690 3.70 1.059 3.80 0.837 4.13 0.991 | 0473 | 0.704
Wine brand 4.00 1.528 3.80 0.919 2.80 1.789 4.13 1.126 1.220 0.322
Wine festivals 3.14 1.574 3.80 0.919 2.00 1.414 3.25 1.165 2.352 0.095
Geographical origin 3.14 1.069 3.60 1.350 2.40 1.342 3.50 1.309 1.104 0.365
Product label 3.86 1.464 3.20 1.135 1.80 1.095 3.63 0.744 3.723 | 0.024*
Family tradition 4.14 0.900 3.20 1.619 1.80 1.304 3.38 1.302 2.985 | 0.049*
Advertising of wine 2.29 0.951 3.80 0.789 2.80 1.789 3.38 1.302 | 2.540 | 0.078

M = mean; SD = standard deviation; **p<0.01; *p<0.05
Source: Authors’ calculations

The respondents were also asked an open-ended
question as to whether their vineyard or winery
was open to the public during their business hours.

The frequencies of their summarised responses are
shown in Table 7.

Table 7 Respondents’ answers to the question ‘Is your winery open to the public during its business

hours?’

Respondents’ answers

Number of respondents

To tourists
Hospitality
Wine tasting and sales

Weddings, meetings, and special events

Winery not open to visitors

11
5
20
4

Source: Authors’ calculations
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The data shown in Table 7 reveal that most of the
respondents offer wine tasting and sales at their
wineries (n=20) and that their wineries are open
for visitors (n=11). Only n=9 winemakers have not
opened their wineries to visitors. Data shown in
Table 7 coincide with the findings of the study by
Cengi¢ et al. (2013)" about the wineries’ offer. The
author of this study found that the relative major-
ity of the vintners were able to offer their guests
wine tasting with professional guidance. Only a
handful of the vintners based in PoZzega-Slavonija
County who participated in the study have their
own restaurants and provide guest accommoda-
tion. In addition to wine tastings and direct sales,
Croatian winemakers should strive for further de-
velopment of wine and gastro-tourism within the
scope of their business activities as this extends the
duration of the tourist season, on the one hand, and
increases the consumption of Croatian wines on
the other (Meler, 2015). Vrontis et al. (2016) argue
that the development of supporting activities such
as wine tourism positively affects the competition
between winemakers in the same region or terri-
tory, encourages knowledge-sharing, and attracts
tourists, thus contributing to the overall develop-
ment of the region.

4. Conclusion

Distribution and promotion are both very impor-
tant elements of the marketing mix. Distribution
channels are used to move wine from a winemaker
to a consumer, while promotion is used to establish
communication between them.

To be competitive on domestic and foreign mar-
kets, Croatian winemakers must increase their

marketing efforts and move from sales-oriented
to market-oriented strategies. The main conclusion
of this study is that, among the surveyed winemak-
ers, the majority do not have a marketing depart-
ment and, while they have a person in their busi-
ness who is in charge of marketing, this person has
no formal education. The surveyed winemakers use
a combination of direct and indirect distribution
channels to sell their wine. The majority of sur-
veyed winemakers sell wine through channels such
as cellar door sales and wine festivals. This type of
sales is particularly attractive for small and medium
winemakers because they can earn higher profits.
However, Croatian winemakers have to adopt new
ways of communication with their customers and
new distribution channels (e.g., the Internet) be-
cause it is evident that the marketing environment
is changing and customers are demanding more
interactive relationships with producers. Many
winemakers are focused on wine production and
distribution, but the promotion of wine is also very
important for maximising sales. The surveyed win-
emakers gave the highest score to the quality and
price of wine. Moreover, they consider that the pro-
motion of wine is expensive. Wine tourism, wine
festivals, and wine tasting as promotional strategies
have a positive and direct influence on winemakers’
business because they provide an opportunity for
businesses to develop new markets and attract new
consumers. Positive indicators are that winemakers
are ready to diversify their production and expand
their offer into the area of wine tourism. In addi-
tion, winemakers must take advantage of family
tradition, product labels, geographical origin, and
wine brand as promotional tools to establish or
protect their reputation on the market.
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ANALIZA DISTRIBUCIJSKIH I
PROMOCIJSKIH AKTIVNOSTI VINARA

SAZETAK

Cilj je rada istraziti i utvrditi na koji nacin vinari u isto¢noj Hrvatskoj koriste marketing u svome poslo-
vanju, analizirati distribuciju i promociju vina te utvrditi koji oblik promocije smatraju najprikladnijim za
promociju vina i daljnji razvoj vinskoga sektora. Za prikupljanje podataka koristena je metoda ankete, a kao
instrument kori$ten je anketni upitnik. Istrazivanje je provedeno na uzorku od n = 30 proizvodaca vina iz
pet Zupanija isto¢ne Hrvatske (Osjecko-baranjske, Vukovarsko-srijemske, Viroviticko-podravske, Pozesko-
slavonske i Brodsko-posavske zupanije). Anketirani proizvodaci vina koriste se kombinacijom izravnih i
neizravnih kanala distribucije prilikom prodaje proizvedenoga vina. Ve¢ina anketiranih vinara vino prodaje
u podrumu vinarije te na vinskim festivalima. Ovakav oblik prodaje posebno je zanimljiv malim proizvoda-
¢ima vina jer na taj nac¢in mogu ostvariti ve¢u dobit. Medutim, istrazivanje pokazuje da hrvatski proizvo-
daci vina trebaju usvojiti nova sredstva komunikacije s kupcima, kao i nove kanale distribucije. Proizvodaci
vina, ako Zele biti konkurentni na trzistu, trebaju razvijati marketinske strategije te prodajnu orijentaciju
pretvoriti u marketing.

Kljucne rijeci: proizvodaci vina, marketing, distribucija i promocija vina, isto¢na Hrvatska
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BALANCED
SCORECARD IMPLEMENTATION
IN PUBLIC SOCIAL MEDICINE

ABSTRACT

Social medicine is a segment of public health services aiming to improve the population’s health through
various preventive programmes and activities. This is why the metrics of performance measurement can
be a challenge, because these are activities with a qualitative outcome that requires a time lag. The research
subject is the assessment of effectiveness of social medicine programmes implemented in the public health
system of the Republic of Croatia. For this empirical research, data were used by the county’s Teaching In-
stitute of Public Health, Social Medicine Department. The department has three basic objectives: to assess
the health and health needs of the population, to develop public health policy, and to ensure the implemen-
tation of effective programmes. The aim of this research is to find the metrics that will be useful for the final
outcome assessment of social medicine activities. The theory and the concept of the Balanced Scorecard
(BSC) are relevant for the field of health care, but there is not much research on applying the BSC in preven-
tive activities, especially those in the field of social medicine. Adjusted Balanced Scorecard is proposed for
improving the effectiveness of performance assessment of current and future results. In a modified BSC, its
perspectives and metrics help to achieve the set objectives and report critical outcomes through a strategic
map. This research confirms the applicability and flexibility of the BSC and contributes to developing a set
of common indicators that reflect the qualitative aspects of activities and enable effectiveness assessment
of social medicine activities.

Keywords: Public social medicine, BSC, efficiency, effectiveness

uring performance and a sort of an innovation that
appeared towards the end of the 20" century. With
its object-related modifications, the BSC model is
still applicable in the 21 century. It is considered a
very efficient management tool for describing, im-
plementing and managing a strategy and the most
discussed conceptual framework for transform-
ing strategic objectives into a set of measurable
and tangible performance measures. The model
is based on four fundamental and logical factors
(called perspectives) in the business process: finan-

1. Introduction

The public health sector has been facing the issue
of rationalisation and the need to measure perfor-
mance for a long time. Health care institutions are
invited to demonstrate their efficiency and effec-
tiveness in providing services for users for whom
they exist. In this regard, finding a suitable meas-
urement system is a challenge and a necessity for
demonstrating the benefits of different health ser-
vices for the community.

The Balanced Scorecard (BSC) introduced by Ka-
plan and Norton (1992, 1993, 1996, 2001) is known
as one of the most commonly used tools for meas-

cial perspective, internal business process perspec-
tive, customers’ perspective, and innovation and
learning perspective. The point is to keep score of
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a set of measures that maintain a balance between
“short and long-term objectives, financial and non-
financial measures, between lagging and leading
indicators, and between internal and external per-
formance aspects” (Kaplan, Norton, 1996b).

Over time, studies became focused on the Balanced
Scorecard in the public sector (Azizi et al., 2012),
which encouraged Kaplan and Norton (2001) to
modify the original model by increasing the num-
ber of perspectives and measures depending on the
concrete vision and strategy of the organisation.
The first article on the BSC in health care settings
was published in 1994 (Gurd, Tao, 2008) and since
then there have been 6,300 documents in which
Balanced Scorecard was associated with health
care, hospitals or community health. With the Web
of Knowledge, there were 87 documents in which
Balanced Scorecard was associated with health
care, hospitals or community health in a document
topic’.

Undoubtedly, the model has been increasingly used
in the health care sector all over the world and ex-
plored as a management tool that can help organisa-
tions to effectively implement strategies (Bisbe, Bar-
rubés, 2012), or develop practical conceptualisation,
mainly for hospitals (Baker, Pink, 1995; Lovaglio,
Vittadini, 2012; Chang et al., 2008; Yilmaz, Erdem,
2015). In their review study, Zelman et al. (2003) con-
cluded that “the theory and concepts of the balanced
scorecard are relevant to health care, but a modifica-
tion to reflect the industry and organisational reali-
ties is necessary”. A decade after Kaplan and Norton
had introduced the BSC framework, a number of
health care organisations in various healthcare set-
tings started to adopt and modify the four quadrants
(Voelker et al., 2001; Weir et al., 2009).

When developing a BSC for public health, the focus
of which is on prevention and health promotion for
the entire population, the proposed BSC is distin-
guished from BSC in other health care systems. In
general, health care systems are specific because
of their importance for the society and, therefore,
the cause-and-effect relationships between fi-
nancial and non-financial measures, internal and
external short-term and long-term goals require
BSC adjustments. As Kaplan and Norton pointed
out, greater focus is placed on the qualitative side
of performance and it therefore became necessary
to develop strategies for the management of an or-
ganisation’s intangible assets. In health care, these
intangible assets primarily include the relation-
ship to customers — users of its services, innovative
programmes and other various types of services,

workforce education, sophisticated technological
support, information technology, supportive or-
ganisational climate, management by objective-
oriented skills, etc.

This paper covers the adaptation of the BSC frame-
work for measuring efficiency in social medicine,
verifying the hypothesis that the adjusted BSC is
suitable for designing and directing strategic and
operational plans in accordance with the mission
and vision of the Social Medicine Department.

2. The complexity of public social medicine

Since the mid-19% century, social medicine has
become an important pattern of public health
services. Over time, meanings of the term “social
medicine” have changed as it was adapted to differ-
ent societies and diverse social conditions. Rudolf
Virchow (1821-1902), one of the greatest patholo-
gists of the nineteenth century, recognised for his
contribution to the understanding of disease at the
cellular level, is considered to be the founder of so-
cial medicine. R. Virchow and his colleagues for-
mulated in the nineteenth century certain common
principles that define the term “social medicine”
(Kosti¢ova, 2015: 12):

+ Social and economic conditions have a pro-
found impact on health, disease, and the
practice of medicine.

+ The population’s health is a matter of social
concern.

« Society should promote health through both
individual and social means.

Sidney and Emily Kark (2006), two famous physi-
cians in the mid-20" century, defined social medi-
cine as a discipline “interested in the health of peo-
ple in relation to their behaviour in social groups
and as such concerned with care for an individual
patient as a member of a family and of other signifi-
cant groups in their daily life. It is also concerned
with the health of these groups as such and with that
of the whole community as a community” The views
of Professor W. Hobson about social medicine have
been topical since 1949. He pointed out that “social
medicine is a branch of medicine which provides a
connecting link with the wider humanities. Its phi-
losophy should permeate all branches of medicine,
for its implications cannot be divorced from any
branch of medical learning” Galdston’s book, “The
Meaning of Social Medicine,” should go a long way
toward dispelling the confusion about differences
between social and socialised medicine. He points

EKONOMSKI VJESNIK / ECONVIEWS

God. XXXIII, BR. 2/2020. str. 409-420



Original scientific article

out very clearly that social medicine encompasses
the whole of present-day diagnostic and therapeu-
tic medicine, and according to some definitions it
includes preventive medicine as well. However, in
addition, social medicine comprises hygiene and
public health. As community services they func-
tion in the social units of a nation, state, city, or lo-
cal community. Nowadays, in the United States and
many other countries with conservative views of the
medical profession, social medicine has also devel-
oped, but the term has not been adopted, but rather
incorporated in the term “public health” In everyday
terminology, social medicine and public health are
synonymous, but is this really the case? Ryle (1943)
thought not. He identified three differences. First,
while public health focused on the environment, so-
cial medicine was concerned with the person, “and
endeavours to study the person in relation to his/her
environment”. Whereas public health was limited to
housing, clean water, and sanitation, social medi-
cine included “the whole of the economic, nutri-
tional, occupational, educational, and psychological
opportunity or experience of the individual or the
community” The second difference is in the level of
interest in disease. Public health was mostly identi-
fied with communicable disease. By contrast, social
medicine had a broader reach — non-communicable
diseases, mental health, and injuries. The third dis-
tinguishing feature was social medicine’s acceptance
of medical social workers: “the organisation of after-
care, and the readjustment of the lives of individuals
and families disturbed or broken by illness” Social
medicine united the clinical with the public. Ryle
summarised the difference between social medi-
cine and public health in this way: “social medicine
extends the interest and alters the emphasis of the
older public health, just as social pathology extends
the interest and alters the emphasis of earlier epide-
miological study” (Horton, 2013). With a number of
modifications to the definition, we are more inclined
towards the definition of A. Stampar (1923), which
is universally accepted and states that “social medi-
cine is a science that examines the interaction of so-
cial relations and pathological phenomena in a na-
tion and finds measures of a social character for the
improvement of national health” (Jonji¢ et al., 2007).

Considering the complexity of social medicine ac-
tivities and, simultaneously, the requirement to
improve efficiency and effectiveness, this research
aims to propose an appropriate metrics. Efficiency
and effectiveness are usually combined for as-
sessing performance in health care. Efficiency is a
performance attribute measured by the relation-
ship between specific public health services (out-

put) and the resources used to create that service
(input). This means using a minimum number of
inputs for a given number of outputs. Therefore,
efficient health care is one that produces a given
level of care, or quantity that meets an acceptable
standard of quality, using a minimum combination
of resources (Ozcan, 2014). Effectiveness evaluates
the outcomes of health care or services and can be
affected by efficiency or can influence efficiency.
The focus in public health and social medicine is
on the impact on overall national health. However,
effectiveness of interventions in health promotion
(HP), as part of social medicine, is often difficult
to articulate, assess, and measure because the out-
comes of any policy, programme or intervention
are often temporally distant from the point of in-
tervention. Moreover, the observed outcomes may
be further complicated by interactions from other
HP efforts or as a result of “natural” evolution or
“history” of the phenomena upon which a HP in-
tervention takes place. Indeed, changes over time
are difficult to detect, measure, and evaluate (Cam-
postini, 2007).

The case study of the Social Medicine Department
is unique and complex, because it is more difficult
to set the parameters for monitoring the activities
and preventive programmes carried out by the De-
partment. The programmes carried out by the De-
partment of Social Medicine within the Institute
are related to a segment or the entire population
covered by the programmes and produce results
only after a number of years. Prevention of various
diseases and preservation of health are the basic
purpose of public health care services that are, like
other public services, constantly under pressure to
increase rationality and be more budget-conscious
while simultaneously improving effectiveness and
increasing quality. The main objective of all the
activities of the Social Medicine Department is to
make a positive shift in the population’s health, and
therefore, work efficiency is difficult to track by fi-
nancial or short-term indicators.

3. Methodology

3.1 Research aims

This study aims to find the metrics based on the BSC
approach that will be useful for the assessment of the
final outcome of social medicine activities. Social
medicine is an integral part of public health servic-
es in Croatia in the framework of the entire health
care system and is oriented to preventive activities.
Public health preventive services comprise different
activities (ecology, epidemiology, microbiology, so-
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cial medicine, school medicine, mental health, and
addictions) organised through departments, within
institutes of public health. Each county has an insti-
tute of public health and in Croatia, there are 21 (20
counties plus the City of Zagreb and the Croatian
Institute of Public Health). Only three of the larg-
est institutes also have an educational function and
are called teaching institutes. Department of Social
Medicine is part of the Teaching Institute of Public
Health in the County of Primorje and Gorski Kotar,
which is the subject of case study in this research.
The Department of Social Medicine has been in-
volved in the entire project of implementation of the
measuring system based on the BSC. Namely, the
Teaching Institute of Public Health developed the
BSC framework with the intention for it to be a man-
agement tool that aligns strategic direction with in-
ternal processes organised through six main depart-
ments: Health Ecology, Microbiology, Epidemiology,
Social Medicine, School Medicine and Promotion of
Mental Health, and Addiction Prevention.

3.2 Study design

This study is a result of the scientific project “A
Model for Measuring the Efficiency of Public
Health Services” carried out from 2015 to 2020.
We first developed a BSC at the level of a single
Teaching Institute of Public Health with the inten-
tion to improve efficiency and ensure continuity
of measurement of key processes. This was a long
process marked by many discussions with the top
and operational management; several workshops
and meetings were held aiming to convince the
department heads of the necessity and purposes
of performance monitoring and measuring. The

Figure 1 Process Activity in Social Medicine

unanimous opinion was that there was always
room for improvement, although progress had al-
ready been achieved. Moreover, some of the ser-
vices are also provided in the private sector, which
has become more and more competitive. For this
reason, the staff agreed that there was a need for
quality improvement of various services in order
to satisfy the users.

However, creating a BSC at the level of the entire
Institute was a demanding task due to the com-
plexity of the process of public health services.
Various services have inputs and outputs which
are quantitatively expressed in a different manner;
for example, inputs: number of samples, interven-
tion, programme, costs, and outputs: number of
analyses, examinations, finished programmes, edu-
cation, reports, income. Also, some outcomes are
evident immediately, but some require a time lag.
Therefore, the effects expressed naturally cannot
be observed as a sum, but rather individually or ex-
pressed through the financial aspect of the effects,
i.e. revenue or income. For this reason, each depart-
ment has created its own strategic map in line with
its mission and vision designed according to the vi-
sion and perspectives developed at the level of the
entire Teaching Institute.

Social medicine outcomes are evident through a
number of activities expressed in various quantita-
tive measures, such as the number of prevention
activities, children’s examinations, workshops etc.
The advantage of BSC is that it enables continuous
monitoring of non-financial indicators, possibility
to focus on key performance indicators showing
how the Institute translates its vision and strategy
into concrete actions.

INPUT PROCESS [— OUTPUT

!

|

» Competitive

» Examinations

* Increase/decrease
number of
individual actions

Source: Authors

employees * Training * Correction within Public
X (workshop, health
* Information . the process
promotion . health
* Assets o * Quality level .
activities) monitoring 1mprovements
« Financial data
assessment
Efficiency Effectiveness
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Given that the primary objective of all public health
activities of the Social Medicine Department is to
improve the health status of the population, moni-
toring the final result or outcome is of particular
importance. The outcome is easier to track in pre-
ventive health programmes organised and imple-
mented independently. Self-evaluation is carried
out throughout the programme, which also allows
quick interventions and, if necessary, corrections of
activities. The presented activities (Figure 1) can be
applied to the entire Social Medicine Department.

Inputs are highly trained employees who by adequate
means based on statistical data on the trend of a phe-
nomenon and the assessment of a possible interven-
tion create and carry out the entire programme and
define its ultimate goal. The programme consists of
different activities: examinations, awareness-raising
events, carrying out workshops, holding lectures,
promotion, disseminating health care messages
through the media and social media. During the im-
plementation, outputs are monitored that can also be
different, depending on the programme, and show
an upward or downward trend of a phenomenon, the
level of quality of the conducted activities, and finan-
cial indicators. During the period of implementation
and monitoring of results of the implementation of
the programme, oscillations in the interval outcomes
become evident, which momentarily becomes a rea-
son for a change in the way of implementing the pro-
gramme and its improvement, aiming to achieve the
best results possible.

All public health programmes have a common out-
come — improving the health status of the popu-
lation and early disease detection. Outcomes are
generally achieved after a longer period of time and
are mostly measured qualitatively. For example,
the outcome of the Programme of Improvement
of Oral Health of Children is an improvement of
the oral state indicator. The most important input
of the programme are experts designing it on the
basis of statistical data on health, showing that oral
health of school children is below the level pre-
scribed by the World Health Organisation. The ac-
tivities conducted in the programme are examining
children’s teeth, teaching them how to brush them
properly, issuing referrals, and treatments. Further-
more, the programme is also accompanied by pro-
motional materials; brochures, picture books, radio
and TV broadcasts, newspaper articles. Lectures
and workshops are organised for the parents at
which they learn how to protect the health of their
children’s teeth. An output is the number of exam-
ined children, the number of children with healthy
teeth, the number of children that need a dentist’s

intervention, and monitoring and quality control
of the conducted examinations. Another output is
the number of publications and appearances in the
media. The outcome to increase the number of chil-
dren with healthy teeth is the ultimate goal of the
programme, set at the beginning of its implemen-
tation. Other preventive programmes are carried
out in a similar manner: Early Breast Cancer and
Colon Cancer Programme, Cardiovascular Disease
Prevention, Early Melanoma Detection, Osteopo-
rosis Prevention and Early Detection of Osteopo-
rosis. The outcome can also be monitored in these
programmes (e.g., an increased number of early
detected cancers, which directly contributes to the
reduction of mortality from these diseases).

4. Results

4.1 BSC creation

Due to the complexity of social medicine activities,
the application of BSC was demanding. We started
with the mission and vision designed according to the
mission and vision of the entire Teaching Institute:

Mission: To preserve and promote health of all citi-
zens and visitors to the County

Vision: Being the leader in improving the health
status and quality of life in the County

The second step in our research according to the
already set perspectives (Figure 2) was to create the
BSC and the strategic map. These main perspec-
tives are common to other departments due to
comparison of effectiveness:

+ Users and other stakeholders — The pri-
mary perspective that verifies the mission
and ensures the vision has been achieved.
Customer satisfaction is the most important
goal of the realisation of all activities. It is
not just a matter of a subjective feeling, but
an indicator that programmes and activities
are conducted and that they are considered
necessary by the users. It is necessary to in-
crease the number of new programmes and
promote them.

+ Financial management — Financial manage-
ment is a common perspective across depart-
ments and in line with the institute’s policies.
It is important to secure sufficient funds for
implementation of the programmes and ac-
tivities within the programmes, and, where
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possible, to increase revenues from activities
on the market.

+ Quality of internal processes and organisa-
tion — Quality of processes and organisation
is of utmost importance for competitiveness
in the market, but also for creating customer
and shareholder’s satisfaction. The standards
introduced indicate that the institute guaran-
tees the quality of its activities.

+ Learning and development of innovation
- one of today’s fundamental priorities is to-
create a climate that supports organisational
changes, innovation, and growth. External
and internal training and a number of innova-
tive solutions are considered as benchmarks.

According to the set perspectives at the level of the
Teaching Institute, the objectives were discussed
and accepted in the Social Medicine Department
(Table 1):

Table 1 Perspectives and Objectives of the Social Medicine Department

PERSPECTIVES

OBJECTIVES

Users and other stakeholders (US)

1. Increase customer satisfaction through quality of services provided

2. Increase the number of preventive public health services and
programmes

3. Improve the promotion of programmes

Financial management (FM)

1. Ensure sufficient financial resources to provide quality services
(mandatory health insurance and the budget)

2. Increase revenue from services on the market

Quality of internal processes and
organisation (PO)

1. Certify, accredit and integrate a new management system

2. Improve the staff structure (ratio between health care professionals
and non-health care professionals)

Learning and development of

1. Increase external and internal trainings

innovation (LI) 2. Introduce innovative solutions

Source: Authors

Objectives were developed for each of the set per-
spectives and the initiatives are explained in the fol-
lowing text.

Users and other stakeholders (US):

It was important for us to measure the satisfac-
tion of programme users. This objective is easily
measurable, because after each activity within the
programme, we monitored the satisfaction through
questionnaires, measured by a 1-5 scale. The pro-
grammes implemented by the Department are
aimed at the general population. They often repre-
sent an intervention in the health care system aim-
ing to provide users with an examination, education
or an activity that they cannot obtain in the public
health care system or that they would have to wait
for a long time. It is important to introduce new
programmes to improve the health of the users by
promoting a healthy lifestyle, preventing the onset
of the disease or achieve early detection. These pro-
grammes include, for example, Early Detection of

Breast Cancer, Prevention and Early Detection of
Colon Cancer, Prevention and Early Detection of
Cervical Cancer, Improvement of Oral Health of
Children, Prevention and Early Detection of Osteo-
porosis, Prevention and Early Detection of Melano-
ma, Prevention of Violence... All programmes of the
Department are carried out in co-operation with
the media that disseminate information, monitor
the progress of programme implementation and in-
form the public of the achieved results.

Financial management (FM):

The funds for the implementation of the programme
are secured from the budget and own sources.
A part of the budget revenues is provided by the
Croatian Health Insurance Fund that funds three
health teams, each comprised of a doctor special-
ised in public health and a nurse. The second part
of budget revenues comes from local sources (from
the County budget). Own revenues are generated
from market activities by offering programmes to
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local self-government units, companies, associa-
tions, which can be influenced by better marketing.

In order to improve the management of financial
resources, there is a need to implement cost con-
trolling per each service. Through PR services, it
is possible to increase financing from non-public
funds — services offered in the market.

These services are offered as programmes like Pre-
vention of osteoporosis in women, Early detection
of melanoma, Golden Age, Prevention of Violence,
Health picture of a municipality or city.

Quality of internal processes and organisation (PO):

The quality of processes and organisation is moni-
tored through the introduction of new certifica-
tion and management systems. All procedures are
monitored by the Quality Department and are in
the common interest of all departments since they
have a significant impact on the acceptance of so-
cial medicine programmes in the market. The ob-
jective of improving the staff structure has been set
regarding the ratio of health care professionals and
non-health care professionals, since the latter cur-
rently outnumber the first group.

Given that the Department mainly implements
health programmes, a larger number of health pro-
fessionals are also needed. In other institutes in
Croatia, the situation is different, primarily due to
differences in organizational structure and types of
programmes implemented.

Namely, numerous activities in the field of public
health are also a subject of interest of economists,
lawyers, and other experts, but the activities related
to the improvement of health of users in the narrow
sense are conducted exclusively by health care pro-
fessionals who are in short supply. An appropriate
ratio also requires defining the process architecture
at the strategic and operational level. It depends on
the number of programmes that are directly related
to improving the health status of the population,
which can only be carried out by healthcare profes-
sionals (diagnostic procedures, examinations etc.).

Learning and innovation development (LI):

Learning and innovation development is important
for increasing the quality of work of all employees
in the Department. Training — external and inter-
nal — is an objective that, along with the introduc-
tion of innovation, is a foundation for improving
and increasing the number of all activities. External
trainings include workshops, courses, education,

etc., attended by employees outside of the Institute,
upon which they transfer new information to oth-
er employees in the department through internal
training. Innovations are related to new activities
within the existing programmes, new programmes,
new software, or introduction of new quality sys-
tems. An internal policy may encourage speciali-
sations and development of scientific research. A
reward system can be applied to encourage innova-
tive solutions.

For now, there is no reward system and workers are
expected to continually upgrade existing and intro-
duce new programmes. Thus, all work is based on
the personal level of employee motivation and not
on targeted personal policy.

4.2 Adjusted metrics

It was suggested by Kaplan and Norton (1996) that
a BSC should not exceed four or five indicators for
each perspective — a total of 20 to 25, but Gurd
and Gao (2008) found a great number of measures,
from 13 to 44. Our approach was to measure each
of the set objectives by a properly defined efficiency
indicator. Indicators are selected with the aim to
monitor all activities at the department level and
are not directly related to performance outcomes.
Efficiency is a measure of rationality and, basically,
easy to understand — maximisation of valued out-
puts with as little input as possible, but it is often
difficult to make them work in real-life situations.
According to Cylus et al. (2016: 241), better effi-
ciency measurement and greater understanding of
how to interpret efficiency indicators are essential
for developing more focused and effective poli-
cies towards enhancing efficiency. They propose a
framework for the assessment of efficiency metrics
that includes the entity to be assessed, outputs and
inputs under consideration, external influences on
achievement, as well as the links to the rest of the
health care system. Starting with the first element,
we assessed the Department of Social Medicine
as one of DMUs within the Teaching Institute of
Public Health which is a part of the comprehensive
health care system. Considering the overall health
policy in Croatia, especially the funding policy and
population’s needs and requirements, outputs and
inputs were analysed separately for each DMU in-
cluding the Department of Social Medicine. In ac-
cordance with the set vision, inputs and outputs
within the processes, the set objectives are measur-
able.
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Table 2 Objectives and Measures at the Level of the Department of Social Medicine

Mission: To preserve and promote health of all citizens and visitors to the County through public health programmes.
Vision: Being the leader in improving the health status and quality of life of the population in the County
PER. | OBJECTIVES MEASURES TARGET
Increase customer satisfac- | ¢ customer satisfaction rating (survey; 1-5) 46/5
US1 | tion through the quality of | « number of current complaints / number in the 2;)‘y
services provided previous year ’ ¥
» number of actions/activities in the current year
(workshops, lectures, public health activities) /
Increase the number of .
; ) previous year
US2 | preventive public health . L o 5%
us . » number of actions / planned activities in the cur-
services and programmes A
rent year (workshops, lectures, public health ac-
tivities)
« number of promotional activities in the current
US3 Improve the promotion of year (media and social media) / previous year 5o
programmes « number of promotional activities in the current ’
year (media and social media) / plan
Provide sufficient financial
ML | Fesources for quality ser- « average value (in HRK) per CHIF* team « xEUR/year
vices (mandatory health « the share of CHIF’s income in total revenue o xy%
insurance and the budget)
FM « share of market revenue per programme / total xy%
. )
revenue
Increase revenue from .
FM2 . « share of market in total revenue
services on the market . 5%
» amount of invoiced services / number of employ- EUR
ees in the provision of services © X
Certify, accredit and in- » number of implemented management systems / 100% of th
. of the
PO1 | tegrate new management number of planned management systems (ISO / ) 0
an
PO systems IEC 17025, ISO 9001, ISO 14001) P
Improve employment « share of health care employees in the total num-
PO2 + 50%
structure ber of employees
Increasing external and » number of internal trainings / number of exter-
LI1 K . . « more than 1
internal trainings nal trainings (congresses, conferences...)
LI
LI Increasing innovative « number of innovations (methods, procedures, 3
solutions analysis, processes ...) per programme

* CHIF: Croatian Health Insurance Fund
Source: Authors

Target values are defined on the basis of average
results in the past three years and taking into con-
sideration the environment situation set until 2022.
The programmes included in the strategic map
are the following: Cardiovascular Disease Preven-
tion, Prevention and Early Detection of Melanoma,

Prevention and Early Detection of Osteoporosis,
Prevention of Violence. Each programme consists
of several activities (workshops, lectures, forums).
Programmes are presented to the public through
workshops, forums, and other events using vari-
ous promotional activities (television broadcasts,
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radio shows, newspaper articles, brochures, etc.).
Financial management is crucial for the implemen-
tation of programmes and activities. Social medi-
cine activities are funded, as other public services,
through the Health Insurance Fund, county and
city budget; these revenues are constant. There is
a smaller share of revenues from market activities.
Certification, accreditation and implemented man-

Table 3 Number of Initiatives for Each Objective

agement systems ensure better quality, which is a
prerequisite for better quality of services. External
and internal trainings encourage development and
scientific research on innovation. The structure of
employees is important, and efforts are made to in-
crease the share of health care professionals. The
described objectives can be achieved through the
elaborated initiatives.

Initiatives INITIATIVE INITIATIVE INITIATIVE INITIATIVE
Objective 1 3 4
US1 .
Us2 . . .
uS3 .
FM1 .
FM2 B .
PO1 .
PO2 .
LI1 .
LI2 .

Source: Authors

Initiatives from the perspective of users and other
stakeholders are aimed at improving preventive
actions, attracting new users, initiating changes in
the regulatory framework, optimising the person-
nel structure, and new organisational solutions for
promotion. From the perspective of financial man-
agement, the aim is to establish better controls and
cost monitoring for each service in order to achieve
better cost effectiveness. Activities that increase the
share of revenues from the market are encouraged.
The implementation of management systems and
staffing activities for health care professionals are
initiatives that improve the quality of the process.
Finally, internal policy and an appropriate reward
system should encourage the development and sci-
entific research.

5. Discussion and conclusion

The basic purpose of public health services is pre-
vention of various diseases and preservation of

health. They encompass the entire population and
differ from other health care areas that are more fo-
cused on patients and treatments. Prevention activ-
ities are like other public services, constantly under
pressure to increase rationality and be more budg-
et-conscious, while simultaneously improving effi-
ciency and quality. Efficiency leads to satisfaction of
public health care users and is ultimately measured
through outcomes which can be affected or influ-
enced by efficiency. Both efficiency and effective-
ness are measures of successful performance and
influence each other. However, although efficiency
is easier to measure, in most public health care ser-
vices, it is still reduced to a numerical expression
without continuous monitoring of the results, and
their ultimate goal is measuring outcomes.

In this study, we used the BSC as a proven manage-
ment tool, even in health institutions, to measure
efficiency of the activities in a specific part of pre-
ventive health care services — social medicine. Our
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study has confirmed the set hypothesis: namely,
due to the complexity of social medicine activities,
adjusted BSC is suitable for efficiency assessment
and achievement of the final outcome in accord-
ance with the set mission, vision, and goals. The
study has also confirmed that the proposed metrics
is possible with the implementation of an appropri-
ate information system. Although failures in the
implementation of the BSC have been attributed to
poor design and difficulty of implementation, this
case study has refuted these arguments. The only
obstacle, which is not negligible, are employees
who need to get used to extra work — recording the
data used for measures. In this study, social medi-
cine is represented by public health organisational
units that have partially secured funds from the
budget. A share of the revenues can be generated in
the market, but there is lack of marketing activities,
in part due to lack of experience in market activities
of employees in the public sector.

A limitation in this research is lack of adequate
literature regarding measuring of the results or
effects in social medicine. No study covering the
implementation of the BSC was found, which is an
encouragement for further research in this area.
The intention is to use Data Envelopment Analysis
(DEA) for comparative analysis of the assessment
of relative effectiveness of individual programmes
at the level of all 22 public health institutes in Croa-
tia.
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Suzana Jankovic

IMPLEMENTACIJA BALANCED SCORECARDA
U JAVNOJ SOCIJALNOJ MEDICINI

SAZETAK

Socijalna medicina dio je javnozdravstvenih usluga ¢ija je svrha pobolj$anje zdravlja populacije kroz ra-
zli¢ite preventivne programe i aktivnosti. Zbog toga je metrika mjerenja rezultata poslovanja svojevrsni
izazov bududi da se radi o aktivnostima s kvalitativnim ishodom koji zahtijeva vremenski odmak. Predmet
istrazivanja je ocjena ucinkovitosti programa socijalne medicine, primjenjenih u javnozdravstvenom su-
stavu Republike Hrvatske. Za ovo empirijsko istrazivanje koristili su se podatci Nastavnog zavoda za javno
zdravstvo odjela Socijalne medicine. Odjel ima tri osnovna cilja: ocijeniti zdravlje i zdravstvene potrebe
populacije, unaprjedivati javnozdravstvenu politiku i osigurati u¢inkovitu primjenu programa. Cilj je ovog
istrazivanja pronadi metriku koja ¢e biti korisna za ocjenu konac¢nog ishoda aktivnosti socijalne medicine.
Teorija i koncept Balanced Scorecarda (BSC) su relevantni za podrudje javnog zdravstva, ali nema puno
istrazivanja primjene BSC-a u preventivnim aktivnostima, posebno onih koji se odnose na socijalnu medi-
cinu. Kako bi se poboljsala u¢inkovitost ocjene tekucih i bududih rezultata rada, predlozena je prilagodena
BSC metoda. Modificirana BSC tj. perspektive i metrika uz pomo¢ strateske mape pomazu u postizanju
postavljenih ciljeva kao i izvjeStavanju o klju¢nim rezultatima. Ovo istrazivanje potvrduje primjenjivost
i fleksibilnost BSC-a i doprinosi razvoju niza zajednickih pokazatelja koji odrazavaju kvalitativna gledista
aktivnosti i omogucavaju mjerenje ucinkovitosti rezultata rada socijalne medicine.

Klju¢ne rijeci: javna socijalna medicina, BSC, uc¢inkovitost, djelotvornost
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EMPIRICAL STUDY

OF THE EFFECTIVENESS

OF UNCONVENTIONAL

THEATRE MARKETING ACTIVITIES
TARGETING GENERATION Y

ABSTRACT

Cultural institutions, specifically theatres, which are the main focus of this research paper, are struggling
to find the best way to approach and attract the audience, in particular the young audience (in this case
Generation Y). The authors of the paper believe that unconventional marketing has potential as a tool of
communication with the audience in terms of both future research and practical application. Unconven-
tional marketing can be used for the benefit of not only the theatres, but also the whole society by building
a theatre audience and in general by raising awareness of the role cultural institutions play in the economic
development of a country.

Based on empirical research of city and national theatres in the Republic of Croatia, the objective of this
paper was to identify and understand unconventional marketing and determine if it can be a useful market-
ing tool for communication with Generation Y. The research focused on two types of theatres (i.e. city and
national theatres) and comprised two surveys, one for theatre employees, n=41, and the other for Genera-
tion Y, n=285. Research hypotheses were focused on analysing the effectiveness of both promotional meth-
ods used by the theatres and unconventional marketing targeting Generation Y. Research results indicate
that theatres have not adapted their promotional activities to Generation Y. However, they also show that
unconventional marketing has great potential in both groups with respect to theatre events. Psychometric
analysis confirmed the good metric properties of the proposed Theatre PUMA Scale, which measures the
potential of unconventional theatre marketing.

Keywords: Marketing in culture, unconventional marketing, factor analysis, Generation Y, theatre
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1. Introduction

Almost all sectors of the creative industry come
together in theatre events and performances. Ac-
cording to Horvat et al. (2018), the creative indus-
try contributes, inter alia, to the development of
economy as a whole, has an export potential, and
is based on innovation and talent development.
Innovation is the key component that theatre mar-
keting professionals have been increasingly relying
on. In 1974, the Ford Foundation developed a new
approach to potential theatre-goers that has been
referred to by different names in the literature, in-
cluding “unconventional marketing” and “uncon-
ventional promotional activities”

This paper contributes to a theoretical explanation
as well as to an overview of definitions of uncon-
ventional marketing and Generation Y by providing
an analysis of relevant work.

The research is based on two parallel surveys
conducted in two research groups. Group 1 an-
swered questions related to promotional activi-
ties of theatres (theatre marketing professionals, n
= 41), whereas Group 2 questions related to their
perception and the usefulness of information they
received about theatre events (Generation Y, n =
285). A total of 326 respondents participated in the
two surveys. Multivariate statistical methods were
used to explore the potential of unconventional
promotional activities, compare the two research
groups, and identify different approaches to the un-
derstanding of theatre marketing.

The paper comprises seven sections. Sections 1
is the Introduction, followed by a description of
theatre marketing, including its definition and past
studies given in Section 2. Section 3 gives a descrip-
tion of unconventional (guerrilla) marketing, while
Section 4 is dedicated to a review of relevant work
discussing Generation Y. Sections 5, 6 and 7 focus
on methodology, research results and discussion,
and conclusion, respectively.

2. Theatre unconventional marketing —
theoretical background

One of the first marketing studies, which was con-
ducted by the Ford Foundation to establish the
impact of ticket prices and other factors (such as
visitor income) on theatre attendance and audi-
ence, dates back to 1974. Other authors explored
the same topic in the 1980s and the 1990s. Withers

(1980), Levy-Garboua and Montmarguette (1996)
and Gapinski (1986) looked into ways how leisure
activities such as reading, cinema and recreation
affect the audience and their coming to theatre
performances. On the other hand, Bonato (1990)
investigated the impact of visitors’ education on
theatre attendance. Felton (1989) studied the effects
of ticket prices on theatre subscribers and non-sub-
scribers, and Thorsby (1989) analysed the impact
of the quality of theatre plays on attendance. More
recently, Walmsley (2011) looked into the motiva-
tion that attracts visitors to theatres, Leko Simié
and Bilo$ (2017) explored the use of websites to at-
tract a young audience to the theatre, and Besana
et al. (2018) investigated the impact of social media
promotion on theatre attendance.

According to Kerrigan et al. (2004), a business tactic
is the essence of theatre marketing. This implies the
tactic of successful selection of marketing tools and
the manner of communication with the environment.

According to Luki¢ (2010), theatre marketing is the
procedure of selling tickets or services to the viewer
(the consumer). The same author asserts that thea-
tre marketing uses tools like promotion, advertis-
ing, public relations and audience relations.

The same author suggests a possible explanation
that theatre marketing is based on sales but also
on successful communication with the viewers that
can ultimately contribute to attracting viewers and
selling tickets and services.

Studies of theatre marketing in Croatia can also be
found; according to Leko Simic et al. (2018), if thea-
tres want to be more successful in marketing perfor-
mance, they have to implement marketing strategies
that are more oriented towards young audiences.
Another Croatian study (Meler, 2006) shows that a
young audience is highly demanding about cultural
programmes. When cultural institutions in Croatia
are trying to reach their audience via social media,
social media are an infallible tool for planning mar-
keting activities, a great tool for building a business
image, a suitable communication channel in crisis
situations, and they can encourage people to visit
cultural institutions (Njiri¢, 2017).

The word “guerrilla” originates from Spanish and
it means “a small war” (Hutter, Hoffman, 2013) or
a war fought by small independent armed groups
outside of the regular army (Ani¢, 2000). According
to Schulte (2007), the word “guerrilla” represents a
group that uses aggression to implement their be-
liefs and ideologies.
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The release of “Guerrilla Marketing” by author Jay
Conrad Levinson in 1983 introduced a revolution
that presented two ideas: a) marketing does not
have to be expensive to be successful, and b) selling
is the easiest job in the world.

Today, guerrilla marketing is a subject of interest
for many scholars (and practitioners such as en-
trepreneurs, managers, etc.), but Kuttelwascher
(2010) believes that it has not been sufficiently ana-
lysed from a scientific point of view. According to
Anlager and Engel (2013) and Baack et al. (2008),
guerrilla marketing is a synonym for unconvention-
al marketing.

Nowadays, guerrilla marketing is also considered to
be an art based on a grand idea, but it can also be a
strategic tool of marketing departments for target-
ing a specific audience group. Guerrilla marketing
is based on creative marketing, and the key to crea-
tive marketing is an intelligent and cunning strategy
(Levinson, 2008).

Typical guerrilla marketing strategies are drastic
(Guerrilla online, 2015), provocative (Hutter, Hoff-
mann, 2011), unexpected (Schwarzbauer, 2009),
catchy (Huber et al., 2009), rebellious (Meier, 2014),
untraditional (Sandber, Stierna, 2006) and unusual.
They cause surprises in unexpected situations and
in unexpected places to impressively create interest
in one’s surroundings. Bruhn et al. (2009), Bartizan
(2009), Omar et al. (2009)!, Prevot (2009), Andrews
(2011) and Serazio (2009) also place emphasis on
the effect of surprise.

Levinson (2008), Patalas (2006) and Jackel (2007)
consider guerrilla marketing campaigns to be fun-
ny, witty and spectacular.

Unconventional marketing aims to surprise people
(to replace the sarcastic eye rolling with a mouth
wide open in surprise (Margolis, Garrigan, 2008:
16)) and requires exceptional creativity and inno-
vation. It can give cultural institutions a great and
unsurpassed advantage, security in an uncertain
market, as well as speed and ease of communica-
tion with the users of their services. Unconven-
tional marketing strives to shock (Jurca, 2010) and
change entrenched assumptions about marketing
(Cova, Saucet, 2014). The business philosophy of
unconventional marketing is to achieve maximum
results with minimum costs.

The most important difference between conven-
tional and unconventional marketing is the state of
mind. The fundamental idea of guerrilla marketing,

as the name itself suggests, originated from guer-
rilla warfare in which atypical tactics were used to
achieve goals. In his book “Guerrilla Warfare” writ-
ten in 1960, Che Guevara defined guerrilla tactics
as achieving victory over the enemy using the effect
of surprise (Huber et al., 2009) and tactical flexibil-
ity, which is necessary to suddenly and unexpect-
edly attack a place where an attack is least expected,
in a way that is not expected, and to very quickly
withdraw from the place (Luki¢, 2010).

In the years that followed, marketing became in-
creasingly focused on consumers rather than on
competition, and this trend is evident in guerrilla
marketing as well (Solomon et al., 2009). In its his-
tory, guerrilla marketing has helped not only SMEs
survive in a challenging market, but also theatre
groups and private theatres when they could not
afford classic elements of marketing, when they
were short of funds, or when they simply wanted
to strengthen their existing marketing without ad-
ditional investments.

Ay et al. (2010) claim that, with the help of guerrilla
marketing, companies strive to form a kind of mar-
keting management that is dynamic and sensitive to
consumer needs.

Guerrilla marketing is a different and alternative
way of thinking (a technique or a method) that
achieves conventional goals by unconventional
methods and prefers extensive energy and imagina-
tion over a large budget (Buljubasi¢, 2015).

Definitions of guerrilla marketing by all authors
mentioned above are obviously similar, defining it as
unexpected, personalised marketing and the oppo-
site of traditional marketing. Such marketing seeks
to achieve and maximise conventional goals by using
unconventional methods and a smaller budget.

It is important to note that guerrilla marketing is a
new and fresh way of thinking as opposed to tradi-
tional marketing. Guerrilla marketing puts imagina-
tion and creativity first in order to achieve the desired
goals through unconventional methods and mini-
mum investments in the target audience or group.

When it comes to the relation between unconven-
tional marketing and cultural institutions (mu-
seums, galleries and theatres) in the Republic of
Croatia, according to Buljubasi¢ et al. (2016), lack
of experience and knowledge was identified as the
biggest barrier to implementing and using uncon-
ventional marketing.
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3. Generation Y — a review of relevant studies

Generation Y refers to the generation born from
the early eighties (around 1983) to mid-nineties
(around 1996), also known as “the millennials” For
the purposes of this paper, the authors considered
reflections of several authors on Generation Y and
gave their critical review.

According to Postolov et al. (2017), Generation
Y thinks and learns differently from the preced-
ing generations, in particular due to the rapidly
changing, highly technological environment in
which they have been raised. Postolov et al. (2017)
agree that Generation Y has not lived in a world
without computers, the Internet, DVDs and cell
phones. This research study supports the previ-
ous definition to some extent, because Generation
Y did not spend its childhood in the time of the
Internet (the Internet just started to evolve), but
only started to use the Internet, DVDs and cell
phones in their adolescent years (as opposed to
Generation Z, who had access to all of the above
from early childhood).

According to Stoyanov and Stanoeva (2016), Gen-
eration Y is more price sensitive when it comes to
theatre attendance, and the reason is their financial
status. This generation refers to either new gradu-
ates looking for a full-time, permanent job, or par-
ents with small children.

When it comes to relations between unconventional
marketing, ie. guerrilla marketing, and purchase
intention of Generation Y, according to Tam and
Khuong (2015), creativity, emotional arousal and
message clarity in advertising have a direct positive
impact. Milak and Dobrini¢ (2017) dealt with a simi-
lar topic (customer perception of guerrilla market-
ing) and drew a conclusion that guerrilla marketing
was mostly perceived by Generation Y and that crea-
tivity plays an important role in attracting attention.

An analysis of marketing strategies available for the
four largest Croatian theatres reveals the existence
of an element of unconventional marketing appli-
cation. However, promotional activities using con-
ventional and unconventional theatre marketing do
not indicate the existence directed towards either
target groups or Generation Y.

Consequently, spending on arts is not a priority in
their budget. Thus, the authors set three main hy-
potheses:

H1: Theatres in Croatia target Generation Y with
their promotional activities.

H2: Unconventional marketing has a great potential
in theatres.

H3: Theatre professionals and Generation Y disa-
gree as to the importance of different approaches to
promotional activities of theatres.

On the one hand, the lack of previous specific em-
pirical research about unconventional i.e. guerrilla
marketing in cultural institutions remains a limita-
tion of the study (because of the impossibility to
compare the results with previous findings), but on
the other, it means that this research has provided a
significant theoretical contribution.

4. Methodology

The authors conducted two parallel surveys in the
Republic of Croatia to test the hypotheses and ad-
dress the objectives set in this paper. Both were fo-
cused on assessing the perception of promotional
activities of theatres. The first survey was focused
on theatre marketing professionals and their views
about the organisation and effectiveness of various
promotional activities of theatres. They comprise
the first group (n, = 41). In line with the formulat-
ed hypotheses, the second survey was focused on
Generation Y (n, = 285).

4.1 Group 1: Theatre experis

According to the Theatre Register maintained by the
Croatian Ministry of Culture, there are five national
and 28 city theatres operating in Croatia. Consider-
ing the topic of the study, it was not difficult to in-
clude all relevant professionals in the sample. The
authors used a structured online questionnaire on
SurveyGizmo to collect the data. Since not all thea-
tres have marketing departments, invitations to par-
ticipate and links to the survey were sent to email
addresses of theatre managers and/or heads of mar-
keting. Persons working in marketing in the selected
theatre institutions were eligible for participation.

Content validity of the questionnaire was tested in
a focus group consisting of three theatre market-
ing professionals. The structured questionnaire
consisted of the following four sections: 1) Demo-
graphic and business characteristics — 10 items; 2)
Promotional activities of the theatre — 27 items; 3)
Views about the audience — 19 items; and 4) Un-
conventional marketing — 24 items. SurveyGizmo
estimated that the questionnaire would take an av-
erage of 13 minutes to complete.

The research study was conducted from December
2018 to February 2019. A total of 44 persons filled in
the questionnaire, and 41 questionnaires met the crite-
ria for further analysis (i.e. more than 90% responses).
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Table 1 Sample description: Group 1 — Theatre professionals

Variable ‘ n ‘ % Variable ‘ n ‘ %
Gender Educational background

Male 13 31.7 Economics 30 73.2
Female 28 68.3 Arts 6 14.6
Educational level Engineering 2 4.9
High school 2 49 Other 3 7.3
Two-year university degree 4 9.8 Marketing department

Four-year university degree 25 61.0 Yes 37 90.2
Master’s degree 10 24.4 No 4 9.8

Source: Authors’ research

The majority of survey respondents held univer-
sity degrees (more than 85%), worked in marketing
departments (90.2%) and had an educational back-
ground in economics (73.2%) or arts (14.6%). Their

job titles were analysed (Table 2) to determine their
eligibility for participation in the survey. Partici-
pants were expected to work in marketing-related
roles.

Table 2 Job titles
Job title n % Cumulative %
Promotion/Sales Director 22 53.66 53.66
Marketing Associate 9 21.95 77.61
Head of Public Relations 8 19.51 97.12
Theatre Manager 2 4.88 100.00

Source: Authors’ research

Even though the respondents do not hold manage-
ment positions in their institutions, the majority of
them (97.12%) are employed in positions related to
theatre marketing. The respondents stated that the
average number of employees in theatre market-
ing was almost three (Mean = 2.66; St. deviation =
1.493). Theatre professionals also recognise that
only 26.8% of them used unconventional marketing
methods in their previous marketing activities, while
73.2% of respondents did not use or do not know if
they used any unconventional marketing methods.

4.2 Group 2: Potential visitors (Generation Y)

The youth population, or Generation Y, was asked
to evaluate the effects of the theatre promotional
activities. The authors of the paper collected data at
national level. The survey team leader visited three
Croatian universities (Osijek, Varazdin, Rijeka) and

held meetings with Generation Y members to pre-
sent the survey in coordination with their course
teachers. The survey team leader invited the re-
spondents to take part in the survey, explained the
sections of the questionnaire and the meaning of
the measurement scales, assured them that the sur-
vey was anonymous, and finally asked them to be
honest in their responses. Data was collected by the
“pen-and-paper” method in January and February
2019 (n = 285).

A highly structured questionnaire comprised the
following five sections: 1) Evaluation of cultural
events — 37 items; 2) Getting informed about cul-
tural events — 2 items; 3) Theatre events — 39 items;
4) Unconventional theatre marketing — 18 items; 5)
Lifestyle and socio-demographic characteristics —
18 items.
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Table 3 Sample description: Group 2 — Generation Y

Variable ‘ N ‘ % Variable ‘ n ‘ %

Gender One’s own income

Male 75 26.3 Yes 163 57.2
Female 208 73.0 No 118 414
Student status Living standard

Full-time student 135 474 Below average 13 4.6
Part-time student 147 51.6 Average 234 s21

Above average 34 11.9

Educational background Visits theatres*

Humanities 214 75.1 Yes 186 65.3
Arts 71 24.9 No 99 34.7

* In the last 12 months
Source: Authors’ research

The respondents were undergraduate and gradu-
ate university students. The majority were women
(73%) with an educational background in humani-
ties (75.1%) and their own income (57.2%). The
average participant age is consistent with Genera-

Table 4 Interest in cultural events

tion Y, which is the subject of this analysis (Mean
= 26.25, St. deviation = 3.074). As the majority of
the respondents visited a theatre at least once in the
past 12 months (65.3%), their interests in attending
different cultural events are shown in Table 4.

Event n Mean St. deviation
Cinema 282 4.59 654
Concert 283 441 .830
Sports event 280 4.15 1.176
Theatre 283 4.00 1.077
Book 284 3.72 1.260
Museum or gallery 282 3.68 1.203
Xz;f;ﬁiléstening to a cultural radio/TV 281 358 1.988

Source: Authors’ research

The respondents’ interest in cultural events were
measured on a 5-point Likert scale. The respondents
express the highest rate of interest in the cinema (Mean
=4.59) and concerts (Mean = 4.41), while theatres are
positioned in the exact centre of the table (Mean =
4.00) measuring interest in attending different cultural
events. Such results provide an extra incentive for the
theatres to launch promotional activities in order to
attract Generation Y visitors. This paper analyses the
effectiveness of promotional methods and unconven-
tional marketing targeting Generation Y.

4.3 Statistical methods

The same questionnaire items were used to test
the hypotheses in both groups (samples). The two
groups differ in relation to variables referring to the
professional and socio-demographic characteristics
of the respondents. In order to test the formulat-
ed hypotheses, the authors conducted a reliability
analysis, an independent samples t-test and explor-
atory factor analysis.
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5. Research results

The analysis of the first respondent group shows
that the majority of the theatres have a marketing
department (90.2%) and are presumably aware of
the need to employ different approaches when cre-
ating and implementing promotional activities with
regard to different age and interest groups. In this
section, we will analyse and compare data for both

samples. Data analysis will follow the formulated
hypotheses.

Theatre visitors may differ in terms of characteris-
tics by which a theatre can make strategic and mar-
keting decisions. Although the focus of this paper is
Generation Y, professional theatres were first asked
about the presence and application of marketing
activities aimed at specific target groups.

Table 5 Target group oriented promotional activities of theatres

Target group oriented promotional activities n %
Yes 18 43.9
No 23 56.1

Source: Authors’ research

Even though descriptive, the results shown in Table
5 shed doubt on the formulated hypothesis since
56.1% of theatre professionals state that their thea-
tres do not carry out promotional activities that are
specifically oriented towards any target group. To
test the hypothesis, the authors used an independent

samples t-test comprising all promotional methods
(TV, radio, printed media, posters, email, the Inter-
net, websites, social media) from the viewpoint of
using methods of promotion (Group 1) and from the
viewpoint of using methods to get informed about
theatre events (Group 2 — Generation Y).

Table 6 Independent samples t-test: comparison of two groups with regard to the effectiveness of pro-

motional activities

Promotional methods Group n Mean St. deviation bkt /oy ;;l:afguallty of
TV ! 41 2.80 1.364 t=-0.048, df = 324,
2 285 2.81 1.106 p>0.05
! “ 429 782 t=8.535, df = 324
Radio s y
2 285 2.58 1.253 p <0.001
Printed media 1 41 4.32 756 t=10.418, df = 324,
(newspapers/magazines) 2 285 240 1.142 p < 0.001
! 41 437 859 t=7.097, df = 323
Posters (outdoor) , 8
2 284 2.99 1.201 p <0.001
! 41 441 706 t=6.494, df = 323
Email notifications ! ?
2 284 2.98 1.385 p <0.001

1 41 441 741 _ _
Internet (search) t=3.841, df = 322,
2 283 3.72 1.115 p <0.001
! 41 4.32 687 £=4.800, df = 324
Event website ’ !
2 285 3.46 1.118 p <0.001
! 4 4.63 536 £=5.963, df = 323
Social media ’ !
2 284 3.72 961 p < 0.001

Group: 1 — Theatre professionals (those who use the methods); 2 - Generation Y (in relation to whom the methods are applied)

Source: Authors’ research
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A promotional activity is considered efficient when
there is no statistically significant difference in the
perception of its effectiveness between the creators
and implementers of marketing strategies in thea-
tres on the one hand, and the audience that these
activities are intended for on the other. T-test re-
sults indicate that there is a statistically significant
difference between Group 1 and Group 2 with
respect to all promotional activities (methods);
namely, marketing method practitioners (Group 1)
statistically rate marketing messages with a much
higher average grade than the recipients of mar-
keting messages (Group 2). TV was the only pro-
motional activity where a statistically significant
difference was not detected, but this method was
identified as the method with the lowest utilization
rate by Group 1 and it is expected that Generation
Y will not notice it.

In order to compare the use of promotional activi-
ties by theatres and the receptivity of theatre-goers
from Generation Y to their marketing messages, the
authors developed a summation variable for all pro-
motional methods. Response values were summed
up for each respondent (eight variables) and a new
variable effectiveness method of promotion was cal-
culated: effprom_sum. Independent samples t-test
results indicate that there is a statistically signifi-

Table 7 Unconventional theatre marketing

cant difference between the groups, where Group
1 (n = 41, Mean = 33.56, St. deviation = 4.691) has
a significantly (t = 9.144, df = 324, p < 0.001) higher
average grade than Group 2 (n = 285, Mean=24.60,
St. deviation=6.017). In other words, theatres use
promotional methods to advertise their events to a
greater extent than Generation Y that uses the same
methods to get informed about theatre events. On
the grounds of the evidence presented above, the
authors of the paper reject Hypothesis H1, stating
that theatres in Croatia target Generation Y with
their promotional activities.

5.1 Application and perception of unconventional
theatre marketing

Average grades shown in Table 6 indicate that Gen-
eration Y gets its information through new digital
communication channels (e.g. the Internet, social
media). These channels of communication with the
potential audience provide enough room for thea-
tre marketing departments to develop innovative
and creative approaches to theatre event promo-
tion. The analysis of the potential of unconventional
theatre marketing (H2) demands the overall sample
to be analysed and the psychometric characteris-
tics of the construct that measured unconventional
marketing to be tested (5 items).

Unconventional theatre marketing n Mean* St. deviation
...Is necessary 320 4.33 793
...contributes to greater visibility 319 4.26 .834
...contributes to increasing the number of visitors 320 4.18 .859
...brings theatre services closer to the audience 319 4.07 1.021
...is more efficient than conventional marketing 320 3.97 .890

*Variables measured on a 5-point Likert scale
Source: Authors’ research

With their high average grades, Table 7 results
confirm that unconventional marketing has a great
potential and a high level of contribution. Survey
results confirmed that unconventional marketing
was necessary (Mean = 4.33) and that it greatly
contributed to the visibility of the institution and
the theatre programme (Mean = 4.26). To further
test Hypothesis H2, the authors wanted to test the
extent to which the analysed items (Table 7) meas-
ure the potential of unconventional marketing. For
this purpose, they tested the unidimensionality of
the construct (exploratory factor analysis) and then
its reliability (the Cronbach’s Alpha coefficient).

Bartlett’s test of sphericity was used to test the in-
tercorrelation of the manifest variables. The factor
analysis results support its appropriateness for the
six analysed items: the Kaiser-Meyer-Olkin Meas-
ure of Sampling Adequacy = 0.864, Bartlett’s Test
of Sphericity = 1088.505 (df = 10, p < 0.001). The
unidimensionality of the construct, measured on
the basis of five items, was confirmed by extract-
ing all items into a general factor that could be
described as the construct Unconventional Mar-
keting Potential (nmktg pot), with factor loading
of items greater than 0.8 and variance explana-
tion of 74.144%. Psychometric analysis of the con-
struct demonstrates its internal consistency since
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the standardised Cronbach’s Alpha is 0.913, with
an average Inter-Item Correlation of 0.617 and an
Item-Total Correlation value higher than 0.7 (Scale
Mean = 20.83, St. deviation = 3.767). Its unidimen-
sionality and reliability having been confirmed, the
new construct was named the Potential of Uncon-
ventional Marketing in Theatre Scale or Theatre
PUMA Scale.

The aggregated variable used to test the H2 hy-
pothesis was created by using the five items de-
scribed above. The test was carried out for a sample
group of Generation Y (n = 285) according to their
theatre attendance, where it was expected that in
comparison to non-goers, the theatre-going group
of respondents would recognise great potential of
unconventional marketing. The results of the inde-
pendent samples t-test indicate that there is a sta-
tistically significant difference (t = 4.565, df = 280,
p < 0.001) between the respondents who visited a
theatre in the past year (n = 183) and the ones who
did not (n = 99). In comparison to the latter, the
former recognise the efforts made by the theatres

Table 8 Factor Analysis: Rotated Component Matrix

using unconventional marketing to a greater extent
(Mean for theatre visitors = 4.26 vs. Mean for thea-
tre non-visitors= 3.83). This indicates that uncon-
ventional marketing has a great potential in thea-
tres, particularly expressed through the views of
Generation Y who visit theatres at least once a year.

5.2 Different approaches to theatre promotional
activities

In the light of the results that have so far indicated
that unconventional marketing has a potential, but
also that target group oriented marketing has been
neglected, further analysis is justified focusing on
Hypothesis H3, which asserts that there is a differ-
ence in the evaluation of the perception of the use of
marketing approaches between theatre profession-
als and Generation Y. To identify the items measur-
ing different marketing approaches, the authors used
exploratory factor analysis. The rotated factor matrix
(the Varimax method using Kaiser’s criterion) results
in the distribution of items in three dimensions, with
a total variance explanation of 62.886%.

Factors
Items
1 2 3
Promotion is not important if theatres have a high level of service 823
quality :
Word-of-mouth marketing is enough for popular programmes in 312
culture ’
Only profit organisations need marketing .783
Marketing is not important when you have a good programme .766
Market research results are useful for the creation of programme 780
contents :
Creativity and innovation are the future of theatre marketing .720
Unconventional theatre marketing contributes to increasing the
.637

theatre profit
Theatres in Croatia need an organised form of marketing 766
A large budget is required for a successful marketing campaign 444 .668
Conventional marketing is the future of theatre marketing 464
Total variance explained (in %) 32.462 16.456 13.969
Dimensions
Theatre marketing No need f " | Unconventional | Conventional

marketing
Mean 2.68 3.97 3.85
Standard deviation .691 .609 1.058

Extraction Method: Principal Component Analysis.
Rotation Method: Varimax with Kaiser Normalization.
Source: Authors’ research
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Extracted factors are important for the identifica-
tion of indicators of marketing approaches to theatre
events. The authors propose factor names in line with
the grouping of items into factors. In the first factor
(% of variance explanation = 32.462), four items are
grouped that focus on programme quality, with no
need for conventional or unconventional market-
ing. The first factor was therefore named No Need for

Marketing. Items focused on unconventional market-
ing (% of variance explanation = 16.456) are grouped
into the second factor, which was named accordingly.
Items focused on a conventional approach to market-
ing (% of variance explanation = 13.969) are grouped
into the third and last factor. Hypothesis H3 was test-
ed after aggregated variables were created based on
extracted items according to the factors.

Table 9 Independent samples t-test: comparison of application and perception of marketing

approaches by respondent groups

Promotional method Group n Mean St. deviation t-test for the Equality of Means

1 38 1.87 993

Factor 1 t=-5.212, df=318, p<0.001
2 282 2.79 1.020
1 38 4.33 715

Factor 2 t=3.538, df=318, p=0.001
2 282 3.92 674
1 38 4.04 631

Factor 3 t=2.104, df=318, p=0.048
2 282 3.82 .603

Group: 1 — Theatre professionals (those who use the methods); 2 - Generation Y (in relation to whom the methods are applied)

Source: Authors’ research

The results presented support the set hypoth-
esis that there is a difference in the evaluation of
the importance of different approaches to theatre
promotional activities between theatre profession-
als and Generation Y. A statistically significant dif-
ference between the groups was identified for all
three factors (p < 0.05). Theatre professionals rate
the need to use marketing (Factors 2 and 3) with a
much higher average grade than Generation Y. The
first group of respondents rated the status quo of
theatre marketing (Mean = 1.87) with the lowest
average grade, indicating the need to use marketing
irrespective of programme quality.

However, Generation Y rated the No Need for Mar-
keting dimension with statistically significantly
higher average grades than theatre professionals. A
high average grade by which Generation Y demon-
strates its lack of interest in promotional activities
that theatres design for their events/performances/
programmes indicates that theatre marketing pro-
fessionals must adapt their promotional activities
to this generation and use the communication
channels this generation uses to become informed
about all events, including theatre events.

6. Discussion

Although there is a lack of scientific research com-
paring opinions of two groups (i.e., theatre profes-
sionals and audience) about guerrilla marketing,

research findings can be compared with a previous
study according to the relationship between young
audience and their perception of guerrilla market-
ing in theatres. Stoyanov and Stanoeva (2016) con-
ducted research to identify determinants of theatre
attendance regarding the differences of generations
Y and Z. Research results correspond with the find-
ing that the conventional advertising media such
as radio, television and newspapers, are unnoticed,
where only 17.2% of respondents find these media
the preferred channel for theatre-related informa-
tion. In this research, the lowest average scores
were recorded in these categories. As Stoyanov and
Stanoeva (2016) confirmed similar behavioral pat-
terns between the two generations (there are no
significant differences regarding the frequency of
theatre going, preferences and determinants), it is
justified to apply these research results to younger
generations as well, e.g. to Generation Z.

A research study conducted by Tam and Khuong
(2015) explores guerrilla marketing effects on con-
sumer behaviour of Generation Y, where factors
such as creativity, emotional arousal and message
clarity in advertising have a direct positive impact
on purchase intention. This finding emphasises the
role of unconventional marketing in Generation Y.

By analysing Croatian marketing professionals,
Buljubasié et al. (2016) found that 63% of cultural in-
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stitutions have never or rarely used unconventional
marketing in their promotional activities. The study
showed that only 26.8% of marketing professionals
have used unconventional marketing methods in
their previous marketing activities. Leko Simi¢ and
Bilo$ (2017) indicate that a good marketing com-
munication tool between young audience and the
theatres are the official websites. Also, Leko Simié¢
et al. (2018) conducted research on 876 young
people aged between 18 and 35 in Eastern Croa-
tia, where the Croatian National Theatre in Osijek
is the major cultural institution and they conclude
that if the theatre wants to improve its marketing
performance, they need to use marketing strategies
that are oriented towards young audiences.

7. Conclusion

The research objective of the paper was to explore,
identify and describe factors that contribute to the
effectiveness and potential of unconventional thea-
tre marketing targeted at Generation Y. Two groups
of respondents were surveyed and compared for
this purpose. The first research group consisted of
theatre marketing professionals (n, = 41), whereas
the second group of respondents was comprised of
young people who belong to Generation Y (n, = 285).

Even though almost all theatres have a marketing
department, they do not use marketing strategies
focused on different types of their potential visitors
(56.1%), which demonstrates a lack of systematic
research and a consequent lack of understanding
of their potential visitors. This leads to uniform
marketing that surely lacks innovation and creativ-
ity. Theatre marketing departments should bear in
mind that members of Generation Y mostly use the
Internet and social media to get informed about
cultural and theatre events. Promotional strate-
gies targeting this generation can ignore methods
related to printed media (newspapers/magazines),
outdoor posters, TV, radio, and email notifications.
Considering a statistically significant difference in
the results for each of the marketing methods used
between the two groups, Hypothesis H1 was re-
jected. This implies that by implementing current
marketing activities theatres are not targeting any
particular audience. Therefore, theatre managers
need to use more effectively unconventional mar-
keting, the Internet and social media as their pro-
motion channels.

A new measuring construct called the Potential of
Unconventional Marketing in Theatre Scale or the
Theatre PUMA Scale was confirmed by the survey.
The scale is a research guideline for future research-
ers in terms of measuring the potential of unconven-
tional marketing in theatres or other cultural sec-
tors. Since the survey identified three dimensions
evaluating the approach to promotional activities of
theatres, the authors observed that unconventional
marketing was identified as the most appropriate
method of promotional activities of theatres (Mean
= 3.97), while the method not including marketing
activities received the lowest average grade (Mean
= 2.68), both from the organisers of promotional
activities and the recipients of marketing messages.

As the third hypothesis of the paper was not reject-
ed and it was confirmed that theatre professionals
and Generation Y differed in their assessment of
the importance of different approaches to promo-
tional activities of theatres, it is possible to relate
the conclusions of the first and the third hypothesis.
Namely, young individuals, i.e. Generation Y, rated
the No Need for Marketing dimension with statisti-
cally significantly higher average grades than thea-
tre professionals. This indicates that Generation Y
sees no need for marketing that would attract them
to the theatre. However, it is important to point
out that in relation to other marketing approaches,
Generation Y assigns the highest rating to the need
for and the application of unconventional market-
ing methods (3.92).

Research limitations are reflected in the inability to
compare each theatre with its target audience. The
results were compared at the national level. Efforts
must be made in future research to develop a mar-
keting campaign for a selected theatre based on un-
conventional promotional activities and to test the
elements of success on one or more target groups.
The impact of an unconventional promotional ac-
tivity on increasing or decreasing the intent to visit
the promoted theatre event must also be tested.
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ANALIZIRANJE UCINKOVITOSTI NEKONVENCIONALNIH
MARKETINSKIH AKTIVNOSTI KAZALISTA
USMJERENIH PREMA GENERACIJI'Y

SAZETAK

Kulturne institucije, posebno kazalista koja su u fokusu ovog istrazivackog rada, trude se pronaci najbolji
nadin za pristupanje i privlacenje publike, posebno mlade publike, tj. generacije Y. Autori rada vjeruju da
nekonvencionalni marketing ima potencijal, ne samo kao alat za komunikaciju s publikom, ve¢ i u po-
gledu buducdih istrazivanja, tj. u pogledu njegove prakti¢ne primjene. Nekonvencionalni marketing moze se
primjenjivati u korist, ne samo kazali$ta, vec i cijelog drustva, i to izgradnjom kazali$ne publike i opéenito
podizanjem svijesti o ulozi koju kulturne institucije imaju u gospodarskom razvoju zemlje. Cilj ovoga rada
bio je na temelju empirijskih istrazivanja gradskih i drzavnih kazali$ta u Republici Hrvatskoj identificirati i
razumjeti nekonvencionalni marketing te utvrditi moze li on biti koristan marketinski alat za komunikaciju
s generacijom Y. Istrazivanje je bilo usmjereno na dvije vrste kazaliSta (gradska i drzavna kazalista) za za-
poslenike kazali$ta, n = 41, a drugo istrazivanje je bilo za generaciju Y, n = 285. Istrazivacke hipoteze usm-
jerene su na ispitivanje uc¢inkovitosti promidzbenih metoda kazali$ta te nekonvencionalnog marketinga
usmjerenog prema generaciji Y. Rezultati istrazivanja pokazuju kako kazalista svoje promidzbene aktivnosti
nisu prilagodila generaciji Y, ali su obje skupine ukazale na visok potencijal nekonvencionalnog marketinga
za kazalisna dogadanja. Psihometrijska analiza potvrdila je dobra metricka svojstva predlozene skale Thea-
tre PUMA Scale kojom se mjeri potencijal nekonvencionalnog marketinga u kazalistima.

Kljucne rijeci: marketing u kulturi, nekonvencionalni marketing, faktorska analiza, generacija Y, kazaliste
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THE RELATIONSHIP
BETWEEN BALANCED
ORGANIZATIONAL VALUES
AND ORGANIZATIONAL
EFFECTIVENESS: EVIDENCE
FROM BUSINESS PRACTICE"

ABSTRACT

Organizational values are a part of the core ideology of any organization; therefore, managing organization-
al values is one of the preconditions for achieving business success. However, the question arises of how to
manage organizational values to increase overall business success. The main research question asked in this
paper is whether organizations with balanced values, i.e., those with an equal representation of values from
different categories with a common focus, are more effective than those with imbalanced values. To test
the research question, a study of 24 Croatian companies was conducted. The level of balanced values was
measured with the Mission-based model of organizational values, distinguishing between four basic value
categories—business values, relational values, development values, and contribution values. In addition to
researching the impact of balanced organizational values on the overall level of organizational effectiveness,
the impact of that balance was also investigated for the five different perspectives of organizational effec-
tiveness based on the Balanced Scorecard approach. The findings indicate that organizations with balanced
organizational values are, in general, more effective than organizations with imbalanced values. This paper
therefore contributes to a better understanding of the role of organizational values in modern business and
particularly to an understanding of the importance and role of balanced organizational values.

Keywords: Organizational values, balanced values, organizational effectiveness

1. Introduction

In modern business conditions, some novel orga-
This paper was presented at the 4th Dubrovnik Internatio- nizational and management paradigms are increas-
nal Economic Meeting (DIEM 2019) — “Global Trends and ingly being expressed. One of these is the concept

Challenges m”the Era of the Fourth Industrial Reyolutlon (The of organizational values, which today presents an
Industry 4.0)"”, September 27-28, 2019, Dubrovnik
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important field that people research and address
in every serious organization. However, although
the concept of organizational values appears to be
rather straightforward, it seems that values-based
organizations are not sufficiently represented in
business practices.

The most important issue in considering the con-
cept of organizational values is related to their role
in business. The question is as follows: are organi-
zations that are radically committed to a business
based on the concept of values more successful
than organizations that do not pay attention to the
importance of organizational values? For a long
time, both scholars and business practices have
indicated that organizations with recognizable
value systems perform better and are, in general,
more successful than organizations whose busi-
ness is not based on values (e.g., England, 1967;
Cohn, 1969; Peters, Waterman, 1982; Woodco-
ck, Francis, 1989; Dahlgaard et al., 1998; Devero,
2003; Fitzgerald, Desjardins, 2004; Jarvensivu,
2007; Jaakson, 2009; Johnson, 2009; Amah, Ahia-
uzu, 2014).

In recent studies, an especially interesting ques-
tion concerns the composition of organizational
values, and in that context, the term balanced val-
ues appear. Organizations with balanced values,
in essence, strive to meet the interests of many
different stakeholders, i.e., to achieve a certain
value equilibrium that will be the basis for making
business decisions. Contemporary organizations,
irrespective of their size, activities, location, and
even whether they are profit or non-profit, must
take into consideration that they are facing a lot of
interests of many stakeholders. A win-win is the
only acceptable outcome in the era of social re-
sponsible business, and therefore balancing orga-
nizational values becomes a necessity. This study
investigates the impact of balanced organizational
values on organizational effectiveness, which may
be viewed as a comprehensive objective factor of
business success.

The theoretical elaboration of the impact of bal-
anced organizational values on organizational ef-
fectiveness starts with the conceptualization of or-
ganizational effectiveness as a measure of business
success and is followed by a brief overview of the
Balanced Scorecard (BSC) as a reference model for
measuring organizational effectiveness and deter-
mining organizational values as a predictor of over-
all business success. Finally, the results of the study

investigating the impact of balanced organizational
values on organizational effectiveness are present-
ed, clarifying the question of whether organizations
with balanced values achieve a higher level of or-
ganizational effectiveness than organizations with
imbalanced values.

2. From Managing Values to Greater
Organizational Effectiveness

2.1 Organizational Effectiveness as a Measure of
Business Success

The ultimate goal of any organization is to achieve
success, although it can be understood in different
ways. In this paper, the focus is on organizational
effectiveness understood as the degree to which an
organization is closer to realizing its mission, i.e.,
to achieving its goals, thus reflecting the harmo-
nization of the organization with its environment
(Lusthaus et al., 1999; Bahtijarevic’—giber, Sikavica,
2001). The generally accepted interpretation is
that organizational effectiveness depends primar-
ily on activities centered around three classes of
factors: people, structure, and technology. Peo-
ple factors are attitudes, leadership and commu-
nication skills, as well as all other characteristics
of the human resources within the organization;
structural factors refer to organizational control,
policies and procedures; and technological factors
include all types of equipment and processes that
help employees in the performance of their jobs
(Certo, Certo, 2012).

The most widely used model for measuring or-
ganizational effectiveness is BSC, developed by
Kaplan and Norton (1992, 1996). The BSC model,
shown in Figure 1, contains not only traditional
financial performance measures focused on the
past but also indicators that initiate future actions
in the organization (Kaplan, Norton, 1996; Wade,
Recardo, 2001). The BSC was initially established
to cover four key perspectives—finance, custom-
ers, internal business processes, and learning and
growth. However, some authors (e.g., Parmenter,
2010) recommend that these four perspectives be
enhanced with a strategic perspective to connect
all other perspectives. Given the broad range of
included perspectives, this model provides a re-
alistic and complete assessment of organizational
effectiveness.
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Figure 1 Main perspectives of the Balanced Scorecard
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Source: Adapted from Kaplan and Norton (1996); Daft (2010)

Analyzing the concept of BSC, Cizmi¢ and Crnkié
(2010: 19) showed an even better connection be-
tween key perspectives of the BSC, as shown in
Figure 2. According to them, BSC is designed as a

series of causal relations, both within and between
perspectives, which results in the achievement of
financial objectives.

Figure 2 Cause-effect interactions between perspectives of the Balanced Scorecard

Strategy definition and implementation

Internal
processes

Company invests

Learning and
growth

company

Source: Cizmié and Crunkié (2010: 19)

Although the construction of BSC should be spe-
cific for each particular organization (depending
on the specific organizational goals), it is possible
to determine the usual (universal) indicators of ef-
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. . more effective company resultin
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Financial

fectiveness based on various published lists of ge-
neric indicators of organizational effectiveness, as
indicated in Table 1.
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Table 1 Selected generic indicators of organizational effectiveness distributed according to the perspec-

tives of the BSC
Perspective Generic indicators
Financial income g%’owth rate, net profit margin, business efficiency, return on investment,
credit rating
Customers market share, customer satisfaction, customer retention, new customer

acquisition, customer relationship

Internal business processes

quality of products/services, new product introductions, level of capacity use,
work productivity, response time

Learning and growth

employee satisfaction, employee productivity, information systems capabilities,
continual improvement of processes, education and training of employees

Strategic

precise business objectives, mission achievement, business transparency;,
environmental protection, concern for the community

Source: Author’s own research

2.2 Balanced Organizational Values as a Factor of
Business Success

People always act in accordance with some value
system, regardless of whether they are aware of it
or not. The importance of organizational values is
also reflected in business practice through their im-
pact on organizational behavior and performance.
Van den Steen (2010: 1718) states that they “lead
to more delegation, less monitoring, higher utility
(or satisfaction), higher execution effort (or motiva-
tion), less information collection, less experimenta-
tion, faster coordination, less influence activities,
and less biased communication” Dolan and Altman
(2012: 21) indicate that in the past, values were con-
sidered very “soft” for managing effectively, while
today they have been accepted “as the core of an
organization’s identity and a central tenet of its
strategy”

Stavru (2013) performed a detailed analysis of pa-
pers that examine the concept of organizational
values and proposed a definition of organizational
values that consolidates almost 50 definitions ex-
tracted from the review process. According to him,
organizational values are “long-lasting constructs,
which have emerged from the collective beliefs, ex-
perience and vision of a group or all members of the
organization about what the organization should
hold of intrinsic worth, and which have (explicitly
or implicitly) certain weight in the process of deci-
sion making and the evaluation of individuals and
organizations in terms of their modes, actions and
end states” (Stavru, 2013: 31). According to Fassel
(2002), commitment to shared organizational val-
ues is an important factor, if not the most important

one, in determining organizational effectiveness.
Her research indicates that organizational values
are “central to efficient functioning of organizations
at all levels. In every instance, values are good for
business. Consequently, values should be essential
to any strategic plan and have a central place in ev-
ery management meeting and organizational initia-
tive” (Fassel 2002: 37).

At this point, the following question arises: does it
matter what the shared organizational values are?
More specifically—can it be assumed that organi-
zations with balanced values achieve a higher level
of organizational effectiveness than organizations
with imbalanced values? In considering this ques-
tion, inductive reasoning can be used by first con-
sidering the question of balance in an individual’s
life. As has already been emphasized, a balanced so-
cial and work life is crucial for the personal success
of an individual. Building on this, Dressler (2004)
states that every person needs a balanced social and
work life. “If employees have a misbalanced per-
sonal life due to a heavy workload, and if they are
not able to maintain social relationships, lifestyles,
or personal interests, then work must compensate
for all the unfulfilled necessities of life. In the short
term, the company can profit from these people;
they appear to be fully committed and strong per-
formers. In the long term, the once-strong commit-
ment can turn completely around, especially when
compensation and career goals have not been real-
ized” (Dressler, 2004: 12). Based on this, it can be
assumed that balanced organizational values are a
predictor of higher business success, i.e., that they
ensure higher organizational effectiveness. Howev-
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er, although some important views of the concept of
balance have already been explored, there has not
been sufficient courage to fully apply the concept to
organizational values (Malbasi¢, Brci¢, 2014).

Considering the positive impact of organizational
values on organizational effectiveness, a further in-
terest in researching this topic is understandable.
“Organizations need values pertaining to essentially
different categories if they want to accomplish sev-
eral, in some cases even contradictory goals of their
business” (Malbasi¢ et al., 2015). For the purpose
of understanding balanced values, in this paper
the Mission-based model of organizational values
(Malbasic et al., 2015) is used, which is not ignoring
key value theories, but on the other hand is appro-
priate for the usage in contemporary business prac-
tice. According to that model, all organizational
values could be classified into one of the main four
characteristic groups of values, and that is in line
with the proposal of Cardona and Rey (2008):

a) Business values—refer to the organization’s
business and profit-making activity.

b) Relational values—promote quality in inter-
personal relations.

¢) Development values—aimed at differentiat-
ing and continuously improving the com-

pany.

d) Contribution values—aimed at doing more
for the stakeholders than strictly required
by the business relationship.

Finally, it is necessary to point out that values de-
termine culture, ethics, and norms. There are some
authors who think that it is not possible to consider
balanced organizational values without discuss-
ing their ethical dimension. It could even be said
that any organization that promotes balanced val-
ues necessarily needs to act ethically, regardless
of whether ethics is emphasized as its core value.
Thyssen (2009: 228) has a similar view stating that
ethics, among other things, necessarily means “bal-
ancing of values” This is one of the reasons why eth-
ical values, regardless of whether they are formally
called so, are today considered among the most
important in business (Daft, 2010: 389). Thereby,
it should not be ignored, as pointed out by Florea
et al. (2013: 395), that “actual organizational ethical
values are a composite of the individual values of
managers and employees’, and that they are reflect-

ed not only in an organization’s code of conduct,
but even more in everyday business activities.

Considering all the above, the main hypothesis of
this study is as follows:

Organizations with balanced values achieve a
higher level of organizational effectiveness than
organizations with imbalanced values.

Additionally, the relationship between balanced
organizational values and each of the five key per-
spectives of organizational effectiveness can be
considered. Accordingly, five additional subhypoth-
eses are established in this study as follows:

» 1% subhypothesis: Organizations with
balanced values achieve a higher level of
financial perspective of organizational effec-
tiveness than organizations with imbalanced
values.

+ 2" subhypothesis: Organizations with
balanced values achieve a higher level of
customers perspective of organizational ef-
fectiveness than organizations with imbal-
anced values.

« 3" subhypothesis: Organizations with
balanced values achieve a higher level of
internal business processes perspective of
organizational effectiveness than organiza-
tions with imbalanced values.

» 4% subhypothesis: Organizations with
balanced values achieve a higher level of
learning and growth perspective of organiza-
tional effectiveness than organizations with
imbalanced values.

+ 5% subhypothesis: Organizations with
balanced values achieve a higher level of
strategic perspective of organizational effec-
tiveness than organizations with imbalanced
values.

3. Research Sample

The purpose of the empirical study presented in
this paper is to provide better insight into the re-
lationship between balanced organizational values
and organizational effectiveness. In this research,
24 privately owned companies participated and en-
sured that employees completed the questionnaire.
Some more information on the companies included
in the research, which form the research sample,
are given in Table 2.
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Table 2 Selected characteristics of the companies included in the sample

- Industry Total number of Filled questionnaires
employees in total correct
1. | Manufacture of metal products 688 31 28
2. | Manufacture of food products 266 38 33
3. | Manufacture of wood products 610 27 27
4. | Wholesale and retail 589 32 28
5. | Manufacture of metal products 248 37 34
6. | Manufacture of footwear 703 30 29
7. | Manufacture of food products 209 39 33
8. | Manufacture of food products 340 46 42
9. | Manufacture of electrical equipment 960 41 39
10. | Insurance company 950 30 28
11. | Wholesale of pharmaceutical goods 357 37 32
12. | Design, consulting and research company 620 44 42
13. | Manufacture of glass and glass products 607 45 40
14. | Manufacture of apparel 270 34 32
15. | Publishing activities 330 50 47
16. | Manufacture of machinery and equipment 360 39 38
17. | Telecommunications 1100 41 40
18. | Manufacture of beverages 475 35 35
19. | Television programming and broadcasting 360 30 27
20. Ezlarfse;grutzigg;nd support activities for 216 30 30
21. | Insurance company 703 44 44
22. | Wholesale of pharmaceutical goods 272 32 31
23. | Building and construction 323 29 26
24. | Wholesale and retail 750 33 28
hX 12,306 874 813

Source: Author’s own research

As shown in Table 2, in the 24 companies included
in the research, a total of 12,306 workers were em-
ployed. The questionnaire was completed by a total
of 874 respondents (7.10%), and out of that number,
a total of 813 respondents (93.0%) completed the

questionnaire properly—among these respondents,
59.7% were female and 40.3% were male. Some de-
scriptive/demographic statistics for the sample, ac-
cording to the respondents’ sex, are presented in
Table 3.
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Table 3 Descriptive/demographic characteristics of the sample according to sex

Sex
Variables Categories Females Males
N % N %
29 years or less 73 15.1 71 21.7
30 to 44 years 244 50.3 146 44.7
Age
45 years and above 168 34.6 110 33.6
z 485 100.0 327 100.0
Under 10 years 153 31.6 129 394
Between 11 and 20 years 164 33.8 97 29.7
Total length of service Between 21 and 30 years 104 21.4 54 16.5
31 years and over 64 13.2 47 14.4
z 485 100.0 327 100.0
Under 10 years 259 53.4 189 57.8
Between 11 and 20 years 125 25.8 85 26.0
Length of serviceinthe | 5.\ 0o 91 and 30 years 64 13.2 28 85
current company
31 years and over 37 7.6 25 7.7
) 485 100.0 327 100.0
Operative workers 110 22.7 101 30.9
Professional/administrative
Position in the workers 268 55.2 134 41.0
organization
Lower/middle/top management 107 221 92 28.1
x 485 100.0 327 100.0

Source: Author’s own research

4. Research Methodology

Two major research variables are explored in this
study—the degree of values imbalance, and the
overall level of organizational effectiveness. Given
the particularities of balanced organizational val-
ues research, which have been outlined above in
this paper, an instrument for measuring organiza-
tional values is developed for the specific needs of
this research. This instrument collects attitudes and
opinions of the respondents about the actual val-
ues of the organization in which they are employed,
according to the Mission-based model of organiza-
tional values (Malbasié et al., 2015). The instrument
is composed of a series of statements grouped into
four categories/scales, according to the classifica-
tion of organizational values that is the base for the
mentioned values model. Content validity of this
instrument is confirmed by conducting a system-

atic literature analysis, but also through the use of
items from some of the best known instruments for
measuring organizational values. The reliability of
the measuring instrument was determined by iden-
tifying the internal consistency of each scale (i.e.,
category of values), and Cronbach’s alpha coeffi-
cient was used for this purpose. Cronbach’s alpha
coefficient for the overall scale is very high - 0.925
- suggesting excellent internal consistency reli-
ability for the overall scale. In addition, based on
the results from the main research on a sample of
813 respondents, it showed that for all four scales
Cronbach’s alpha coefficients were greater than 0.7,
indicating acceptable or even very good internal re-
liability consistency of scales, as shown in Table 4.
The final version of the instrument for measuring
organizational values, based on the Mission-based
model of organizational values, is given in the Ap-
pendix.
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Table 4 Cronbach’s alpha coefficients for the
scales of organizational values

Category of values Crocrz)lza;glz’ise?lltp ha
Business values 0.778
Relational values 0.926
Development values 0.855
Contribution values 0.767

Source: Author’s own research

To identify the values of the researched companies,
each of the researched companies’ employees complet-
ed a questionnaire, thus estimating the importance and
relevance of 28 specific organizational values for the
company in which they were employed. These values
were chosen in such a way that all main value catego-
ries, i.e., business values, relational values, development
values, and contribution values, were evenly distributed
according to the Mission-based model of organizational
values (Malbasic et al., 2015). Respondents were asked
to specify the degree to which each value is important
and characteristic for the company in which they are
employed, using a 5-point Likert-type scale. Response
categories, representing organizational values, were as-
signed the following numerical values: 1 = completely
unimportant, 2 = unimportant, 3 = neither important
nor unimportant, 4 = important, and 5 = very impor-
tant.

To test the main hypothesis, along with the cor-
responding subhypotheses proposed in this paper,
the method for determining values imbalance pre-
sented by Malbasi¢ et al. (2015) was used. In short,
the degree of values imbalance is calculated in the
following two steps: (1) differences between the
score of each category of values and overall average
score of all value categories should be calculated,
and then (2) the sum of the absolute values of such
calculated differences needs to be divided with the

overall average score of all value categories. “The
resulting score represents the degree of imbalance;
the higher that score is, the greater is the degree of
imbalance of values in the observed organization.
If all the value categories of an organization match
exactly then the degree of imbalance is zero—the
lowest theoretical score for degree of imbalance”
(Malbasi¢ et al., 2015).

Finally, to assess the level of organizational effec-
tiveness, a simplified method for the overall mea-
surement of organizational effectiveness based on
the main perspectives of the BSC was used (Mal-
basi¢, Marimon, 2019). In brief, indicators of orga-
nizational effectiveness were collected using several
sources—interviews of top management, surveys of
employees, and an analysis of publicly available fi-
nancial reports. To provide a level of effectiveness
as objectively as possible, for almost all indicators,
two data sources were used. In all these cases, an
average score from the two data sources was taken
as the final score for a particular effectiveness indi-
cator, thus reducing the influence of subjective as-
sessments of respondents on the overall score.

5. Research Findings

Two main variables investigated in this study were
the degree of values imbalance and the overall level
of organizational effectiveness. Given that the data
for determining organizational effectiveness were
obtained from several sources—surveys of employ-
ees, interviews of top management, and an analysis
of financial reports of the organization—presenting
all these data would be beyond the scope of this pa-
per. However, the overall results, i.e., scores of the
five perspectives of organizational effectiveness, are
presented in Table 5. As it can be seen, these five
perspectives have an overall average score in the
range between 3.276 (financial perspective) and
3.842 (strategic perspective).

Table 5 Overall average scores (means) of the five perspectives of organizational effectiveness for the

research sample

Perspectives of organizational effectiveness Overall average score Standard deviation
Financial 3.276 0.886
Customers 3.819 0.491
Internal business processes 3.623 0.327
Learning and growth 3.699 0.434
Strategic 3.842 0.389
Overall level of organizational effectiveness 3.652

Source: Author’s own research
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The main research hypothesis tests whether or-
ganizations with balanced values are more effective
than organizations with imbalanced values. In ad-
dition, five corresponding subhypotheses test the

relationship between balanced organizational val-
ues and five key perspectives of organizational ef-
fectiveness. These results are concisely presented in
Table 6.

Table 6 Correlations between the degree of values imbalance and different perspectives on organizati-

onal effectiveness

. Statistics obtained for .
Hypothesis tested T N Values imbalance
Spearman’s Correlation -0.546**
Mam'hypothesns: Overall level of organizational Sig. (2-tailed) 0.006
effectiveness
N 24
Spearman’s Correlation -0.531**
ot R . . -
1 subhypothems. Financial perspective of organizational Sig. (2-tailed) 0.008
effectiveness
N 24
Spearman’s Correlation -0.392
nd is: i izati
2 sthypothe51s. Customers perspective of organizational Sig. (2-tailed) 0.058
effectiveness
N 24
Pearson’s Correlation -0.253
" . . .
3 subhypqthesns. Intgrnal business processes perspective Sig. (2-tailed) 0933
of organizational effectiveness
N 24
Pearson’s Correlation -0.414*
th . . .
4 subhypothesns. Learnmg and growth perspective of Sig. (2-tailed) 0.044
organizational effectiveness
N 24
Spearman’s Correlation -0.475*
th ise i i izati
5 su!:-hypothesns. Strategic perspective of organizational Sig. (2-tailed) 0.019
effectiveness
N 24

Correlations are significant at the **0.01 level (2-tailed) or at the *0.05 level (2-tailed).

Source: Author’s own research

According to the main hypothesis of this study, or-
ganizations with balanced values achieve a higher
level of organizational effectiveness than organi-
zations with imbalanced values. The relationship
between the degree of organizational values im-
balance and overall organizational effectiveness
was investigated using the Spearman’s rank order
correlation coefficient based on the results of the

preliminary data analysis. There was a strong, nega-
tive correlation between the two variables, rho=-
0.546, n=24, p=0.006, with high levels of the degree
of organizational values imbalance associated with
lower levels of overall organizational effectiveness,
thus supporting the main research hypothesis. This
relationship is further indicated in Figure 3.
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Figure 3 Scatterplot showing relationships between the degree of values imbalance and overall organi-

zational effectiveness
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In addition to researching the relationship between
balanced organizational values and the overall level
of organizational effectiveness, the relationship be-
tween values balance and the five different perspec-
tives of organizational effectiveness based on the
BSC approach was also investigated. Furthermore,
the relationships between the degree of organiza-
tional values imbalance and different perspectives
of organizational effectiveness were investigated us-
ing Spearman’s or Pearson’s correlation coefficients
based on the results of the preliminary data analy-
ses.

As seen from Table 6, organizations with balanced
values achieve a higher level of financial perspec-
tive of organizational effectiveness than organiza-
tions with imbalanced values (there is a strong and
negative correlation between the two variables,
with high levels of degree of organizational values
imbalance associated with lower levels of financial
perspective of organizational effectiveness). Ad-
ditionally, research findings also confirmed that
organizations with balanced values achieve higher
levels of learning and growth as well as strategic
perspectives of organizational effectiveness than
organizations with imbalanced values. On the other
hand, the research findings did not confirm a di-

rect relationship between balanced organizational
values and the customers’ perspective or between
balanced organizational values and the internal
business processes perspective of organizational ef-
fectiveness; the degree of values imbalance was not
significantly related to those two perspectives of the
BSC.

Finally, one additional question was set up in this
research: “Is there a relationship between the over-
all average score (mean) of organizational values
and the level of organizational effectiveness?” That
relationship was investigated using the Spearman’s
rank order correlation coefficient. The results
showed that there is a strong, positive correlation
between the two variables, r=0.587, n=24, p<0.05,
with high levels of overall average score (mean) of
the degree of organizational values associated with
higher levels of organizational effectiveness.

6. Conclusions

The results presented in this paper indicate that
organizations with balanced organizational values
are, in general, more effective than organizations
with imbalanced values. Moreover, this correlation
was found not only for the overall level of organi-
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zational effectiveness but also for most of the per-
spectives of organizational effectiveness based on
the BSC approach. In this context, it was found that
a higher level of organizational values balance di-
rectly affects the financial, learning and growth and
strategic perspectives of organizational effective-
ness. On the other hand, such a correlation was not
found for two of the perspectives of organizational
effectiveness—the customers’ and internal busi-
ness processes perspectives. However, with regard
to the customers’ perspective, it should be noted
that although this subhypothesis was rejected, it
was almost confirmed (since p=0.058, while 0.05 is
the limiting sig. value for a result to be considered
statistically significant). Likewise, the fact that there
was no direct correlation between the level of orga-
nizational values balance and the internal business
processes perspective of the BSC does not mean
that there is no impact of balanced organizational
values on that BSC perspective. It should therefore
be useful to present and test more complex models
of influence of balanced organizational values on
specific BSC perspectives, also taking into consid-
eration some other moderating variables.

One limitation of this research related to the BSC
model needs to be mentioned. Namely, one of the
ideas behind the BSC model is to continually moni-
tor the effectiveness of an observed organization.
This allows a comparison of the measured values.
Based on that comparison, it can be determined if
the taken actions have resulted in an expected re-
sult. However, given that the topic of this research
is not improvement in organizational effectiveness,
organizational effectiveness indicators are not mea-

sured continuously but only at one time. To test
the hypotheses of this study, information about
the level of organizational effectiveness at the time
when the research was carried out was considered
sufficient. Therefore, in this study, the BSC was
used in an adjusted form to suit the purposes of this
research.

Awareness of the importance of balanced organiza-
tional values, which can be seen through their very
specific (positive) impact on business, necessarily
leads to the question: what actions does an orga-
nization need to take to make its values more bal-
anced? Within this paper, balanced organizational
values and their importance for an organization
are presented. However, approaches for managing
organizational values in terms of their balance still
need to be examined in further studies.

In conclusion, it is useful to recall the thoughts of
a famous management guru, Peter F. Drucker, who
already more than a half century ago pointed to the
problem of achieving effectiveness, stating that in
business practice, there are not many effective or-
ganizations. This is because the business results are
too mediocre, the efforts are too fragmented, and
too much attention is paid to the past. Addition-
ally, decision making and actions are avoided, and
all this indicates that these organizations have yet to
acquire the habit of effectiveness (Drucker, 1966).
Maybe a focus on organizational values, especially
balanced values, is one of the answers as to how to
achieve efficiency. This paper is an attempt to pro-
mote the concept of balanced organizational values
as a tool that can be used in modern business prac-
tice to increase overall business success.
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Appendix: Instrument for measuring organizational values

INSTRUCTIONS: Please evaluate each of these 28 specific organizational values specifying the degree to which
each value is important and characteristic for the company in which you are employed. Please do so by rounding
only one of the proposed rates (from 1 — Completely unimportant, to 5 — Very important) for each value.

1. | Teamwork — Promoting and encouraging the spirit of unity, togetherness, and co-operation 12345
2. | Creativity — Developing new ideas and applying innovative approaches 1123|415
3. | Cost consciousness — Responsible and careful use of the company’s assets 112|345
4. | Environmental protection — Care for clean and healthy environment 1/2|3|4|5
5. | Mutual respect — Promoting relationships of mutual respect and appreciation 112|3|4|5
Innovation — Promoting and encouraging new, better, and changing solutions and ways of
6. . . 112345
doing things
7. | Loyalty — Unswerving allegiance to the organization and its rules, ideals and defining principles 1{2(3|4]|5
8. | Corporate citizenship — Commitment to the communities in which we live and work 1123|415
9. | Respect for people — Respect for the values and uniqueness of each individual 112|345
10. | Courage — We have the courage and readiness to act on our convictions 1{2(3|4]|5
11. | Diligence — A positive attitude towards work and engagement in business activities 112345
12. | Social responsibility — Supporting a variety of efforts to improve development of society 112|345
13. | Trust — Mutual trust is the basis of good interpersonal relationships in a company 1/2|3|4|5
14. | Learning — Passion for learning and sharing ideas 112|345
15 Commitment — Emotional commitment to the organization and believing in 1la2l13lals
" | organizational values
16. | Integrity — Uncompromising adherence to moral values 1/2|3|4|5
17 Good interpersonal relationships — Harmonious and pleasant relations between 112131als
" | employees and management
Entrepreneurship — Constantly seeking for new opportunities and ways to improve
18. 112|345
results and succeed
19. | Tolerance — Promoting tolerant interpersonal relationships 112|345
20. | Status — Concern for the general reputation of the company 1{2(3|4]|5
21. | Serviceability — Every client is served in a friendly, competent and courteous manner 112|345
22. | Initiative — Initiative and agility in identifying and exploiting business opportunities 12345
23. | Results achievement — Focus on outcomes or final positive effect of effort 1/2(3|4|5
Sustainability — Meeting today’s needs of our organization without compromising
24, ) 112|345
tomorrow’s development
25. | Continuous improvement — Striving for continuous improvements in everything we do 112|345
% Professionalism — Performing activities in accordance with the rules and standards of the 11203l4ls
" | profession
27. | Customer satisfaction — Customer delight and satisfaction drive our action 112345
28. | Working environment — Promoting positive and optimistic work environment 112|345

NOTES FOR RESEARCHERS: specific organizational values categorized in specific category of values:

- Business values: Cost consciousness, Loyalty, Diligence, Commitment, Status, Results achievement, Professionalism.

- Relational values: Teamwork, Mutual respect, Respect for people, Trust, Good interpersonal relationships, Tolerance,
Working environment.

- Development values: Creativity, Innovation, Courage, Learning, Entrepreneurship, Initiative, Continuous
improvement.

- Contribution values: Environmental protection, Corporate citizenship, Social responsibility, Integrity, Serviceability,
Sustainability, Customer satisfaction.
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POVEZANOST URAVNOTEZENIH ORGANIZACIJSKIH
VRIJEDNOSTI I ORGANIZACIJSKE UCINKOVITOSTI:
DOKAZI IZ POSLOVNE PRAKSE

SAZETAK

Organizacijske vrijednosti dio su osnovne ideologije svake organizacije te je stoga upravljanje organizacij-
skim vrijednostima jedan od preduvjeta za postizanje poslovnoga uspjeha. Medutim, postavlja se pitanje
na koji nacin upravljati organizacijskim vrijednostima kako bi se povec¢ao ukupni poslovni uspjeh. Glavno
istrazivacko pitanje postavljeno u ovom radu stoga propitkuje jesu li organizacije s uravnotezenim vrijed-
nostima, tj. one s jednakom zastupljenos$¢u vrijednosti iz razli¢itih kategorija sa zajedni¢kim usmjerenjem
ucinkovitije od onih s neuravnotezenim vrijednostima. Za testiranje istrazivackoga pitanja provedeno je
istrazivanje na uzorku od 24 hrvatskih poduzeca. Razina uravnotezenosti vrijednosti mjerena je pomocu
Modela organizacijskih vrijednosti temeljenog na misiji, prema kojem razlikujemo ¢etiri osnovne kategorije
vrijednosti — poslovne vrijednosti, relacijske vrijednosti, razvojne vrijednosti i doprinosne vrijednosti. Osim
istrazivanja povezanosti uravnotezenih organizacijskih vrijednosti i ukupne razine organizacijske ucinko-
vitosti, istrazivana je i povezanost vrijednosne uravnotezenosti s pet razliCitih perspektiva organizacijske
ucinkovitosti temeljenih na pristupu Uravnotezene tablice rezultata. Rezultati pokazuju da su organizacije
s uravnotezenim organizacijskim vrijednostima opcenito ucinkovitije od organizacija s neuravnotezenim
vrijednostima. Stoga ovaj rad doprinosi boljem razumijevanju uloge organizacijskih vrijednosti u suvre-
menom poslovanju, a posebno razumijevanju vaznosti i uloge uravnotezenih organizacijskih vrijednosti.

Kljucne rijeci: organizacijske vrijednosti, uravnotezene vrijednosti, organizacijska uc¢inkovitost
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HOW ECONOMIC

UNCERTAINTY AFFECTS FOREIGN
DIRECT INVESTMENT INFLOWS:
EVIDENCE FROM CENTRAL AND
EASTERN EUROPEAN COUNTRIES

ABSTRACT

This paper investigates the impact of the Economic Uncertainty (proxied by World Uncertainty Index of
Ahir et al.,, 2018) on the foreign direct investments (FDI) inflows for 10 countries in Central and Eastern
Europe for the period of 1990-2018. Panel data analysis shows that economic uncertainty in a country does
not have any statistically significant effect on FDI inflows. However, European uncertainty and global un-
certainty dampen the FDI inflows to CEE countries (Central and Eastern European Countries). This shows
that the regional (European) and global uncertainty rather than domestic uncertainty affect the FDI inflows.

This finding provides important implications for policy makers.

Keywords: Economic uncertainty, foreign direct investment, CEE countries, panel data

1. Introduction

The world economy has been liberalized due to the
increase in free trade and international investments
since 1980s. Foreign direct investment (FDI) is one
of the most important aspects of the globalization,
playing a crucial role in the global economy. The
growth of FDI in this period has been remarkable. It
has significantly increased in the last decades all over
the world. According to UNCTAD (2019), the glob-
al FDI flows are 1.3 trillion USD. The FDI flows are
important for host countries and therefore the coun-
tries compete with each other and develop strategies
to attract more FDI. This is especially vital for de-
veloping economies where FDI serves as a powerful
engine for economic growth and development.

This importance brought it to the top of the eco-
nomic agenda in many countries of the developing
world. In other words, for the host countries, there
are many determinants of FDI inflows that might
vary from country to country. For example, politi-
cal stability, the legal system, the level of bureau-
cracy, macroeconomic indicators, tax policies, the
investment climate, and the costs of doing business
can be mentioned as the main determinants of FDIL.
Nevertheless, the impact of the economic and polit-
ical uncertainty on the FDI has been a popular issue
in recent years. The uncertainty in the economic
and political environment has an important effect
on FDI inflows.
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As in other developing countries, FDI inflows are
also crucial for the Central and Eastern European
Countries (CEEC & EU11) in their developing pro-
cess. Most of CEEC countries are the former com-
munist countries and their economies are in the
transition and developing process after the East
Bloc collapsed in 1989. FDI has been an important
driver of the transition and developing process of
the CEEC. FDI has been driving economic growth
in many countries of CEE. Therefore, attracting
more FDI has become a key component of nation-
al strategies for these countries. Largely sourced
from the more advanced European countries, FDI
has played a strong role in the export-led growth
of these countries that are new members of the
EU (Jirasavetakul, Rahman, 2018). In other words,
Kornecki (2011) mentions that FDI has played a
vital role during the development and moderniza-
tion process in CEEC. Likewise, Alter and Wehrlé
(1993) report that FDI has been an important cata-
lyst for the economic transformation in transition
economies and therefore attracting more FDI has
been on the top of the public policy agenda in these
countries for many years. In this regard, there is
competition among CEEC for attracting more FDI.
They have attracted large FDI inflows since 1990.
Although FDI inflows have declined after the 2008
global economic and financial crisis, the region is
still an attractive place for FDI inflows compared to
other emerging-market regions.

On the other hand, the coronavirus (COVID-19)
outbreak, which began in Wuhan, China, has ex-
panded to almost everywhere and has become a
global pandemic. As Karabulut et al. (2020) men-
tion, the number of infections and deaths has in-
creased rapidly. As has been observed, this global
pandemic has serious effects on the global economy
and output, world trade, capital flows, investments,
and other economic and social indicators. In this
regard, it can be said that FDI inflows to CEE coun-
tries will also be affected by this global pandemic.
Additionally, as this research shows, there is a close
relation between uncertainty and FDL It is clear
that this global pandemic has increased global eco-
nomic uncertainty.

This paper investigates the impact of the Economic
Uncertainty (proxied by World Uncertainty Index
of Ahir et al., 2018) on FDI inflows for 10 countries
in Central and Eastern Europe. To our knowledge,
this is the first paper using the new index of Ahir
et al. (2018) as a determinant of FDI inflows in the

Central and Eastern Europe countries where FDI
inflows play an important role for economies. By
using data on 10 Central and Eastern Europe coun-
tries from the period 1990 to 2018, we show that
economic uncertainty in a country does not have
any statistically significant effect on FDI inflows.
However, European uncertainty and global uncer-
tainty dampen the FDI inflows to CEE countries.
This shows that the regional and global uncertainty
rather than domestic uncertainty affect the FDI in-
flows. We have investigated the impact of domestic,
regional (Europe) and global uncertainties. We be-
lieve that the findings can provide insights to policy
makers.

This paper is organized as follows. Section 2 dis-
plays the trends in FDI inflows to Central and East-
ern European countries. In Section 3, we review the
existing literature on uncertainty and the relation-
ships between uncertainty and FDI. Section 4 pre-
sents the data and methodology. Section 5 presents
the empirical results. Finally, the last section brings
our conclusions.

2. FDI Inflows to CEE Countries

In this section, we present the FDI inflows data to
Central and Eastern European Countries and com-
pare them with the global trends. Figure 2 presents
the FDI inflows (in billion USD) to CEE, EU and
the world. The impact of global financial crisis in
2008-2009 can be clearly observed from Figure 1.
In 2008 and 2009, global FDI flows decreased sig-
nificantly and CEE countries were also affected by
the crisis. Although FDI inflows tend to recover af-
ter the crisis, the post-crisis trends have not been
achieved yet. From 2000 to 2008, the share of CEE
countries in global FDI inflows rose from 1.48% to
5.51%. In the transition periods, CEEC managed to
attract rising FDI inflows. However, after the crisis,
the share of CEE countries in global FDI inflows
tends to be relatively lower and stable. FDI inflows
to both groups has decreased over the last years.
For example, the value of FDI inflows to CEEC rose
from 23.1 billion USD to 150.36 billion USD from
2000 to 2007, however, this value is only around
27.02 billion USD in 2017. Once we check the be-
havior of FDI inflows for Central and Eastern Euro-
pean Countries, EU, and the world, we see that the
flows to CEE countries are highly correlated with
the global trends.
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Figure 1 Foreign direct investment, net inflows (in billion USD) in Central and Eastern European Co-

untries, European Union, and the World
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Source: World Bank

Figure 2 presents the FDI inflows to GDP (Gross
Domestic Product) ratio for each country in Central
and Eastern Europe. It can be seen that most of the
countries display similar trends, however, especially
Hungary and Bulgaria to a certain degree have very
volatile FDI / GDP ratios. Countries experienced
increasing FDI / GDP ratios from 1990 to 2007 (till
the global financial crisis). The transition period and
the increasing openness to global economic condi-
tions created an attractive environment for global
businesses. After the crisis, the performance of those
countries tends to be relatively stable.

In Figure 3, we compare the FDI to GDP ratio of
Central and Eastern Europe Countries with the

European Union and the World. We see that CEE
countries managed to attract higher FDI inflows
until the global financial crisis. This implies that
CEE countries performed better than the EU and
the world in terms of attracting FDI inflows. How-
ever, after the global financial crisis, CEE countries’
performance decreased compared to the EU and
the world. This might reflect a need for a new strat-
egy development for CEE countries to attract more
EDI inflows. The positive impact of transition and
openness periods seems to have decreased with the
global financial crisis. Therefore, the region and its
members should develop new and alternative plans
to create a more attractive economic environment.

Figure 2 Foreign direct investment, net inflows (% of GDP) in Central and Eastern European Countries
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Poland Romania
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Source: World Bank
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Figure 3 Foreign direct investment, net inflows (% of GDP) in the CEE, European Union, and World
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In other respects, besides the global FDI flows, the
FDI flows and entrepreneurship movement among
the CEE countries are also very important for their
development. There are close historical, cultural,
and economic relations among most of the coun-
tries in the region and this creates FDI flows and
entrepreneurship movement among them. The to-
tal amount of FDI flows among these countries may
not be high relatively, however, it can be argued
that it is nonetheless very important. For instance,
Turkey has a large entrepreneurship movement and
EDI flows to some countries in the region.

3. Literature review

Since the 1980s, a large number of studies have
been focused on determinants of FDI flows. The ex-
isting literature focuses on these determinants and
also argues the relationships between FDI flows and
a range of factors. For instance, Bui et al. (2018) fo-
cus on the relationship between gender inequality
and FDI in developing countries. Several studies
analyze the relations between uncertainty (eco-
nomic and political) and other economic variables,
such as FDL. In other words, uncertainty has been a
hot topic, especially in the last decade. Researchers
have long discussed the impact of uncertainty on

FDI flows. In this context, Gupta et al. (2019) exam-
ine the impact of geopolitical risks on trade flows,
among 164 developing and developed countries in
the period 1985 to 2013. Furthermore, Goel and
Saunoris (2017) consider the influences of political
uncertainty on corruption. Emerging literature has
explored the relationships between uncertainty and
the product and financial markets. For instance,
Le and Nguyen (2018) analyze the behaviors in the
market for safe vegetables under information asym-
metry. Vardar et al. (2018) examine the shock trans-
mission and spillover of volatility in commodity
and stock markets for the advanced and emerging
markets.

The uncertainty-investment relationship has been
examined intensively for several decades now. In
this regard, the uncertainty-FDI inflows relation-
ship has also been a popular topic in recent dec-
ades. In an earlier study, Firoozi (1997) develops a
stochastic model of FDI by multinational compa-
nies under cost uncertainty and documents fun-
damental parameters of the FDI-uncertainty as-
sociation. Chen et al. (2019) examine the impact
of policy uncertainty on FDI by using data on 126
countries from 1996 to 2015. Additionally, Vadla-

EKONOMSKI VJESNIK / ECONVIEWS

God. XXXIII, BR. 2/2020. str. 451-462



Original scientific article

mannati (2012) studies the impact of political risk
on FDI by using U.S. firms’ investments in 101 de-
veloping countries in 1997-2007 period. In their
paper, Solomon and Ruiz (2012) focus on African,
Asian, and Latin American economies to explore
how political risk and macroeconomic uncertainty
affect FDI patterns.

Abdel-Latif (2019) examines the FDI response to
political shocks, i.e. whether FDI inflows are af-
fected by the political or institutional quality by
using a panel VAR methodology for 146 countries
over the period 1989 to 2015. Julio and Yook (2016)
examine the impact of political uncertainty (meas-
ured by election timing) on cross-border capital
flows. In the literature, there are also some country-
specific studies. For instance, Noria and Ferndndez
(2018) investigate the impact of uncertainty on FDI
inflows into manufacturing subsectors in Mexico.
Furthermore, Ramasamy (2003) focuses on the FDI
and uncertainty relationship for the Malaysian case
and explains the behavior of potential foreign inves-
tors during periods of uncertainty. In recent years,
an increasing number of studies have examined the
relationship between EPU (Economic Policy Un-
certainty) and FDL. For instance, Hsieh et al. (2019)
analyze the impact of EPU on FDI by using the
recently developed Economic Policy Uncertainty
Index. They explore the impact of economic policy
uncertainty on the outward FDI of the USA. It is
found that there is a strong relationship between
the EPU Index and outward FDI flows. This effect
is documented not only for the U.S. EPU Index but
also EPU Indices of the host countries. Canh et al.
(2019) investigate the effects of the domestic eco-
nomic policy uncertainty and the world uncertain-
ty (WUI) on FDI inflows. The sample of the study
includes data from 21 economies over the period
2003 to 2013. The authors document that besides
the host country’s EPU, the global uncertainty and
uncertainty in other countries also determine the
EDI inflows.

4. Data and methodology

The macro-economic data are obtained from
“World Development Indicators” (WDI) of the
World Bank. The data period of the study is from
1990 to 2018 and includes 10 European Union
member states from Central and Eastern Europe,

namely Bulgaria, Croatia, Czech Republic, Hun-
gary, Latvia, Lithuania, Poland, Romania, Slovakia,
and Slovenia. Due to some missing yearly data for
some countries, we end up with an unbalanced
panel data.

Based on Kumari and Sharma (2017), Aziz and
Mishra (2016), and Jimborean and Kelber (2017),
we estimate the following model:

F‘DIl’.::Bo+Bl ‘;%TI[.:-'_BZCF.:- 1+ € (1)

where FDI, is the FDI net inflows (in natural loga-
rithm), and Ci,t represents the determinants in the
country i at time t, human capital (HUMCAP-prox-
ied by the gross tertiary education enrollment rate),
inflation rate (INFLATION-proxied by a change in
annual consumer prices), market size (GDP current
US$ in natural logarithm), GDP growth rate (GD-
PGR), and trade openness (TRADEOP-proxied by
the ratio of total trade to GDP). WUI  is World
Economic Uncertainty Index for country i and time
t, developed by Ahir et al. (2018)%. WUI is the main
variable of interest in the study. Mainly, this is a
kind of extension of the Economic Policy Uncer-
tainty Index of Baker et al. (2016). Ahir et al. (2018)
calculate the frequencies of uncertainty and its
variants in the Economist Intelligence Unit (EIU)
country reports. The country-level data in WUI
is comparable across the countries because the
values are scaled by the number of words in each
report (Ahir et al., 2018). In this regard, this index
can be considered as superior to Economic Policy
Uncertainty. The EPU Index is developed for each
country by using different sources. However, the
World Uncertainty Index (WUI) is constructed for
143 individual countries on a quarterly basis from
1996 onwards. We use several alternative measures:
1) Economic Uncertainty of Each Country (EU), 2)
Global Economic Uncertainty (GEU), 3) Economic
Uncertainty in Europe (EEU). All uncertainty meas-
ures are used in natural logarithm and the related
data set is available at https://worlduncertaintyin-
dex.com/. This enables us to examine the effects of
uncertainty on the country, global, and European
level. The descriptive statistics of the data is avail-
able in Table 1. The mean value of FDI is 20.99 with
a standard deviation of 1.8. We run Im-Pesaran—
Shin (IPS) unit root test (Im et al., 2003) to examine
if the data is stationary or not. According to the IPS
results, it is documented that country-level vari-
ables are stationary?®.
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Table 1 Descriptive statistics

Variable Mean Std. Dev. Min Max
FDI 20.99 1.80 9.21 25.04
GDP 24.67 1.02 22.48 27.10
GDPGR 0.03 0.04 -0.15 0.12
TRADEOP 1.05 0.34 0.39 1.90
INFLATION 0.38 1.44 -0.02 15.00
HUMCAP 0.48 0.21 0.08 0.89
EEU 6.22 0.38 5.40 7.05
EU -2.07 0.70 -4.61 -0.48
GEU -1.91 0.28 -2.30 -1.27

Note: FDI=FDI net inflows (in natural logarithm); HUMCAP=Gross tertiary education enrollment rate;
INFLATION=Inflation rate; GDP=Gross Domestic Product (in natural logarithm); GDPGR=annual GDP growth
rate; TRADEOP=Ratio of total trade to GDP; EU=Economic Uncertainty; EEU=European Economic Uncertainty;

GEU=Global Economic Uncertainty
Source: Author

We extend Model 1 by introducing the lag of FDI
(FDI, ) in the model as follows (Jimborean, Kelber,
2017):

FDIl',::Bo+Bl FDI[,:- 1+BZ‘%TI|',:+BEC|',:— 1+£|',: (2)

In Model 3, we consider the lagged effect of un-
certainty (WUL ) as investment decisions can be
made in advance; therefore, their impact can be ob-
served with one year lag:

FDI, =B _+B,FDI,,_ +B,WUI,, +B.,C, _,+¢& 3)

The data set of the study constitutes a panel as it
has both time and cross-sectional dimensions.
Fixed effects and random effects techniques are the
most commonly used static models for analyzing
panel data. If there is no correlation between the
disturbance term and the explanatory variables,
random and fixed effects models provide consistent
estimations. However, if the correlation exists, the
random-effects model is inconsistent and the fixed-
effects model should be preferred over the random-
effects model (Tahir, Khan, 2014). We employ the
Hausman test (1978) to decide between fixed and
the random-effects model.

5. Findings

The estimations of Model 1 are presented in Table
2. The columns represent the estimations by using
uncertainty in the country, Europe and the world,
respectively. The Hausman test results imply that
the random-effects method is more appropri-
ate, therefore we present the RE estimations. It is
shown that the economic uncertainty of a country
does not affect the FDI inflows to that country, as
the coefficient of “EU” is statistically insignificant.
For 10 countries in Central and Eastern Europe,
economic uncertainty is not a determinant of FDI
attractiveness. However, the coefficient of Euro-
pean Economic Uncertainty is -0.626 (statistically
significant at 1%), implying that a rise in uncer-
tainty in Europe will lower FDI inflows in CEE
countries. This is in line with the expectations,
as EU countries constitute an important part of
FDI inflows to CEE countries (Jirasavetakul, Rah-
man, 2018). Global uncertainty has also a negative
and statistically significant effect on FDI flows.
Our findings contradict with Canh et al. (2019),
who find that economic policy uncertainty in the
country has a negative effect on FDI while an in-
crease in uncertainty at the global level could in-
crease FDI inflows into the country. This can be
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explained by the data set of Canh et al. (2019),
which includes mostly advanced economies. In
terms of other control variables, we find that only
the market size, proxied by GDP, and the annual
growth rate of GDP positively affect FDI inflows.
Economic conditions matter in attracting more
EDI inflows for those countries. This finding is in
line with Jimborean and Kelber (2017) and Kumari
and Sharma (2017). We also control for the impact
of 2008 global financial crisis by introducing CRI-
SIS dummy variable which takes the value of 1 for
the years of 2008 and 2009 and zero otherwise. We

Table 2 Regression results

find the financial crisis has a negative effect and
our main finding holds in all estimations.

In terms of diagnostic tests, we first test for het-
eroscedasticity and find evidence of its presence.
Therefore, we use the robust standard errors to
deal with heteroscedasticity. We implement Ram-
sey’s RESET (Regression Equation Specification Er-
ror Test) by using square of the fitted values. Mis-
specification is rejected implying that there is no
trait of model misspecification. We perform Wool-
dridge test for serial correlation in panel data mod-
els in Stata and no serial correlation is detected.

Variables Model 1 Model 1 Model 1 Model 1
(RE) (RE) (RE) (RE)
GDPGR 10.569*** 11.606*** 10.737%** 11.212%*
(1.57) (1.574) (1.44) (1.46)
GDP 1.236*** 1.126*** 1.345%** 1.298***
(0.16) (0.17) (0.15) (0.15)
INFLATION -0.021 -0.0213 -0.000 -0.022
(0.08) (0.08 (0.07) (0.08)
HUMCAP 0.031 -0.12 -0.139 -0.092
(0.60) (0.615) (0.56) (0.56)
TRADEOPP 0.138 0.354 0.625 0.634
(0.34) (0.35) (0.35) (0.38)
EU -0.065 -0.0607
(0.08) (0.08)
EEU -0.636%**
0.17)
GEU -0.685*
(0.31)
Crisis 0.699%**
(0.23)
Constant -9.901** -7.414* -8.953* -13.069***
(3.60) (3.89) (3.49) (3.70)
R? 0.64 0.65 0.66 0.65
N 227 227 227

Note: Robust standard errors are given in parenthesis under each coefficient.

s gk
)

,and * represent 1, 5 and 10% signi-

ficance level, respectively. The dependent variable is FDI inflows.

Source: Author
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In Table 3, we present the estimations for Model 2
and Model 3. The Hausman test results imply that
the fixed-effects method is more appropriate, there-
fore we present the FE estimations for Model 2 and
3.1t is shown that there is a positive and statistically
significant coefficient for lagged FDI. This implies
that countries that attracted a higher level of FDI
in a period are more likely to attract FDI in the next
period. Coefficients of GDP and GDP growth rate

Table 3 Regression results for additional analysis

are positive and statistically significant in line with
Model 1. The negative effect of economic uncer-
tainty in Europe and the world still negatively af-
fects FDI inflows while domestic uncertainty does
not have a statistically significant effect. In terms of
the lagged effect of uncertainty measures, we find
that only lag of uncertainty in Europe is statistically
significant at 10% and has a negative effect on FDI
inflows.

Variables Model 2 Model 2 Model 2 Model 3 Model 3 Model 3
(FE) (FE) (FE) (FE) (FE) (FE)
L.FDI 0.348*** 0.276*** 0.292%%* 0.329*** 0.268*** 0.293***
(0.05) (0.05) (0.05) (0.05) (0.05) (0.05)
GDPGR 5.768%** 7.623%** 7.590%** 7.905%** 7.990%** 7.982%%*
(1.47) (1.38) (1.39) (1.41) (1.39) (1.40)
GDP 0.836*** 1.024*** 0.967*** 0.896*** 1.036*** 0.950%**
(0.21) (0.21) (0.21) (0.21) (0.22) (0.21)
INFLATION 0.062 0.061 0.038 0.077 0.063 0.056
(0.07) (0.07) (0.07) (0.07) (0.07) (0.07)
HUMCAP -0.365 -0.486 -0.384 -0.852 -0.611 -0.487
(0.63) (0.62) (0.62) (0.66) (0.63) (0.63)
TRADEOPP 0.072 0.465 0.654 0.266 0.366 0.390
(0.35) (0.36) (0.39) (0.36) (0.36) (0.39)
EU -0.052
(0.07)
EEU -0.464**
(0.16)
GEU -0.742**
(0.28)
L.EU 0.031
(0.08)
L.EEU -0.344*
(0.17)
L.GEU -0.371
(0.30)
Constant -6.934 -7.460 -10.897* -7.849 -8.192 -9.523
(4.47) (4.45) (4.68) (4.65) (4.52) (4.88)
R? 0.75 0.74 0.74 0.63 0.63 0.62
N 2190 225 225 219 225 225

Note: Standard errors are given in parenthesis under each coefficient. ***

level, respectively. The dependent variable is FDI inflows.
Source: Author

“*, and * represent 1, 5 and 10% significance
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6. Conclusion

In recent decades, numerous studies have exam-
ined the factors affecting FDI inflows. Uncertainty
has become increasingly important in the global
economy and the world has been suffering from a
rising uncertainty, especially in the last decades.
We analyze the impact of the Economic Uncer-
tainty (proxied by World Uncertainty Index of Ahir
et al., 2018) on the FDI inflows for 10 countries in
Central and Eastern Europe. More specifically, we
use domestic, European, and global economic un-
certainty in the analysis. Our empirical findings
show that economic uncertainty in a country does
not have any statistically significant effect on FDI
inflows. On the contrary, European uncertainty and
global uncertainty dampen the FDI inflows to CEE
countries. This shows that the regional and global
uncertainty rather than domestic uncertainty affect
the FDI inflows. To our knowledge, this is the first
study using the new index of Ahir et al. (2018) as

a determinant of FDI inflows in CEE countries. In
terms of control variables, we only find that GDP
and GDP growth rate positively affect FDI inflows.

Policy makers can benefit from the findings. Rising
regional and global uncertainties will be an obstacle
for attracting FDI to CEE countries. During such
periods, those countries should develop strategies
such as providing tax incentives or tax exemptions,
and easing the procedures for doing business to at-
tract more FDI. Those strategies can be considered
as the necessary steps to attract FDI at all times,
however, during uncertainty special emphasis
should be given.

The finding of this paper cannot be generalized as
it provides insights from CEE countries. This is a
limitation of the paper. Future studies can extend
the analysis by using quarterly data. Moreover, a
comparison within Europe and other regions can
be performed. Also, studies can compare economic
uncertainty in the host and home countries.
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Selim Suleyman

KAKO EKONOMSKA NESIGURNOST UTJECE
NA PRILJEV IZRAVNIH STRANIH ULAGANJA:
PRIMJER ZEMALJA SREDISNJE I ISTOCNE EUROPE

SAZETAK

U ovom se radu istrazuje utjecaj ekonomske nesigurnosti (priblizna procjena prema svjetskom indeksu
nesigurnosti kako je definiran u Ahir i sur. 2018) na priljev izravnih stranih ulaganja (FDI) za 10 zemalja
sredisnje i isto¢ne Europe u razdoblju 1990. - 2018. Analiza panel podataka pokazuje da ekonomska nesi-
gurnost zemlje nema statisticki znacajan utjecaj na priljev izravnih stranih ulaganja. Medutim, europska i
globalna nesigurnost koce priljev izravnih stranih ulaganja u zemlje sredi$nje i isto¢ne Europe. Priljev izrav-
nih stranih ulaganja znatno vise ovisi o regionalnoj (europskoj) i globalnoj nesigurnosti, nego li o nesigur-
nosti odredene zemlje. Taj zaklju¢ak ima vazne posljedice za tvorce politika i donositelje strateskih odluka.

Klju¢ne rijeci: ekonomska nesigurnost, izravna strana ulaganja, zemlje sredi$nje i isto¢ne Europe, panel
podatci
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Appendix 1 Literature Review

Author and Date

Bui, Hoai & Vo (2018)

Goel and Saunoris (2017)

Vardar et al. (2018)

Chen et al. (2019)

Vadlamannati (2012)

Solomon and Ruiz (2012)

Abdel-Latif (2019)

Noria and Fernandez
(2018)

Method

Generalized Method of
Moments(GMM)

Cross Sectional OLS

VAR-BEKK GARCH Model

Panel Fixed Effects

Multilevel Mixed-effects Lin-
ear IV Approach

Fixed Effects Panel Data,
GMM

VAR, DID, Propensity Score
Matching

GMM, ARCH, GARCH

Modelling Parameters

1992-2011 period, FD], infrastructure, market size,
inflation, openness, unemployment, institution and
social rights and gaps (tertiary, health and secondary
gaps, political and social rights)

1986-2005 period, 100 countries, corruption, political
assassinations, fragility, political legitimacy, colony,
GDP, general government, final consumption and
bureaucracy quality

05 July, 2005 - 14 October, 2016 period,10 countries,
stock market indices

1996-2015 period, 126 countries, electoral results, FDI,
GDP, GDP growth, trade openness, real interest rates
and population

1997-2007 period, 101 developing countries, FDI, GDP
per capita, GDP per capita growth rate, population,
infrastructure, domestic credit/GDP, exchange rate, oil
exports share, labor growth, FDI policy reforms index

1985-2004 period, 28 developing countries, FDI,
exchange rate, GDP, labor force, natural resource,
inflation, openness, literacy rate, GARCH, investment
profile and dummy variables

1989-2005 period, 146 countries, FDI, GDP annual
growth rate, policy index, political shocks

2007-2015 period, manufacturing subsectors, FDI, un-
certainty index, cash flow, interest rate, exchange rate,
export/GDP, industrial production, Federal Fund rate
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AN EXPLORATORY VIEW
OF THE FOUNDATIONS
OF FOREIGN TRADE
ENTREPRENEURSHIP’

ABSTRACT

This study aims to reveal the foreign trade entrepreneurship and entrepreneurial tendency in the context
of economic nationalism which expresses a protective approach in terms of foreign trade policy which is
one of the main components of the policy of economics. The study was designed as a single case study from
qualitative research designs. The sample of the study consists of foreign trade entrepreneurs who have been
in foreign trade for at least five years and who are in the industry as a producer/manufacturer. In the study,
the semi-structured interview technique was used for the data gathering process. A purposeful sampling
technique was used in order to determine enterprises and individuals to conduct interviews. The findings of
the data analysis showed that the foreign trade policy adopted by the individual is the basis of the commer-
cial activity. The result of the study was examined in two dimensions as “foreign trade entrepreneurship”
and “international entrepreneurship” It shows that the companies are predominantly foreign trade entre-
preneurs in the context of evaluating the income obtained from abroad, benefiting from incentives, future
targets, opportunities and threats of foreign commercial activities. For this reason, the finding obtained
reveals that the firms subject to the study are mainly economically nationalist. Considering this, it is sug-
gested to support foreign trade entrepreneurs, who act mainly with an economically nationalist motivation,
to find new market opportunities abroad, to increase the government incentives for bringing the foreign
currency revenues to the country and to facilitate the access of companies to them.

Keywords: Foreign trade entrepreneurship, international entrepreneurship, economic nationalism, com-
mercial nationalism, foreign trade, international trade

1. Introduction

Entrepreneurship might occur at transnational and

This article has been derived from dissertation named “Forei- . . . . .
extra-national levels in the international dimen-

gn Trade Entrepreneurship Based on Economic Nationalism:

An Exploratory Research” written in Sakarya University, Gra- sion. Here what matters is whether international
duate School of Business. Besides, this article has been the trade activity is carried out between or beyond
extended version of the declaration named “An Exploratory national borders. The basic argument that gives

View of The Foundations of Foreign Trade Entrepreneurship”

presented in II. Business and Organization Research. meaning to this question is that transnational and
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extra-national levels differ regarding the ways of
producing and utilizing added value. This differ-
ence is closely related to the meaning attributed to
foreign trade gains and macro-scale limits of the
expected gains. This approach brings the following
question to minds; is added value production trig-
gered by a motivation within national political and
economic borders or a motivation globally exceed-
ing these borders? In order to answer this question,
one needs to know and evaluate macro targets of
national economies in the context of economic
policy and micro expectations of companies while
embarking on international trade.

One of the basic assumptions of the study is that
national economies conflict economic and com-
mercial levels. As mentioned above, several coun-
tries follow aggressive commercial processes, while
others pursue protective commercial processes at
the global economic level. From a historical per-
spective, it is apparent that developed economies
have long been using their production power and
engaged in policies that shape the consumption and
production patterns of nations which they claim to
be their “commercial partners” and impose their
economic targets on these nations. Developed na-
tions can practice this policy through international
technology transfer, intellectual and industrial
property rights, international funds flow and direct
foreign investments. Justification of these aggres-
sive policies is free trade. The attempt of devel-
oped countries to take over particularly developing
economies by imposing free trade is an aggressive
process defined as commercial nationalism. The
perspective that as the Ritzer (2014) says, deals with
the world as a single market in global terms is the
view that dominates this process.

The opposing view is the policy of national econo-
mies to protect their economic independence and
overcome the aggressive commercial understand-
ing mentioned above. Developing nations might
follow a protective policy to protect the domestic
market against external interventions and get the
maximum benefit from international commercial
affairs in an attempt to sustain the industrialization
process. This policy has many well-known means.
Political means such as import substitution, for-
eign exchange administration, tariffs, subsidies,
and damping are implemented in order to protect
national economies. The goal of strengthening the
national economy by increasing import revenues
besides protecting the domestic market against ex-
ternal impact and supporting the national industry
is an approach named “economic nationalism’.

As mentioned earlier, both aggressive commer-
cial nationalist and protective economic national-
ist tendencies need micro actors; in other words,
companies that will adapt to policies arising from
these tendencies and implement these policies.
The reason is obvious. The total added value that
nations can offer to the global market is produced
by companies that they own. As mentioned earlier,
added value production is an organizational issue,
and the basic component of this organization is the
“entrepreneur”. In other words, no matter coun-
tries follow commercial nationalist or economic
nationalist policy, these tendencies might be im-
plemented only through entrepreneurs. Therefore,
it is possible to conclude that commercial nation-
alist and economic nationalist tendencies influence
entrepreneurial activities that might emerge at the
international level.

The internationalization of enterprise might oc-
cur at various dimensions after this stage. If the
entrepreneur creates an added value as a result of
entrepreneurship and production activities in vari-
ous countries and uses this added value in order to
expand activities outside his origin country or real-
ize new direct foreign investments or portfolio in-
vestments in that country, such an entrepreneurial
activity might be called international entrepreneur-
ship. On the contrary, if the entrepreneur tends
to carry out production, investment and activities
only in his origin country and aims to transfer do-
mestically created added value to foreign markets
through foreign sales and use revenue of these sales
in origin country as fixed capital or portfolio invest-
ments rather than overseas production activities,
such entrepreneurship might be defined as foreign
trade entrepreneurship.

International entrepreneurship has been defined
by various authors from different points of view.
In this context, definitions of international entre-
preneurship have been determined by definitions
of McDougall (1989) and Oviatt and McDougall
(1994, 1997, 2000). A literature review of interna-
tional entrepreneurship indicates that the first sys-
tematic approach to the issue was carried out by
Oviatt and McDougall (1994: 49). Tayauova (2009)
compiled the international entrepreneurship defi-
nitions in the literature and defined international
entrepreneurship as “a process that a business pur-
sues within the organization by displaying innova-
tive, proactive and risk-taking behaviours while
exploring and using opportunities beyond national
borders for goals such as creating value, gaining
profits or growing’.
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Ersoy (2018) defines foreign trade entrepreneurship
as “a process where domestic industrialists sell the
added value they produce domestically and use the
revenues to produce new added values within the
country’.

It is apparent that meanings attributed to the reve-
nues obtained with entrepreneurship activity might
be dealt with in different ways in terms of inter-
nationalization of entrepreneurship, international
entrepreneurship, and foreign trade entrepreneur-
ship. Determinants of the internationalization level
of trade must be discussed in order to identify the
scale of these various levels. Commercial activities
across and between national borders give rise to
two different flows named as “international trade”
and “foreign trade”. International trade involves
every economic activity between nations, including
direct foreign investments. On the other hand, for-
eign trade is limited to import and export activities
between nations. From this point of view, it might
be said that international entrepreneurship is a re-
flection of international trade while foreign trade
entrepreneurship is the reflection of foreign trade.

The motivation of this study is to reveal possible
conceptual differences between international en-
trepreneurship and foreign trade entrepreneurship.
Therefore, its goal is to identify the different aspects
of international entrepreneurship and foreign trade
entrepreneurship in the context of entrepreneurs
who carry out foreign trade activities.

2. Literature review

Foreign trade entrepreneurship is the outcome of
protective foreign trade strategies expressed as eco-
nomic nationalism and might be considered as a
means of foreign trade policy in economic terms.
To state it again, foreign trade entrepreneurship is a
reflection of economic nationalist attitude to close
foreign trade deficits. From this point, a literature
review on the concept of foreign trade entrepreneur-
ship reveals that relevant studies are quite limited.
Ersoy’s (2018) study “Foreign Trade Entrepreneur-
ship: Concept, Scope, and Theory” is the pioneering
and comprehensive study on the issue of foreign
trade entrepreneurship.

Ersoy and Saygili (2018a) studied the factors that
influence foreign trade entrepreneurship by means
of formal interviews with ten foreign trade entre-
preneurs from the current sample of foreign trade
entrepreneurs. The basic motivation of the study is

to identify the risk perception of foreign trade en-
trepreneurs and threats against foreign trade as well
as factors that motivate them to foreign trade and
foreign trade opportunities.

Ersoy and Saygili (2018b), who considered it nec-
essary to study the quality and outcomes of risk-
taking behaviours of companies that make foreign
trade and carry out entrepreneurship activities in
international markets, wished to reveal obstacles
and problems that foreign trade entrepreneurs en-
counter in the foreign market entry as current for-
eign trade entrepreneurs have become significant
actors who influence political, economic and cul-
tural features of the target market.

Ersoy and Saygili (2018c¢) aimed in their study to de-
fine foreign trade entrepreneurship and reveal the
meaning attributed to the concept of foreign trade
entrepreneurship from international trade students
who are considered as potential foreign trade entre-
preneurs. Data were analyzed through a four-phase
process where responses given to the questions on
the definition of foreign trade entrepreneurship
were examined. Definitions developed in the con-
text of each theme and definition of foreign trade
entrepreneurship that was obtained by studying
these themes are presented below (Ersoy, Saygili,
2018c: 429-430):

“Foreign trade entrepreneurship is the transfer of
goods and services to international markets accord-
ing to the goals of foreign trade policy by benefitting
from cultural differences between countries and us-
ing financial and logistic channels actively”

Results of the study that Ersoy and Saygili (2018d)
investigated the foreign trade entrepreneurial in-
tentions of international trade students in the con-
text of Planned Behavior Theory indicated that
foreign trade entrepreneurial intention might be
explained by Planned Behavior Theory.

3. Methodology
3.1 Study question and goal

This study aims to define foreign trade entrepreneur-
ship and focus on revealing the aspects that differ
from international entrepreneurship by dealing with
foreign trade entrepreneurship based on a protective
approach as a means of foreign trade policy, in other
words on the basis of economic nationalism. Thus,
it is possible to put the central question of the study
as “How the foreign trade entrepreneurship reflects
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on the basis of economic nationalism as a protective
policy that is foreign trade policy?”

By dealing with foreign trade entrepreneurship in
the context of protective macro-economic policy,
it is aimed to fill a conceptual gap and contribute
to empirical studies. As foreign trade entrepre-
neurship differs from international entrepreneur-
ship in terms of ideological arguments, it is es-
sential to make a distinction between these two
concepts. In the context of our study, another goal
is to reveal suggestions for problems experienced
in international market entry and operations by
companies that make foreign trade and are dealt
with current foreign trade entrepreneurs. In this
context, the primary motivation of this study is to
reveal foreign trade enterprises and tendencies in
the context of economic nationalism expressing a
protective structure that might be assessed within
foreign trade policy which is a macro-economic
policy.

3.2 Research design: qualitative single case study

This study was planned based on the qualitative
method in the context of its questions and goal. On
the other hand, the sample case study was selected
for the research design, which is one of the qualita-
tive research patterns.

As this study was designed as a sample case study,
which is one of the qualitative research designs, it
required a research pattern that study topic and
context are integrated (Yin, 2003).

In the framework of qualitative research in general
and features of sample case studies and research
focus in particular, this type of study, which deals
with the reflections of foreign trade entrepreneur-
ship on the basis of economic nationalism and
how foreign trade enterprises and tendencies are
shaped, was designed as a single case study which
is one of the research patterns. As the study deals
with the subject in terms of the individual’s foreign
trade policy (economic nationalism-commercial
nationalism), scope of trade (foreign trade-inter-
national trade), and entrepreneurship (foreign
trade entrepreneurship-international entrepre-
neurship), cases and phenomena were analyzed
in an integrated way because of the contextual
conditions of entrepreneurs and entrepreneurship
operations which are the subject of the study. In
this context, the interview technique was used as a
study data resource.

3.3 Study sample

A purposeful sampling technique was used for de-
termining the analysis unit of the study. Analysis
unit comprises companies that have been making
foreign trade for a minimum of 5 years and take
place in the industry as producer/manufacturer. As
the study has a single case pattern, it was carried
out on a single case within the scope of the identi-
fied analysis unit.

As it might not always be possible to contact with
companies to carry out sample case research (Coskun
et al,, 2015), this study was exposed to limitations in
terms of availability of every foreign trade company
in the analysis unit. Therefore, the identification of
the sample involved in the research was made with
a convenience sampling method, which is one of the
non-probable sampling methods.

Companies that share similar contextual back-
grounds have been making foreign trade for a mini-
mum of 5 years and take place in the industry as
producer/manufacturer was involved in the analy-
sis unit according to relevant criteria. Turkish Sta-
tistics Institute 2018 data indicates that Marmara is
the region that produces the largest share of gross
national product. Therefore, considering the prox-
imity of Sakarya province to both international and
national main transit roads, ports, and Turkey’s
significant free zones its production capacity, it is
quite significant for foreign trade potential of the
Marmara Region. Moreover, as this study deals
with the permanency potential of companies that
have been making foreign trade for a minimum of
5 years, companies in Sakarya that have been mak-
ing foreign trade for a minimum of 5 years and take
place in the industry as producer/manufacturer was
involved in the study.

As business owners, partners or chairman of the
executive board of foreign entrepreneur companies
are likely to have better knowledge and awareness
on the study subject. They were purposefully in-
volved in the study.

In this context, features of study participants indi-
cate that the industrial experience of participants
ranged between 6 and 45 years, with an average of
approximately 18 years of experience in the indus-
try. Classification of the positions of interviewees
indicates that the number of company owners is
much higher than company partners and chairman
of the board of executives. The number of compa-
nies in the sample group that operate in machinery
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production is relatively higher than companies op-
erating in other industries. The study sample also
includes companies operating in furniture, con-
struction materials, agricultural products, automo-
tive, textile industries.

3.4 Indicators and themes that drive research design

In order to deal with qualitative research design in
a particular context and carry out data analysis, a
framework might be established from study ques-
tions, conceptual framework or dimensions in in-
terviews and/or observations and themes under
which these data will be arranged and presented
might be determined according to this framework
(Yildirim, Simgek, 2016: 240). Due to the limited
number of studies on foreign trade entrepreneur-

ship, there is not a theoretical framework to de-
termine themes that might drive such research
on foreign trade entrepreneurship in the context
of economic nationalism. In such cases, relevant
literature/background, theoretical explanations,
models might be taken as the basis for managing
data collection and analysis processes of qualitative
research.

In this context, the authors designed a framework
from literature/background on how economic na-
tionalism forms the basis of foreign trade entrepre-
neurship and what role it plays as a result of read-
ing on fields of international trade discipline where
studies are carried out on “foreign trade entrepre-
neurship”. Themes established according to the lit-
erature’s emphasis have been presented in Table 1.

Table 1 The relationship between interview questions and literature emphasis on themes that drive the

research

Literature Emphasis/

Background BTG

Interview Questions

The way of evaluating overseas
commercial activity determines
the scope of entrepreneurship.

Foreign Trade Entrepreneurship
International Entrepreneurship

How do you utilize the revenue you gain
from overseas commercial activities?

The goal of practising overseas
commercial operation determines
the scope of trade.

Foreign Trade
International Trade

What do you aim while carrying out overseas
commercial activity?

The level of benefitting from gov-
ernment incentives determines
the scope of trade policy.

Economic Nationalism
Commercial Nationalism

Do you benefit from government incentives
provided for overseas commercial activities?
*If you do, what are the incentives you benefit
from?

*If you do not, why?

Overseas investment and scale
of the investment determine the
scope of trade policy and entre-
preneurship.

Economic Nationalism
Commercial Nationalism
Foreign Trade Entrepreneurship
International Entrepreneurship

What does overseas investment mean to you?
*What do you understand from overseas in-
vestment?

*Could you tell us about your overseas in-
vestments, if any?

Perceived  opportunities and
threats determine the scope of
trade policy and entrepreneur-
ship.

Economic Nationalism
Commercial Nationalism
Foreign Trade Entrepreneurship
International Entrepreneurship

What do you see as opportunities and threats
in your overseas commercial operations?

The weight of the target market
(domestic market-foreign market)
determines the scope of entrepre-
neurship.

Foreign Trade Entrepreneurship
International Entrepreneurship

Considering your commercial activity, is
your target market predominantly domestic
or foreign market? Tell us the reasons.

Commercial or general targets
for the next five years, which in-
dicates the company vision, de-
termines the scope of trade policy
and entrepreneurship.

Economic Nationalism
Commercial Nationalism
Foreign Trade Entrepreneurship
International Entrepreneurship

What are the commercial and general targets
of your company for the next five years?

Source: Prepared by the authors
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The framework established with the help of litera-
ture emphasis/background helped data collection
and analysis processes of the study. Themes are also
crucial for the internal reliability of the research. For
internal validity, themes must be compatible and
consistent among themselves, between each other
and with the studied phenomenon (Arslan, 2019:
65). Thus, the framework contributes significantly
to the consistency and compatibility of the research.

3.5 Data sources and data collection process

As this research was carried out as an instrumental
sample case study based on a single data source, the
interview technique, one of the most significant data
sources for sample case studies, was used (Yin, 2003).
The primary motivation for selecting interview tech-
niques for data collection of this research is to make
direct inferences about foreign trade entrepreneurial
experiences, feelings and thoughts of company own-
ers, partners and chairman of boards of executives
who constitute the analysis unit of the study.

Table 1 presents the relationship between the study
background and emphasis on the study goal and
interview questions. Interviews are semi-formal
structured.

The research was carried out with 22 different for-
eign trade entrepreneurs in Sakarya province. Re-
search data were collected on April 2019 through
semi-structured interviews with 22 business own-
ers, partner or chairman of the board of executives
who were foreign trade entrepreneurs. As the in-
terview data kept repeating, they did not continue
after the 22" interview. Therefore, 22 interviews
were included in the study. Interviews done in the
context of the research took about 25 to 50 minutes,
audio and written records were taken.

3.6 Preparation of interview questions

Study questions were prepared with the help of a
literature review, and expert opinion was taken to
give the questions their final form. A 12-question
interview form was designed at the end of the lit-
erature review and discussions with 3 foreign trade
experts and 2 academicians from the field. Several
questions were dropped to 7 in terms of their scope
and comprehensibility at the end of the evaluations
of academicians and foreign trade experts. In addi-
tion to 7 questions, the study on foreign trade en-
trepreneurs who make foreign trade and take place
in the industry as producer/manufacturer also in-
volved questions regarding age, educational status,
experience and current position in industry and
company to reveal demographic features.

3.7 Data decoding

After the completion of the interview process, each
sample case was fully decoded in order to translate
voice records into written texts. As the total inter-
view duration of 22 sample cases covered more than
750 minutes of voice records, the authors received
support from experts for the decoding of the records.
Voice records were translated into written texts by
transferring them from Microsoft Office programs
to Word program. The decoding of all voice records
was completed in April 2019. Moreover, notes taken
for each interview were adapted and translated into
a written version of the Word program.

3.8 Reliability of data

Different ways might be resorted to providing the
internal consistency of qualitative studies. In this
study, the following methods were used (Meriam,
2015: 203-210).

+ Access to appropriate and sufficient number
of participants for data collection process:
Saturation of data and findings in terms of
the number of interviewees according to the
nature of the study goal.

+ The stance of the researcher: Honesty, the
trueness of the researcher, reflecting criti-
cism.

+ Expert review: Assessment, interpretation of
research findings by expert opinion.

It is also stated that raising the internal validity of a
study is related to the connection and consistency
of themes and indicators of the study subject with
the phenomena (Yin, 2003).

To raise internal validity of this research, participants
were involved in the study until data and findings
came to the saturation point; the researcher quoted
directly from interviews to reveal findings as clearly
and accurately possible and resorted to the views of 5
experts including 3 foreign trade experts and 2 acad-
emicians at the critical phases of the study.

3.9 Data analysis

Directive content analysis was used in data analy-
sis of this research. As data of this study were
analyzed deductively, themes and categories were
determined in order to establish a specific frame-
work before beginning the analysis and obtained
data were subjected to analysis according to this
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framework (Julien, 2008). After establishing the
themes that direct the research, data are sorted out
and unified, and dimensions are established in the
context of these themes (Coskun, 2014: 3). Data
gathering and analysis of this study were directed
by the framework that was established according to
the background emphasis related to the reflections
of foreign trade entrepreneurship in the context of
economic nationalism. Therefore, data of this study
were analyzed deductively from themes to excerpts.

In the data analysis stage, obtained data were first
written down, and each interview was transformed
into a written document. These documents were
categorized according to the themes in Table 1 and
indicators relevant to these themes. Indicators of
foreign trade policy, the scope of commercial ac-

tivity and entrepreneurship have shown in Table 1
were accepted as separate themes. Literature/back-
ground emphasis on the reflections of foreign trade
entrepreneurship based on economic nationalism,
which directs this study, was also used as category
structures in data analysis. In this context, themes
and categories were associated using excerpts from
data on each theme. Thus, it was assured that the
literature/background emphasis in the conceptual
framework section has empirical responses.

3.70 Interpretation of findings

Findings on data analysis, which was carried out as
a directive content analysis, are presented in Table
2 separately for each theme regarding supportive
statements on the basis of thematic determinants.

Table 2 Distribution of thematic determinants according to supportive statements

Thematic Determinants Themes

Supportive Statements

Way of assessing overseas com-

Foreign Trade Entrepreneurship

*R1, R2, R3, R5, R6, R7, R9, R10, R11, R12,
R13, R14, R15, R16, R18, R19, R21, R22

mercial activity - -
International Entrepreneurship R4
. R1, R2, R3, R5, R7, R8, RY, R10, R11, R12,
The goal of carrying out over- Foreign Trade R13, R14, R15, R16, R17

seas commercial activity )
International Trade

R9

Level of benefitting from govern-

Economic Nationalism

R2, R3, R5, R6, R7, R8, RY, R13, R14, R15,
R16, R18, R20, R21

ment incentives

Commercial Nationalism -

Economic Nationalism

R5, R6, R17, R20

Overseas investment and scale

Commercial Nationalism R9

of investment Foreign Trade Entrepreneurship | R1, R2, R5, R6, R8, R13, R16, R18
International Entrepreneurship R7,R9
Economic Nationalism R10, R12, R13, R22
Commercial Nationalism R1, R6
Perceived risk and opportunity ‘ .| R1,R6,R7, R8, R10, R12, R14, R15,R16, R17,
in overseas commercial activity | Foreign Trade Entrepreneurship R19, R21
International Entrepreneurship R15

Weight of the target market (do-
mestic-foreign market) in com-

Foreign Trade Entrepreneurship

R1, R2, R3, R5, R6, RS, RY, R10, R13, R16,
R17, R18, R19, R20, R22

mercial activities

International Entrepreneurship -

Economic Nationalism

R5, R6, R§, R11, R12

Commercial or general targets

Commercial Nationalism -

for the next five years which in-
dicate company vision

Foreign Trade Entrepreneurship

R1, R2, R3, R5, R6, R7, RS, R9, R10, R12, R13,
R15, R16, R17, R18, R19, R21, R22

International Entrepreneurship

R9Y, R18

*R: Respondent
Source: Prepared by the authors
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3.10.1 Findings on utilization of revenues obtained
from overseas commercial activities

When excerpts from data related to the ways that
participants utilize the revenues, they gained from
overseas trade are examined in terms of foreign
trade entrepreneurship, it is understood that par-
ticipants utilize these revenues again within their
business. Foreign trade entrepreneurs also utilize
overseas trade revenues to expand their business,
purchase raw materials and increase corporate ca-
pacity by purchasing machinery and equipment.
Having stated that providing employment matters
for them as well, foreign trade entrepreneurs ex-
pand production fields and attach importance to
quality and standards and focus on technology, in-
novation, and R&D activities.

3.10.2 Findings on the goal of overseas commercial
activity

When findings on the overseas trade goal of par-
ticipants are examined in terms of foreign trade,
finding and developing markets come to the fore. In
this context, it is essential in overseas trade activity
to do market research, enter into and expand the
market, increase the number of customers, fill the
market gaps, expand product range and gain more
revenue by achieving sales volume which cannot
be achieved in the domestic market. On the other
hand, the goals of participants in doing overseas
trade activity involve raising recognition of both the
company and Turkey as well as providing foreign
currency inflow. Overseas trade goals also include
participating in international fairs, establishing a
sense of trust overseas utilizing innovation and
growing by raising sales and achieving the turnover
target. Besides the ultimate goal of earning money,
findings include a desire to take a more significant
share of the market by enhancing after-sales service
quality and increasing the quantity of machinery
and contribute to the national economy.

When findings related to the overseas trade goals of
participants are examined in terms of international
trade theme, international trade is encouraged by
advantages such as location and opportunity to use
existing resources and use cheaper resources.

3.10.3 Findings on benefitting from government
incentives

Findings on economic nationalism theme in terms
of benefitting from government incentives indicate
that participants instead benefit from incentives to
attend international trade fairs. Incentives for pat-
ent and equipment investment are other incentives

that participants benefit from. Incentives provided
to participants also include Eximbank benefits,
support of KOSGEB and logistics support provided
by the government for overseas shipping.

No finding was found related to commercial na-
tionalism in responses given in terms of benefitting
from government incentives.

3.10.4 Findings on what overseas investment means

When findings on what overseas investment means
to the participants are examined in terms of eco-
nomic nationalism, contributing to the national
economy comes to the fore. In this context, the
existence of producers using local goods, desire to
contribute to the national economy and its recog-
nition as national income support the importance
attached to the national economy.

When findings on what overseas investment means
to the participants are examined in terms of com-
mercial nationalism, it is seen that participants are
likely to use an investment country’s incentives to
in facility construction in the relevant country.

When findings on what overseas investment means
to the participants are examined in terms of foreign
trade entrepreneurship, it is seen that overseas invest-
ment is essential for the participants in having knowl-
edge flow and raising the number of markets. Some
of the participants stated that they did export directly
even though they selected a partner for marketing
network and marketing activity. On the other hand,
overseas investment and overseas target markets re-
quire participants to produce and export products
with suitable quality and standards. For facilities and/
or factories that are impossible to establish for over-
seas investment (water factories), the essential invest-
ment seems to be increasing brand recognition.

When findings on what overseas investment means
to the participants are examined in terms of inter-
national entrepreneurship, overseas investment
means doing production by using cheaper labour
in the cheaper location and obtaining more added.

3.10.5 Findings on perceived opportunities and
threats of overseas trade activities

When opportunities and threats of overseas trade
activities perceived by participants are examined in
terms of economic nationalism, participants em-
phasize that export companies must be supervised
and subjected to specific standards. On the other
hand, they also stated that there are participants
who used government incentives to pursue differ-
ent activities instead of attending trade fairs and
learned nothing wherever they went.
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When opportunities and threats of overseas trade
activities perceived by participants are examined in
terms of commercial nationalism, findings indicate
that not being recognized overseas as a brand is
seen as a threat.

When opportunities and threats of overseas trade
activities perceived by participants are examined
in terms of foreign trade entrepreneurship, threats
perceived by participants include fluctuations in
the economy and foreign currency rates, political
and economic crisis, contract terms and failure to
deliver products accurately. On the other hand, one
of the most significant opportunities of working
overseas is working with ready cash because more
significant sales potential due to the market size and
payment without keeping the money indicate a sig-
nificant opportunity. Moreover, overseas activities
are seen as less risky than domestic activities. This
is because export is considered a more profitable
way of exchange, and it enables finding customers
faster by realizing market gaps. Logistics and cost
advantage is also other opportunities for overseas
trade activities. Other opportunities of overseas
trade activities in terms of foreign trade entrepre-
neurship are government incentives, cash flow and
perceived the excellent quality of Turkish goods.

When opportunities and threats of overseas trade
activities perceived by participants are examined in
terms of international entrepreneurship, it is seen
that economic situation drives people to take place in
overseas markets and make the overseas investment,
which is seen as an opportunity of overseas trade ac-
tivities in terms of international entrepreneurship.

3.10.6 Findings on the predominant target market in
terms of commercial activities

When findings on whether participants predomi-
nantly aim domestic or foreign markets in terms of
their commercial activities are examined in terms
of foreign trade entrepreneurship, it is emphasized
that foreign market is essential for participants
due to easy transport, accessibility of custom-
ers and shipping system. Participants stated that
the domestic market is essential for brandization
and the foreign market is indispensable in terms
of the company vision. Considering the customer
intensity and market opportunities, taking place in
particularly export-oriented foreign markets is es-
sential for participants both for sustainability and
because of the narrowing market structure of Tur-
key. Participants, who select foreign markets as the
predominant activity field in order to compete, sur-
vive in the market, grow and enable sustainability,
focus on overseas commercial activities to preserve

their current status and avoid domestic market
conditions which are risky due to fluctuations in
foreign currency rates. Therefore, participants con-
tinue their domestic activities while simultaneously
trying to take place in overseas markets as well in
terms of foreign trade entrepreneurship. Moreo-
ver, the statements of participants indicate that
export is one of the leading commercial activities
that keep a company standing. Embarking on for-
eign markets on condition that companies achieve a
specific market size, several customers and capacity
indicate that the domestic market is the critical and
foreign market is the main goal for the participants.
In other words, although participants see both mar-
kets risky, they try to find a place in the foreign mar-
ket by improving their domestic market position.

No finding relevant to the international entrepre-
neurship theme was found among the responses giv-
en by participants to the questions on the predomi-
nant target market in terms of commercial activity.

3.10.7 Findings on the goals of company for the next
5 years

When findings on company targets for the next five
years are examined in terms of foreign trade entre-
preneurship, participants generally aim to make
more sales overseas and increase sales volume, invest
n machinery and equipment, expand product range
and variety and increase production capacity. Plans
for the next five years also include building facilities
suitable for production structure, building factories
in origin country that will increase production as
well as having machinery that will reduce produc-
tion costs and increase production capacity and rais-
ing the number of production fields. Targets within
foreign trade entrepreneurship also include growth
targets, a more active overseas structure, a desire to
grow and carry out operations in more countries,
better quality and standards and sustainability of ex-
port, product range, and abundant technology.

When findings on company targets for the next five
years are examined in terms of international entre-
preneurship, it is seen that participants emphasize
primarily doing export and then direct foreign invest-
ment. Besides, realizing a production model in differ-
ent countries is among the plans of participants.

Findings on company targets for the next five years
are examined in terms of economic nationalism
indicate that lack of support is seen as an export
problem despite the desire of the company to grow.
Even when there are offers from different countries
or overseas, participants display a determined at-
titude to continue their production and activities in
Turkey by preserving their current position, mar-
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ket, and brands, emphasizing on an economic na-
tionalistic structure.

No finding was found among responses given by
participants to the questions on the company goals
for the next five years in terms of international en-
trepreneurship.

4. Conclusion

Considering the context of the research, it is under-
stood that international entrepreneurship which is a
reflection of international trade, is not conceptually
recognized by participants of the study. The reason
is that the Republic of Turkey follows import substi-
tution gradually and then export-oriented strategic
foreign trade policy. The majority of companies op-
erating in our country are in SME status. According
to the research finding, the participants use the ex-
port incentives provided by the government exten-
sively and It reveals that SME-scale firms subject to
the research have demands for government incen-
tives. Therefore, the basic argument of this study
that foreign trade is the antecedent of international
trade is politically verified. SMEs will not end up
with advantages from the international competition
without being supported and protected by the gov-
ernment. It is known that new protective measures
are taken under two categories. These categories are
(1) the support policies of the government and (2)
protective policies. In the context of our research,
entrepreneurs who constitute the study sample want
direct protective measures on imports rather than
public incentives and support.

We might say that definitions examined in this study
(foreign trade, international trade, foreign trade en-
trepreneurship, international entrepreneurship, eco-
nomic nationalism, commercial nationalism) overlap
with the findings of the study. When study results are
analyzed in the context of foreign trade entrepreneur-
ship definition, study findings confirm the assumption
that foreign trade entrepreneurship is “selling domes-
tically produced added value overseas and utilizing
monetary equivalent to produce new added value
within the country of origin’. When study results are
analyzed in the context of international entrepreneur-
ship definition, study results overlap with the assump-
tion that international entrepreneurship is “utilizing
the monetary equivalent of the added value produced
with investments in both domestic and foreign markets
for profitable overseas markets”. On the other hand,
study findings confirm the assumption that “foreign
trade entrepreneurs strongly expect to be supported
and protected by the government”. In the context of
international trade definition, study findings confirm
the assumption that international entrepreneurs “see

differences between global markets as a significant
opportunity rather than incentives or support of any
country). In the context of economic and commercial
nationalism, study findings also confirm the assump-
tion that “economic nationalism is the motive under-
lying foreign trade entrepreneurship while commer-
cial nationalism is the political motive that directs
international entrepreneurship.

Limitations

It was not possible to do a comprehensive litera-
ture review on the concepts investigated in this
research as the number of studies on foreign trade
entrepreneurship is quite limited. However, it was
concluded that basic assumptions of the study are
confirmed by study findings.

It is not possible to evaluate fixed capital invest-
ment based on service industry in equal terms with
industrial investment. Service export must be in-
vestigated apart from industrial export. Therefore,
sample of this research involve producer/manufac-
turer companies and study results are evaluated
only in this context.

Implications

Leading factor that motivates foreign trade entre-
preneurs to overseas markets is that installment
sales in domestic markets constitute a significant
risk while pre-payment sales in foreign markets
reduce such risks. Therefore, carrying out studies
to investigate the factors that motivate and hinder
foreign trade entrepreneurship might be useful.

This research involves producer/manufacturer
companies. As service export is dealt apart from
industrial export, it is important that future stud-
ies investigate international entrepreneurship and
foreign trade entrepreneurship in various service
sectors and in different contextual dimensions.

When the research findings are interpreted, it is
seen that the participants are eager to explore new
market opportunities especially in abroad. It is also
revealed that the participants are willing to benefit
from government incentives. Considered in these
contexts, it is suggested to support foreign trade en-
trepreneurs, who act mainly with an economically
nationalist motivation, to find new market opportu-
nities abroad, to increase the government incentives
for bringing the foreign currency revenues to the
country and to facilitate the access of companies to
them. Future studies on this subject may contribute
to determining the scope of government incentives
for foreign trade entrepreneurs. In addition, the ef-
fects of cultural differences on foreign trade entre-
preneurship can be investigated with future studies.
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ISTRAZIVACKI PRIKAZ TEMELJA PODUZETNISTVA
U VANJSKOJ TRGOVINI

SAZETAK

U ovom se istrazivanju ispituju poduzetni$tvo u vanjskoj trgovini i poduzetnicki trendovi u kontekstu eko-
nomskog nacionalizma koji je izraz zastitnog pristupa u vanjskotrgovinskoj politici, koja je jedna od glavnih
elemenata ekonomske politike. Prikaz je zamisljen kao studija slucaja koja se temelji na kvalitativnom istra-
zivanju. Uzorak se sastoji od poduzetnika aktivnih u vanjskoj trgovini najmanje pet godina i koji se bave
proizvodackom djelatnoséu. Za prikupljanje podataka koristena je tehnika polustrukturiranog intervjua.
Nadalje, poduzeca i pojedinci s kojima ¢e se provesti intervju odabrani su metodom namjernog uzorka.
Analiza podataka pokazuje da se komercijalna aktivnost temelji na vanjskotrgovinskoj politici koju je po-
jedinac odlucio provoditi. Rezultati istrazivanja ispitani su u dvije dimenzije kao ,,poduzetnistvo u vanjskoj
trgovini“ i ,medunarodno poduzetnistvo“ Pokazalo se da su poduzeca uglavnom poduzetnici u vanjskoj
trgovini kad je rije¢ o procjeni prihoda ostvarenog u inozemstvu, ostvarivanju koristi od poticaja te budu-
¢im ciljevima, prilikama i prijetnjama u kontekstu inozemnih komercijalnih aktivnosti. Na temelju rezultata
moze se zakljuciti da su poduzeca ispitana u okviru istrazivanja uglavnom ekonomski nacionalisti. Stoga
se predlaze da se poduzetnicima u vanjskoj trgovini, ¢ija je motivacija uglavnom ekonomski nacionalizam,
pruzi potpora u pronalasku novih trzi$nih prilika u inozemstvu, da drzava poveca poticaje za ostvarivanje
deviznih prihoda i poduzeéima olaksa pristup tim poticajima.

Kljucne rijeci: poduzetnistvo u vanjskoj trgovini, medunarodno poduzetnistvo, ekonomski nacionalizam,
komercijalni nacionalizam, vanjska trgovina, medunarodna trgovina
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THE RELATIONSHIP

BETWEEN FOREIGN DIRECT
INVESTMENT AND CURRENT
ACCOUNT THROUGH PROFIT
OUTFLOWS: THE TURKISH CASE

ABSTRACT

The developing world invites Foreign Direct Investment (FDI) to their countries nearly unconditionally for
the developmental benefits. However, in literature there are concerns regarding ‘unfettered FDI’ in terms
of several factors including FDI outflows which contribute to Current Account Deficits. This paper in-
vestigates the relationship between FDI and profit outflows on the case of Turkey via economic causality
analysis through Granger causality test using a method developed by Toda and Yamamoto (1995) and the
impulse-response analysis. The results indicate that although there are short-term positive effects of FDI
inflows in terms of current account financing, the causality results point to the long-term adverse effects
of FDI inflows on profit remittance leading to current account deficit, which is an issue that policy makers

should consider when trying to attract FDIL.

Keywords: Foreign Direct Investment, profit outflows, Turkish case

1. Introduction

The formal definition of Foreign Direct Investment
(FDI) by the IMF (1998) is as follows:

“..a category of international investment made by
a resident entity in one economy (direct investor)
with the objective of establishing a lasting interest
in an enterprise resident in an economy other than
that of the investor (direct investment enterprise).
‘Lasting interest’ implies the existence of a long-
term relationship between the direct investor and
the enterprise and a significant degree of influence
by the direct investor on the management of the di-
rect investment enterprise”

Such ‘lasting interest’ of FDI together with the facts
that the debt crises in the 1980s reduced the foreign

bank loans availability as a financial resource and
also the short term portfolio investment, another
possible financial resource, created several finan-
cial crises in the 1990s has made FDI a unique fi-
nancial source for developing countries. Hence, the
developing world has invited FDI to their countries
nearly unconditionally for developmental purposes
offering a range of incentives, such as ‘financial and
tax incentives’ as well as ‘market preferences’ in or-
der to attract FDI. However, in literature there are
concerns regarding ‘unfettered FDI’ in terms of sev-
eral factors including FDI outflows which contrib-
ute to Current Account Deficits (CAD). It is argued
that if the right kind of FDI in the right amounts is
to be attracted by the developing countries in order
to maximize the benefits from FDI for developmen-
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tal purposes, effective state should be there to man-
age the process (Singh, 2005: 12). In this regard, in
order to avoid financial fragility stemming from the
‘unfettered FDI, which makes the economic struc-
ture prone to crises, the amount and timing of FDI
would need to be monitored and regulated by the
governments. It is argued that aggregate foreign ex-
change inflows and outflows, both in the short and
long run, which stem from the large FDI projects
that may generate a ‘time profile’ of these outflows
(in the form of dividend payments or profits trans-
action) and inflows, could be time inconsistent. In
this regard, this time inconstancy can cause liquid-
ity crises and even solvency crisis with the worst
consequences for economic development as seen in
Asia (Singh, 2005: 9-10).

In this regard, this paper investigates the relation-
ship between FDI and CAD through profit out-
flows on the case of Turkey via economic causality
analysis and the impulse response analysis. Such
an analysis and evaluation in the regard of Turkish
case are original and try to fill the gap in the exist-
ing literature. To do this, unit root tests for test-
ing the stationary of data for Turkey are examined
first and then the economic causality of FDI profit
outflows with FDI inflows is analyzed by Granger
causality tests, using a method developed by Toda
and Yamamoto (1995: 225-250). This is followed
by an impulse-response analysis with the variance
decomposition test. In this regard, the paper is or-
ganised as follows. After the background part that
tackles the eras of 1980s and 1990s with the FDI
Characteristics in Turkey, a brief literature review
is done; in the second part, the data set is described
with the descriptive statistics and in the last part,
the economic causality is conducted with the im-

pulse-response analysis followed by the variance
decomposition test.

2. The Background Era: The 1980s and the
1990s with the FDI Characteristics in Turkey

Through the liberalisation trend in the 1980s, the
developing world including Turkey started to im-
plement liberalisation and privatisation policies,
which promoted capital inflows into these coun-
tries. These capital flows in the first years of the
1980s following the late 1970s were mostly in the
form of syndicated, variable rate foreign bank loans
denominated in major currencies, mostly in dol-
lars, which is called ‘petro-dollars, due to the fact
that these dollars were gained from the dramatic
increase of oil prices made by the Organization of
Petroleum-Exporting Countries (OPEC), which led
to the oil crises in the 1970s. IMF (1998) explains
that “The capital flows that took place between the
first oil crisis of 1973 and 1982 were linked to the
recycling of oil revenues” (IMF, 1998: 59)'. However,
following the 1982 debt crisis, the structure of capi-
tal flows to developing countries started to change
from bank lending to FDI and portfolio investment
(Eichengreen, Fishlow, 1998: 24) as seen in Table 1.
This process was accelerated by the liberalisation
and privatisation programs in developing countries.
Schmukler and Zoido-Lobatén (2001) put the situ-
ation as follows: “Deregulation, privatization, and
advances in technology made FDI and equity in-
vestments in emerging markets more attractive to
firms and households in developed countries. The
1990s witnessed an investment boom in FDI and
portfolio flows to emerging markets” (Schmukler,
Zoido-Lobatén, 2001: 2).

Table 1 Composition of Private Capital Flows to Developing Countries (in million dollars - on average

and % of the total flows - on average)

Type of Flow 1973-81 1982-1989 1990-97

Bonds 1,216.1 1,370 22,261
(4%) (5.4%) (16.2%)

Bank Lending 20,449.4 10,317.5 17,008.5
(70%) (40.6%) (12.4%)

Foreign Direct Investment (FDI) 7,506.9 13,369.1 79,820.7
(26%) (52.7%) (57.9%)

Portfolio Equity 31.8 328 18,643.3
(0%) (1.3%) (13.5%)

Source: Author’s research; WB Global Development Finance Data (Edition 2010)
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The restructuring of the world economy, which start-
ed in the 1980s through the policies of liberalisation
and deregulation of financial markets continued into
the 1990s, under the name of ‘globalisation’ This was
by virtue of the significant developments in ICTs and
in the political arena through having entered a new
unipolar world order after the collapse of the Soviet
Union. In this regard, the 1990s globalisation, which
has already left the ‘global village’ stage, brought new
dimensions to the countries — whether economic,
social and political restructuring, making them

“open’; never seen before in the world economy. In
other words, “global economic activity is significantly
greater relative to domestically-based economic
activity than in previous historical periods and im-
pinges directly or indirectly on a greater proportion
of national economic activity than ever before” (Per-
raton et al., 1997: 274). However, such ‘openness’ has
created several vulnerabilities for economies in terms
of crises through various channels, such as CAD. Ta-
ble 2 summarizes some of the 1990s globalisation
tendencies stated above.

Table 2 Some Indicators of the Globalisation of the 1990s

- Annual Growth Rate (per cent)
1986-1990 1991-1995 1996-2000
FDI inflows 23.6 22.1 39.4
FDI outflows 25.9 16.5 35.6
FDI inward stock 15.1 8.6 16.0
FDI outward stock 18.1 10.6 16.9
Cross-border M&As 32.0 15.7 62.9
Sales of Foreign Affiliates 19.7 8.8 8.1
Gross Product of Foreign Affiliates 17.4 6.8 6.9
Total assets of Foreign Affiliates 18.1 13.7 18.9
Exports of Foreign Affiliates 22.2 8.6 3.6
Employment of Foreign Affiliates (Thousands) 5.5 5.5 9.7
Gross Domestic Product (GDP) (in current prices) 9.5 5.9 1.3
Gross Fixed Capital Formation 10.0 5.4 1.1
Royalties and Licence Fee Receipts 21.1 14.6 8.1
Exports of Goods and Non-factor Services 11.6 7.9 3.7

Source: United Nations Conference on Trade and Development (UNCTAD), World Investment Report (2009)°

As Table 2 shows, both international trade (ex-
ports) and FDI, some of the indicators of the glo-
balisation of the 1990s, had grown relatively faster
than world output since the mid-1980s. Follow-

ing the tendencies in the 1980s, the structure of
capital flows to developing countries continued to
be in the form of FDI and portfolio investment as
seen in Figure 1.

Figure 1 Private Capital Flows to Developing Countries

us Billion Dollars

-

—&—Foreign Direct
Investment
—l— Portfolio Equity Flows

Bonds

= Bank Lending

Source: Author’s research; WB Global Development Finance Data (Edition 2010)
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Among these developing countries, since the
1980s Turkey has implemented liberalized poli-
cies for attracting FDI®. In this regard, Akpolat
and Inancli (2011) put the liberalization process
in Turkey as follows: “Turkey is one of the emerg-
ing economies which have changed its trade and
investment regimes in the early 1980s. Turkey
carried out this transformation by adopting a new
liberal macroeconomic framework. Turkey, as
many developing countries, has implemented for-
eign capital-promoting policies. Obstacles which
prevent foreign capital to enter into Turkey have
been removed gradually” (Akpolat, Inancli, 2011:
57). Moreover, by passing the Foreign Direct
Investment Act (No. 4875) in 2003 the foreign
capital regime of Turkey continued to be highly
liberalized. Hisarciklilar et al. (2010)* commented
on the importance of this law with the follow-
ing words: “With this legislative change, invest-

Figure 2 FDI inflows, US$ million, 1990-2017

ment climate has been made more favourable for
the entries of foreign firms. The Act guarantees
non-discriminatory treatment, with equal rights
for foreign and national investors. The FDI Act
removed the screening and pre-approval proce-
dures for FDI projects, redesigned the company
registration process so that it was equal for do-
mestic and foreign firms, facilitated the hiring
of foreign employees, included FDI firms in the
definition of ‘domestic tenderer’ in public pro-
curement, granted foreign investors full convert-
ibility in their transfers of capital and earnings
and authorized foreign persons and companies
to acquire real estate in Turkey..” (Hisarciklilar et
al,, 2010: 4).

It can be said that thanks to such liberalized poli-
cies, in addition to several other factors, Turkey had
an upward trend in FDI inflows for the period of
1990-2017, as seen in Figure 2.

FDI Inflows
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Source: Author’s research; UNCTAD, FDI/MNE database, available at: www.unctad.org/fdistatistics

However, when Turkey’s performance in attracting
FDI inflows is observed in detail in Figure 2, it can
be said that although in this period Turkey’s ability
to attract more FDI into the country seems remark-
able, it mostly stems from the period 2004-2010 in
which mass privatisation, which attracted brown-
field investments (M&As) of FDI, was experienced.
Onis (2011) explains this fact as follows: “..The ma-
jor boom in privatisation revenues occurred in the
post-2004 era, which corresponds with the start of
formal negotiations with the European Union for
full-membership. ...illustrates the fact that priva-
tisation and foreign direct investment are highly
interrelated phenomena” (Onis, 2011: 711). In this

period Turkey also benefitted from the macroeco-
nomic policies that were implemented to ensure
macroeconomic stability after the country’s finan-
cial crisis in 2001, during which a dramatic increase
in FDI inflows is also noticeable in Figure 2, as a
result of the “fire sale” of local firms. In this regard,
Kazgan (2012) puts this issue as following words:

“Until 2001, which is the severest crisis year of Tur-
key that ever experienced, it [FDI inflows] annually
remained at a value such as an average of 800 odd
million dollars, which can be ignored. [On the other
hand] While the stocks market bottomed out at the
crisis year of 2001, it peaked up at 3.3 billion dollars.
This means (due to the accelerating exchange rate
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and bottoming out the stock prices) the taking over
of the local firm stocks at these lower prices by the
foreigners. If the stocks to be sold at 10 dollars in
normal conditions are sold at 5 dollars it is clear that
this is a significant capital loss. In this regard, in the
crises of 1994 and 2000-2001 a significant share of
banks, tourism firms and food industry were taken
over through this way” (Kazgan, 2012: 253).

Moreover, as seen in Figure 3 for the 1990-2010
period, FDI inflows mostly entered Turkey as
brownfield investments, namely, via cross-border
M&As, rather than new greenfield investments.
This was contrary to the rest of the developing
world in terms of the entry mode of FDI’, as seen
in Figure 4.

Figure 3 Percentage share of brownfield and greenfield investments of FDI inflows into Turkey, annual

average 1990-2010

m Brownfield
Investments(ME&As)

B Greenfield Investments

Source: Author’s research; UNCTAD, FDI/TNC Database (2010) and UNCTAD Cross-border M&A Database (2010)

Figure 4 Percentage share of brownfield and greenfield investments of FDI inflows into developing

world, annual average 1990-2010

m Brownfield
Investments(M&As)

m Greenfield Investments

Source: Author’s Research; UNCTAD, FDI/TNC Database (2010) and UNCTAD Cross-border M&A Database (2010)
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Moreover, Kazgan (2012) notes that although there
was not any upward trend of direct fixed capital
investments of FDI inflows from 1995 till 2003 ex-
cept for the crisis years, there was an upward trend
of the FDI outflows from Turkey, which were over
2 billion dollars for the severest crisis years 1999-
2001, and in 2003, almost equal with the FDI in-
flows (Kazgan, 2012: 253). When the FDI profit
outflows is added to this picture, as seen in Figure

5, then it turns into a significant issue that should be
paid attention to by the policy makers. Figure 5 in-
dicates the upward trends of both FDI inflows and
FDI profit outflows. Moreover, Figure 5 underlines
that especially in 2009, in the year in which Turkey
was experiencing the Global Crisis, while FDI in-
flows were dramatically decreasing, the FDI profit
outflows were increasing.®

Figure 5 FDI inflows and FDI profit outflows (in US$ and in logarithmic transformation), 1990-2014
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Source: Author’s Research; Central Bank of Turkey

3. A Brief Literature Review

Although in literature there have been large theo-
retical (Dunning, 1994; Milberg, 1999; Chudnovs-
ky, Lopez, 1999) and empirical works on FDI and
economic development/growth’ (Balasubraman-
yam et al., 1996; Borensztein et al., 1998; Agosin,
Mayer, 2000; Carkovic, Levine, 2005; Hermes, Len-
sink, 2003; Samimi et al., 2010 and Adeniyi et al.,
2012, etc.), there are few works pointing out the po-
tential detriments of the FDI inflows, including the
profit outflows of FDI. The latter happens mostly
by increasing CAD and leads to financial fragility
and prone-to-crisis economy (Seabra, Flach, 2005;
Mahnaz, Salma, 2013; Geyikdagi, Karaman, 2013;
Akkermans, 2017). Among these, Seabra and Flach
(2005) deal with the issue in terms of the Brazilian
case using the Granger causality test developed by
Toda and Yamamoto (1995) in order to investigate

the causal relationship between FDI and profit re-
mittance, which finds out a unidirectional causality
running from FDI to profit outflows. According to
the empirical results of their paper, FDI causes prof-
it remittance by pointing out the significant possi-
ble adverse long-term effects of the FDI attraction
policies of Brazil. Mahnaz and Salma (2013) deal
with the issue on the case of Pakistan using Au-
toregressive Distributed Lag (ARDL) approach in
order to determine the long-term and short-term
relationships between FDI inflows and income out-
flows, which are found to be co-integrated, pointing
out a long-term relationship. According to the em-
pirical results of their paper, FDI inflows in Pakistan
have negative implications for current account bal-
ance as well as positive effects on growth and em-
ployment. Geyikdagi and Karaman (2013) deal with
the issue in terms of the Turkish case by investigat-
ing FDI inflows to Turkey and trying to estimate
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the transfer of profits. The results of their regres-
sion analysis using the annual data of 1995-2011
show that as the FDI stock remains positive, profit
transfers are positive. Although they found a small
impact on profit repatriation, they stress that this is
due to transfer pricing manipulation of FDI, which
should be paid attention to besides the M&As kind
of FDI (Geyikdagi, Karaman, 2013). Different from
other authors, Akkermans (2017) deals with the is-
sue of ‘repatriation of profits’ in terms of the ‘drain
of wealth’ aiming at describing and explaining ‘net
profit flows’ per country for the period 1980-2009
through a panel data analysis. In this regard, the pa-
per, in which a dataset on ‘net profit flow’ per coun-
try is calculated, investigates the ‘net profit flow’
as a consequence of foreign investment stocks for
the period 1980-2009 for the three world-system
groups, such as core, semi-periphery and periphery
and finds that the net profit inflow grew for core
countries, net profit outflow grew for the semi-
periphery and in particular the periphery, conclud-
ing that “..neoliberalism served core countries and
TNCs well. To be precise: it served capital owners
in the core well; workers in those countries have not
benefited at all..” (Akkermans, 2017).

It can be interpreted from the findings of the em-
pirical studies on FDI and its spillovers® or growth
that there is not such a rule that FDI will create the
spillovers in every host country, although in theory,
FDI is accepted to have important positive effects
on the economy of the host country, such as “I-pro-
motes economic growth and development, 2-raises
employment and wages, 3-generates technological
spillovers that raise productivity, 4-provides export
market access, 5-leads to improvement in the bal-
ance of payments” (Milberg, 1999: 100). In this re-
gard, it is criticised as the benefits of FDI depend on
the conditions of the host developing countries and
the Multinational Companies (MNCs) themselves
and the characteristics of their investments. So
such benefits are difficult to measure and also are
not uniform. Moreover, when the positive impact of
FDI inflows on the balance of payments are consid-
ered, it is underlined that the profit outflows of FDI
can offset the positive impact or even transform it
to the negative impact on the balance of payments
in the long run.

In this regard, Willet et al. (2004) maintain that
there are not just short-term effects, but FDI also
can create volatility in capital movements, contrary
to the expectations, as experienced in the Asian cri-

sis countries (Willet et al., 2004: 30). The crisis ef-
fect of the short-term capital inflows, the so-called
hot money, as leading to CAD by appreciating lo-
cal currency and creating virtual welfare increase
were widely examined in the literature. Compared
to them, FDI was accepted as more innocent and
beneficial for the host country. However, FDI has
recently started to be criticized in terms of its pos-
sible crisis effect through time inconsistencies of
the transfers of its profits, which are from the host
country to home country.

Lall (2000) underlines that if the government is not
strong enough in both regulating and bargaining
on FD], then it will cause ‘unequal distribution of
benefits or abuse of market power’ by MNCs (Lall,
2000: 8). Milberg (1999) contributes that by virtue
of the development and high liberalization of finan-
cial markets of the developing economies, FDI can
easily be hedged, which contributes to diminish-
ing the difference between them and the portfolio
investments more than ever before and so gives it
the capability of creating financial crises by being
unstable and volatile (Milberg, 1999: 101). Singh
(2005) argues that to avoid the financial fragility,
stemming from the ‘unfettered FDI, which makes
the economic structure prone to crises through
CAD, the governments would need to monitor and
regulate the amount and timing of FDI. He stresses
that the aggregate foreign exchange inflows and
outflows, both in the short and long run, which can
stem from the large FDI projects, can create a ‘time
profile’ of these outflows (in the form of dividend
payments or profits transaction) and inflows, which
could be time inconsistent. In this regard, he under-
lines that this time inconsistency can cause liquidity
crises and even solvency crisis with worse conse-
quences for economic development as seen in Asia
(Singh, 2005: 9-10). In this regard, since restrictions
of such outflows are not regarded as ‘smart poli-
cies rather than imposing restrictions, incentives
that achieve the same result, but this time volun-
tarily, would be among ‘smart policies’ As China’
did, incentives towards reinvestment of FDI profits
such as tax incentives by governments would be
efficient in order to prevent the adverse effects of
EDI inflows on profit remittance leading to CAD.
Moreover, such incentives also divert the reinvest-
ment to specific sectors, which are vital for devel-
opment. OECD (2000) puts China case as follows:
“..To encourage reinvestment of profits, China has
been offering FDI a refund of 40 per cent of taxes
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paid on its share of income, if the profit is reinvest-
ed in China for at least five years. Where profits are
reinvested in high-technology or export-oriented
enterprises, the foreign investor may receive a full
refund..” (OECD, 2000: 15). Moreover, not restric-
tion of profit outflows but managing the time of
such outflows can be arranged by governments. But
before it, the domestic residents, who think to make
profit remittance, should inform the government in
advance, e.g. two weeks before the arranged date of

Table 3 Explanations of the Variables

such outflow for the amounts higher than, for in-
stance, one million dollars.

4. Data Set

A monthly data set, both in US$ and in logarith-
mic transformation, including the era of 1991m12-
2017m8 is used in the research. The data source is
the Central Bank of Turkey. Table 3 indicates the
symbols, definitions, units and scales of all variables
used in the research.

Symbols Definitions Units and Scale
US Dollars
InFDIPO NATURAL LOGARITHM OF FDI PROFIT OUTFLOWS
Millions
US Dollars
InFDIINF NATURAL LOGARITHM OF FDI INFLOWS
Millions

Source: Author’s Research; Central Bank of Turkey

5. The Economic Causality Between InFDIPO
and InFDIINF for the Turkish Case

With regard to the Turkish case, the causal link
between FDI profit outflows and FDI inflows is
analyzed by Granger causality tests, using a method
developed by Toda and Yamamoto (1995). This is
designed to improve the standard F statistics in the
causality test process after examining the unit root
properties.

5.1 Unit Root Tests: Testing Stationary

The VAR model covers the period of 1991m12-
2017m08. In order to determine the maximum
order of integration of each series, stationary tests
of the variables have been conducted by the most
common method, Augmented Dickey-Fuller unit
root test (ADF), which was developed by Dickey
and Fuller (1981). It is as follows:

AY =a+b + YY,+ CZAY(H) +1,
The basic model was as follows:

Y =pY, ,tuory-y,,=@Dy,+tu (uisthe

stochastic error term)

Namely; Ay, = YWent %

If (p-1) = 0 or y = O then it can be concluded that
y, series has a unit root, namely, it is not stationary
on its level.

To test the null hypothesis, Y, has a unit root, al-
ternative versions of the model are used as follows:

Dickey-Fuller Equation without Intercept and
Trend:

AY, :yY(t_l) +u,

Dickey-Fuller Equation with Intercept but Without
Trend:

AY =a+yY ) +u,

Dickey-Fuller
Trend:

Equation with Intercept and

AY, :a+bt+yY(H) +u,

The obtained test results of the ADF, which is au-
tomatic based on the Akaike Information Criterion
(AIC) in Table 4 are as below:
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Table 4 The Results Table of the Unit Root Test Using the ADF Test

ADF Test Statistics
AIC/SIC Without Without Trend Intercept With Trend
Variables Intercept&Trend (None) (Constant) (Constant, Linear Trend)

Level

LNFDIINF 10/10/10 0.822029 -0.624781 -1.924770
LNEDIPO 12/12/11 0.920110 0.459670 -1.070362

First Differential

A LNFDIINF 9/9/9 -7.491843° -7.555531* -7.543043°

A LNFDIPO 11/11/11 -11.92833¢ -11.94879° -11.96229°

The superscript a denotes significance at the 1% critical level. The lag orders are computed according to AIC. The series
marked with (a) do not exhibit a unit root at 1% significance level.

Source: Author’s research.

Figure 6 The Graphs of the Series

92 94 96 98 00 02 04 06 08 10 12 14 16
— LNFDPO

Source: Author’s research

5.2 The Interpretation of the Results

According to the results in Table 4, it is concluded that
LNFDIINF and LNEDIPO are not stationary on their
levels, they are integrated of order one, namely, I(1),
for lag 9 and for lag 11, respectively. The stationarity
of the series was also checked by the graphs of the
series as seen in Figure 6. According to these graphs,
all series seem unstationary, which can stem from the
breaks in the crisis periods. These variables, which are
integrated of order one, are used in the VAR model in
order to have the maximal integration order as one'’.

5.3 Test for Granger — Causality with Toda and
Yamamoto Modified Wald Test

In the second step, the following augmented
Granger causality test suggested by Toda and

T rrrrrrrrr T T T T T T T
92 94 96 98 00 02 04 06 08 10 12 14 16

—— LNFDIINF

Yamamoto (1995) is performed*. The application
of the procedure leads to a point where the usual
test statistics for Granger causality exhibit stand-
ard asymptotic distributions. A modified Wald
test (MWald) for restrictions on the parameters
of a VAR (k), where k is the lag length in the sys-
tem, is utilized by the procedure that was devel-
oped by Toda and Yamamoto (1995). When a VAR
(k+dmax) is predicted (where dmax is the maxi-
mal order of integration to occur in the system),
this test displays asymptotic chi-square distribu-
tion. It is also shown that if variables are integrated
of order d, the usual selection procedure is valid
whenever k>d. The lag length order in the VAR
model is determined as 12 according to the AIC
criterion.
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Table 5 VAR Lag Order Selection Criteria

VAR Lag Order Selection Criteria
Endogenous variables: LNFDIPO LNFDIINF
Exogenous variables: C

Sample: 1991M12 2017M08

Included observations: 247

Lag LogL LR FPE AIC SC HQ
0 -803.4208 NA 2.330008 6.521626 6.550042 6.533066
1 -611.9165 378.3566 0.510493 5.003373 5.088621 5.037694
2 -574.2623 73.78405 0.388728 4.730869 4.872949 4.788071
3 -530.9641 84.14219 0.282788 4.412665 4.611577* 4.492749
4 -522.7198 15.88776 0.273244 4.378298 4.634043 4.481263*
5 -516.5024 11.88098 0.268396 4.360344 4.672921 4.486190
6 -514.7993 3.226989 0.273455 4.378942 4.748351 4.527669
7 -512.6047 4.122643 0.277511 4.393560 4.819802 4.565169
8 -511.2560 2.511836 0.283572 4.415028 4.898102 4.609517
9 -500.2466 20.32499 0.267972 4.358272 4.898178 4.575642
10 -494.8394 9.894939 0.264993 4.346878 4.943616 4.587129
11 -490.0015 8.774842 0.263269 4.340093 4.993663 4.603226
12 -477.6048 22.28391* 0.246040* 4.272104* 4.982506 4.558117

* indicates lag order selected by the criterion

LR: sequential modified LR test statistic (each test at 5% level)
FPE: Final prediction error

AIC: Akaike information criterion

SC: Schwarz information criterion

HQ: Hannan-Quinn information criterion

Source: Author’s research

The following VAR (k+dmax=13) model is estimat-  After determining that the most appropriate lag

ed by OLS and SUR methods. length as k=12 and dmax=1, the causal link be-
e tween FDI Profit Outflows (InFDIPO) and FDI In-
InFD1PO, = (amwmmﬂ)+Z(Buwwwﬂj+un ) flows (InFDIINF) series based on p values for the
= modified Wald (MWald) statistics are presented in

= Table 6.

k+d

k+d

InFDIINF, = (9:nFDIINF, )+Z(leinmrpoﬁ_k I+ ug (2)
i=1

i=1

Table 6 The Results Table of the Test for Granger — Causality with Toda and Yamamoto Modified
Wald Test

VAR(13) k=12,d__ =1
OLS SUR
The Null hypothesis %2 Statistics P-Value X Statistics P-Value
LNEDIPO does not Granger cause LNFDIINF 15.65929 0.2073 17.57140 0.1293
LNFDIINF does not Granger cause LNFDIPO 28.02340 0.0055° 31.52826 0.0016*

The superscript a denotes significance at the 1% critical level.

Source: Author’s research
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5.4 The Interpretation of the Results

According to the estimation results, FDI Profit Out-
flows (InFDIPO) and FDI Inflows (InFDIINF) are
causally related in the long-run, and the Granger
causality is uni-directional running from FDI In-
flows to FDI Profit Outflows in the Turkish Case.
This finding is consistent with the Seabra and Flach
(2005) findings about the Brazilian Case. As already
noted, although there are short term positive effects
of FDI inflows, the causality results point to the long
term adverse effects of FDI inflows on profit remit-
tance leading to CAD. In addition, previous FDI in-
flows are the driving force of current profit outflows.
Figure 7 shows the impulse responses of the vari-
ables, namely, how two variables react to each other
in the next 8 months. Considering the Impulse Re-
sponses of the profit outflows, namely, when there is

Figure 7 Graphs of the Impulse Responses

shock to FDI inflows, it can be seen that after three
months profit outflows are always positive and grow-
ing. Since most of the FDI inflows to Turkey is in
brownfield FDI formation (Sarialioglu Hayali, 2012),
the three-month period for profit outflows makes
sense and points to the fact which policy-makers
should consider since the issue, the relationship of
brownfield FDI with the profit outflows in a short
time, is put by UNCTAD (2000) as follows:

“The impact of profit repatriation and transfer pric-
ing on financial flows and the balance of payments
of a host economy may differ according to the mode
of entry. On the one hand, outflows of earnings are
likely to begin sooner with M&As than with green-
field FDI when the acquired firm is profitable —
though they may take longer where an affiliate has
to be restructured” (UNCTAD, 2000: 146).

Response to Cholesky One S.D. Innovations + 2 S.E.
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