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TOP MANAGEMENT TEAM NATIONAL DIVERSITY AND FIRM
PERFORMANCE

Elina Bakhtieva

Abstract

Ongoing processes of internationalisation and globalisation have shown the need to
understand the role of nationality in business performance. The main global players are
multinational companies managed by multinational teams. Although top management team
(TMT) diversity is widely discussed in different studies, the majority of them are focused on
the impact of internationalisation on firm performance, whereas the impact of national
diversity on individual (top management) level remains relatively unexplored. One of the
main reasons for that is the high controversy of the study results on this topic. The aim of this
paper is to provide a theoretical overview of the previous research on national diversity of
TMT. It identifies a problem of definition of TMT and suggests narrowing the term down to
the level of management which influences the strategic development of a firm. This paper
defines the main directions and problems of the analysed area. Cultural heterogeneity
describes differences in values, language and other non-materialistic concepts. Ethnicity as a
concept is wider than culture and represents a group’s distinctive identity, which can be
passed from one generation to the next. National heterogeneity involves additional analysis of
state features, e.g. legal or industrial characteristics. Therefore it is important to analyse TMT
based on the national heterogeneity, which covers not only cultural aspects, but also social,
economical and political factors. As a conclusion this paper will present some ideas of
possible empirical development of the current theoretical research.

Keywords: TMT, national diversity, culture, TMT heterogeneity

1 INTRODUCTION

Ongoing processes of internationalisation and globalisation have shown the need to
understand the role of nationality in business performance. The main global players are
multinational companies managed by multinational teams. Although top management team
(TMT) diversity is widely discussed in different studies, the majority of them are focused on
the impact of internationalisation on firm performance, whereas the impact of national
diversity on individual (top management) level remains relatively unexplored. One of the
main reasons for that is the high controversy of the study results on this topic. The findings
vary from positive impact of TMT national diversity (e.g. Carpenter, 2002; Cox & Blake,
1991; De Jong & Van Houten, 2014; Greening & Johnson, 1996), through non-significant
(Ferrier 2001; West & Schwenk, 1996) to negative (e.g. Michel & Hambrick 1992; Umans,
2013).

This paper has a purpose to provide a clear picture of TMT’s national diversity and identify
the main gaps, as well as to prepare a theoretical background for a future research. First of all
I would like to discuss the problematic of a level of management to be included in the
definition. Thereafter | would like to cover the aspects, which the term “national diversity”
covers. Within this topic | would like to find an answer to the question whether is any

difference between terms “culture”, “nationality” and “ethic” within the analysed topic, and if
these three definitions are interchangeable. In the end | would like to provide a theoretical
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perspective of the influence of the national diversity of TMT on a firm performance. As a
conclusion | will present some ideas of possible empirical development of the current
theoretical research.

2 LITERATURE REVIEW

2.1 Definition of TMT

There are a lot of studies which address TMT as the main unit of analysis; however, there is
no widely approved definition of TMT. The scholars range their definitions from a broader
“set of position holders”, including different levels of management, such as board of directors,
executive committees or TMTs (Pettingrew, 1992) to a limited group of “the most influential
executives at the apex of organisation” (Hambrick & Mason, 1984) (Nielsen, 2010).

Although theories dealing with TMT exist no longer than 40 years (Boal & Hooijberg, 2001),
the importance of the role of top management has been mentioned already in 1938 by Barnard
(Finkelstein & Hambrick, 1990). This concept became widely discussed in the 70es —
beginning of the 80es. After a short break it has undergone both a rejuvenation and a
metamorphosis (Boal & Hooijberg, 2001) and have led to the development of the Upper
Echelon Theory and the study of TMTs (Boal & Hooijberg, 2001), which today are covered
within a concept of Strategic Leadership (Daily & Schwenk, 1996).

Usually upper echelon represents the formal top positions in a company (Finkelstein &
Hambrick, 1996). Therefore, as a rule, upper echelon refers to a top management team and/or
the board of directors (Higgins & Dillon, 2007). Existing research of this topic focuses on
different levels of top management: TMT, Board of Directors and/or chief executive officers
(CEOs). Although the majority of studies fall into two main streams: some scholars analyse
TMT (e.g. Nielsen, 2010), whereas the others pay attention to board executives (e.g.
Finkestein & Hambrick, 1996) (Nielsen, 2010). There are also studies, which analyse
simultaneously the role of TMTs and CEOs (e.g. Hambrick & Mason, 1984) by defining the
importance of individual and team-level influence on the outcomes (Nielsen, 2010). Daily &
Schwenk (1996) have provided an analysis of existing research on strategic leadership in late
90es and came to the conclusion that these three management teams are analysed parallel due
to their equal importance.

The current paper is focused on TMT as the unit of analysis and based on the summarised
definition made by Nielson (2010), who specifies TMT as a limited group of top executives
who have a direct influence on the formulation of a firm’s strategy. However Nielsen (2010)
in her research does not provide a clear answer whether Board of Directors refers to the top
executive team, her definition shows clear mediation between the role of the TMT and a
firm’s performance.

2.2 National diversity: problem of definition

The roots of the theory defining an explicit role of top management for business outcome lay
in the behaviour theory, which argues that top managers are first of all human beings and
therefore in their decisions not always follow rational motives (Nielsen, 2010). Continuing
this approach, modern scholars emphasize the role of the background, experience and values
of top managers in their decisions (Finkelstein & Hambrick, 1990).

As Nielsen and Nielsen (2013) mentioned in their study, that compared to international
experience and functional diversity, which can be diminished with the time, national diversity
is rooted in individuals and cannot be eliminated easily and even may increase its impact on a
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firm. As a TMT is selected to manage a firm, decisions of its members reflect the beliefs and
values of their personality and therefore are influenced by national aspects (Nielsen, 2010). If
TMT defines a decision-making process of a firm, national background of TMT can influence
a firm performance (Marimuthu & Kolandaisamy, 2009; Nielsen, 2010).

In the field of diversity analysis the researchers use mainly two terms — cultural diversity (Coz
& Blake, 1991; De Jong & Van Houten, 2014) and national diversity (e.g. Hambrick, Sue,
Snell & Snow, 1998.) (Nielsen & Nielsen (2010) use the term ‘“nationality diversity”).
Another aspect will be introduced within the current paper — ethnicity.

Hence, the answer to the question what level of identity should be analysed by heterogeneity
of TMT narrows to the question if cultural, ethnic or national difference should be analysed.

These three terms are much interconnected and sometimes interchangeable (e.g. ethnicity and
nationality for Smith (1999).

Hofstede (1994) defines culture as "the collective programming of the mind which
distinguishes the members of one category of people from another”. Culture helps people to
adapt faster to the environmental changes and help people to shape their values and interests.

Ethnicity refers to culture and reflects cultural differences between groups. Ethnicity provides
the shape of person’s identity — one get it on birth as a set of biologically given or deeply
rooted and historically rigid conventions, - whereas culture fills this identity with the cultural
features — art, music, norms, believes, etc. (Fearon, 2003; Nagel, 1994). If ethnic prerequisites
are done as it is, the cultural features can be changed — one uses some type of culture, discard
others and add new ones. Ethnicity answers the question “Who are we?” and culture — “What
are we?” (Nagel, 1994).

Nation collect shared memories, symbols, myths, traditions and values, inhabit, which are
attached to historic territories or “homelands” (Fearon, 2003; Wan & Vanderwerf, 2010).
Concerning the definition of nation Llobera (1999) points out that state always plays a leading
role in the formation of a nation. Nation affects several aspects of life of an individual: values,
cognitive schema, demeanour, language (Hambrick et al., 1998). As it was experimentally
found out, 30 to 45 % of values reflect national characteristics. Moreover nation influences
the process of getting knowledge and form the cognitive schema of an individual. Customs
and cultural traditions form demeanour, e.g. difference in eye contact or punctuality. This
aspect plays an important role in the process of forming stereotypes about nation(alitie)s.

Benefits of national diversity

Majority of the studies showed a positive impact on firm productivity (Carpenter, 2002;
Greening & Johnson, 1996), which can be divided into two groups: impact on personal skills
of the members of culturally diverse teams and impact on organisational flexibility.

Nielsen & Nielsen (2013) found that national diversity has a positive impact on firm
performance, especially in longer tenure teams and companies with high internationalisation
levels and in munificent environment.

Personal skills development

Intercultural environment by itself impacts personal skills of team members. Team members
learn from each other and therefore pool their individual skills (De Jonge & Van Heuten,
2014; Nooteboom, 2000). The development of one’s soft skills increases the quality of
performing tasks and decisions (Maznevski, 1994; Ochieng & Price, 2010). Due to the
possibility to learn (from) different culture and routines, one further develops his/her skills
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and learns different ways of problem solving. As s result, this helps to deal with complex
operations.

Moreover, several studies of national diversity suggested that a heterogeneous team impacts
the effectiveness within an organisation, develops creativity, brings new ideas and new ways
of solving problems (Distefano & Maznevski, 2000; Hambrick et al., 1998; Michael &
Hambrick, 1992; Ochieng & Price, 2010; Robinson & Dechant, 1997).

Increasing organisational flexibility

Another group of scholars pays attention to the increasing organisational flexibility under the
influence of national diversity (Marimathu & Kolandaisamy, 2009). Earley and Mosakowski
(2000) identified that communication between members of culturally heterogeneous groups’
Increases.

Heterogeneous teams assemble the energy and synergy of team members (Marquardt &
Hovarth, 2001) and, due to assess to different cultural backgrounds and experience, quicker
identify problems (Jackson, 1992) and often provide non-standard decisions.

TMT’s diversity may have different impact — positive and negative - within different steps of
a task development. For example, on a stage of strategy formulation national heterogeneity
may lead to the generation of several alternatives, and therefore increases the success of the
task. On the stage of strategy implementation different backgrounds may decrease team
cohesion and negatively influence a firm performance.

Heterogeneous groups help to solve complex and novel problems — due to diversity of opinion
and experience, which creates several alternatives (Robinson & Dechant, 1997). On the other
hand, routine problems can be solved effectively by homogeneous teams (Hambrick &
Mason, 1984). Following this point of view, as strategically decisions refer to complex issues,
the importance of having heterogeneous TMTs seems to be logical.

Some studies have found a direct positive impact on a firm’s performance (Cox & Blake,
1991; Marimathu & Kolandaisamy, 2009; Nooteboom, 2000). Cox and Blake (1991), for
example, show that firm’s costs are reduced because of lower turnover. Additionally the
number of lawsuits decreases (Marimuthu & Kolandaisamy, 2009).

2.3 Negative impact of national diversity

Culture identifies the basic attributes and values of its members. Each nation develops a set of
behaviours and values under which to operate (Distefano & Maznevski, 2000). When these
members come to a group where they need to work together, they already have a pre-defined
understanding about how they and other team members should proceed (Distefano &
Maznevski, 2000). The difficulties are coming when this pre-defined knowledge of different
team members contradict each other. This can provide basis for a deep conflict and
misunderstandings. People cannot understand why this or that person behaves this way if his
own pre-defined knowledge, on which his values and attributes are based, is different.
Therefore there are several studies defining negative impact of culturally heterogeneous teams
on a firm’s performance. Among negative aspects of national diversity | can define three main
groups: team communication problems, decreased level of knowledge transfer and decreasing
team cohesion.
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Team communication problems

Marimathu and Kolandaisamy (2009) emphasized, that “group members who differ from the
majority tend to have lower levels of psychological commitment and higher level of turnover
intent and absenteeism”.

The most often used argument for it is a problem of miscommunication (De Jonge & Van
Houten, 2014). Because of different cultural backgrounds, experience and language level
these problems can range from small misunderstandings to huge problems.

Decreased level of knowledge transfer

Among other problems of multicultural teams are inefficient knowledge and information
transfer (Makela, Kalla & Piekkari, 2007), interpersonal friction and conflicts (De Jonge &
Van Houten, 2014), and the necessity to tailor oneself to other national cultures (Barkema &
Vermeulen, 1998). Increased inter-firm complexity on several levels (Barkema & Vermeulen,
1998) decreases a firm’s effectiveness (Li, 2013): prolongs decision wait time (Hambrick et
al., 1998; Umans, 2013), increases rework requirement, etc.

Decreasing team cohesion

Value diversity and experience variety which have been mentioned by several studies as a
positive issue of culturally heterogeneous groups, can also have a negative impact. Namely,
different attitudes and opinions decrease collaborative behaviour (Elron, 1997; Umans, 2013)
and prevent a consensus for different visions (Li, 2013; Miller et al., 1998; Umans, 2013).
Moreover these strategic contradictions can lead to tension between different opinions (Li,
2013) and respectively increase competition-oriented interactions (Umans, 2013). Hence,
these communication problems negatively affect team cohesion (Amason, 1996; Carpenter,
2002; Ochieng & Price, 2010; Smith, Smith, Olian, Sims, Henry Jr., O'Banon, & Scully,
1994; Pelled, Eisenhardt & Xin (1999);). As a result interaction among team members
decreases (Umans, 2013) and this facilitates formation of subgroups in teams (Pelled et al.,
1999; Umans, 2013), particularly, “separation along cultural lines” (Umans, 2013). Makela et
al, 2007 analysed the impact of cultural similarity on a knowledge sharing and comes to the
conclusion that team members with the same cultural background tend to share knowledge
between colleagues and hinder the information flow between members for the other
subgroups. Team polarisation and competition oriented behaviour creates a tendency to reject
the ideas from other subgroups (Pelled et al., 1999; Umans, 2013). Hence, team performance
is decreasing.

Sometimes positive and negative factors exist simultaneously in a TMT. Some positive
factors as creativity or decision-making can be fostered because of different educational and
functional background. On the other side, due to different values and attitudes team cohesion
decreases (Elron, 1997).

2.4 Multicultural teams vs. Teams with “strong” culture

In order to investigate the impact of TMT on business outcome it is important to identify who
is actually involved in the decision-making process (Jackson, 1992). Persons taking decisions
not necessarily may be part of upper echelon but include managers and experts from other
organisational levels (Nielsen, 2010). Moreover, in the analysis of national diversity it is
important to distinguish between multicultural groups with no dominant culture and
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heterogeneous teams with so called “strong” or dominating culture. An example of a team
with strong culture can be a board team with the majority of members from headquarters’
culture. Presence of a strong culture may force several additional problems within a team.
Yilmaz, Alpkan, & Ergun (2005) define some of them: discourage the search for new ideas,
limitation of the variety and opinions, and organisational inflexibility.
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3 SUGGESTIONS FOR DATA ANALYSIS

The main argument of this research was that national diversity of TMT affects firm
performance.

Independent variable

In order to analyse cultural difference within TMT it is important to define how great cultural
distance within a team is. This can be defined by using Hofstede characteristics of each
representative of a team and weighted cultural distance for a team.

Another way of analysing degree of nationality diversity in a top management team can be a
method by using a Blau Index (Nielsen, 2010; West & Schwenk, 1996). The Blau index
captures can be determined by the dispersion of team members across all different
nationalities represented on the top management team (Nielsen 2010).

Blau index is represented by the following formula:

B=[1-%(p)’]

where p is the proportion of members in a category, i represents different categories (i.e.
different nationalities (West & Schwenk, 1996; Nielsen, 2010). The higher the value of B, the
greater is the heterogeneity.

Dependent variables

Based on the researches made by different scholars, e.g. by Crossland & Hambrick (2007),
several accounting-based and market-based measures reflecting a firm financial performance,
can be identified:

— return on assets (ROA: net income divided by total assets),

— return on sales (ROS: net income divided by sales),

— sales growth (sales in year i minus sales in year i — 1, divided by sales in year i — 1),
— market-to-book (MTB: market value divided by book value of common equity).

Control variables

The control variables are TMT size, firm total assets and a firm age. TMT size can be
determined by the total number of TMT, firm total asset refers to a firm size and firm age
refers to number of years of business operations (Miramuthu, 2009). The total number of firm
employees was used to control for firm size. (Nelsen 2010)

4 CONCLUSION AND DISCUSSIONS

This paper provides a theoretical overview of the previous research on national diversity of
TMT and its influence on a firm performance. It defines a problematic of definition of TMT
regarding the level of involvement a management team and narrows it down to the level of
management which influences the strategic development of a firm.

Moreover it specifies the heterogeneity of the team which influences a firm performance. The
current paper defines the main directions and problematic of the analysed area. Cultural
heterogeneity describes differences in values, language and other non-materialistic concepts.
Ethnicity as a concept is wider as culture and represents a group’s distinctive identity, which
can be passed from one generation to the next (Wan & Vanderwerf (2010)). National
heterogeneity involves additional analysis of state features, e.g. legal or industrial
characteristics. Therefore it is important to analyse TMT based on the national heterogeneity,
which covers not only cultural aspects but also social, economical and political factors.
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The impact of national heterogeneity of TMT on firm performance is summarised in the

Table 1.
Table 1. Impact of TMT’s national diversity on firm performance: Source: Personal evaluation
Positive Negative

Personal skills development

Opportunity to learn from each other and
therefore pool individual skills

Quality of performing tasks and decisions
increases
Cross-cultural

learning and developing

Team communication problems
e psychological  commitment
decreases and turnover intent
and absenteeism increases
e problem of
miscommunication

creativity bring new ideas and new ways of e interpersonal friction and
solving problems, this helps to deal with conflicts
complex (strategic) operations.
e Effectiveness  within an  organisation
increases
Increasing organizational flexibility Decreased level of knowledge
e communication within members increases transfer

assemble the energy and synergy of team
members

quicker identification of problems
non-standard decisions

complex and novel problems are easy to
solve

firm’s costs are reduced because of lower
turnover and decreased number of lawsuits

e necessity to tailor oneself to
other national cultures

e decision wait time is
prolonging
e rework requirement are
increasing

Decreasing Team cohesion

5 LIMITATIONS

There are some limitations of this paper. Differences due to regional or family’s factors,
social classes, age or sex should be excluded. | agree that all these differences do exist within
a culture, but for better analysis | pay attention only on the aspects that are common for all (or
majority) national population.
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MERIT AND DEMERIT OF FAMILY INVOLVEMENT IN
BUSINESSES: A STUDY OF FAMILY BUSINESSES IN SRI LANKA

R. H. Kuruppuge, AleS Gregar

Abstract

A number of family business researches affirm benefits of family involvement to the business
and family while some of other studies assure only detriment of family involvement. When
comparative studies on family businesses begin to surface on the family involvement in
business, there is that irritating question on what effect is brought about by family
involvement in the business. Therefore, the purpose of this study is to explore the merit and
demerit of family involvement in family businesses in Sri Lanka. The present study attempted
to address the above knowledge gap, using the qualitative research approach and multiple
case studies as the strategy of inquiry. Purposive sampling technique was used to select both
cases and respondents. Privately held, successfully conducted four family businesses which
each firm has at least 25 years of business history were selected as cases. From each case,
existing business owner and one family related manager who has at least five years of
experience in the business were taken as respondents. Data was collected mainly via semi-
structured, in depth interviews, observations, and secondary documents. Interview guide was
partially modified during the different rounds of data collection to better reflect the emerging
themes. Interviews were conducted during the period of January to April 2013. Data
collection from interviews consisted of 15 interviews with 09 different people from four
cases. Before the data analysis, coding and categorization of respondents’ views from
interviews helped to identify common patterns and themes from both within the case and
across cases. The analysis was carried out in the light of Agency theory and resulted in a rich
understanding of merit and demerit of family involvement in businesses in Sri Lanka. The
findings of this study indicated that the agency cost is created not only on business matters but
also on family matters. Further, findings revealed that agency benefit also can be obtained by
family business by handling the family matters carefully in line with business matters. And
some of agency benefits to the business by family managers are also found to be stable to the
business.

Keywords: family business, family involvement, merit, demerit and Sri Lanka

1 Introduction

Families and businesses have always, to large extent, existed in a cycle and it has been argued
that this cyclical existence has benefited both the family and businesses (Morck & Yeung,
2002; Narva, 2001). At the same time, some other researchers are also in a view that cyclical
existence of families and business does not always provide benefits to the business (Chua et
al, 2006). Moreover after 1990s the field of family business emerged as a separate discipline
and called for more research in the world (Dharmadasa, 2009). Yet, no commonly agreed
definition of family business can be found in family business literature either locally or
globally. Different studies have defined family business differently in par with their study
purposes. This study treats the family business as unique, inseparable, synergistic resources
and capabilities arising from family involvement and interactions (Habbershon, Williams, &
MacMillan, 2003). In the meantime, the business world of Asia is strongly linked to family
and family run businesses has been popular in many South Asian communities (Khana &
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Yafeh, 2007). As a South Asian country, Sri Lankan indigenous management and business
practices developed in a rich cultural heritage across 2500 years and has been take care of
largely by teachings of the Buddha, a great philosopher and a social reformer (Ranasinghe,
2011). The Buddhist values of business and management such as commitment, responsibility,
autonomy, mutual respect, tolerance and team work is embossed in local practices. Some
have concluded that traditional Sinhalese Buddhism bears some responsibility for retarding
economic development through merit-making practices (Nanayakkara, 2004). Over
generations, these values have influenced the thinking and actions of the people and their
participation in collective effort like performing businesses. This business life has been
subjected to turbulent changes during the last couple of decades. However, because of the rich
history and tradition of strong family ties, family businesses have long been considered as a
part of the culture. The Sri Lankan family, under ideal condition, is limited to members of a
single extended multi-generational family. Through the family relationship, members of a
family share economic and social physiological security as well as the conflicts & anxieties of
other members (Jayawardena, 2000). Yet, the private sector of Sri Lanka has inherited its
business tradition from mercantilist functions of the colonial private entrepreneur. They
centered the business on three major plantation crops with a bias toward trade, commerce, and
services (Jayawardena, 2000). Majority of such firms which were preliminary based on family
ownership. Managerial positions were largely reserved for technically competent family
members and the individual firms’ behavior is largely influenced by families (Nanayakkara,
1992). Accordingly, Sri Lankan business culture and its entrepreneurs have become largely
family based and rooted predominantly in the merchant capitalist class (Nanayakkara, 2004).

In general Sri Lankan business environment, the substantial involvement of family members
in the business can be seen heavily in sole proprietor businesses as well as in partnerships.
When it comes to nature of the business, most of them are Small & Medium-sized Enterprises
(SMEs). In the same time, the involvement of family has been emphasized by the name of
most of businesses like Brothers, Sons and Group of Companies. This is very particular for
privately held (none listed, private) businesses. In those local businesses, the business
provides income to the family, but at the same time, the family may serve as a critical supply
of paid and unpaid labor, as well as contribute additional resources such as money, space,
equipment, and other factors of production vital to the business. Although family involvement
in a firm distinguishes these firms from others, studies on the family involvement in
businesses are limited and results are mixed. Especially no research has been conducted to
examine merit and de-merit of family involvement in the Sri Lankan business context where
all family firms are not alike as they vary significantly, among other aspects, in terms of the
extent and mode of family involvement.

2 Research Problem

Studies about family businesses generally emphasize the presence of the family in the
business. But those studies seem to be idle in reviewing the real impact created by family
members of that business. When comparative studies on family businesses begin to surface on
the family involvement in business, there is that irritating question on what effect is brought
about by family involvement in the business. In order to explore the phenomena in believing
multiple realities in the world, instead of ‘what’ and ‘why’ research direction, the research
problem of this study remains as, “how does family involvement lead to generate merit and
demerit in family owned businesses in Sri Lanka”?

3 Theoretical background

In order to maintain the theoretical rigor to explore the research problem, Agency Theory was
employed as theoretical lens of this study. Agency Theory has played a major part in

25



organizational studies in different parts of the world. Agency theory mainly discusses about
intra-organizational processes from an economic perspective and it generally refers to the
various ways that agents of a firm can influence the economic and non-economic outcomes
and behaviors of the firm (Fama & Jensen, 1983). According to Ross in 1973 and Eisenhardt
in 1989 Agency theory refers to the conflicts of interest between an agent who act as a
representative of a principal and owner of the principal. The basic assumption underlying
agency theory is that agents tend to be opportunists who, unless monitored effectively, will
exploit owner-principals. It happens because of composition of a node of contracts. As a
consequence, Agency Theory is applicable to all contractual relationships in the firm (Grabk
& Mejia, 2002). However, it focuses strongly on top managers because they are responsible
for strategic level decision making. (Sanders & Carpenter, 1998). At the same time, Agency
theory is based on fundamental of economics and its main behavioral assumptions reflects;
(1) agents and principals are rational, (2) agents and principals are self-interested and (3)
agents are more risk-averse than principals . In one hand, one of the main sub segments of this
theory is agency cost. In business firms, shareholders do not mostly have time, interest,
capacity or incentive to be involved in day-to-day management activities. As a consequence,
shareholders (principals) delegate decision making to a smaller group, namely, management
(agents). Inevitably, this leads to opportunity costs, also called ‘agency costs’ which concern
the cost to the principals to monitor the behavior of an agent to minimize agent opportunism
(Bainbridge, 2005). On the hand, Agency theory proposes that the contract between principal
and agent is the main instrument for decreasing agency costs. This contract may include the
development of a monitoring system to ensure that behaviors and outcomes do not deviate
from the owners’ interests. It might also include the establishment of an incentive system that
intends to reward the agent for outcomes that are important to the principal (e.g., profitability,
share price). Based on the literature and theoretical reviews, following concept indicator
model (Figure 01) was developed by the researcher.

Figure 01.
Concept Indicator Model
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Source: Researcher’s original construction

4 Research Methodology

In the process of exploring merit and demerit of family involvement in business, the
philosophical stance for this research remained qualitative. The researcher worked within this
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paradigm believing that reality is subjective and it is mentally constructed by individuals. In
order to understand the complex phenomena like merit and demerit of family involvement in
business which is very significant to the context of the business, the case study method was
selected for this research. At the same time, the merit and demerit of involvement in business
by family members differ from context to context in various aspects and it would not be
generalized at any point. Because of this, understanding the reality of generating merit and
demerit of family involvement in business, considering the features in family business over
non family business, the multiple case study approach was used. It permitted the researcher to
strive towards understanding the phenomenon of interest by using several independent
instrumental case studies to get an insight into the study area. Purposive sampling was used
to select both cases and respondents. Privately held, successfully conducted 04 family
businesses which each firm has at least 25 years of business history were selected as cases.
These selected family businesses are located in three different districts in Sri Lanka. From
each case, existing business owner and one family related manager who has at least 05 years
of experience in the business were considered as respondents. Data was collected mainly via
semi-structured, in depth interviews, observations, and secondary documents. Interview
guide was partially modified during the different rounds of data collection to better reflect the
emerging themes. Interviews were conducted during the period of January to April 2013.
Data collection from interviews consisted of 15 interviews with 09 different people from four
cases. All the interviews were recorded and transcribed. Eleven out of fifteen interviews were
conducted in English. The rest was conducted in their mother tongue (Sinhala) and translated
into English by the researcher. Before the data analysis, coding and categorization of
respondents’ views from interviews helped to identify common patterns and themes from
both within-case and across-case analyses. While the main data analysis strategy was pattern
matching, the unit of analysis of the study was a single case. The analysis was carried out in
the light of Agency Theory and resulted in a rich understanding of nature of family
involvement in businesses in Sri Lanka. The quality of the research was maintained by
demonstrating internal and external validity of the study.

5 Results and discussion

In the analysis of merit and demerit generated by family involvement in business in Sri
Lanka, the results show that agency benefits (merit) of family business under categories of
aligning principal agent goals and sharing values among family members that many leaders
and executives aspire for higher purposes in their jobs as they are not simply self-serving
economic individuals, but often act unselfishly for the benefit of the organization and its
stakeholders. This satisfies the findings of the research study by Habbershon, Williams, &
MacMillan in 2003. The main theme emerged in the analysis is family members are
intrinsically motivated by higher level needs to act for the collective work of their firms. They
identify with the organization and embrace its objectives; they are committed to make it
succeed, even to the extent of personal sacrifice. These attitudes would be especially prevalent
among family businesses in which leaders / managers are either family members or
emotionally linked with the family. Such executives often commit deeply to the mission of
the business, treasure its employees and stakeholders, and feel motivated to do their best for
the owning family and the organization collectively (Miller & lIsabelle, 2005). But according
to respondent’s views, it could be that not all kinds of family businesses are likely to breed
such relationship in owners or their agents. Despite advantages, the analysis views about
some disadvantages (demerit) of having family members in the family businesses. When
disadvantages of family involvement are concerned under the categories of failure in
monitoring family members and emerging complicating goals in the family, more than
anything, the motive of the family member who is engaged in the business is a great concern
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According to the respondents view, the interplay between the family and the business may
become critical in some situations when family members much affiliated to the business.
Conditions that may intensify problems like role ambiguity, communication difficulties
among family members, and business decisions which negatively affect families. According
to the agency theory, monitoring activities need agency cost. Agency costs arise when the
interest of the managers are not aligned with that of owners and take form of preference for
the job perks, shrinking, and making self-centered and entrenched decisions that reduce the
shareholder wealth (Habbershon, Williams, & MacMillan, 2003).

The researcher experience in the interview process, the respondents of cases were reluctant to
express their ideas directly. Either it could be advantageous or disadvantageous, respondents
wanted to show their togetherness and business success which was tightened by family
involvement. But, according to the respondents’ views and case analysis, business advantages
created by family involvement were identified through the concept of agency benefits and
disadvantages were identified by agency cost. To sum up, according to the respondents’
views, categories of merits and demerits of family involvement in businesses in Sri Lanka can
be shown as given in Figure 02.

Figure 02.
Merit and demerit of family involvement in businesses in Sri Lanka
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Inability of
monitoring family
Generating MEmenrs Setting narrow
agency cost Emerging ambitions

conflicting goals

Business in the family
operation T
Being loyalty

principal-agent

Generating goals
agency benefits Sharing values Being
Ll trustworthy
members
Being honesty

By looking in detail at the merit and demerit of each category of the analysis, some interesting
themes related to family involvement emerged when research question is looked through
Agency theory. One of the emerging insider themes which can be considered as a key finding
of this study are agency cost is created not simply because of business matters but because of
family matters. At the same time, the management/ governance of the family business are not
based on contemporary management /governance practices and they are more connected to
family relation. Agency benefit also can be obtained by family business by handling the
family matters carefully than handling the business matters. Some of agency benefits to the
business by family managers are tend to be by default. The whole analysis of merits and
demerits of family involvement in business is compatible with one theme provided that the

Source: Researcher’s original construction
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weight of these merits and demerits can vary sharply according to business type or industry.
Both advantages and disadvantages generated by family involvement depend on the motive of
individual family member. The broad term motive in this case can narrow down as business
goal (common / family goal) and individual goal because for both goals, family members are
motivated to be involved in business matters. The main theme that surfaced through this
analysis is that when a family member who involves in the business having individual goals
which deviate from the business goal results in demerit (agency cost) to the business. At the
same time, when a family member involved in the business having business goals than
individual goals result in merit (agency benefit) to the business.

6 Conclusion

The study indicated that the family business should be in line with monitoring managers
frequently to assure that they work towards achieving the objectives of the firm. The
requirement of identification of business objectives and family objectives separately would
become such important factor in the process of governance of family business. As kinship is
greatly affected on employing a person as a manager in the family business, it is advisable for
owners of the business to implement contemporary management practices in the business. At
the same time family members can strengthen their family ties to achieve financial objectives
of the business efficiently. Accordingly, this analysis becomes more valid as it is usually
expected that family members have more freedom to intervene in business issues than the
intervening of non-family members. Yet, this freedom may lead to abuse of business by
family members and even if family members show goodwill in their actions, the business may
be worse off.

7 Direction for future research

The researcher is in a view based on the lateral findings of this study that there should be
more empirical research in the area of management and governance practices of family
businesses in Sri Lanka where most of family businesses are running as SMEs. Further
research would more appropriate to focus on hypothesis testing of knowledge sharing
initiatives among employees in family businesses. Empirical findings of this type of research
study may assist to manage a family business efficiently and effectively.
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EMPLOYING PART-TIME WORKERS IN CZECH REPUBLIC. ITS
ADVANTAGES AND DISADVANTAGES FROM POINT OF VIEW OF
EMPLOYER AND EMPLOYEE

Ivana Némcova, Vojtéch Malatek

Abstract

This paper focuses on the evaluation the possibility of using part-time jobs in the Czech
Republic. The article aims to describe the current state of using of the concept of part-time in
the Czech Republic and to identify the main advantages, disadvantages and opportunities for
their using. Therefore, in the introductory part we can find the legislative definition of flexible
forms of work. The following section focuses on the evaluation of the situation of part-time
employment in Czech labor market. The final section is devoted defining the advantages and
disadvantages of the using part-time work from employers and employees view.

Keywords: Czech Republic, part-time job

1. INTRODUCTION

Part-time jobs have become the phenomenon in many western countries. Some companies
understand and know the advantages of part-time employment and now it is one of their key
factors in “fight with competition”. In the background of this phenomenon, there is the need
to retain the position of the company, but there is also the mass entry of women into the
labour markets. Also pressures of balancing family/personal and professional life are still
growing strong. Part-time employment refers to work that takes place for less than a standard
number of hours per week. In Australia and the United States, part-time workers are those
who work fewer than 35 hours per week. In other countries, the threshold may be different.
For example, in New Zealand, part-time employment is defined as working fewer than 30
hours per week, in Canada and the United Kingdom 30 hours is normally used as the cut-off
point (Bardoel, Morgan & Santos, 2007).

Differences in part-time employment we can see among European countries. For example in
Germany part-time means less than 36 hours, in France part-time is defined as at least 20 per
cent below below the statutory level of working hours. "Other examples of less than full-time
employment are various forms of short-time work, including the zero-hour contract in the
United Kingdom, Italy and Spain where workers are hired for a few hours a day. In contrast,
part-time employment in Japan is explicitly linked to status within the firm and not to
workhours." (ILO, 2014)

1.1. Methodology and literature review

In this paper is used mainly analysis of data from statistical databases. Furthermore analysis
was used to identify advantages, disadvantages and some opportunities and threats of using
part —time job. Other relevant sources include legislative documents, alternatively the study
prepared by the International Labour Organization (In search of good quality part-time
employment). This report also provides a synthesis of the international evidence on
developments in part-time work and the situation of part-time workers and assesses the
current employment conditions of part-time workers in comparison with those of comparable
full-time workers across a range of countries.
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Among sources, from which this article is composed, belong: ,,Flexibilni formy prace ve
vybranych zemich EU* written by Kotikova, Kotrusovd & Vychova. The aim of this
monograph was to analyze application and regulation of flexible forms of employment in
selected EU member states and possibility of implementation of European countries’
approaches in the Czech Republic. Study of the application of flexible forms of employment
in selected EU countries showed, compared with the Czech Republic there are not significant
differences in terms of the existence of different types of flexible work. As desirable it rather
seems to focus on increasing the range of use of already existing flexible forms of
employment.

Haberlova, V. & Kyzlinkova, R. ,,Rodinné potreby zaméstnancii**. This study describes main
features of opinions and attitudes of representatives of firms and organizations concerning the
conflicting relations between the family and employment as well as the role of employers in
the creation of conditions for alleviation of this conflict. Besides opinions and attitudes
expressing the general employers’ approach to the given topic the study also inquires into
particular measures that firms and organisations offer, and into the employers’ perception of
their effectiveness (Haberlova, Kyzlinkova, 2009).

Association of Small and Medium-Sized Enterprises Czech Republic (2010). ,,Ndzory
podnikatelii k politice zaméstnanosti a pracovnimu pravu” and Confederation of industry of
the Czech republic. (2009). ,,Flexibilni formy prdce aneb jak to vidi zaméstnavatelé”. These
reports provide information about the views of the entrepreneurs on part-time work and on the
possibilities of using flexible working arrangements in the Czech Republic.

2. FLEXIBLE WORKING ARRANGEMENT AND PART-TIME JOB IN
THE CZECH REPUBLIC

Flexible forms of employment in the Czech Republic are regulated by the Labour Code (Law
no. 262/2006 Coll., as amended). We can distinguish forms of employment, which the table
no. 1 shows. Flexible work arrangements are shown in table no. 2. These “nonstandard” forms
are not used much In the Czech Republic. Some companies use flexible working hours, but
part-time or work from home allows exceptionally.

Tab. 1 - Flexible forms of employment by the Labour Code in the Czech Republic Source:
Labour code, Law no. 262/2006 Coll., as amended

Form of work Paragraph
Temporary work §39
Agreement to complete a job §75
Agreement to perform work §76

Part-time work §79, §80
Shift work §82, §83, §84
Flexible working hours §85

Working hours account §86, §87

Tab. 2 - Division of flexible working arrangements. Source: (Chovanec & Matyasova 2013)
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Flexible arrangements from the point of Overtime work, shift work, work in unsocial
view of length and arrangement of working hours, part-time work, flexible
working time. working time,

Flexible arrangements from the point of Temporary work, self employment, agency
view of type of contractual relationship employment,

Spatially flexible jobs Home office, teleworking

2.1. Part-time work

Part-time jobs are considered among the most widespread alternative forms of
employment.The International Labour Organization (ILO) defines “part-time work™ as hours
of work that are shorter than those for comparable full-time work (in the country, sector, and
occupation) (ILO, 2014).

We can meet with three types of part-time jobs. One type is a reduced number of working
hours to the range of 30-39 hours. These are usually transient (or temporary) working
relationships, and they are realized at the request of the employee. This type of working
arrangements is usually counted into statistics among full-time jobs. The second type of part-
time has about 15-29 hours. (Blossfeld & Hakim, 1997). The difference between first and
second type is that second type is based primarily on the needs of the employer and has a
permanent character. The last type is very short-time work (also called marginal work). It is a
job which is often exempt from taxes and mandatory contributions, with a time range from 10
to 15 hours. This type is not counted in the statistics.

Another definition shows that part-time employee is an employee whose normal working
hours (which is calculated on a weekly basis or on average over a period of employment) is
shorter than the normal working hours of a comparable full-time employee. (Kucina, 2007).

The part-time working arranged between employer and employee in Czech Republic. The
lowest range of working hours is not defined.

The employer is not always obliged to provide to employee an alternative form of working
arrangement. However, according to § 241 par. 2 Act no. 262/2006 Coll., The Labour Code, if
“employee taking care of a child who is under 15 years of age or a pregnant female employee,
or an employee who proves that he or she, mostly on his or her own, takes long-term care of a
person who, is considered as a person being dependent on another individual's assistance and
such dependency is classified by grade Il (dependency of medium seriousness), grade IlI
(serious dependency) or grade 1V (full dependency), and this employee requests to work only
part-time or requests some other suitable adjustment to her or his weekly working hours, the
employer is obliged to couly with such request unless this is prevented by serious operational
reasons." However, the law doesn’t specify these serious operational reasons closer. Here
employer records law when part-time employees / employee wants to provide and makes
conjectures and speculations about the real reasons unabridged harness. However, the law
these serious operational reasons doesn't specify closer.

The Czech Republic is as concerns the use of part-time work and other alternative forms of
work far behind compared to other countries in Europe, but also to other transoceanic
countries (see USA, Australia). In 2013, employees working in this way formed only 5.8 %
(2013) of all employees (see Table. 3). There is a noticeable slight trend of a gradual increase
in part-time jobs (in 2013, the share of part-time workers in total employment was highest in
the last 10 years), but it is necessary to change the overall approach to achieve at least the EU
average (19.5 %). (Némcova, 2014)
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Tab. 3 - The proportion of part-time employees in selected EU countries (in %).
Source:Adapted by Eurostat, data for 2014 are not available yet

Country/Year 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

EU (28) 16,7 172 175 175 175 181 185 188 192 195
Belgium 215 21,7 220 219 224 232 237 247 247

Czech Rep.

Germany 219 234 252 254 251 253 255 257 257 26,2
Greece 45 48 55 54 54 58 62 66 76 82
France 169 171 171 172 168 172 176 176 17,7 18,1
Netherlands 452 457 458 46,3 46,8 47,7 483 485 492 50,0
Austria 200 208 213 218 226 23,7 243 243 249 257
Poland 96 98 89 85 77 77 17 13 712 71
Slovakia 25 24 27 25 25 34 38 40 40 45
Finland 128 133 135 134 12,7 133 139 141 141 140
Sweden 23,1 240 243 242 257 260 258 252 250 247
UK 25,1 242 243 242 242 250 257 255 259 255
Norway 291 277 281 275 274 278 276 273 272 27,0

Switzerland 320 322 324 325 333 337 341 339 345 351

Part-time jobs in the Czech Republic are not very widespread. Part-time jobs are more used
by women (10 % of the total share of employed women in 2013) than men (2.5 % in 2013).
The comparison with Slovakia and Netherlands can see in Fig. 1 below (Eurostat, 2015).

In terms of number of hours actually worked in the Czech Republic are part-time rather
longer. Women who are part-timers spent in the workplace in average 28 hours per week).
Most of them say that they are employed half-time (50 %) and lower. So they worked
probably more hours than they have in the employment contract (probably through overtime).

80 m Males
77
60
55
40 ® Females
10 26
’i Total

Czech republic Slovakia Netherlands

Fig.1- Percentage of total workers who are part-time employees by sex. Source:
Adapted by authors from Eurostat data, data for 2014 are not available yet
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About 11 % of women who care for children under 3 years of age expressed interest to work
part-time (the most popular choice is “stay on parental leave”). More interested in part-time
jobs are mothers of children aged 3-6 years. 36 % of them wish to work part-time (26.3 %
would like to work full time). In reality, however, only about 5% of mothers of children fewer
than three years of age and 13.5 % of mothers of children over three years work part-time
(Formankova, Dudova & Vohlidalova 2011).

The reasons for unfulfilled demand are following: poor availability of public childcare and
barriers on the side of employers (barriers will be discussed in the next section of the paper)
(Haberlova & Kyzlinkova, 2009). Most women and men is currently still employed full-time,
because people do not perceive a part-time jobs as available, despite the fact that employers
claim, that they use part time.

On part-time (twenty hours in a week and less) work 3.8% of all working people (6.4 % of
women and 1.5 % of men), half-time work and more is rare (2.1 % of all workers, 3.7 % of
women, 0.8 % of men). These data refer to how time is officially defined in the employment
contract, not the real number of worked hours (ILO, 2014).

Another characteristic to which the analysis focuses is education. The influence of education
has proved to be statistically significant only in the group of women. Share of part- time jobs
among people decreases with increasing education. While women with higher education are
only around 8.5 % of part-time employees, the group of women with secondary education
works 10.6% part-time. And among women with basic education was part-time share about
17,5 % (Haberlova & Kyzlinkova, 2009).

We can say that part-time works in the Czech Republic are used in the sense positive work
flexibility, which primarily use women to combine working life with the care about their
small children. On the other hand, part-time work is concentrated mainly among people who
belong to vulnerable groups in the labor market - among people with lower education and
workers over 60 years of age. A large proportion of part-time work is involuntary (48 % of
women surveyed and around 31 % of men working part-time) (Formankova, Dudova &
Vohlidalova 2011).

Part-time work represents a form of employment that is common especially among people
(and especially among women) over the age of 60 in Czech Republic. Part-time is a popular
choice for women - mothers with small children: especially children under the age of three
years. With increasing age of the child is the proportion of women working part-time
decreases. Occurrence of part-time jobs is related with the job position: the biggest extension
of part-time jobs is in group of unqualified workers and also in services. On managerial
positions part-time has minimal extension (Formankova, Dudova & Vohlidalova 2011).

Almost 40 % of people, who currently work part time, said they had no choice, because full-
time were not offered (48 % of women and around 31 % of men). This supports the
assumption that part-time work in the Czech Republic represents negative form of flexibility
too. This way firm is trying, especially in times of economic crisis, to reduce their costs.
(Eurostat, 2015) Among another reasons, why people use part-time jobs especially among
women, belongs tak care of children and diseased members of family. Men mostly work on
part-time beacouse of health.
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3. REASONS OF THE LOW RATE OF PART-TIME EMPLOYMENT IN
CZECH REPUBLIC

There are several main reasons why the rate of part-time employment is so low in Czech
Republic. Part-time jobs don’t bring only disadvantages, but some possibilities, or even
benefits. We can distinguish these pros and cons from the employer’s and employee’s view.

3.1. ADVANTAGES, DISADVANTAGES AND BARRIERS FROM EMPLOYEE’S VIEW

In assessing the pros and cons of part-time jobs, we must also consider the fact, that not
everyone employee, who working part-time, wants to work part-time. It happens that the
employee has no choice if he does not want to lose a job. For this type of employee may be
work on involuntary part-time work very disadvantageous. Brozikova (2011) notes that “labor
supply is divided by increasing flexibility into a group of people who take advantage the
benefits of the labour market, and a group of people who are forced to work for an
unreasonably low remuneration for their work”.

It is also correct to note that what appears to one as the benefit, can also mean for second man
as disadvantage. Table no. 4 shows possible benefits and disadvantages of part-time work.

Tab. 4 — Advantages and disadvantages of part-time work from the employee’s view
Source: Created by authors

Advantages Disadvantages

The possibility to coordinate working life
with private life (especially for women in
maternity leave)

Part-time jobs cannot be apply on all
profession

Securing income (for families with

children this can be a welcome help) Higher economic burden in specific situations

Possibility to regulate the number of hours
worked (after consultation with the | The need to observe working discipline
employer)

Easier termination of employment Uncertainty about future income, job security

Uncertainity about the sudden call to
Time flexibility employment, or regarding interferencework
shift (in the case of on-call work) **

The amount of work that the employee has to
do during part-time, is not reduced in
proportion to the number of hours worked

Keeping in touch with the company and
with the workers

Development of knowledge and skills in | Reduced possibility to career rise and access to
new technologies, workflows education

Part-time employee has the same entitled
to the leave of absence as full-time | Limited access to corporate benefitiate.
employee
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Social status (The society views | The social system (in some cases may be
unemployment people as parasites. Be | inactivity profitable than be in working
employed, even for a part-time is better | relationship. A person in working relationship
than be unemployed) (part-time too loses all unemployment benefits)

Saving transport costs (in case that the | Transport costs are same as for a full-time (in
employee does not travel to work every | case that employee has to travel to work every
day, or he works from home) day)

part-time jobs are useful for college
students (they can gain experience and
earn some money)

Notes:* Higher economic burden is primarily due to payments of health insurance, which is
based on the minimum wage. (The minimum wage is set by the minimum employee earnings
base. If the gross wage of part-time employees is less than 9200 CZK, the employee must pay
the supplement to the minimum (which is 9200 CZK).

** |n the long term the uncertainty may induce to employee frustration and the feeling that he
it is not a fully-fledged member of the company.

3.2. Barriers and obstacles of the wider use of part-time
Traditions

One of them is the tradition of full-time employment. Other reasons are the lack of part-time
work, poor economic conditions after the global economic crisis, low wages. ,,Of course, the
preferences of Czech women themselves also play an important role. In their value hierarchy,
employment occupies a relatively high position and it is one of the priorities in life.”
(Vohlidalova, 2008).

., The share of part-time jobs in the Czech Republic is one of the lowest. In 2012, according to
results of the Labour Force Sample Survey (LFSS), this share accounted for mere five per
cent in the age group 15-64 years, while the EU27 average was 19.2 %. This is the main
reason why the usual average number of hours worked per week in the main job i in the
Czech Republic substantially higher than in a vast majority of the EU countries (40.9 hours
compared to 37.3 hours in the EU27)”. (Czech Statistical Office, 2014)

Low number of institutions for children under 3 years

,»The Czech Ministry of Labour and Social Affairs in past tried to promote greater support for
part-time work. For these purpose the goverment proposed introduced tax incentives for
creating part-time work. But the larger question of why mothers with young children
experience relatively high levels of unemployment is ignored. One simple and practical
answer to this question is that when women have children they drop out of the labour force
for relatively long periods.In the Czech Republic is a great lack of “creches”. Creches are the
institutions caring for children less than 3 years old. Creches follow on family care and also
take care of the child's overall development. During the 90s of the last century there was a
significant decrease in the number of creches. Currently in the Czech Republic are only 45
creches with 1,425 places for child. Moreover creches are distributed very unevenly (eg. In
Karlovy Vary and Liberec region, is located no one of these institutions) and they are
concentrated mainly in large cities (Svobodova & Barvikova, 2014). As a result, women lose
their competitive edge within the labour market. Furthermore, if mothers with young children
would like to work they find it difficult to secure affordable childcare facilities.
(Vohlidalova, 2008)
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Quality of part-time job

Part-time work represents the typical form of employment flexibility, which has contradictory
effects on workers. E.g. hourly wage of part-time workers is lower than full-time workers
(Némcova 2014; Kalleberg 2000; McGinnity & McManus 2007; Hirsch 2005).

., The quality of part-time employment also varies among firms. The amount and quality of job
depends largely upon the way employers use part-time working in their personnel and
working-time policies, within the context of national policy frameworks. Where part-time
employment is marginalized as a secondary form of employment, penalties are incurred in the
form of lower hourly pay rates and inferior social protection or opportunities for progression
over a working life. Conversely, it can be considered as integrated alongside full-time
employment when the difference is simply that of reduced hours of work. It is this latter
scenario of integration that usually offers the greater prospect of opportunities for good
quality part-time work. “(ILO, 2014)

Certainty employment, the possibility of career rise, autonomy of work, flexible work hours,
possibility of personal and professional development and education are the factors, which
influence the job quality. These factors influence the employers, their style (method) of
management and treatment with employees.

Part-time work may be associated with lower job certainty and stability. In a large proportion
of cases, part-time job represents work with low pay and with no chance of any career
building and with limited access to employee benefits. In the Czech Republic is any
legislation prohibiting unequal treatment of part-time workers (in terms of financial
remuneration, skills, and career development or benefits). Furthermore there is no guarantee
by law to return to full-time, (after the period, when the employee worked part-time). The
power to hire employees belongs to the employer. (Némcova, 2014)

The research (Formankova, Dudova & Vohlidalova 2011) made a comparison of European
countries and identified 3 groups of countries with similar quality of part-time work.

1. Countries with subjectively perceived high quality of part-time jobs (Denmark,
Switzerland, Belgium (Flanders), the western part of Germany, Ireland, UK, Norway,
Finland and Sweden)

2. Countries with subjectively perceived middle quality of part-time jobs (Czech
Republic, Hungary, East Germany France and Slovenia).

In these countries is felt by the people working part time in a slightly lower
employment security than in the first group of countries. They have less possibility of
career advancement, lower availability of flexible working hours, but a higher level of
working autonomy.

The proportion of women in these countries, which would have preferred this type of
job, is (except in France) significantly lower than in the first group of countries,
ranging mostly between 22% and 31%. Extension of part-time jobs in these countries
is significantly lower than in the first group of countries too.

3. Countries with subjectively perceived very low quality of part-time jobs (Latvia,
Spain, Portugal and Bulgaria) (Formankova, Dudova & Vohlidalova 2011).

3.3. Advantages, disadvantages and barriers from employer’s view

Some of so far published studies argue that for the employer are part-time jobs unpleasant
things, mainly because employer has to deal with a number of barriers and negative effects.
Table no. 5 shows the most important.
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Tab. 5 — Advantages and disadvantages of part-time work from the employer’s view Source:
Created by atuhors

Advantages

Disadvantages

Higher productivity of employees on part-
time work (Nelen, De Grip, Fouarge 2011)

It is necessary to pre-determine and agree on
conditions for part-time with employee

Satisfied employee (in the case of voluntary
part-time employment)

dissatisfied employee (in the case of
involuntary part-time employment)

New expiriences with managing of part-
time employees

It is necessary to modify the organization of
work and management practices.

Reducing labor costs *

Higher costs for workplace (space, office
equipment) and communication

Employer has Available workers to Handle
Extra Workloads

Part-time jobs cannot be implemented in all
types of businesses and in all profesions.

Reduced costs within compensation to
employee when the working relationship is
terminated for employer‘s organizational
reasons **

Increased administrative costs (accounting
and administration for a higher number of
employees)

Tool for keeping valuable employees. Part-
time employees could bring in specialized
skills.

Very valuable employees could require an
above average compensation

Increased staff loyalty and a better image of
company

Reduced loyalty if the employee works part-
time in several companies

Part-time work can enhance employee
motivation

Too many workers in the enterprise can lead
to uncontrollable chaos in organization od
work and complicate the work efficiency

Holidays for part-time workers may be
cheaper ***

*When the working hours of an employee make for instance 20 hours per week, but this
employee does 22 hours of work weekly, it is not concerned as a work overtime. In this case,
only the wage or salary without premium for overtime is due to the employee, and
compensatory time off is not due to him as well.

** Severance pay is determined by the average wage. This one is calculated from the gross
income of the employee from so called a relevant period. Although the general dismissal costs
of an employee are, on average, in the Czech republic, at least twice lower than in the West,
the conditions for termination are stricter.

*** Part-time employees are entitled to four weeks (in non-business sector to five weeks) on
annual base. While for the full-time employees, 4 weeks represent 4 times 5 day, i. e. 20 days
a year, for part-time employees , working for example 3 day a week, it represents only 4
times 3 days, i. e. twelve days of funden vacation a year. That means that an employee who
draws two weeks of holiday on the whole, is entitled to compensation for six days, i. e. only
for the time when his or her shift was cancelled.
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Barriers and negatives on the side of employer are the most crucial, because the employer is
the one, who usually decides about arrangement of work and makes an agreement about
working contract. The list of negative effects for employer also is not short, but it’s important
to think of weight mentioned advantages and disadvantages. Most of these disadvantages can
be compensated by a suitable composition of the workforce and a system of measures to
support persons working part-time.

3.4. Barriers and selected problems of employers with employing people on part- time
Opinions of employers on part-time work in the Czech Republic

The survey (organized by Association of Small and Medium-Sized Enterprises and Crafts of
the Czech Republic in 2010) was conducted among more than five hundreds enterprises of
different sizes and different number of employees and was aimed to identify the opinions and
experiences from the area of employment policy and labour law among representatives of
enterprises.

The results showed that the majority (58 %) of respondents does not use the opportunity to
employ part-time workers (Association of Small and Medium-Sized Enterprises and Crafts of
the Czech Republic, 2010). This finding was confirmed by researchers from Confederation of
industry of the Czech Republic (2009), which claims that the part-time does not use more than
50 % of businesses.

The answers, that relate the reasons why companies do not introduce part-time jobs in the
enterprises, are interesting too. Most respondents felt that introducing part-time can’t be
possible, because characteristic of the work doesn't allow that (62.8 %), the second most
frequent reason was the fear of failure of the employee's duties (49.1 %). Among other
frequent answers was the necessity to divide the work among more employees (28.1 %), fear
of reduced employee performance (21.2 %) and the lack an overview about company
activities from the employee’s side (26.1 %) (Association of Small and Medium-Sized
Enterprises and Crafts of the Czech Republic, 2010).

Opinions of the representatives of companies may stem from prejudices that still remain
regarding part-time job, in our society. But it is necessary to ask why we really can’t find the
way of introducing part-time job even in company, where it may appears less complicated. It
is clear, that easier way is refuse employee, but it is confirmed, that part-time workers are one
of the most executive, because they can concentrate better on doing theid work in limited
time. Therefore, we believe that in these cases some employers and managers are acting
rashly and more employers are afraid of failure. Because of it we can say that many
employers see in employing people part-time rather disadvantages and this is the main reason
of why they will not try to employ people on part-time.

Questionnaire clearly showed that wider use of part-time work would be necessary to support
by the financial motivation of employers. 81.4 % of representatives of companies marked the
isurance discount as the most useful idea (Association of Small and Medium-Sized
Enterprises and Crafts of the Czech Republic, 2010).

Fear of the unknown

About 47 % of business representatives and top managers believe that if they employed
people part-time, they would have to change the style and organization work and style of
management. Fear of changes is big factor and barrier of expansion of part-time jobs.
(Confederation of industry of the Czech Republic, 2009)
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Confused Loyalty

Since your part-time employees could be juggling between 2 or 3 different jobs, they might
not be as enthusiastic about working for your company as your fulltime employees are. This
could leave your part-time employees with less energy or inclination to work as hard as your
other employees, leading to discontent among your entire staff.

3.5. CONCLUSION

The article deals with the benefits and disadvantages of part-time employment in the Czech
Republic. An analysis of available sources revealed that the Czech Republic uses part-time
jobs significantly less than other states of (mainly western) Europe. A considerable part on the
low participation of part-time job makes employers, historical tradition and the quality of
part-time jobs.

From a legislative perspective part-time work is available for selected group of employees. If
employee taking care of a child who is under 15 years of age or a pregnant female employee,
or an employee who proves that he or she, mostly on his or her own, takes long-term care of a
dependent person, request about part-time, the employer is obligated to comply with
employee request. However, the law does not remember for return to full-time.

The biggest pros for employees are the ability to balance between work and personal life,
securing some income (especially for woman in maternity leave). Part-time job is better than
any job (social status). Conversely, the disadvantages are lower income than full-time, quality
of part-time work and especially the fact that part-time jobs can not be apply to all profession.

For employer are the biggest advantages higher productivity of employees on part-time work
and satisfied employees (in case of voluntary part-time employment). Employer has available
workers to handle extra workloads too.

On the other side it is necessary to change some habits and remove prejudices about part-time
employees. In some cases can threaten to firms higher costs for workplace (space, office
equipment) and worse communication among employees.
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JOB SATISFACTION OF KOREAN LOCAL MANAGERS (KLM) IN
RELATION TO THEIR LEVEL OF CZECH COMMUNICATION
SKILLS

Minwoo Park

Abstract

The purpose of this study is to study examine the causal correlation between Czech
communication skills in Korean local managers (KLM) and their level of job satisfaction.

The cultural differences between Korea and the Czech Republic according to Hofstede were
used in this study as well as the communication differences according to Edward Hall. In
order to verify the hypothesis based on the research model, a survey among 75% of all
Korean local managers who work in Korean companies in the Czech Republic was carried
out. According to the results of survey, it can be said that level of job satisfaction and the
Czech communication skills of KLM are in direct proportion, within the private sector.

In the present study the dimensions of job satisfaction of KLM consists of six facets: work
Itself, pay, promotion, relations with expatriates, relations with coworkers, and relations with
subordinates. The Czech communication skills of KLM can be divided into two groups - one
being high communication skills and the other low communication skills. High
communication skills mean that the employee can communicate in Czech fully or fairly
competently in any given situation. Low communication skills mean that employee cannot
communicate in Czech at all or only on a very basic level.

The study suggests how to manage human resources in order to increase job satisfaction, to
increase communication skills and to create a more harmonious global company culture.

Keywords: Czech Republic, South Korea, company culture, culture management, job
satisfaction, Czech communication skills

1 INTRODUCTION

Global competition among companies is becoming more intense. In order for companies to
survive the cut-throat global competition, attaining a competitive foothold in terms of quality,
brand, and price is crucial. It is important for companies to create a global company culture in
order to attain this competitive foothold. Global company culture consists of globalization and
localization.

The FDI of Korean companies has increased and many have begun build factories in the
Czech Republic since 2004 when the Czech Republic joined with EU. Some non-Czech
managers are managing local employees meaning that many cultural conflicts and
communication problems have occurred.

Around 57 Korean companies have entered the Czech Republic and they are creating a new
company ethos mixing global and local culture. Korean companies have recruited Korean
local managers (KLM) in order to overcome the culture gap. These KLM are similar to Czech
local managers (CLM) in that they must follow the guidelines of Czech employment law, but
are similar to Korean expatriates (KE) in that the Korean language is their mother tongue and
both of them have Korean nationality. KLM usually work as coordinators or middle managers
between CLM and KE. Their position is very important in supporting KE and in managing or
co-working with Czech employees. KLM can be divided into two groups. One group prefers
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speaking English over Czech whilst the other prefers speaking Czech over English. The
second group is more likely to be familiar with Czech culture, as well as being more able to
understand their Czech colleagues’ behavior.

The purpose of this study is to study examine the causal correlation between Czech
communication skills in KLM and their level of job satisfaction. The cultural differences
between Korea and Czech Republic according to Hofstede were used as well as the
communication differences according to Edward Hall. In order to verify the hypothesis based
on the research model, a survey among Korean managers who work in Korean companies in
the Czech Republic was carried out. Seventy-five percent of participants in the study
consisted of Korean local managers from Korean companies located in the Czech Republic.
According to the results of survey, it can be said that level of job satisfaction and the Czech
communication skills of KLM are in direct proportion within the private sector.

In the present study the dimensions of job satisfaction of KLM consists of six facets: work
Itself, pay, promotion, relations with expatriates, relations with coworkers, and relations with
subordinates. The Czech communication skills of KLM can be divided into two groups - one
being high communication skills and the other low communication skills. High
communication skills mean that the employee can communicate in Czech fully or fairly
competently in any given situation. Low communication skills mean that employee cannot
communicate in Czech at all or only on a very basic level. According to the results of the
survey, the Czech communication skills of 40% of KLM are at a low level, with the other
60% able to communicate at a high level. The study suggests how to manage human resources
in order to increase job satisfaction, to increase communication skills and to create a more
harmonious global company culture.

2 COMPARISON BETWEEN CULTURES THE REPUBLIC OF
KOREA- THE CZECH REPUBLIC

2.1 Cultural Determinants

Culture is an integral part of all human societies [1]. According to Fleury (2009) the concept
of culture refers to the values and meanings that influence human behavior and organizational
practices [16]. The complexity of contemporary societies increases with the roles in which
they are interpreted. These roles are determined by cultural influences. Each company defines
its own standards and methods in which they are implemented. It can be said that culture is a
structure that gives form of behavior, and sets the framework for exchanges between people
within this group. If we know the culture of the company and the country, so it will be easier
to understand the behavior of people and co-workers from that country. It will then, in turn,
become easier to overcome cultural differences and conflicts.

2.2 Cultural differences by Professor Hofstede

By looking at the Research of Professor Hofstede we can observe the typical cultural features
within Czech and Korean companies and demonstrate a series of examples.
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Fig. 1 — Cultural differences between the Czech Republic and the Republic of Korea Source:
Based on G. Hofstede a Gert Jan Hofstede, “Kultury a organizace: Software lidske mysli.
Linde (Praha) 2007, pp. 43-163 " [6]

As follows from the above graph, Korea is a hierarchical, collectivist and long-term oriented
society. The Czech Republic is, on the contrary, an independent, individualistic society with
equal rights for all, and short-term oriented culture.

PDI: Power distance

This dimension deals with the fact that all individuals in societies are not equal — it expresses
the attitude of the culture towards these inequalities amongst us. Power distance is defined as
the extent to which the less powerful members of institutions and organizations within a
country expect and accept that power is distributed unequally. In high power distance
cultures, employees expect to receive commands from their superiors, and conflicts are
resolved through formal rules and authority. In contrast, participative management is
preferred in low power distance cultures, and conflicts are resolved more through personal
networks and coalitions. [17]

IDV: Individualism — collectivism

The fundamental issue addressed by this dimension is the degree of interdependence a society
maintains among its members. It has to do with whether people’s self-image is defined in
terms of “I” or “We”. In Individualist societies people are supposed to look after themselves
and their direct family only. In Collectivist societies people belong to ‘in groups’ that take
care of them in exchange for loyalty [7].

MAS: Masculinity — Femininity

A high score (masculine) on this dimension indicates that the society will be driven by
competition, achievement and success, with success being defined by the winner / best in field
—a value system that starts in school and continues throughout organizational behavior. A low
score (feminine) on the dimension means that the dominant values in society are caring for
others and quality of life. A feminine society is one where quality of life is the sign of success
and standing out from the crowd is not admirable. The fundamental issue here is what
motivates people, wanting to be the best (masculine) or liking what you do (feminine) [8].

UAI: Uncertainty avoidance

Uncertainty avoidance is the degree to which people tolerate ambiguity or feel threatened by
ambiguity and uncertainty. This ambiguity brings with it anxiety and different cultures have
learnt to deal with this anxiety in different ways. Employees with high uncertainty avoidance
value structured situations where rules of conduct and decision making are clearly
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documented. They prefer direct rather than indirect or ambiguous communications. But High
power distance makes it less appropriate to speak forthrightly to those with higher status. The
collectivist culture discourages direct communication, which can potentially disrupt
harmonious relations within the group [18].

LTO: Long term orientation

The long term orientation dimension is closely related to the teachings of Confucius and can
be interpreted as dealing with society’s search for virtue, the extent to which a society shows
a pragmatic future-oriented perspective rather than a conventional historical short-term point
of view [10].

Tab. 1 — Cultural differences between the Czech Republic and the Republic of Korea Source:
own

Korea Czech Republic

PDI 1. The Korean employees | 1. Czech employees communicate
avoid explaining their | with each other fully and
opinions to managers | subordinate staff members express
naturally. When having a | their opinions freely to managers.
meeting, employees do not
express their opinion, but
accept results with little
conflict.

2. Although Korean
employees have finished
work, they do not go home.
The manager goes home first,
followed by subordinate staff.

IDV 1. The principle of seniority | 1. Czechs have two mobiles
is a very important in Korean | phones - one is for work and
companies and society. another is for private life. After

work they turn off their work
phone. Czechs can usually
distinguish  between work and

2. Salary depends on the time
spent in the company not on
the experience of staff.

private life.
MAS 1. It is important to be | 1. In Czech conflicts are resolved
regarded as successful and to | by compromise and negotiation.

reach goals. 2. Incentives such as free time and

2. People work hard to | flexibility are favored.
achieve a high living standard
and to be able to “show their
achievements”.

3. Focus is on well-being, and
status is not shown.

4. An effective manager is a
supportive one, and decision
making is achieved through
involvement.

3. Long working hours and
dedication to work are needed
in order to achieve this.
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UAI 1. One of the most|1 High preference for avoiding
uncertainty avoiding | uncertainty

countries in the world [9]. 2. Precision and punctuality are the

2. There is an emotional need | norm, innovation may be resisted,
for rules, time is money, | and security is an important
people have an inner urge to | element in individual motivation.

be busy and work hard 3. High consumption of alcohol,

3. ‘Hurry Hurry’ culture, high | and high crime rate
suicide rate, and high
consumption of alcohol

LTO 1. The long term oriented | 1. Short term oriented culture.

socleties 2. Free time is important.

2. Fast growth of Korean
economy from 1970 to 2000

3. Priority given to steady
growth of profit over a 10
year period, rather than to
quarterly profits [11].

3. Importance of profit over a 1
year period.

4. Freedom, law, performance and
individual opinion are the main
working values.

1 COMMUNICATION DIFFERENCE BETWEEN THE REPUBLIC OF
KOREA - THE CZECH REPUBLIC

2.3 Definition of Communication

Culture and communication are inextricably linked. Cultural background plays a large role
when you are communicating both with international colleagues and with culturally diverse
colleagues in the CR.

The definition of communication is: a process which takes place between a sender and a
receiver, in which both parties play an active part. It involves expectation on the part of the
sender, in which these expectations need to be determined prior to communication itself. It is
result-oriented: that is, there is an action required on the receiver’s side.

Communication is initiated behavior that can be accomplished either through oral or written
language, by non-verbal language (actions) or by silence, where no language is involved [2].

Communication can flow vertically or laterally. The vertical dimension can then be further
divided into downward and upward directions. Communication that flows from one level of a
group or organization to a lower level is a downward communication. Upward
communication flows to a higher level in the group or organization. When communication
takes place amongst members of the same working group, among members of working groups
at the same level, among managers at the same level, or among any horizontally equivalent
personnel, we describe it as lateral communication [19].

2.4 Communication Difference

Cultural context is the pattern of physical cues, environmental stimuli, and implicit
understanding that convey meaning between members of the same culture. However from
culture to culture, people convey contextual meaning differently. In fact, correct social
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behavior and effective communication can be defined by how much a culture depends on
contextual cues.

According to Edward Hall’s definitions, in a high-context culture such as South Korea, China
or Japan people rely less on verbal communication and more on the context of nonverbal
actions and environmental setting to convey meaning.

In a low-context culture such as the Czech Republic or Germany people rely more on verbal
communication and less on circumstances and cues to convey meaning. Contextual
differences are apparent in the way cultures approach situations such as negotiating, decision
making, and problem solving [12].

In such intercultural communication, the Korean concept of ‘nunch’i’ may play an important
role. In Korean, ‘nunch’i’ means ,,eye measured*. ‘Nunch’i’ can be described as as a sort of
code of conduct which Koreans live their lives by that stems from the Korean desire not to
offend others and to maintain harmonious relationships. An example of this would be the rule
that older individuals must always settle the bill after a meal, for example, whereas this is not
usually the case in Europe. In Korea, ‘nunch’i’ is a critical variable in the maintenance of
social relationships [13]. Miscommunication between Czech and Korean professionals can
occur because Koreans have ‘nunch’i’ and expect Czechs to have it too, or because Czechs
do not have ‘nunch’i’, do not know what it is, and do not even know that anyone else expects
them to have it.

2 LOCAL MANAGERS IN KOREAN COMPANIES
2.5 Human resources in Korean companies in the Czech Republic

Human resources consist of Korean Expatriates (KE), Local Managers (LM), Local
Employees (LE), and Third Country Employees (TCE). KE tend to be upper managers or
executives of companies in the Czech Republic whilst LE and TCE are often in lower
positions. LM are in middle positions. KE are experienced in their role and familiar with the
culture and system of HQ, helping the local branch follow the purpose and policy of HQ. KE
have opportunities for promotion thanks to international experiences and receive financial
benefits such as educational support for children etc [21]. LM are experienced of the
limitation of promotion, communication problems with KE, avoidance of authoritarian style
of management etc meaning that they are more likely to change jobs [22]. LE and TCE
usually belong to the lower position in organization chart. They are likely to expect salary and
welfare conditions that are lower than that of KE and LM. They are more likely to be familiar
with local employees and more learned in the local environment than KE.
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Fig. 2 — Organization chart in Korean Companies in CR Source: own

2.6 Definition of Local Managers

Local Managers work in local branches and must follow the guidelines of Czech employment
law. Local Managers can divided into two groups - with one being Czech Local Managers
(CLM) and another being Korean Local Managers (KLM). These KLM are similar to CLM in
that they must follow the guidelines of Czech employment law, but are similar to KE in that
the Korean language is their mother tongue and both of them have Korean nationality.
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Fig. 3— Communication in Korean Companies in CR Source: own
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2.7 Role and importance of Korean Local Managers

Korean companies have recruited KLM in order to overcome communication problems and
cultural gaps amongst staff. KLM support KE and co-work with CLM and CLE. They can
shorten the power distance between KE and CLM and CLE.

Tab. 2— Strong and weak points of Korean local managers Source: Based on Dowling, Welch,
and Schuler(1999) [3].

Korean Strong 1. removal of obstacles such as language barrier
local points

2. reduced cost of salary
managers

3. possibility of familiarity with local environment
4. bridges the gap between KE and CLM, LE
5.opportunity for global experience

Weak 1. Possibility that they will expect welfare condition like KE.

points 2. limited work experience (only in local branches)

3. Possibility of high staff turnover which negatively affects
Business Continuity Management.

4. There are not many Koreans who speak the Czech language

3 JOB SATISFACTION OF KOREAN LOCAL MANAGERS
2.8 Definition of Job Satisfaction

A positive attitude toward one’s work is called ‘job satisfaction’. In general, people
experience this attitude when their work matches their needs and interests, when working
conditions and rewards are satisfactory, when they like their co-workers, and when they have
positive relationships with supervisors [20].

Locke(1976) defines job satisfaction as a pleasurable or positive emotional state resulting
from the appraisal of one’s job or job experiences [4] or as a ‘collection of attitudes about
specific facets of the job’. After considering all the above, we can consider job satisfaction to
be an emotional attitude to work instead of behavior or activity. In this study | want to define
job satisfaction as personal emotional attitude to relations between members and
organizational culture.

Locke (1976) describes the common factors contributing to job satisfaction as ,,work, pay,
promotions, recognition, benefits, working conditions, supervision, coworkers, company and
management [5].

Job satisfaction consists of a variety of satisfaction facets involving workers’ feelings toward
various aspects of the work environment. The most common and most important facets of job
satisfaction are the characteristics of the work itself, the amount of work, the physical
working conditions, co-workers, supervision, compensation, promotional opportunities, and
organizational policies and practices [14].

The purpose of this study is to study examine the causal correlation between Czech
communication skills in KLM and their level of job satisfaction. In order to verify the
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hypothesis based on the research model, a survey among Korean managers who work in
Korean companies in the Czech Republic was carried out. Seventy-five percent of
participants in the study consisted of Korean local managers from Korean companies located
in the Czech Republic.

In the present study the dimensions of job satisfaction of Korean local managers consists of
six facets: work Itself, pay, promotion, relations with expatriates, relations with coworkers,
relations with subordinates. Questions were adapted from other similar questionnaires relating
to Job Satisfaction, such as “Effects of the Internal Communication among the Corporate
Employees on Job Satisfaction (Kim, Kyung-Ho, Chung-Ang University, 2007) [15] ™.

The questionnaire included an 18-item scale to measure six specific satisfactions: work Itself
(items 1, 2, 3), pay (items 4, 5, 6), promotions (items 7, 8, 9), relations with expatriates (items
10, 11, 12), relations with coworkers (items 13, 14, 15), relations with subordinate (items 16,
17, 18). The scale uses a five-point rating scale with 5 = strongly agree; 4 = agree; 3 = neither
agree nor disagree; 2 = disagree; and 1 = strongly disagree.

2.9 Job satisfaction of Korean local managers (KLM)
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Fig. 4- Job satisfaction of Korean local managers (KLM) in Korean Companies Source: own

According to the results of the questionnaire, job satisfaction in the case of relations with
coworkers, subordinates, relations and KE, satisfaction with one's role at work is higher than
other facets but job satisfaction in terms of pay and promotions is lower. Job satisfaction in
the case of relations with staff, coworkers and subordinates is higher than relations with KE
who only speak Korean and English.

We can expect KLM to share their opinions more with co workers or subordinates than KE.
The company should focus on the relations between KE and KLM rather than relations
between KLM and their Czech subordinates in order to increase job satisfaction of Korean
local employees. Similarly, the company should consider the relationship between KE and
CLM, as this is also quite weak. Job satisfaction relating to promotions is the lowest amongst
all facets. It means that Korean local managers have limited prospects of promotion due to
KE. KLM are likely to consider receiving lower wage than KE even though they are dealing
with the same task.
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Fig. 5 Job satisfaction of Korean local managers (KLM) according to their Czech
communication level in the Private Sector. Source: own

According to the results of survey, job satisfaction and the Czech communication skills of
KLM are direct proportion within the Private Sector.

The Czech communication skills of KLM can be divided into two groups - one being high
communication skills and the other low communication skills. High communication skills
mean that the employee can communicate in Czech fully or fairly competently in any given
situation. Low communication skills mean that employee cannot communicate in Czech at all
or only on a very basic level.

KLM who speak Czech well have higher job satisfaction in all facets (role at work, pay,
promotions, relations with KE, relations with coworkers, relations with subordinates) unlike
other employees who cannot speak Czech well or can speak a little. Pay comes out as a
negative aspect of job satisfaction for of managers who took the survey. It means that KLM
regardless of communication skills are likely to consider receiving a lower salary than KE.
According to the results of the survey, promotion of KLM depends on their Czech
communication skills. We can expect that KLM in high positions can speak Czech better than
those in lower positions.

Managers who have high Czech communication skills tend to have the best relations with
their subordinates and coworkers. KLM have lower relations with KE than with their
coworkers and subordinates. Managers who have low Czech communication skills have lower
relations with KE and coworkers than subordinates. It means that they are closer to
subordinates than other staff and share their opinions more with them. KLM have low job
satisfaction in the area of relations with KE even though they are the same nationality.

It can then be said that managers who have high Czech communication skills have higher job
satisfaction in all facets than those with low Czech communication skills, so they are likely to
work longer within the same company than others.

53



4 CONCLUSION

The purpose of this study was to examine the causal correlation between Czech
communication skills in KLM and their level of job satisfaction.

By taking all of the aforementioned into account, it can be said that Korean local managers in
private sectors who speak Czech well have higher job satisfaction in all facets(work, pay,
promotions, relations with expatriates, relations with coworkers, relations with subordinate)
than other managers who cannot speak Czech well or can only speak a little. It can be
assumed that managers who have high communication skills have higher job satisfaction in
all facets than others so that they are likely to work in the same company for longer than
others. KLM, regardless of Czech communication skills, have low relations with KE even
though they speak Korean and their nationalities are the same, possibly due to resentment
created by their differing working conditions

How can Korean companies manage human resources in order to increase job satisfaction,
increase Czech communication skills and create a more harmonious global company culture?

The Private Sector needs to consider the following facts.

First, KLM and KE should try to build on their Czech communication skills and learn
about Czech culture. Also, if CLM increase their level of Korean communication skills, their
job satisfaction too should increase. Therefore, Korean companies should provide Czech
language courses for Korean managers and Korean language courses for Czech managers.
Second, Korean companies should consider changing their organization chart. Korean
companies should reduce the number of KE in the long term and promote local managers to
the high positions instead so that satisfaction relating to promotions can be increased for
KLM. Third, Korean companies should improve the labour conditions of KLM. KLM are
likely to consider receiving lower wages and less staff benefits than KE even though they are
dealing with the similar tasks. Fourth, KE should focus on increasing the relations with
KLM. Even though KE and KLM speak the same language and can understand each other
fully, relations between KE and KLM are the lowest amongst staff. Fifth, Korean companies
should give opportunities to KLM and CLM to work in HQ in Korea so that local employees
can better understand the culture of HQ.

It is also necessary to consolidate the public diplomacy policy for harmonious global
company culture. The public sector should open a Korean Culture Center in the Czech
Republic to spread the awareness on the Korean culture even more extensively. The public
sector should promote Korean popular culture, for example by broadcasting Korean movies or
soap operas on Czech TV and make events like K-pop contests, sports days, or Korean speech
contests often so that Korean and Czech can enjoy together.
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ASSESSMENT OF CORPORATE SOCIAL RESPONSIBILITY BASED
ON AHP METHOD AND GROUP DECISION MAKING

Stépanka Staiikova, Hana Pechova

Abstract

Business activities, trading and permanent competing have become an essential component of
a human society. Since the end of the Second World War availability of products, overall
consumption of limited natural sources as well as customer preferences and needs have been
developing and changing dynamically. Generally, the CSR concept could be understood as
a voluntary commitment of various organizations to follow the principles of a responsible
behaviour, sustainability and social engagement. A broad thematic range of the CSR concept
interconnecting a large quantity of scientific fields and expert opinions lead to
a terminological disunity resulting in many various definitions. Nowadays, an exact
measurement is a very questionable and difficult task. The main goal of this paper is
connected with the application of the Analytic Hierarchy Process method (AHP) in a complex
CSR assessment of selected telecommunication organizations operating in the Czech
Republic. To overcome a subjectivity following from an individual expert’s opinion a group
of academics and non-academic was asked to participate in a preferences appraisal of criteria
and sub-criteria of a hierarchically structured decision-making task based on Saaty’s Pairwise
Comparison method. Group decision making was analysed by computations of Consistency
Ratio (CR), Geometric Consistency Index (GCI) and AHP Consensus Indicator. Obtained
results were described with respect to a distributive mode synthesis and an ideal mode
synthesis. Both syntheses bring the same ranking of the organizations within the sample.
Organization Vodafone Czech Republic, a.s. achieves the best scores and it is considered to be
the ideal in 6 sub-criteria. Company O2 Czech Republic, a.s. takes a second place and it
achieves the ideal values in 3 sub-criteria. Finally, T-mobile Czech Republic, a.s. is placed in
the third position. It is shown that the AHP could be used as a helpful managerial tool
providing reliable sources for a suitable CSR evaluation together with CSR benchmarking.

Keywords: Corporate Social Responsibility, Analytic Hierarchy Process, Group decision
making, Geometric Consistency Index, AHP Consensus Indicator

1 INTRODUCTION

In 1953 the American economist Howard R. Bowen (Putnova & Seknicka, 2007) introduced
his book named Social Responsibilities of Businessman that served as a source of inspiration
for the title of the special study named Corporate Social Responsibility (in short CSR).
Specialized research centers focusing on the exploration of this dynamically developing field
have gradually emerged. Moreover, organizations supporting and promoting the sustainable
and responsible entrepreneurship have been established worldwide.

Due to a spontaneous development of the CSR study integrating a plenty of scientific
disciplines and expert opinions, a diverse terminology relating to various measurement
methods causes difficulties connected with different interpretations of CSR results and
performance. The main goal of this paper is focused on the complex evaluation of CSR
approaches of the three leading organizations operating in the Czech telecommunication
market by applying the AHP method together with group decision making. A theoretic part of
this paper is focused on more detailed characteristic of the CSR concept and contemporary
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possibilities of CSR measurement. The AHP method and group decision making analyses are
described in the methodological section. Finally, the obtained results and the other methods
that could possibly be used in this research are discussed and summarized.

2 THEORETICAL BACKGROUND OF CORPORATE SOCIAL
RESPONSIBILITY AND ITS ASSESSMENT

In connection with the development of various definitions and characteristics of the CSR
concept it is important to mention two most elaborated and quoted theories that, in fact,
polarize opinions on these issues. The stockholder theory states that there is the only one
social responsibility: to use resources to support profit maximizing business activities but
without breaking the law, deceptions or frauds. On the other hand, every business
organization should respect ethical conventions and encourage beneficial social results. This
theory was introduced by Milton Friedman in 1970 (Putnova & Seknicka, 2007) and
represents a narrow conception of CSR that is focused on the owners as investors who carry
a risk of a lack of success. Owners are the ones who make key decisions but they also have to
entrust their managers with the power to support profit maximization (Horrigan, 2010).

In 1984 Richard Edward Freeman presented the stakeholder theory as his critical reaction to
Friedman’s work. It claims that diverse interests of all stakeholders: employees, customers,
suppliers, trade unions, local communities etc. should be taken into consideration, as well.
The stakeholders could include individuals or they could form groups that are positively or
negatively influenced by the business activities. The stakeholders, however, could similarly
affect organizations and their goals (Coombs & Holladay, 2012).

According to Kunz (2012) a long-term orientation, a systematic approach and voluntariness
together with unlimited possibilities of a practical application are considered to be
characteristic features of the CSR definitions. Authors such as Coombs and Holladay (2012),
Horrigan (2010), Pavlik and Be¢l¢ik (2010) are familiar with a triple-bottom-line concept
presented also by the European Union that includes three basic areas of interest: Profit, Planet
and People. A responsible organization conducts business transparently, respects Corporate
Governance rules, ethical marketing policies and ethical codes, pays attention to quality,
innovations or safety and is universally beneficial to its community (Profit). An
environmentally sustainable organization uses environment-friendly technologies, supports
their development and reduces its environmental impacts (Planet). A responsible organization
also fully respects human rights, occupational health standards and is fair in relation to its
stakeholders (People).

The level of a systematic assessment of CSR activities in organizations is dependent on
individual understanding of the CSR principles by owners, managers and employees, together
with their internal explanations of the necessity of a permanent implementation, monitoring
and a regular evaluation of this above-standard commitment. Publicly presented CSR results
could be considered as an opportunity to gain a competitive advantage, however, especially
small organizations operating regionally take a responsible conduct of business for granted.
There are several possibilities to evaluate CSR activities: a special audit, a certification or
a quality mark. All these tools used for measurement of the CSR performance differ in their
methodologies, complexity and range of a suitable application in various business sectors or
organization structures. Nowadays, socially responsible investing is considered to be an
emerging trend, represented by diverse sustainability indices. Their main deficiency is
connected with the fact that only the world’s largest companies whose stocks are marketable
in global stock markets are tracked. A separate category of evaluation tools is represented by
non-financial reporting initiatives based on a regular publication of CSR reports that could be
used as a communication medium informing about the CSR progress as well as managerial
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instrument providing a survey of CSR results (for detailed information, see Pavlik & Bél¢ik,
2010; White, 2009). Regardless of the legal form of the organizations it is possible to apply
a content analysis to evaluate or mutually compare CSR activities mentioned in CSR reports,
internet pages and presentations. Practical examples of CSR evaluation possibilities and tools
are given in Tab. 1.

Tab. 1 — Summary of CSR evaluation tools and methods. Source: own adaptation according
to Forum Ethibel, 2014; Global Reporting Initiative, 2015; ISO, 2014; S&P Dow Jones
Indices, 2014)

Certification/ Guidance Specialization Organization

Evaluation of CSR principles

AA 1000 . AccountAbility
application
1SO 14001, 1SO 14004 Environmental management International Organ.lzatlon for
system Standardization
1SO 26000 Guidance on reliable CSR International Or_gan_lzatlon for
strategy Standardization
Appraisal of CSR strategy
Quality Label complexity from stakeholders’ Forum Ethibel
point of view
CElR [Eyrlleion Specialization Organization

Methodology

International Standard for
Measuring Corporate Corporate community investment  London Benchmarking Group

Community Investment

Sustainability Indices Specialization Organization
Ethibel Sustainability Index Forum Ethibel
Dow Jones Sustainabilit CSR performance evaluation of
. y the world’s largest companies S&P Dow Jones Indices
Indices ;
whose stocks are marketable in
lobal stock markets
FTSE4Good g London Stock Exchange
Group
Non-financial Reporting Specialization Organization
G4 Guidelines CSR reporting methodology and Global Reporting Initiative

forms

3 RESEARCH METHODOLOGY

The Analytic Hierarchy Process (AHP) was first introduced by its author Thomas L. Saaty at
the beginning of 1970s. The AHP is a multi-criteria decision making method (MCDM) that
uses pairwise comparison of components forming a hierarchy. It means that a chosen problem
is decomposed into smaller constituent parts (Ishizaka & Labib, 2011). In the field of CSR the
AHP could be used in decision-making processes resulting in a selection of the optimal way
of reaction or behavioral pattern (for examples, see Beno, Drienikova, Nano, and Sakal,
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2012). Chen and Fan (2011) recommend combining the AHP with a fuzzy set modelling in
order to measure the CSR performance.

The AHP application covering this paper is consisted of following steps: 1) a hierarchy
compilation with respect to a main goal that is connected with the evaluation of CSR
activities of the three selected organizations operating in the Czech telecommunications
sector; 2) a collection of experts” opinions on preferences distribution among criteria and sub-
criteria of a decision-making task; 3) computations of local and global weights of the criteria
and sub-criteria and an examination of a required level of consistency; 4) a comparison of
CSR activities practiced in chosen companies.

For evaluating the importance (preference) of the criteria, there are several proposed scales
that can be used (Ishizaka & Labib, 2011), the linear scale with parameters 1-9 was chosen
(Saaty, 2000). Value 1 corresponds with an equal importance (indifference), number 3 means
“moderately more”, number 5 “strongly more”, number 7 “very strongly more” and number 9
“extremely more”. The values 2, 4, 6 and 8 are used to express a compromise or an
intermediate stage of the ratio scale. Numerical results of pairwise comparisons are written in
a Saaty matrix (symbolically marked by S). The matrix is reciprocal which means that its
elements, marked s;;, which are symmetric with respect to the diagonal, are inverses of one
another, s;; = 1/s;;. Moreover, the elements on the diagonal express equality and are
assigned to the value 1 (Saaty, 2000; Zmeskal 2012).

Once all paired comparisons on every hierarchical level are made a computation of
normalized local weights w;, representing a contribution to the parent node in the level
immediately above, follows. Local weights w; could be calculated for example by using
geometric mean of rows of Saaty’s matrix S according to a mathematic formula (1), where N
represents the order of Saaty’s matrix S with elements s;j € [1/9;9].

1

vi [H,N Si,j]N

Ny, T-
El Vi ZF[HJN Si,j]N
The AHP method is based on a principle of utility maximization that is why the option with
the highest sum of the global weights is chosen. This method is called a distributive mode
synthesis. Another solution of this task could be brought by an ideal mode synthesis that is
connected with a relative expression of the global weights, while an ideal value is represented
by 100 % (Saaty, 2000).

A requirement of meeting the transitivity condition resulting in the demanded consistency of
Saaty’s matrices is necessary to obtain a high-quality evaluation and reliable results.We were
interested in consistency of the experts” views. For verification of this assumption two indices
described in sub-chapters 3.1 and 3.2 were calculated and then compared with proposed
values. What's more, the AHP Consensus Indicator (see Sub-chapter 3.3) that measures
a level of experts” agreement was computed.

1)

W =

3.1 Consistency Ratio

This index checking the consistency was designed by Saaty (2000). The value of Consistency
Ratio must definitely meet a condition: cRr < 0,1. The Consistency Ratio is calculated by the
formula:

Amax—N

_ QO _ TN
CR_RI_ RI ' (2)

where Amax IS maximum eigenvalue and can be calculated as follows:
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Amax = 3 ZN(S-W); /w; 3)
where w symbolizes an eigenvector of weights w; and (S -w); stands for i-th element of
vector w. The random index (RI) values are determined in Tab. 2.

Tab. 2 - Random index. Source: Saaty (2000)

N 1 2 3 4 5 6 7 8 9 10
RI 0,00 000 058 09 112 124 132 141 145 149

3.2 Geometric Consistency Index

To verify the consistency of the experts” views the Geometric Consistency Index (GCI) that is
more precise than CR can be used either. Given a (n x n) pairwise comparison matrix S = (s;;)
with the vector of priorities, w, obtained by the Row Geometric Mean Method (RGMM), GClI
is defined as:

2
GCI = m2i<j lnzeij , (4)

where e;; = s;jw;/w; is the error obtained when the ratio w;/w; is approximated by s;.
Assuming the usual value of the CR = 10 %, thresholds of the GCI are: GCI = 0,31 for N = 3;
GCl =0,35 for N = 4 and GCI = 0,37 for N > 4. For further details, see Aguaron and Moreno-
Jiménez (2003).

3.3 AHP Consensus Indicator

AHP Consensus Indicator (S*) compares the rank of criteria from the experts’ point of views.
Interpretation of this indicator is dependent on the user and his/her conception of consensus
needs and requirements within a group. The result shows the level of consensus among
experts from 0 to 100 %. Calculation procedure of S* is based on a methodology of Shannon

Entropy H (see Shannon, 1948) and a concept of Alpha and Beta Diversity (see Jost, 2007).
S* for group decisions is computed as follows:

§*= [M - eXp(Hoc min)/exp(Hy max)]/[]- - exp(Hoc min)/exp(Hy max)]’ (5)
where M = 1/exp(Hg). Hq,p, s the a, B, y Shannon entropy for the priorities of all K experts:

Hy = XK, S, —py Inpy;, (6)
Hy = ¥je1 =P InP), (7)
where p, = %Z{-V:lpij and
Hg = H, — H,. (8)
Further we need to adjust for the maximum score Cmax Of the AHP scale used and
Homn = ~ e in(F225) - (W - DS =. - @)

Hymax = (N = K) (- — )1n( L )—("*Cm“x‘l)ln(l M) (10)

Cmax+N—-1 Cmax+N—-1 N+Cmax—1 K N+cmax—1

where N is number of criteria, K is number of experts (for further information, see Goepel,
2013).
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4  APPLYING AHP AND GROUP DECISION MAKING WITHIN CSR

AND RESULTS
Firstly, the hierarchic structure was designed. The graphic representation of the hierarchy is
shown in Fig. 1. First line defines the goal that is connected with the complex CSR
assessment of chosen companies. The second line is represented by three fundamental groups
of criteria in CSR assessment — economic field, environmental field, social field. Each group
contains further specific sub-criteria. Each component of the second and third line is chosen
according to the triple-bottom-line definition of CSR (see Chapter 2). The fourth line is

consisted of options represented by 3 selected organizations.

In second step, the importance (preference) appraisal of criteria and sub-criteria was
accomplished by 4 experts. Each expert was supposed to fill in Saaty matrices individually.
To verify the consistency of experts' views several consistency and consensus indices were
computed (CR, GCI, §*). The computed values of CR and GCI did not exceed the
recommended threshold. According to the results given in Tab. 3, the group of 4 experts is

considered to be consistent.

Goal: CSR assessment of chosen companies

e

erarfe C2: Environmental e
C1: Economic field field C3: Social field
C11: Safety C21: Eco innovations C31: Employee
Z A0 Y 7 welfare
C12: Transparent C22: Recvdli Z AN
: ycling /I 4
reporting i e C32: Corporate
X & ‘ s donations
: C23: Eco management| .+ =
. fthlcal cod?s and certifications |° | C33: Employee
o NN T pr ] volunteering
~“‘ \\ “ " " “l "'a """"""""""
LR Y [ P A L
Sz \‘ Y s .0 0 2®° Le®T  _Le**"
‘s“‘ s 08.0° o0 e "
Y 80,0 00 e? e
SN Janel e
Y i
Company A Company C

Fig. 1 — Hierarchic decomposition of decision-making task. Source: Own adaptation
according to the CSR definitions (Pavlik & B¢l¢ik, 2010)

For consensus appraisal based on S*, a threshold value of 80 % was set. Experts agreed on
preferences distribution among the CSR fields and sub-criteria included in the economic and
social field. However, they opinions differed in the environmental field. In this field there
were compared criteria such as ecological innovations, recycling and ecological management
and certifications. Each expert seemed to prefer different criterion so in this case none of
these criteria can be considered as more important than the remaining ones (see Tab. 3).
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Tab. 3 — Results of consistency and consensus indices. Source: Own computation

Comparison CR<0,1 GCI<0,31 S* 80-100 %
Among fields (C1-C3) 0,033 0,115 85,7%
Economic field (c11-c13) 0,050 0,174 87,8%
Environmental field
(C21-C23) 0,022 0,077 76,3%
Social field (C31-C33) 0,004 0,012 88,5%

Thirdly, local and global weights were calculated. In Tab. 4 the results of AHP are shown. In
accordance to experts’ opinions, the environmental field (C2; 41,35 %) is regarded to be the
most important field of CSR activities. The economic field (C1; 30,71 %) follows and social
field (C3; 27,94 %) is the least preferred one.

The sub-criteria dealing with ecological innovations (C21) and recycling (C22) are considered
the most important in CSR activities (global weights > 15 %). Subsequently, sub-criteria
connected with corporate donations (C32), employee welfare (C31) and safety (C11) follow
(global weights > 12 %). Ecological management and certifications (C23), transparent
reporting (C12), ethical codes (C13) are less important (global weights < 10 %). Finally,
employee volunteering (C33; 3 %) is the least important criterion.

Tab. 4 - Overview of local and global weights. Source: Own computation

Field Sub-criterion Local weights Global weights

Safety 39,30% 12,07%
Economic field ]

Transparent reporting 31,95% 9,81%
(30,71 %)

Ethical codes 28,75% 8,83%

Eco innovations 38,38% 15,87%
Environmental field | Recycling 37,41% 15,47%
(41,35 %)

Eco management and 24.21% 10,01%

certifications

Employee welfare 44,38% 12,40%
Social field )

Corporate donations 44,76% 12,51%
(27,94 %)

Employee volunteering 10,86% 3,03%

Fourthly, the CSR evaluation of chosen companies was accomplished. A CSR performance of
three telecommunication organizations was appraised by authors” opinions based on
information got from a content analysis of current internet presentations, CSR reports and
other available publications and surveys. T-mobile Czech Republic, a.s. is marked with the
expression “Organization A”, Vodafone Czech Republic, a.s. is “Organization B” and finally
02 Czech Republic, a.s. is “Organization C”. According to the results of the Czech Top 100
Most Admired Firms survey held in 2014 all of these organizations are considered to be an
essential part of the Czech telecommunication sector.
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The final results required for the complex evaluation of the CSR approach of the selected
organizations are obtained by using a distributive mode synthesis based on calculations of
global weights reflecting organization scores in each sub-criterion. Detailed overview of
computed global weights is given in Tab. 5. Vodafone Czech Republic, a.s. (Organization B)
is considered to be the most successful firm from the sample because it achieved approx.
49 %. O2 Czech Republic, a.s. (Organization C) scored nearly 31 % while T-mobile Czech
Republic, a.s. (Organization A) accomplished nearly 20 %.

Tab. 5 — Results of distributive mode synthesis. Source: Own computation
Sub-criteria C11 C12 C13 c21 C22 C23 C31 C32 C33 Sum

Organization A 169% 115% 203% 397% 349% 320% 270% 131% 035% 19,88%
Organization B 401% 6,71% 572% 1039% 1042% 559% 113% 323% 2,07% 49,28%
Organization C 637% 19%% 108% 151% 156% 122% 857% 797% 061% 30,84%

=100 %

It is possible to carry out the CSR evaluation according to an ideal mode synthesis based on
a determination of maximum values within organization global weights. Ideal scores represent
100 % and remaining values are expressed as a relative part of each ideal. Results of this
procedure that serves as another way of an interpretation are shown in Tab. 6. Vodafone
Czech Republic, a.s. (Organization B; 77 %) was considered to be the ideal in 6 sub-criteria.
02 Czech Republic, a.s. (Organization C; 49 %) achieved the best values in 3 sub-criteria but
it should improve CSR performance in the environmental field. T-mobile Czech Republic, a.s.
(Organization A; 31 %) accomplished relatively good results in the environmental section but
it should extend a range of economic and social activities.

Tab. 6 — Results of ideal mode synthesis. Source: Own computation
Sub-criteria C11 C12 C13 c21 C22 C23 C31 C32 C33 Sum

Organization A 319% 168% 313% 606% 518% 573% 391% 206% 052% 31,44%

Organization B 760% 981% 883% 1587% 1547% 1001% 164% 507% 3,03% 77,34%

Organization C ~ 1207% 287% 166% 231% 231% 219% 1240% 1251% 0,89% 49,20 %
5 CONCLUSIONS

The main goal of this paper is connected with the evaluation of CSR activities in the selected
telecommunication organizations by using the AHP method together with group decision
making analysis based on computations of Consistency Ratio (CR), Geometric Consistency
Index (GCI) and AHP Consensus Indicator (S*). Nowadays, various methods such as external
audits, certifications, quality marks, sustainability indices or non-financial reporting initiatives
could be appropriately used for a systematic CSR assessment but they differ in a complexity
and are focused on specific areas where the special requirements have to be met. A solution of
multiple-criteria decision-making tasks based on hierarchical decompositions and paired
comparisons should be a helpful managerial tool for decision making or benchmarking and
bring reliable sources for suitable CSR evaluation procedures.

The application of the AHP method in CSR evaluation topics is demonstrated on a sample
consisted of the three organizations: T-mobile Czech Republic, a.s. (Organization A),
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Vodafone Czech Republic, a.s. (Organization B) and O2 Czech Republic, a.s. (Organization
C). According to the results of the Czech Top 100 Most Admired Firms survey held in 2014
all of these organizations are considered to be an essential part of the Czech
telecommunication sector. Preferences of the criteria and the sub-criteria included in that
multiple-criteria decision-making task are appraised by 4 experts, while the CSR performance
of each organization was considered by the authors” opinions based on information got from
acontent analysis of current internet presentations, CSR reports and other available
publications and surveys. Based on computed values of CR and GCI the group of experts is
considered to be consistent. The highest consensus S* with 88,5 % was obtained in the social
field while the lowest consensus index S* was identified in the environmental field.
According to the distributive mode synthesis Vodafone Czech Republic, a.s., representing
a firm promoting a successful responsible approach, achieved the best results within the
sample. O2 Czech Republic, a.s. took a second place and T-mobile Czech Republic, a.s. was
third. According to the ideal mode synthesis Vodafone Czech Republic, a.s. was considered to
be the ideal in 6 sub-criteria. O2 Czech Republic, a.s. achieved the best values in 3 sub-
criteria. These results should be also appropriately used for a subsequent determination of
strengths and weaknesses of every CSR strategy of various organizations all over the world. It
Is assumed that preferences distribution might be different for other business sectors (e.g. for
banking, educational or industrial organizations different weights might by computed). For
a further analysis it is recommended to explore differences between business sectors in the
Czech Republic and the other countries as well.

On the other hand, the AHP method is connected with a restraint based on a limited number
of included options that result in a significant difficulty of paired comparisons. The fact that
final results and a determination of ideal values are dependent on a choice of organizations
included in a sample has to be taken into consideration. In the CSR evaluation field the
Analytic Network Process (ANP) method or DEMATEL working with dependence and
feedback among all the elements involved in a decision could be used for a decision-making
problem solution as well.
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THE APPLICATION OF NETWORK ANALYSIS IN PROJECT
MANAGEMENT

Vladimir Bolek, FrantiSek Korcek
Abstract

Project management is becoming adriving force for the businesses without further
specification. It is associated with the word project that is understood as activities aimed to
achieve a stated objective. Project management is seen as a summary of tools and methods
assisting the meeting the project objectives. It is crucial to realize that a successful project
brings innovation and furtherly, a change as well. With the correct project management the
enterprises get the maximum out of their inputs. Through the correct application of
methodology, successful management and implementation of well-directed projects, positive
business and organisational results are achieved. Project management methods constitute
verified and well described procedures controlling the project activities. Their purpose is to
ensure efficient management of the activity set, in order to achieve the expected results and
benefits. The contribution presents selected methods of network analysis appropriated for
project management. The research part of the contribution provides results of the application
of network analysis in the project of e-commerce introduction. E-commerce is the part of
e-business which represents hierarchically the highest level of business activities performed
by information and communication technologies. Considering trade and manufacturing,
e-business includes the activities related to commerce and production as well as the activities
necessary for integration, support and management of both of these groups linked to achieve
the main objective that is to provide services to customers. Using methods of network
analysis, the design and the implementation of the project introducing e-commerce provide a
comprehensive overview of the critical and non-critical project activities, which are capable
of optimization in terms of the demand for time or resources.

Keywords: network analysis, network diagram, time analysis, project, e-commerce, project
management

1 INTRODUCTION

Project management is now becoming a common part of the processes in current enterprises.
Enterprises that possess a better adjustment of business processes are being more competitive
(Bolek & Gubova, 2014). The implementation of innovative projects that are always unique
and bring positive change, increase the competitiveness of enterprises as well. Project
management offers a variety of methods and tools for effective planning, management and
completion of projects of different focus. Project management has two meanings. It is
understood either as a summary of methods and tools that help to achieve the objectives of the
project (Svozilova, 2011) or as a strategy of business management (Némec, 2002).

Currently, there are no tools to manage projects instead of us. Some of them help us to
determine the steps to proceed and support the decision-making process in projects, such as
network analysis and network diagrams. Network analysis is primarily used in the preliminary
or the planning phase of project management. It is intended to analyze the time or the
resource allocation. Moreover, network analysis identifies the critical path and plans the
project duration. Consequently, it is possible to optimise the project deadlines and time
estimates of each project activity by the critical path analysis.
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The main objective of the paper is the application of network analysis methods for the time
planning of a particular project of introducing e-commerce in the enterprise. Because it is
necessary to combine the operations of electronic trade with the business processes,
the e-commerce introduction always brings change and it is unique for every enterprise.
Therefore, the project management tools are used and the project is initiated. The main
objective of the paper consists of several partial objectives: analysis and comparison of
knowledge excerption from domestic and foreign literature on the selected subject, the project
proposal of e-commerce introduction in the enterprise, identification of critical and
non-critical activities and time optimisation by the network analysis application. The main
objective and the partial objectives are supported by adequate methods, methodology and
Microsoft Project software. Using network analysis, the time estimates of project activities are
calculated, a critical path is determined and a network diagram is created. Critical path
analysis optimises the project in terms of project duration and deadlines.

2 PROJECT PLANNING

A project is formed by gradual development. Projects are broadly defined at the beginning.
But as time goes by, the details are being clearer. Therefore, the projects are developed
incrementally. During their processing, resources such as people, materials, facilities,
hardware, software, and other assets are used. Because it is difficult to define its goals, to
accurately estimate how much it takes to complete the project and to determine its price, there
is some uncertainty in each project (Schwalbe, 2011). The first step to the successful project
Is through its planning.

A project plan is a model that helps us determine the progress of the project. By its definition,
it is usually not exact because it predicts the future state of the project. Therefore, there is a
portion of uncertainty and it is needed to invervene the plan by suitable management.
However, the goal of project management is not to accomplish all the different tasks, but to
achieve its objectives (Dvotak, 2008). Project planning gives us a specific idea of the
objectives, total and partial outputs and of each step of the project execution.

When describing project objectives, three fundamental terms that define the project are
always presented. It is scope, time and resources. The terms represent ,,The Project
Management Triangle”. Its purpose is to balance these three dimensions that are all
intertwined. If one of them is changed and the other remains the same, the third dimension has
to be changed correspondingly (Dolezal, Machal, Lacko, 2012). The success is to achieve all
of the independent dimensions simultaneously. Moreover, it is important to maximise results
in the shortest period of time using minimal resources. Network analysis is helpful either in
time planning and optimisation or resource allocation.

Plans are processed for all dimensions of the triangle. The plan objectives and identification
of necessary activities refer to the scope dimension. The time dimension represents time
schedule, network diagrams and bar graphs, a list of milestones, etc. The resource dimension
includes financial plans, budgets, equipment analysis and workforce scheduling. The most
significant elements of any good plan are (Rehagek, 2013):

Project objectives and corresponding key requirements,
Determination of the project,

Main outputs of the project,

Essential resources,

Project schedule and milestones.

68



3 NETWORK ANALYSIS AS A MANAGEMENT TOOL

Network analysis represents a general method based on graph theory and probability theory.
Such methods are applied to the planning, coordination and monitoring of complex tasks in
various spheres of economic activities. The basis of network analysis is a network diagram
indicating a model of the project. It represents the relationships between the project activities
(Rais & Dostal, 2007).

3.1 Network diagram

A network diagram constitutes a type of mathematical summary model of technologically and
organisationally following activities. It is a central concept of network analysis (Travnik &
Vlach, 1974). It is the oldest and the simplest form of process representation developed in the
late 1950s. Filanova (2014) defines the network diagram as activities and transitions (flows)
between the activities. It is a directed diagram so the direction of information flow remains
definite, and rather acyclic, because cycles make the subsequent simulation of the modeled
process difficult. A network diagram is any of several graphic representation that
interconnects project activities and events to show their interdependence. Any activity or
event has mutual links with preceding, following and parallel activities or events (Rosenau,
2007). This kind of coherent, acyclic, directed and ,,activity on node” or ,,activity on arrow”
diagram contributes to better organisation of different project activities. Their valuation
allows to monitor time, costs and other demands of the project.

Activity represents a specific, predefined part of the project. Activities are the base of the
network diagram that emphasize the time or resources. Activity has certain duration. It is a
specific work that begins and ends at some point. Activities are numbered for simple
identification and must be carried out in mutual dependence, because one may only begin
when the previous ends (Sulc, 1975). The connections between activities must be formed in a
way to make the project effective.

There are two types of network diagrams. The first is defined as the ,,activity on node”
diagram and has the following elements:

e Activities are expressed as nodes, nodes are valued,
e Activity relations are expressed as oriented edges.

The second type is the ,,activity on arrow” diagram. Its elements are:

e Activities are expressed as oriented edges, edges are valued,
e Nodes are events indicating the beginning or the end of activities, nodes tend to be
valued as well.

A situation of two or more activities having the same starting and finishing node cannot
happen in such diagram. In such case, a fictional activity marked by a dashed line is
introduced (Travnik & Vlach, 1974).

3.2 Time analysis

The management of any project needs particular time data about its actual and planned
progress. These are, for example, terms of start and expected finish of the project and time
data of each activity. Time data are based on the technological structure of the project, the
deployment of relevant resources on activities and the overall project organisation. Changes
in technology and organisation make a difference in the total duration of the project. The role
of time analysis is not to alter the project organisation and technology, but to seek the most
appropriate time parameters of the project. Time analysis of a network diagram provides
information about the time progress of the project on the basis of its technological and
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organisational structure (Travnik & Vlach, 1974). An alternative to the time analysis of a
network diagram is the utilisation of Gantt charts.

Time management of the project includes all activities needed to complete the project. The
core processes of time management are as follows (Schwalbe, 2011):

e Defining the project activities,

e Sorting activities,

e Estimating the resources required for each activity,
e Estimating the duration of each activity,

e Creating a schedule,

e Checking the schedule.

3.3 Milestones

Milestone is another important term of network analysis. At least each phase of the project
has to be terminated by a milestone. Milestones are activities with zero duration, but play a
crucial role from the perspective of management. They act as a gate to verify the achieved
outputs of the phase. After verification of results, it is possible to (Dvorak, 2008):

e Continue in project implementation by the next phase if the check does not reveal
shortcomings,

e Fix the results of the previous phase if the problems are avoidable,

e Stop the project implementation if the exposed problems are insoluble.

4 METHODS OF NETWORK ANALYSIS

Methods for analysing the edge or node oriented and valuated network diagrams are called
network analysis methods. These methods are used as a tool for management of complex
processes because they are simple and easy to understand, extremely flexible and able to
process large amounts of information (Travnik & Vlach, 1974). Because of such features,
network analysis became a part of project management as it helps in various ways to analyze
activities and their relations in the project. It deals with the time estimates and displays the
overall project model in the diagram while assisting the project execution.

The main advantages of network analysis introduction are (Rais & Dostal, 2007):

Graphical representation of the project progression,

Recounting deadlines and activity start and finish times,

Overview of the project scope in network diagrams,

Possibility to valuate resources,

Possibility to manage and supervise implementation works of the project,
Application support by information technology.

4.1 CPM method

The most common method of network analysis is a Critical Path Method (CPM). It calculates
project duration using deterministic valuation of activities and uses ,,activity on arrow”
network diagrams. It is a deterministic method because of the exact determination of activity
duration. CPM sets means of project activity planning in order to achieve the target date and
identifies the critical project activities that affect the overall project duration (Doskocil, 2013).

CPM calculates time consumption of the project, determines the float and identifies and
analyzes the critical path. The basic rule is that the shortest project duration is equal to the
longest path between the input and the output node of the network diagram. It is possible to
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obtain and observe the following essential characteristics shown in Figure 1 at the level of
activities in the network diagram (Rais & Doskocil, 2011):

e |- starting node of the activity,

e j—finishing node of the activity,

e y;;—normal duration time of activity (i,j),

e ES;;—the early start time of the activity (i,j),

EF;j — the early finish time of the activity (i,j), EFij = ESij + Vi,

LF;; — the late finish time of the activity (i,j),

LS;; — the late start time of the activity (i,j), LS; = LFj; - Vi,

Fi; — the float, the total time reserve of the activity (i,j), Fij = DL; - DE; - y;; > 0.

Characteristics related to the nodes of the network diagram are (Doskoc¢il, 2013):

o DE; - the early date of the node (j), DE; = max (EFy),
e DL, —the late date of the node (i), DL; = min (LSy).

m ESii Vii EFﬂm

DE:i|DLi/ LSi  Fi LFi\DEi |DLi

Fig. 1 — Legend of the ,,activity on arrow” network diagram. Source: Dosko¢il, 2013, p.
42

Each activity is defined by the early start time and the late finish time. The space between
those times is a time span of project activity execution. The total time reserve (the float)
identifies critical activities of the project. The float of critical activities is equal to zero.
Critical activities form a critical path between input and output of the network. Such activities
decide on the project duration because any delay of the critical activity causes a date
prolongation of the project closure (Fiala, 2008).

4.2 PERT method

Program Evaluation and Review Technique (PERT) represents time analysis of the project
with stochastic valuation of activity duration. Network diagrams of PERT method are used
wherever activities are unrepeatable and their duration cannot be measured in advance (Rais
& Doskocil 2011). Activity duration yj; is a random variable having a g-distribution as we see
in Figure 2. It is defined on the basis of three time estimates (Fiala, 2008):

e The optimistic time estimate — a;;, the shortest possible activity (i,j) duration
assuming particularly favourable conditions for the activity (i,j) execution,

e The most likely (modal) time estimate — m;;, the best estimate of the activity (i)
duration assuming normal conditions for the activity (i,j) execution,

e The pessimistic time estimate - bj, the longest possible activity (i,j) duration
assuming extremely unfavourable conditions for the activity (i,j) implementation.

71



>

Weighted average of the estimates y_

2 |

B i

—((g //T\

S 2~ .Y B-distribution

3 V4 i X o7

> / \\

= / i ~ ;

o) / : = !

(a2 L ¢ - 7 i \*77 77t4>
m b

Fig. 2 — Beta distribution. Source: Dolezal et al., 2012, p. 183

Subsequently, numerical characteristics are calculated after the necessary time estimation
(Fiala, 2008):

e Weighted average of the estimates (the activity expected duration):
aij+4mij+bij

)y = -
e Variance:

2 _ (bij—a;))?
(2) 0 = =5

e Standard deviation:
3) gy = 2ty

The time analysis is performed using the same method as CPM when the weighted average of
activity duration is estimated. Afterwards, the critical path and its duration is calculated,
which determines the shortest possible project dates and duration. Subsequently, the
probability of meeting these deadlines might be estimated, as well as the date in which the
project will be implemented with the given probability. In this case, the values of variance
and standard deviation are utilised.

4.3 MPM method

Representative of the time analysis in the ,,activity on node” network diagram is a Metra
Potential Method (MPM). Unlike CPM, MPM uses all kinds of relations between activities
and thus provides many opportunities to express activity dependence. A node in the diagram
represents the project activity. Its shape is quadrilateral and the left edge is the start time and
the right edge is the finish time of activity.

Calculation of the time estimates is needed for the node-based network diagram as well. The
procedure copies CPM, but MPM also calculates the time distance between two events of
activities. The event is either the start time or the finish time of the activity. The maximum
time distance is the maximum time that must elapse between the two events. From another
point of view, the minimum time distance corresponds to the minimum time that must elapse
between two events connected by the arrow. MPM time analysis is complicated when
manually calculated. Therefore, the software tools are commonly used, such as Microsoft
Project. The software analyses project duration, costs and resources (Dosko¢il, 2013). MPM
uses these three types of relations (Doskocil, 2011):

e Finish — Start; FS — connecting the finish time of the predecessor with the start
time of the next activity means that such activity begins after the predecessor,

e Start — Finish; SF — connecting the start times of both activities means that the
activity execution begins at the same time for both of them,

e Finish — Finish; FF — connecting the finish times of both activities means that the
activity execution ends at the same time for both of them.
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5 APPLICATION OF NETWORK ANALYSIS

Project of e-commerce introduction under the conditions of a particular enterprise is specific
and unique because the enterprise trades with building materials. The most significant reason
for the project planning and implementation is a need for change in the process of the building
material sale in the enterprise. At the same time, the successful project execution leads to
increase in market share and to reach new customer segments. If the business conditions are
well designed, e-commerce will guarantee fast payment for the goods. This results in liquidity
and solvency improvement accompanied by growth in sales. E-commerce ensures
improvement in marketing and a better overview of the enterprise services and price ranges
when viewing the online catalogue.

The exact scope, duration and resources are examined by project management methods in the
project of e-commerce introduction. Above all, this research paper focuses on time analysis of
the project. To determine its deadlines, CPM is used because of its simplicity, clarity and
speed of calculation. The network diagram is illustrated in Microsoft Project using MPM
method. The expected duration of each activity is calculated by PERT method.

5.1 Activity duration

The project is divided into different activities with their durations and links. Because this is a
unique project, the activity duration consists of the optimistic (a;), the most likely (m;;) and
the pessimistic time estimate (bj). These are the inputs for the time analysis of a network
diagram. The proposed project activities have never been executed in the past and their
duration cannot be measured in advance. The activity duration is therefore planned by PERT
method. In Table 1, the activity time estimates and the immediately preceding activities
(predecessors) that serve to construct the network diagram are provided.

Tab. 1 — Activity durations and relations. Source: Own data

Activity Popis Predecessor a;j [day] m;; [day] b;; [day]
1 Contacting convenient e-commerce developers - 3 5 6
2 Requirement definition 1 1 2 3
3 Information collection 2 1 2 5
4 Price offer calculation 3 2 3 5
5 Contract signing 4 0,5 2 3
6 Invoicing 5 0,5 1 2
7 Creating graphical variants 5 2 4 5
8 Making choice of graphical variants 7 0,5 1 3
9 E-commerce design processing 8 2 3 7
10 Designing system functions 5 2 5 7
11 E-commerce system introduction 10 0,5 1 2
12 Error modification and elimination 11 2 4 5
13 Programming 9,12 5 7 12
14 Final e-commerce introduction 13 0,5 1 2
15 Loading goods to e-commerce system 14 5 6 10
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16 Pricing goods 14 5 7 12
17 Staff training 15, 16 1 2 3
18 Web site and e-commerce personalisation 17 1 2 3
19 Functional testing 6, 18, 26, 32, 36,42 2 3 4
20 E-commerce startup 19 0,5 1 2
21 Contacting business 1S supplier 1 2 3 4
22 Defining IS change requirements 21 0,5 1 2
23 Price offer calculation of IS changes 22 1 2 3
24 Programming and implementation 23 12 15 25
25 Settlement with IS supplier 24 1 2 4
26 Staff training for IS changes 25,28 1 2 3
27 New warehouse creation in business IS 22 1 2 5
28 Creating solutions for orders in business IS 27 8 10 20
29 Contacting goods carriers 2 3 5 6
30 Creating conditions for cooperation 29 4 5 10
31 Pricing transport and handling 30 4 5 7
32 Contract signing with carriers 31 3 5 6
33 Selecting marketing methods 2 3 4 7
34 Creating contracts with marketing suppliers 33 3 5 6
35 Design and implementation of advertising 34 6 10 17
36 Settlement with marketing suppliers 35 1 3 4
37 Creating general conditions 2 6 8 12
38 Creating return policy 37 3 5 8
39 Creating conditions for returnable packages 38 1 2 5
40 Definition of changes in business processes 37 0,5 1 2
41 Choosing a new employee 40 20 25 30
42 Staff training about changes in processes 39,41 1 2 3

5.2 Time analysis of the network diagram

Time analysis further determines the duration of project implementation. In Table 2, the
weighted average of the estimates and the variances are calculated for each activity using
PERT method and the time characteristics with the float are calculated by CPM. The
calculations use the data from Table 1. The weighted averages of the estimates are transferred
to Microsoft Project environment that automatically constructs the network diagram. Network
diagram shows arrangement and deadlines of project activities in a way to express actual
succession of activities during project execution.
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Tab. 2 — Time analysis of the network diagram. Source: Own data

Duration | Variance Time estimates Float
Activity Node [i, j]

y[day] | o®[day?]] ES EF LS LF F
1 1 2 4.8 0,25 0 4.8 0 4.8 0
2 2 4 2,0 0,11 48 6,8 48 6,8 0
3 4 6 2,3 0,44 6,8 9,1 6,8 9,1 0
4 6 12 3,2 0,25 9,1 12,3 9,1 12,3 0
5 12 18 19 0,17 12,3 14,2 12,3 14,2 0
6 18 33 11 0,06 14,2 15,3 42.9 44 28,7
7 18 23 3,8 0,25 14,2 18 14,2 19,1 11
8 23 25 1,3 0,17 18 19,3 19,1 20,4 11
9 25 27 35 0,69 19,3 22,8 20,4 23,9 11
10 18 24 4,8 0,69 14,2 19 14,2 19 0
11 24 26 1,1 0,06 19 20,1 19 20,1 0
12 26 27 3,8 0,25 20,1 23,9 20,1 23,9 0
13 27 28 7,5 1,36 23,9 314 23,9 31,4 0
14 28 29 11 0,06 314 325 314 325 0
15 29 31 6,5 0,69 325 39 335 40 1
16 29 30 7,5 1,36 32,5 40 32,5 40 0
17 31 32 2,0 0,11 40 42 40 42 0
18 32 33 2,0 0,11 42 44 42 44 0
19 33 34 3,0 0,11 44 47 44 47 0
20 34 35 1,1 0,06 47 48,1 47 48,1 0
21 2 3 3,0 0,11 4.8 7,8 18,5 20,5 12,7
22 3 5 11 0,06 7,8 8,9 20,5 21,6 12,7
23 5 10 2,0 0,11 8,9 10,9 21,6 23,6 12,7
24 10 17 16,2 4,69 10,9 27,1 23,6 39,8 12,7
25 17 22 2,2 0,25 27,1 29,3 39,8 42 12,7
26 22 33 2,0 0,11 29,3 31,3 42 44 12,7
27 5 11 2,3 0,44 8,9 11,2 28,4 30,7 19,5
28 11 22 11,3 4,00 11,2 22,5 30,7 42 19,5
29 4 7 4,8 0,25 6,8 11,6 235 28,3 16,7
30 7 13 57 1,00 11,6 17,3 28,3 34 16,7
31 13 19 5,2 0,25 17,3 22,5 34 39,2 16,7
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32 19 33 4,8 0,25 22,5 27,3 39,2 44 16,7
33 4 8 4,3 0,44 6,8 111 21,6 25,9 14,8
34 8 14 4.8 0,25 11,1 15,9 259 30,7 14,8
35 14 20 10,5 3,36 15,9 26,4 30,7 41,2 14,8
36 20 33 2,8 0,25 26,4 29,2 41,2 44 14,8
37 4 9 8,3 1,00 6,8 15,1 7,6 15,9 0,8
38 9 15 52 0,69 15,1 20,3 34,5 39,7 19,4
39 15 21 2,3 0,44 20,3 22,6 39,7 42 194
40 9 16 11 0,06 15,1 16,2 15,9 17 0,8
41 16 21 25,0 2,78 16,2 41,2 17 42 0,8
42 21 33 2,0 0,11 41,2 43,2 42 44 0,8

The actual implementation of the project was originally scheduled from 2.9.2014 to
30.12.2014, which represented the assumption of four month duration. After subtracting
public holidays and weekends at the assumed period, there were 81 available working days,
during which the employees and project team members had to perform their assigned
activities. The office hours are fixed from 7:30 to 15:30, one working day corresponds to 8
hours. The working week consists of 5 working days. However, due to limited funding
opportunities of the enterprise, the project execution phase is postponed to autumn 2015.

In Table 2, the time analysis indicates that it is possible to implement the project in 48,1
working days at a given succession and the activity expected duration. The final activity is a
number 20. The longest path from the starting node to the finishing node of the diagram takes
exactly 48 days and 48 minutes. It is the shortest possible project duration to complete. When
beginning on 2.9., the project might be already completed on 10.11. This date is more than a
month less than the scheduled project deadline, 30.12. But this scenario would only happen if
all the activities were covered by necessary material, cost and labour resources. Because the
project activities will be performed by 9 employees and each employee must also ensure the
normal operation of the enterprise, a resource overloading is possible. After resource
balancing, it is likely to shift the project completion deadline. The 33 day float might be
depleted when the activity time reserves are not as long to cover the overloaded activities.

5.3 Critical path analysis

Critical activities are highlighted and shaded in Table 2. Logically, they have zero float.
When the duration of any of these activities extends, the project implementation extends as
well. In this case, the deadlines of the schedule could not be met. These activities are labeled
1,2,3,4,5,10,11,12,13,14,16,17,18,19 and 20. In the diagram shown in Figure 3 and created in
Microsoft Project, the critical path is highlighted in red. The network diagram shows the
critical path with the final arrangement of activities and the dates of milestone execution. The
nodes contain the activity identification number, duration in days and expected date of
activity initiation.
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Fig. 3 — Network diagram of the project. Source: Own data

The critical path consists of 15 critical activities. As the number of all activities is 42, the
percentage of criticality is relatively high, it represents 15/42*100 ~ 35.7%. Approximately a
third of all activities is critical. Because the critical activities cannot be excluded, it is possible
to reschedule some of them next to each other.

The ,,Information collection” activity is rescheduled beside ,,Requirement definition*, because
the requirements for e-commerce system might be defined while collecting information of
processes by the expert. The activity ,,Creating solutions for orders in business 1S” is possible
to run with ,,New warehouse creation in business IS if there are enough labour resources.
The activity ,,Pricing transport and handling” may be implemented simultaneously with the
,,Creating conditions for cooperation” activity.

Although these adjustments in the time plan did not reduce the number of critical activities,
they managed to shift the final deadline of the project to 6.11. It represents 46,1 working days
and additional 2 working days as a time reserve compared to the original time schedule. To
decrease the project criticality, it is appropriate to concentrate available resources on critical
activities and to use the total float. When using the maximum available resources, the time
analysis of a network diagram indicates that the project might be implemented in 46.1
working days in the planned period from 2.9. to 6.11.

6 CONCLUSION

The network analysis methods are tools that received a significant position in project
management, especially in the planning and execution phase. The determination of the project
duration is crucial to many stakeholders, particularly for managers when setting the project
schedule. Using the network diagram, an overview of the time characteristics of each activity,
start and finish times and their logical arrangement is easily visible. The importance of the
network analysis applied in the project of e-commerce introduction in the business is based on
the identification of critical and non-critical activities, time optimisation and on getting a
concept of the total project duration of such a unique project. Another possible step in the
application of network analysis is to optimise the resource allocation in project activities. The
main objective of the contribution is fulfilled by the application of the listed methods in the
project of e-commerce introduction in the enterprise.

77



Acknowledgement

The research described in the paper was financially supported by the Slovak Grant Agency
(VEGA) under grant No. 1/0336/14.

References

1.

10.

11.
12.
13.

14.
15.
16.

Bolek, V., & Gubova, K. (2014). Procesna mapa ako nastroj zvySovania
konkurencieschopnosti - podniku. Konkurence: sbornik prispévkii z 6. rocniku
mezindrodni védecké konference (pp. 15 - 22). Jihlava: VSP Jihlava.

Dolezal, J., Machal, P., & Lacko, B. (2012). Projektovy management podle IPMA (2nd
ed.) Praha: Grada.

Doskocil, R. (2011). Kvantitativni metody. Brno: Akademické nakladatelstvi CERM.

Doskocil, R. (2013). Metody, techniky a nastroje rizeni projekti. Brno: Akademické
nakladatelstvi CERM.

Dvotéak, D. (2008). Rizeni projektii: Nejlepsi praktiky s ukdzkami v Microsoft Office.
Brno: Computer Press.

Fiala, P. (2008). Rizeni projektii. (2nd ed.) Praha: Vysoka $kola ekonomicka v Praze.

Filanova, J. (2014). Optimalizacia procesov pomocou evolu¢nych algoritmov. Trendy
v podnikani - vedecky casopis Fakulty ekonomické ZCU v Plzni, 11-18.

Némec, V. (2002). Projektovy management. Praha: Grada Publishing.

Rais, K., & Dosko¢il, R. (2011). Operacni a systémova analyza I. Brno: Akademické
nakladatelstvi CERM.

Rais, K., & Dostal, P. (2007). Operational research. Brno: Akademické nakladatelstvi
CERM.

Rehacek, P. (2013). Projektové izeni podle PMI. Praha: EKopress.
Rosenau, M. D. (2007). Rizeni projektii (3rd ed.) Brno: Computer Press.

Schwalbe, K. (2011). Rizeni projektii v IT: Kompletni priivodce. Brno: Computer
Press.

Svozilova, A. (2011). Projektovy management (2nd ed.). Praha: Grada Publishing.
Sulc, J. (1975). Sitova analyza v hospoddiské praxi. Praha: SNTL.
Travnik, 1., & Vlach, J. (1974). Sietovd analyza. Bratislava: Alfa.

78



Contact information

Ing. Vladimir Bolek

Department of Information Management
Faculty of Business Management
University of Economics in Bratislava
Dolnozemska cesta 1, 852 35 Bratislava
Telephone number: +421/2/6729 5622
E-mail: vladimir.bolek@euba.sk

Ing. Frantisek Korcek

Department of Information Management
Faculty of Business Management
University of Economics in Bratislava
Dolnozemska cesta 1, 852 35 Bratislava
Telephone number: +421/2/6729 5622
E-mail: frantisek.korcek@euba.sk

79



INTERPRETATION OF THE PERFORMED RESEARCH OF NEW
MANAGERIAL APPROACHES IN COMPANY MANAGEMENT

Dagmar Burdova

Abstract

This article describes the results of the performed research of new managerial approaches in
company management. With regard to the extent of the article | present only some of the
outputs that were discovered via questionnaires. First | briefly describe the new external
environment of a company where the new managerial approaches emerge. Subsequently, |
describe the new managerial approaches, and separately also the new approaches of crisis
management. The biggest part of the articles deals with the results of the performed research
with charts and graphs. In conclusion | briefly summarize the outputs and provide
recommendations for company management in the current new business environment.

Keywords: company, company management, crisis management, managerial approaches

1 NEW EXTERNAL ENVIRONMENT OF COMPANIES

The current business environment is characterized above all by globalization and turbulences.
Tomek and Vavrova (2014) state that globalization — among other things — affects also
creation of new approaches towards the behaviour among individual market operators.
Development of the economic reality is also typical for its unusual dynamics when the new
economics is highly turbulent and characterized by many changes. Turbulence at the same
time always means an increase of the risks and uncertainty the companies must face. As
Vachal, Vochozka et al. (2013) mention, nothing in the current business environment is
steady and predictable. A company must not only respond flexibly to a change in the
environment but it is also important to understand how and where the company environment
constantly changes. The current era is thus challenging above all from the point of view of
assessing increased risks and uncertainties.

2 NEW MANAGERIAL APPROACHES

Authors variously interpret and deal with the new managerial approaches. Hucka,
Kislingerova and Maly (2011) describe the predictions of directions of organizational
structures including the decentralization of the structures and the outsourcing. Among the new
directions of corporate strategies they also count the knowledge and innovation-based
strategy, modern approaches to the internal business, open innovation strategies, strategies of
new markets and formation of the future. Trump and Kiyosaki (2012), Hamel (2008), and
Slater (2007) further describe innovations in management, a new type of businessmen and
new managerial approaches essential for the current challenging and turbulent business
environment. According to Fotr et al. (2012), a complex approach also ranks among the new
approaches. Kosturiak (2014) characterizes the future of changes in many companies, the
most important of which are — from the point of view of this article — early warning systems
and quick response systems. Slater (2007) recommends the companies to implement new
approaches consisting namely in constant introduction and implementation of changes and
improvement methods, streamlining of the company, reduction of costs and quick actions.
Kislingerova (2011), Kotler and Caslione (2009), or Roubini and Mihm (2010) point out to
the highly risky and critical environment of the companies that will have a growing tendency
in the future. Hope and Player (2012) draw the attention to the fact that in the currently
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quickly changing external environment, the importance of leaders, strategic planning, lean
cost management and clarification and evaluation of company performance is on the increase.
In their concept of the new management, Vodacek and Vodackova (2013), describe namely
the business strategies, processes, re-engineering and leadership. Kotter (2012) further
stresses out that the today’s external environment of companies requires a new concept of the
decision-making processes when in the world of fast changes only the teams made up of the
correct people and with high degree of trust can actually work. According to the latest Annual
Global CEO Survey (PwC, 2015), the total of 71% of the respondents are going to cut down
the costs, 51% plan to establish a strategic alliance or enter a joint venture, 31% of them
intends to outsource some processes or functions, and 29% are about to finalize a home fusion
or an acquisition. In this respect it is obvious that within the new managerial approaches, it is
the approaches that lead to streamlining of companies and increase in company performance
that gain more and more significance in the world.

Fotr et al. (2012), Antusak (2013), Vachal, Vochozka et al. (2013) and Veber emphasize the
importance of crisis management as an essential part of strategic management. In case of the
crisis management it is necessary to apply a systematic approach as Reza¢ (2009) or Lednicky
et al. (2012) recommend. According to Antusak (2009, 2013), the company crisis in its time
development undergoes four stages within a well-managed crisis: the stage of symptoms, the
acute stage, the chronic stage and the stage of crisis settlement. Zuzak and Konigova (2009)
describe individual stages of the crisis: a potential crisis, a latent crisis, an acute crisis and an
uncontrollable crisis. The new concept of the crisis is based on the combination of the risk
management and crisis management and on the realization of both the risks and the crisis as
opportunities and their use within the business strategy. At the same time it proceeds from the
constantly growing need of companies for crisis preparedness. Kruli§ (2011), Antusak (2013)
or Marchesani (2014) in particular draw the attention to the fact that companies simply must
be prepared for a crisis situation. New approaches that contribute to the better understanding
of the risks in broader sense as threats but also as opportunities are also mentioned by Veber
(2009), Hillson and Simon (2012), or Smejkal and Rais (2013). As regards the companies,
they most frequently understand the crisis as their worst period and yet there is now quite
often an opinion that a crisis may actually serve as an opportunity for the respective company.
Lednicky et al. (2012, pg. 109-110) accentuates a whole series of benefits that it offers to
companies who survive a crisis. According to Smejkal, Rais (2013), the challenge arising
from a company crisis lies in the analysis of company processes and subsequent restructuring
of the company resulting thereof while the period of the crisis offers better environment for
introduction of changes than the period of relative stability of the company. In order to be
able to identify the first symptoms of crisis in time the companies need to have systems of
early warning. It is recommended that through them the company management should be able
to discover any crisis symptoms already in the latent stage of the crisis.

A whole series of performed researches and studies show that lean management influences
company performance and competitiveness. Companies still strongly focus on the increase of
their performance whereas the new external environment more and more exerts pressure on
creating instability within the company. And instability within a company is, at the same time,
the first symptom of a company crisis that may — if not managed properly — develop into
another relatively more difficult stage. Unfortunately, companies do not deal much with crisis
management in the form of preventing the risks, as results from the results of current studies.
It opens up space for the question whether the companies in the Czech Republic actually
sufficiently apply all necessary new approaches in their company management. Are the lean
companies also healthier and less susceptible to financial diseases, i.e. do they truly show less
symptoms of the potential and latent crisis? Do the production companies perceive a crisis as
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an opportunity? Do the production companies have sufficiently set up the systems of early
warning?

3 RESEARCH OBJECTIVE

The objective of the research carried out in the form of a questionnaire was to: verify whether
and to what extent the production companies in the Czech republic introduce new managerial
approaches; verify whether the lean management of companies truly results in less symptoms
of the potential and latent company crisis; find out what attitude the production companies
have towards crisis management; verify whether and to what extent the production companies
perceive crisis as an opportunity.

As regards the questionnaire, | elaborated a set of questions through which 1 tried to find out
whether and how the production companies: approach innovations; approach the cost
management; whether and to what extent they apply selected approaches of strategic
management and human resources management; whether and to what extent they apply lean
management approaches; what methods and tools of lean management they use most; whether
and to what extent such companies approach changes; what risks they perceive most; what
problems they face presently; what measures they took in order to reduce the impact of
company crisis; what tools of crisis prevention such companies use, whether and to what
extent the company crisis meant an opportunity for the respective company; and how the
respondents perceive selected statements from the sphere of crisis management.

The subject of research included production companies in the Czech Republic (business
companies with more than 10 employees) who made the basic set for the research. Of the total
of 14,620 addressed companies, | received 441 completed questionnaires where after
eliminating all incomplete or irrelevant questionnaires | got the total of 413 questionnaires
eligible for evaluation.

4 RESULTS OF THE PERFORMED RESEARCH
4.1 Strategic Management Approaches

The Figure 1 clearly shows that at present most companies introduce risk management
approaches (52 companies, i.e. 12.6%), crisis management approaches (43 companies, i.e.
10.4%) and TQM (43 companies, i.e. 10.4%). They have mostly introduced flat
organizational structures (209 companies, i.e. 50.6%), then the risk management approaches
(165 companies, i.e. 40%), benchmarking (146 companies, i.e. 35.4%), TQM (134
companies, i.e. 32.4%) and least they introduced crisis management (108 companies, i.e.
26.2%).
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Flat organizational structures 209

Benchmarking - 28 146
31 43 108

165

29 43 134

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

Crisis management

Risk management

TOM

= we have not implemented it = we are about implement it at an early date
we are implementing it at present we have implemented it

Fig. 1 — Strategic Management Approaches. Source: Own elaboration
4.2 HR Management Approaches

Respondents commented on the methods: team approach, coaching, improvement of the soft
skills of managers, management and evaluation of job performance and a complex concept of
education. It is apparent from the Figure 2 that the addressed companies most introduced the
following approaches: a team approach (284 companies, i.e. 68.8%), management and
evaluation of job performance (263 companies, i.e. 63.7%), then improvement of managers’
soft skills (144 companies, i.e. 34.9%), a complex concept of education (143 companies, i.e.
34.6%) and least they introduced the coaching approach (120 companies, i.e. 29.1%).
Presently, the companies most introduce the complex concept of education (80 companies, i.e.
19.4%), improvement of soft skills of the managers (49 companies, i.e. 11.9%), the team
approach (42 companies, i.e. 10.2%), coaching (41 companies, i.e. 9.9%) a least they
introduce management and evaluation of job performance (40 companies, i.e. 9.7%). Results
are shown in Figure 2.

complex concept of education 143
Management and evaluation of job performance 263
Improvement of managerssoft skills 144
Coaching approach . 41 120

Team approach

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%100%

= we have not implemented it = we are about implement it at an early date
we are implementing it at present we have implemented it

Fig. 2 — HR Management Approaches. Source: Own elaboration
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4.3 Cost Management Approaches

In the sphere of cost management, the companies in most cases introduced controlling (290
companies, i.e. 70.2%), outsourcing (284 companies, i.e. 68.8%) and least they applied cost
cutting (109 companies, i.e. 26.4%). Presently they most introduce cost cutting (53
companies, i.e. 12.8%), then controlling (33 companies, i.e. 8%) and least outsourcing (9
companies, i.e. 2.2%). Very soon they also plan to introduce mostly cost cutting (50
companies, i.e. 12.1%), less of controlling (27 companies, i.e. 6.5%) and least outsourcing (10
companies, i.e. 2.4%). Figure 3 reflects the results.

Oustourcing
Cost cutting

109

Controlling

0%

10%

20% 30% 40% 50% 60% 70% 80% 90% 100%

= we have not implemented it = we are about implement it at an early date

we are implementing it at present we have implemented it

Fig. 3 — Cost Management Approaches. Source: Own elaboration
4.4 Lean Management Approaches

The responses of respondents show (see Figure 4) that in 42% the companies do not have
introduced any lean production, and they do not even intend to do so (171 companies), 19%
of companies stated they have introduced lean production (80 companies), 14% of companies
stated that are currently introducing this approach (57 companies), 14% companies stated they
intend to introduced lean production at an early date (59 companies) and least of them, i.e.
11% of companies stated they have already got the lean production introduced and at present
they pursue its continuous improvement (46 companies).

We have
implemented it and —__
we pursue constant We have not
improvement implemented it
11% 42%
We have /
implemented it
19%
We are
implementing itat_—" _ Weare about
present implement it at an
14% early date
14%

Fig. 4 — Lean Management Approaches. Source: Own elaboration
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In the next analyses | looked into the degree of streamlining of the companies. For that
purpose it as necessary to stipulate the level of streamlining using the method at all companies
involved in the research while | needed to obtain quantitative variables as the output of the
degree of streamlining. | proposed my own definition of assessing the degree of streamlining
of a company when the company streamlining is construed as “such level of internal
arrangement of the streamlining within a company within which we can on a bigger scale
assess the company approaches towards wasting and innovations, and further to a lesser
extent also the company approaches to introducing flat organizational structures and to
quality management, team approach and approach to outsourcing”. The degree of
streamlining of a company was thus calculated based on the following own formula:

Streamlining = 0,3-x; +0,3-x;+0,1-x3+0,1- x4, +0,1-x5+ 0,1 x4 (1)

e Where: x; represents the average approach of a company towards elimination of
wasting;

e X, represents the average approach of a company towards innovations;

e x5 represents the value of company approach towards introducing flat organizational
structures;

e x, represents the value of company approach towards introducing the TQM;
e x: represents the value of company approach towards the team approach;
e X, represents the value of company approach towards outsourcing.

All variables take the values from 0 to 1, and in order to calculate the degree of company
streamlining | applied weights of importance determined on grounds of analysis of secondary
resources and on grounds of my own recommendation regarding the perception of degree of a
lean company. The weights of importance were applied as follows:

e 0.3 for the company approach towards elimination of wasting as well as towards
innovations;

e 0.1 for company approaches towards: flat organizational structures, TQM, team
approach, outsourcing.

The resulting value of company streamlining thus achieves the values from 0 to 1, where 0
represents the lowest value of streamlining degree of a company, and 1 represents the highest
value of streamlining degree of a company.

4.5 Tools of Crisis Prevention and Minimization

As the Figure 5 shows, most companies, i.e. 294 (71.2%) stated they use monitoring and risk
analysis. Companies also to a large extent use various crisis plans in order to minimize the
already identified risks (216 companies, i.e. 52.3%), an effective crisis communication (192
companies, i.e. 46.5%) and modelling of crisis situations (164 companies, i.e. 39.7%). Only
94 companies (i.e. 22.8%) have drawn up detailed crisis manuals, and only 86 companies (i.e.
20.8%) have a permanently set-up crisis team.
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Modelling of crisis situations

Crisis plans in order to minimize the already
identified risks

Effective crisis communication

We have a permanently set-up crisis team
We have drawn up detailed crisis manuals

Monitoring and risk analysis

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
= N0 yes

Fig. 5 — Tools of Crisis Prevention and Minimization. Source: Own elaboration
4.6 Problems in Companies

The division of problems to symptoms of potential and latent crisis was carried out on
grounds of the description of those types of crisis as done by Zuzak and Konigova (2009),
while assignment of the problems to the growth crisis was carried out on grounds of the
Griner’s model as stated for instance by Srpovéa and Rehot (2010).

Insufficient communication within the company 146
Free capacity 96
Increased costs 129
Insufficient information system 109
Too many mismanaged changes 79
Chaos 69
Insufficient capacity 197
Drop in company performance 66
Chaos at workplaces, chaos within the company 125
Ordinary routine problems 288
0% 10% 20% 30% 40% 50% 60% 70% 80% 90%100%
=no yes

Fig. 6 — Problems in Companies. Source: Own elaboration

For the sake of better arrangement | included the list of responses in Figure 6. | also assumed
that the companies that admitted “ordinary routine problems” show symptoms of a potential
crisis, companies that admitted “insufficient communication within the company, free
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capacity, chaos, chaos at workplaces, chaos within the company, drop in company
performance or increased costs” already show symptoms of latent crisis. The following
problems were assigned to the symptoms of the growth crisis: “insufficient capacity,
insufficient information system, too many mismanaged changes”. From what was stated I
established the following results: the total of 288 companies, i.e. 70% of respondents show
symptoms of a potential crisis, and 282 companies, i.e. 68.3% of respondents show ate least
one symptom of a latent crisis. And 248 companies, i.e. 60% respondents show at least one
symptom of the growth crisis.

In total 231 companies do not have introduced and implemented any crisis management
(already stated in Figure 1), of which there are, however, up to 160 companies (69.3%) who
failed to introduce a crisis management and who show symptoms of a potential crisis, and 154
companies (66.7%) who failed to introduce the crisis management and who already show
symptoms of the latent crisis. 135 companies (58.4%) do not have implemented the crisis
management and show symptoms of the growth crisis. As it was already mentioned in
connection with question number 6, 165 companies in total do not have introduced any risk
management. Of this number, however, up to 116 companies (70.3%) with no risk
management already show symptoms of potential crisis, 109 companies (66.1%) with no risk
management show symptoms of latent crisis, and 98 companies (59.4%) with no risk
management show symptoms of the growth crisis. A rather low percentage of companies who
show the symptoms of the potential or latent crisis are about to introduce the crisis and risk
management at an early date. Only 26 companies (9%) of the total number of 288 companies
who show symptoms of the potential crisis are about to introduce the crisis management as
soon as possible, and 23 companies (8.2%) are going to set up the risk management. Of the
total number of 248 companies who show at least one of the symptoms of the growth crisis,
only 25 companies (10.1%) are about to set up crisis management as soon as possible, and 26
companies (10.5%) plan to introduce the risk management very soon. For the sake of better
arrangement | recorded the results in Table 1.

Tab. 1 — Crisis and risk management. Source: Own elaboration

Symptoms of crisis

Implementation of the crisis and risk P ial crisi L - G h crisi
management  within the company otential crisis atent crisis rowth crisis
management Crisis Risk Crisis Risk Crisis Risk

manag. manag. manag. manag. manag. manag.
We are implementing it at present 37 46 31 43 34 38
We have implemented it 65 98 71 107 54 86
We are about implement it at an early 2 28 2 23 o5 26
date
We have not implemented it 160 116 154 109 135 98
Total 288 288 282 282 248 248
We are implementing it at present 12,8% 16,0% 11,0% 15,2% 13,7% 15,3%
We have implemented it 22,6% 34,0% 25,2% 37,9% 21,8% 34,7%
X\;fe are about implement it at an early 9,0% 9.7% 9.2% 8,2% 10.1% 10.5%
We have not implemented it 55,6% 40,3% 54,6% 38,7% 54,4% 39,5%
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Total ’ 100% 100% 100% 100% 100% 100%

4.7 Company Experiences with a Company Crisis

As regards the question of experiences of the companies with company crises, most of the
respondents replied that their company currently shows no symptoms of instability. 215
companies in total (52%) stated that they have a previous experience with company
instability, however, recently they have not shown any symptoms of it. 103 companies (25%)
then stated that they have not yet experienced any company instability, and not even now they
show any signs of instability within their company. 95 companies (23%) then stated that at
present they show signs of company instability, and 76 of them (18%) have already past
experience with company instability. 19 companies (5%) then confirmed they did not
experience company instability in the past, however now they show symptoms of it. All
results are included in Table 2.

Tab. 2 — Experiences with company crises. Source: Own elaboration

We now show signs of company crisis

We had a company crisis in the past Total
Yes No
Yes 76 (Yes-Yes) 215 (Yes-No) 291
No 19 (No-Yes) 103 (No-No) 122
Total 95 318 413

This question was subsequently compared with replies to the question where the test was
performed and what type of problems the companies currently experience. All results are
shown in Table 3.

Tab. 3 — Problems and latent crisis. Source: Own elaboration

No-No Yes-Yes Yes-No No-Yes Total
Latent crisis no 52 9 66 4 131
Latent crisis yes 51 67 149 15 282
1 from 6 problems 30 14 71 3 118
2 from 6 problems 11 13 41 7 72
3 from 6 problems 5 12 17 2 36
4 from 6 problems 3 11 11 1 26
5 from 6 problems 14 8 1 23
6 from 6 problems 2 3 1 1 7
Total 103 76 215 19 413

The results show that of the 103 companies that stated that they had never encounter any
company instability, and now they do not show any instability, 51 companies actually in total
marked at least one of the six problems they now experience and that can be classified as
symptoms of the latent crisis. Of the total number of 215 companies who admitted they
experienced company instability in the past and now do not show any symptoms of it, the
total of 149 companies marked at least one of the six problems they now have that can be
classified as a latent crisis. The above mentioned facts indicate that in case of the question
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whether the companies experience any company crisis nowadays, the respondents did not
want (or perhaps did not know how) to provide a truthful response, or they simply do not
perceive the current issues which can be classified as symptoms of the latent crisis as the
symptoms of company instability.

4.8 Measures to Reduce Impacts of the Crisis

To the questions regarding measures the company took in order to reduce impacts of the
crisis, | received replies only from those respondents who in the previous question stated that
their company had already experienced a company crisis (in the past or at present). Thus there
were 310 respondents in total, i.e. 75.4%. As it is obvious from the Figure no. 7, the
companies most often adopted measures in the form of keeping their key employees and
managers (262 companies, i.e. 84.5%), better management and improvement of company
processes (248 companies, i.e. 80%), increase in the quality of products and services (244
companies, i.e. 78.7%), and better communication within the company (237 companies, i.e.
76.5%). Further they implemented measures to reduce the costs significantly (216 companies,
i.e. 69.7%), and to lay off some employees (175 companies, i.e. 56.4%). And least often they
applied changes in the company management or its part (170 companies, i.e. 54.8%).

Changes in the company management or its part 140 170
Lay off some employess 135 175
Reduce the cost significantly 94 216

Better management and improvement of

company processes 62 248
Better communication within the company 73 237
Keeping key employees and managers 48 262
Increase in the quality of pruducts and services 66 244

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%100%
no yes

Fig. 7 — Measures to Reduce Impacts of the Crisis. Source: Own elaboration
4.9 Opportunities Resulting from a Crisis

To the question regarding the opportunities resulting from the crisis, | again received replies
from the total of 310 respondents. The results show (see Figure 8) that the companies
significantly often experience a company crisis. Respondents could choose from the following
opportunities: we streamlined the company, we began to focus only on the key activities of
the company, we effectively reduced human resources within the company, we introduced
faster and more effective reporting, and we introduced a flat organizational structure. For this
purpose they could use a four-level scale where 1 = absolutely no; 2 = rather no; 3 = rather
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yes; 4 = absolutely yes. Individual opportunities that the company crisis could provoke to the
companies were on average evaluated as follows:

We streamlined the company — 2.76 on average.

We began to focus only on the key activities of the company — 2.76 on average.
We effectively reduced human resources within the company — 2.70 on average.
We introduced faster and more effective reporting — 2.60 on average.

We introduced a flat organizational structure — 2.53 on average.

We streamlined the company - 52 86 107
We introduced a flat organizational structure - 78 110 58
We introduced faster and more effective
reporting - & Lk e
We began to focus only on the key activities of
the company 29 116 85
We effectively reduced human resources within
the company - &2 117 7
0% 10% 20% 30% 40% 50% 60% 70% 80% 90%100%
= gbsolutely no rather no rather yes absolutely yes

Fig. 8 — Opportunities Resulting from a Crisis. Source: Own elaboration

4.10 Early Warning Systems

As the individual tools of the early warning systems, the respondents mentioned: internal
audits, expert methods, analysis of competitors, SWOT analysis, change analysis, forecasting,
finance analysis and trend analysis. The individual early warning systems are applied as
follows:

Internal audit as the early warning system tool is applied in the total of 303 companies
(73.4%), and not applied at all in 110 companies (26.6%).

Expert methods as the early warning system tool are applied in the total of only 114
companies (27.6%), and not applied at all in 299 companies (72.4%).

Analysis of competitors and the SWOT analysis as the early warning system tools are
applied in the total of 248 companies (60%), and not applied at all in 165 companies
(40%).
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e Identification, analysis and evaluation of changes as the early warning system tool is
applied in the total of 275 companies (66.6%), and not applied at all in 138 companies
(33.4%).

e Forecasting as the early warning system tool is applied in the total of 216 companies
(52.3%), and not applied at all in 197 companies (47.7%).

e Finance analysis as the early warning system tool is applied in the total of 290
companies (70.2%), and not applied at all in 123 companies (29.8%).

e Tends analysis as the early warning system tool is applied in the total of 228
companies (55.2%), and not applied at all in 185 companies (44.8%).

The above provided results of the research serve as the basis for the conclusion that mostly
applied tools of the early warning systems are the internal audit, the finance analysis and the
identification, analysis and evaluation of changes. The least applied tools are the expert
methods. For the sake of better arrangement of application of the early warning systems by
the size of the company | created a summary of positive responses shown in Figure 9.

Tends analysis 77 81
Finance analysis 99 99
Forecasting 75 55
Identification, analysis and evaluation of changes 86 98
Analysis of competitors and the SWOT analysis 75 88
Expert methods 43 25
Internal audit 109 99
0 50 100 150 200 250 300 350
= |large company medium company small company

Fig. 9 — Early Warning Systems. Source: Own elaboration

5 SUMMARY OF RESEARCH RESULTS, RECOMMENDATIONS

The results of the research clearly show that production companies in the Czech Republic
more frequently applied the approaches leading to reduction of costs and more effective
performance management than to the approaches dealing with the crisis management. At the
same it was found out that leaner companies do not show less symptoms of potential crisis,
and only some symptoms of the latent crisis can be linked to the dependence of the company
streamlining and lower emergence of problems attributable to the latent crisis. At the same
time it was identified that a significant number of the companies show signs of the potential
or even latent crisis despite they state they do not currently show any symptoms of instability
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(company crisis). The results also indicated that a significant number of companies who state
they have not introduced any crisis or risk management, already show first symptoms of
crisis. The research results also point out to the insufficient systems of early warning in the
companies. The companies admit that crisis has brought them many opportunities,
nevertheless only those companies that identify the crisis in time and start control it
effectively by means of the crisis management tool can actually use it as an opportunity.

Within the framework of the new external environment, it is important for the companies to
implement in their company management new innovative approaches, approaches leading to
the increase of performance, continuous improvement, increase in quality, reduction of costs
and overall streamlining. The mentioned approaches should be then implemented in their
corporate strategy. | recommend the companies to adopt the new ideas. They should also
significantly more deal with innovations including the innovations in management, described
by Hucka, Kislingerova, Novy (2011, pg. 102) as the “peak of the imaginary pyramid of
innovations”.

Company managers should far more realize all risks affecting the company from the external
environment, and implement risk and crisis management tools into their company
management, or more precisely as part of the their strategic management. | would recommend
the companies to see the risks and threats more as opportunities that offer a new approach to
the risk management. The research results also indicate that the companies do not admit they
show symptoms of company crisis despite they face problems that are attributable to the
potential or even latent crisis. Further, | would recommend them not to underestimate any
issues the company faces and solve them as soon as they reach the next stage of the crisis
development.

At the same time, the companies should focus more on company management so that they did
not at all reach the crisis situation. If we accept the idea that one of the basic prerequisites for
seeing the crisis as an opportunity is its timely discovery, the companies should focus more on
the early warning systems. Based on the results of the research, they, however, are not
sufficiently implemented in the researched production companies in the Czech Republic. As
described by Zuzdk, Koénigova (2009), in terms of the early warning systems, it is not
advisable to focus only on the financial analysis that is based on historical data. Companies
thus learn of the imminent crisis too late. The research discovered that companies very often
and to a large extent use the financial analysis as the tool of the early warning systems.
Instead | would recommend them applying more the methods of forecasting and constant
monitoring of all changes, especially when taking into account the new external environment
of the companies, and | would advise them to prepare for potential threats and risks that might
threaten the companies in their stability. As the companies cannot influence the constantly
changing and risky external environment, they should thus focus more on application and
transformation of all changes, risk and crisis into effective opportunities.
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QUANTITATIVE AND QUALITATIVE ASPECTS OF PROJECT
EVALUATION

Eva Ligetvari

Abstract

Managing projects aim to support the strategic vision of the company. Related to the selection
of the proper project portfolio includes uncertainties because foreseeing the future is limited.
Not all emerging risks are to quantify. Of course, a company has to manage project as a part
of its financial (investment) portfolio because each project (investment) has the own content,
cost-need, professional and financial risks etc. and that has effects on corporate level.
Additionally, project management competency, cultural background, staff knowledge and
legal environment must be considered. Risk management literature shows a great number of
methods for risk assessment. Most of them can only be used if there are historical data
available as they rely on statistical analysis to assess risks. However, many times there is no
daily database to use for assessing most risks.

The information need and the possibilities may be various depending on the corporate
characteristics. E.g. a small company cannot use a complex evaluation system for selecting
the elements of its portfolio but for large ones it may be important in order to satisfy the
investors’ needs. The paper gives a general overview about the possibilities.

Keywords: project management, portfolio management, project evaluation, risk management

1 INTRODUCTION

Managing project is a difficult challenge because the related tasks are diverse. Next to the
professional content of the project, being a successful project manager requires competencies
of human resource management, finance, quality management, management organization etc.
There are project management guidelines that organize the necessary processes and
knowledge areas into a comprehensive structure, but the result often seems to be
overcomplicated. The tasks of project management are multiplied in case of running several
projects of an organization that predicts the need for managing complexity as well (Berényi,
2013). The Project Management Institute highlights that in today’s complex world,
organizational preparation is necessary to facilitate the successful execution of programs and
projects. High-performing organizations recognize that, regardless of the degree of
complexity, standardized project management practices, effective communications, and a
strong talent base and leadership skills are necessary for project success (PMI, 2014).

The judgment on the performance of the projects and portfolios depends not only on their
products or internal cost-efficiency. This means that the evaluation process shall include the
relations with the owner organization. Communication, team-work, time-management,
individual and group level of competences give one side of this task. Another aspect is the
financial evaluation that tries to quantify the possibilities and risks specifically in monetary
units. The two aspects would be great to be evaluated at the same time but the practice show
that it is almost impossible. Unfortunately an impressive project idea can be rejected in case
of weak financial contribution or excessive expectations.

Related to the quantitative evaluation | can suggest to adapt capital rationing models. Capital
rationing is the process of regulating the capital expenditure when capital is scarce. In
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business terms, company may have many different investment options and all of them are so
favorable that company wants to invest in all of them. But due to limited supply of capital
either for short term or long term, management may have to control the investment decisions
by imposing conditions. At this point the capital rationing links to the project management,
closely portfolio management.

2 CONNECTION BETWEEN PROJECTS AND PORTFOLIOS
2.1 Projects and portfolios

A project is a time-limited effort for creating individual products, services or other outputs. A
project is a complex task, it is one-time, unrepeatable, resource-consuming and risky. A
project aims new features and determined objectives. Of course a project is not for its own, it
Is subordinated to the goals of an organization or society. It should be noted that built on each
other and parallel more projects may run that needs the synchronization between them
(portfolios and also programs). The difference between project management and portfolio
management can be shown by an airplane metaphor: project management ensures a smooth
landing at the end of the route; the responsibility of portfolio management is choosing the
right airport for landing (Darits, 2010).

Project management is a management activity initiated by corporate strategy in order to
perform individual and complex tasks (Gorog, 2003). In another approach project
management means the application of knowledge, skills, tools and techniques to project
activities to meet the project requirements. A special issue of project management is project
portfolio management.

A portfolio refers to a collection of projects or programs and other work that are grouped
together to facilitate effective management of the work to meet strategic business objectives
(PMI, 2013a). For example, an infrastructure firm that has the strategic objective of
maximizing the return on its investments may put together a portfolio that includes mix of
projects in oil and gas, power, water, roads, rail and airports. From this mix, the firm may
choose the manage-related projects as one program. All of the power projects may be grouped
together as a power program (PMI, 2008).

Improving the processes of single projects may have tangible benefits, but a consistent project
management model will only be complete when the processes of project portfolio
management are also included. Similarly to the logic of managing share/bond portfolios, a
systematic approach is required for project portfolio management in selecting, monitoring and
supervision. Portfolio management maintains a balance between the limited corporate
resources and the strategic goals (Verzuh, 2006).

Portfolio management can be interpreted as selecting the right projects, prioritizing the work,
and providing the needed resources. Project management develops and implements plans
(PMI, 2013a).

2.2 Strategic dependency

The projects or programs of the portfolio may not necessarily be interdependent or directly
related. For example, an infrastructure firm that has the strategic objective of maximizing the
return on its investments may put together a portfolio that includes a mix of projects in oil and
gas, power, water, roads, rail and airports. From this mix, the firm may choose the related
projects as one program. All of the power projects may be grouped together as a power
program (PMI, 2013a). The key of success to portfolio management is the systematic process
of selecting, supporting and managing the firm’s collection of projects.
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Both projects and portfolios shall support strategic business goals. Strategy can be briefly
defined as the way of realizing the corporate objectives. In content it means the active or
passive adjustment of operation to the changing environment. The strategy helps to find the
most appropriate ways of achieving the objectives; it seeks for competitive advantages;
improves the market position of the company; and provides for the allocation of resources.
For the whole company the strategy should harmonize or restructure the corporate portfolio
against the background of corporate objectives.

Based on the fact that project and portfolios are subordinated to a higher system, it shall be
harmonized with the owner’s strategy. In the following I summarize the relations between
relevant aspects and management areas. A characteristic of strategic objectives is that they are
implemented as projects. Deak (2003) states that the strategy cannot be realized if the wrong
projects are launched. It can be concluded the strategic management defines the goals and
direction for portfolio management through strategic plans. Portfolio management selects the
projects and makes decision on launching projects/programs.

2.3 Handling modifications and feedback

Programs launched are under control and supervision of the project management (or program
management). Feedback and intervention are facilitated by continuous monitoring and
control. Effects on resources are managed by portfolio management and the process also
affects strategic management. Changes in strategy need modification in portfolio
management. The results are observed in project management and in the implementation of
the projects. A project portfolio can be successful only if it includes the most favorable
projects for the company. It must be considered that terminating or suspending a priority
project will unlock resources and allow strategic management to start new projects and
highlight other priorities. The aim of portfolio management is to facilitate achieving the
corporate vision by the effective use of resources. Modification of a strategy and portfolio can
be initiated either due to differences and internal feedback or by changes in the macro- and
micro-environment. Fast reaction to changes has a key impact from the point of view of
corporate competitiveness. It may affect the content of a strategy and portfolio and, as a
result, the life-cycle of the project as well.

Finally the feedback after the implementation of projects that is necessary for judging its
success shall be mentioned. In a hierarchical view of success it is to be concluded that on the
first level the factors of cost, time and quality (output) are highlighted. The second level
expressly analyses conformance to strategy and the third level reflects the assessment of
external and internal stakeholders.

The probable project-level conflict can be solved if the position of portfolio manager is
defined as a stakeholder of the project because the general approach to success of the project
means the satisfaction of the stakeholders. Nevertheless, it must be considered that increasing
the number of stakeholders may lead to an unmanageable amount of diverse expectations and
requirements that makes it impossible to reach their satisfaction.

3 ARISK-BASED APPROACH

3.1 Interpretation of risk management

Corporate management increasingly demands strategic decision support and the use of
scientific tools and methods to model uncertainties, thus creating a connection between
decisions and their expected outcomes. To put it differently, corporations want to bear the risk
of their decisions consciously in order to maximize their profits. That is the reason why risk
analysis and risk management are highly topical issues in corporate practice.
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The available literature on the specific topic contains a plethora of different tools and methods
to carry out risk analysis.

One of the essential particularities during decision making process is the existence of
uncertainties. Uncertainty means that the probability of occurrence and consequence of a
given future event are not known exactly. Risk mostly means the particular negative or
positive consequences while the occurrence itself is uncertain, but its probability can be
calculated or estimated (Gorog, 2008). Identification of different risk sources and events is the
first to do in order to assess the risk.

According to Hillson’s approach risk is usually referring to uncertain events that may have
negative or positive outcomes (Hillson, 2002). The inherent level of a particular risk is
determined by the likelihood and magnitude of associated events (Hopkin, 2012).

There are many methods that are suitable for risk assessment. Most of them can only be used
if there are historical data available as they rely on statistical analysis to assess risks (for
example Jorion, 1997). If somebody would like to calculate exchange rate or interest rate risk
exposure for example, these statistical methods can be used if daily databases are available.

In risk management literature there are different approaches available to assess risks. They
can be divided at least into two categories: qualitative and quantitative methods. Qualitative
methods can easily be used in practice, but sometimes it is not possible to ensure a reliable
assessment. However, with the use of quantitative methods the reliability can be ensured, but
that requires a lot of historical data.

3.2 Process of risk management

Risk management can be described as a systematic process of identifying, analyzing,
evaluating, responding to and controlling risk (Cooper and Chapmen, 1987; Chapman and
Ward, 2003; PMI, 2008). The systematic process includes the proper use of various tools and
techniques. This chapter shows a possible approach based on practical experiences made by
Fekete (2009, 2012).

An initial point is to identify risk sources and events in a structured form. Several techniques
have been proposed for professionals to identify risk sources/events. (Loosmere et al., 2006;
Ohtaka and Fukuzawa, 2010).

According to the method in question, a mental creation technology is needed for executing the
task. Workshops lasting a few hours or even days, depending on the nature of the task, can
also be helpful. The composition of participants is important, since the results are influenced
to a great extent by the presence or absence of experts having relevant knowledge.

In case of inappropriate historical data a pre-made database can be helpful to enhance the
identification of risk factors (de Bakker et al., 2010; Bannermann, 2008). This database can be
customized according to the needs of particular organizations. There are different lists
available in risk management literature (see for example Chow and Cao, 2008; Hartman and
Ashari, 2002; Lind and Culler, 2011; Summer, 2000).

The next step of the risk management process is to quantify the probability of occurrence and
impact of identified risk sources/events. Now we will present how the developed method can
help to define input parameters of the Monte-Carlo simulation. (Herz, 1964)

The practical application is presented as an example in the context of an investment project.
The simulation can be used for example to calculate the net present value of cash-flow during
the evaluation of investment proposals (Brealey & Myers, 1993), as well as to analyze the
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risks in a project network diagram created during the realization of the investment (Grey,
1995).

After creating the cash flow model of a given investment and calculating the yearly values of
each element of the cash flow paying no attention to risks (target value), the next step is to
identify and assign potential risk sources/events to each element of the yearly cash flow
calculation. The identification is done by experts at a workshop. The elements of the yearly
cash-flow calculation will be the independent probability variables during Monte-Carlo
Simulation.

When the identification is completed, maximum four different scenarios (Watchorn, 2007)
will be assigned to each identified risk source/event. The next task is to estimate the
subjective probability of occurrence and impact of each scenario. This is done by experts at a
workshop using their many years’ experience. It is important to note that the sum of the
subjective probability of occurrence of maximum four scenarios cannot exceed 100%.

Following that, the existence of interrelation, if any, among the different risk sources/events
assigned to one cash-flow element (Hunyadi et al., 1993) has to be investigated. The next task
IS to calculate the expected value and standard deviation of every single cash flow element
using the result of scenario analysis. These will be input data for Monte-Carlo Simulation.

The expected value and standard deviation can be used for selecting critical risk
sources/events as well. According our understanding not every risk should be treated anyway.
This is because the cost of treatment can be higher than the cost incurred from the occurrence
of the risk. To ensure the best efficiency of treatment activity it is vital to select the critical
risks which should be treated in any way. To do this, a special rule can be used. According to
this rule, a risk is critical if the value of relative deviation is higher than predefined threshold
value. There is no exact equation to calculate the limit of any threshold value so far. It can
only be defined by using the experiences of risk analyst.

If historical data are missing or inappropriate, the way suggested above can help to increase
the chance of selecting the best suited probability distribution curve, mean value, standard
deviation belonging to it. This is reason to perform scenario analysis first and to run Monte-
Carlo Simulation after finishing scenario analysis.

Next task is to select dependent probability variable which can be for example net present
value of the cash-flow (cash-flow return).

When all input data are at our disposal, the net present value will be calculated from a large
amount of random data from the probability distribution of each cash-flow element by
running Monte-Carlo Simulation. Once the predefined number of iterations has been reached,
the probability distribution of net present value with all characteristic statistical value (mean
value, standard deviation, range, etc.) can be produced. The probability distribution also can
contain the target value (size of net present value before risk analysis), so it is possible to
compare the results of calculation before and after risk analysis. This can be done with the
support of any computer software can be found on the market.

The next step in the risk management process is to formulate and execute risk response
actions for critical risk sources/events selected previously. Risk response could have the aim
of avoiding, sharing, transferring or accepting a risk by means of defining a risk response
program (Haris, 2009).

Risk response actions should be measurable during actualization. In case of an investment
project for example it is possible to increase the chance to finish the project on time and
within the budget or to ensure the targeted project return. In other words: with the execution
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of suggested risk response actions it is possible to come near to target value (value before risk
analysis).

It is important to assign a risk owner besides the proposed actions. A risk owner is a person or
an organization that is responsible for responding to a risk.

The final step of the risk management process is risk control activity, including:

e Risk management should be considered as a snapshot at a given moment. But it could
happen that kind of information that basically influences the results of analysis is
found the next day. In this case, it is worth redoing the whole exercise. Of course, now
the analysis can be done quickly, since it only consists of the transfer of the results
from recording and assessing the new risk arising from new information. It could
change the list of critical events that could modify the risk response actions.

e The second element of control activity is to follow the risk execution program, which
is based on risk response proposals. This could be considered as classical control
activity and in the course of this the following tasks should be solved: overview of
situation, impact analysis, modifications based on impact analysis, ordering and
publishing the modifications and the execution of modifications.

e The third component of control is performing a plan vs. actual analysis right after the
execution of the risk response program. The aim of this analysis is to compare the
post-program status with the pre-program status. The plan vs. actual analysis means an
input for cost-benefit analysis (Fekete, 2011), which can measure the effectiveness
and efficiency of the risk management activity.

3.3 Additions to non-qualitative Evaluation

Finding an effective solution is important not only for the large companies related to non-
qualitative aspects of evaluation. Realizing the various EU-proposals generate the same
challenges for SMEs or non-profit organizations as well. The Navigating Complexity book of
PMI (2014) is a practical guide for project managers. It includes a questionnaire with 48 yes
or no questions for self-assessment and also suggested scenarios and actions to the negative
responses.

The topics as follows:

Definition of scope and requirements,
Conformity to stakeholders,
Conformity to the sponsor organization,
Planning and monitoring the tasks,
Internal and external communication.

In my opinion there are some questions in the list that should be checked before starting any
projects.

e Can the project requirements — outcome and quality, time, budget and recourse limits
— be clearly defined? Are these realistic?

e Are stakeholders identified?

e Has the project manageable number of components, assemblies and interconnected
parts?

e |s there open communication, collaboration and trust among the members of the
project team, and among the project manager and the project team and the
stakeholders?

e Has the project the right people, with the necessary skills and competencies?
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e Does the project manager is right people, for the project, has he got skills to leading
the team?

e Does the project have the support from the organization?

e s there an effective portfolio management process to facilitate strategic alignment?

e Are the deviations to the plan monitored? Are the necessary action taken and
effectiveness monitored?

4 CAPITAL RATIONING MODELS
4.1 About the models

A company has to manage project as a part of its financial (investment) portfolio. Each
project (investment) has the own content, cost-need, professional and financial risks etc. A
small company may not use complex evaluation system for selecting the elements of its
portfolio but for large ones it may be important in order to satisfy the investors’ needs.

The concept and content of “portfolio” is compatible in finance and project management that
allows the adaptation of methodology. Portfolio in finance means a set of assets involves the
selection of securities. A combination of assets or securities is called a portfolio. The
traditional theory of portfolio postulates that selection of assets should be based on lowest
risk, as measured by its standard deviation from the mean of expected returns. The modern
theory of portfolio emphasizes the need for maximization of returns through a combination of
securities, whose total variability is lower.

Risk can be related to general economic conditions (for example business cycle, inflation rate,
exchange rate) that we cannot influence directly. Other risks are firm-specific and can be
managed by portfolio diversification. Effect of these belongs to the given company without
noticeably effects on other firms.

4.2 Markowitz model

Markowitz (1952, 1959) developed his portfolio-selection technique, which came to be called
modern portfolio theory (MPT) (Bodie, Kane, Marcus, 2003). Prior to Markowitz’s work
investors had constructed security portfolios on the basis of expected return and variance for
each individual security. Hence, investors thought of portfolio construction from a single
security analysis point of view meaning a portfolio was created using the best bottom up
security ideas without regarding security correlation. However, this changed with
Markowitz’s ‘Portfolio Selection’ theory in 1952. He laid the foundation for modern portfolio
theory by introducing the notion that investors should look at portfolio construction from a
diversification point of view and in the process not only look at expected return and variance
for single securities but most importantly also take the covariance between the securities into
consideration. This is why he introduced the idea that investors could decrease overall
portfolio risk by holding a combination of securities that has a correlation of less than one.

Markowitz emphasized that quality of a portfolio will be different from the quality of
individual assets within it. Thus, the combined risk of two assets taken separately is not the
same risk of two assets together.

Markowitz defined the efficient portfolio which yield the highest return for a given level of
risk or yield the lowest risk for a given level of return.

Based on his research, Markowitz has set out guidelines for diversification on the basis of the
attitude of investors towards risk and return and on a proper quantification of risk. The
investments have different types of risk characteristics, some caused systematic and market
related risks and the other called unsystematic or company related risks. Markowitz
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diversification involves a proper number of securities, not too few or not too many which
have no correlation or negative correlation. The proper choice of companies, securities, or
assets whose return are not correlated and whose risks are mutually offsetting to reduce the
overall risk.

4.3 Capital Asset Pricing Model

The capital asset pricing model (CAPM) of Sharpe (1964) and Lintner (1965) marks the birth
of asset pricing theory (resulting in a Nobel Prize for Sharpe in 1990). The attractiveness of
the CAPM is that it offers powerful and intuitively pleasing predictions about how to measure
risk and the relation between expected return and risk.

The CAPM is widely used in applications, such as estimating the cost of capital for firms and
evaluating the performance of managed portfolios. The CAPM’s empirical problems may
reflect theoretical failings, the result of many simplifying assumptions. But they may also be
caused by difficulties in implementing valid tests of the model.

The CAPM builds on the model of portfolio choice developed by Harry Markowitz (1959). In
Markowitz’s model, an investor selects a portfolio at time t-1 that produces a stochastic return
at t. The model assumes investors are risk averse and, when choosing among portfolios, they
care only about the mean and variance of their one-period investment return. As a result,
investors choose ‘mean-variance-efficient’ portfolios, in the sense that the portfolios: 1)
minimize the variance of portfolio return, given expected return, and 2) maximize expected
return, given variance. Thus, the Markowitz approach is often called a ‘mean-variance
model.” The portfolio model provides an algebraic condition on asset weights in mean-
variance-efficient portfolios. The CAPM turns this algebraic statement into a testable
prediction about the relation between risk and expected return by identifying a portfolio that
must be efficient if asset prices are to clear the market of all assets (Fama, 2004).

The CAPM is a market model because a security’s return is estimated based on its sensitivity
to excess returns on the market portfolio. Essentially, the market is the only factor that
matters.

Factor models extend the CAPM to consider that a security’s return also depends on other
economic measures and not just the market portfolio.

One multi-factor model is the Arbitrage Pricing Theory Model (APT). The APT model
predicts a security’s return based on unexpected changes in economic factors such as
inflation, industrial production, bond risk premium, and the term structure of interest rates.
Different factors may be relevant depending on the security under analysis.

4.4 The single factor model

The modern portfolio theory is based on two categories of models: normative models and
positivists models. The normative model category includes the basic modern portfolio theory
models: the Markowitz Model and the Single Index Model of William Sharpe (Stancu at al,
2011).

In 1963, William Sharpe has tried to bring changes to the fundamental portfolio selection
model. These changes implicated not only the reduction of the information level needed to set
up the portfolio selection model, but also supplemental information regarding diversification
as a method to reduce risk.

Sharpe included the market fluctuations in the return and risk of each bond calculations,
considering a linear dependency between the bond return and the market index return. So, this
model measures the “surprise” return correlated with the “surprise” market index return and
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the expected gain under the materialization of the firm specific risks, which can be eliminated
through diversification. An important implication is that the need to estimate a huge number
of covariance is eliminated.

5 CONCLUSIONS

Based on the idea that projects and portfolios shall support the achievement of the business
goals through the strategies, the need for selecting effective ones is reasoned. In order to
increase the property incomes the financial viewpoint of planning and controlling has a major
role. Capital rationing models give well-established frameworks for evaluation and even for
project selection.

According to the paper of Stancu at al (2011) that compares the result of the Markowitz
Model and the Single Index Model in the choice of an optimal portfolio on the Romanian
capital market. They concluded that, the model Markowitz developed lead to the best results,
optimizing the financial placement decision from the risk-return efficiency criterion point of
view.

Michailidis at al (2006) examined the validity of the CAPM for the Greek stock market. The
study used weekly stock returns from 100 companies listed on the Athens stock exchange
from January 1998 to December 2002. The findings of the article are not supportive of the
theory’s basic hypothesis that higher risk (beta) is associated with a higher level of return. The
results obtained lend support to the linear structure of the CAPM equation being a good
explanation of security returns. The CAPM’s prediction for the intercept is that it should be
equal to zero and the slope should equal the excess returns on the market portfolio.

The findings of the study contradict it and indicate evidence against the CAPM. According to
the paper’s findings the residual risk has no effect on the expected return on portfolios. The
lack of strong evidence in favor of CAPM necessitated the study of yearly data to test the
validity of the model. Summarizing the tests might provide evidence against the CAPM but
that did not necessarily constitute evidence in support of any alternative model.

Overall, a wide variety of selection methods may be appropriate for specific companies and
project circumstances. Some projects require sophisticated financial evidence of their viability
others may only need to demonstrate no more than an acceptable profile when compared to
other options.

However, at first sight the mathematical-financial approach is quite difficult. Exact results
require not only the knowledge on the methodology but also the detailed data needs
substantiated methodology. There is no question about using them in a large company with
high responsibility of management on financial indicators. | believe that these methods must
be used in a simplified way for small- and medium sized companies as well. The reason for
this is that the absence of well-established decisions (by the lack of quantitative information)
may have a more cumulative effect on the future of the business. The losses of one project
may take into bankruptcy the whole company.

My recent research activity turns increasingly to the possibilities of non-qualitative aspects.
Those are “easier to establish” and more conform to the everyday knowledge. | believe that it
is a huge trap: the less established factors of evaluation may mislead the management in
critical problems of project management and missing viewpoints show distorted status report.
Building up the proper toolset of qualitative and quantitative techniques will have a positive
impact in all areas of operation, including improvement profitability, customer satisfaction
and internal collaboration.
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USING BEHAVIORAL EXPERIMENTS TO TEACH MANAGEMENT
AND TO TEST MANAGERIAL THEORIES: PEDAGOGICAL
PLATFORM “GEPARD”

Lenka KaliSova, Hana Pokorna, Martina Krivankova, Martin Musil,
Pavel Ziaran, Jiri Duda, Eva Abramuszkinova Pavlikova

Abstract

In the paper we present new educational platform for teaching managerial psychology, named
“Gepard”. The platform integrates three functions: (1) Innovative inspirational teaching. (2).
Generates data for scientific research. (3) Provides a feed-back for participating students for
their personal development. In this paper we demonstrate the capacity of the Gepard platform
to generate data with the aim to analyse relation between economic games dictator and
ultimatum and several aspects of ethical decision-making. 184 under-graduate students of
business participated in the “Gepard” in-class simulation. Results show that the dictator game
works as a statistically significant predictor of the following aspects: preference for a
managerial position in the ethically sensitive situation, preference to leave the company with
unethical practices and the adherence to the ethical values regardless of the situational
context. On the other hand, the ultimatum game did not work as a significant predictor of
ethical decision-making.

Keywords
Ethics, Management, Teaching, Behavioral experiments

1 INTRODUCTION

Ethics in managerial and business environment is an important factor of its quality and a
condition for keeping stability, proved by a series of ethical scandals since the beginning of
21st century. The fall of company Enron caused by unethical managerial activity and audits
significantly affected the whole corporate world. Besides Enron, there were discovered ethical
and legal scandals in other corporations, such as WorldCom, Tyco, America Online, Lucent,
Vivendi, etc. Reaction to this are new legislative and controlling frameworks from the state
and new perspective from companies, which are starting to perceive ethics as a strategic factor
of successful business. The meaning of ethical values and attitudes was proven by many
studies, e.g. Flynn (1994) found out that when recruiting new administrative workforce, 60%
of managers perceive working ethics as the most important factor. Many other studies show a
clear relationship between working ethics and work results.

Objective of this article is to analyze capacity of economic games of experimental economics
on determining social preferences (dictator and ultimatum). The core prediction is the
relationship between managerial activity in ethically sensitive situations and the tendency to
lean towards altruism. This article predicts the use of predictors of ethical decision-making in
the area of human resource management, especially in the recruitment of leading workforce,
especially when the company or organization finds it important to determine the tendencies of
the applicants’ behavior when deciding in ethically sensitive situations.
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2 THEORETICAL FRAMEWORK

2.1 Economic experiments for determining social preferences: dictator and ultimatum

Experimental economics used experimental methods to determine economic principles and
phenomenon. A subset of experimental economics is studying social preferences, or how
people view the wellbeing of others, in comparison to themselves, what does altruism consist
of, economic justice, equality and cooperation. The most frequent experiments used to study
social preferences are labeled also as economic games and they consist of: game of dictator
and ultimatum, trust game, as well as games about public estate. (Camerer-Thaler, 1995).

Games of dictator and ultimatum can be described as follows: player, also called allocator,
has the task of distributing fixed amount of estates (money, body) among himself and other
player, acceptor. Acceptor on the other side has an option to decide between accepting and
declining the offer. If the acceptor agrees to accept, the offer is realized as suggested by the
allocator. If the acceptor declines to accept, both players get a lower amount, discounted by a
factor delta, which is also called the power of acceptor. If delta = 0 and the acceptor turns
down the offer, both players get nothing. If delta = 1, offer is realized as suggested by the
allocator. When delta is 0 and the acceptor has a chance to cancel the offer, the game is called
ultimatum. If delta = 1, the acceptor cannot influence the allocator’s offer and the game is
called dictator. (Suleiman, 1996).

Researches show that with growing power of acceptor, allocator has a tendency of distributing
the estate more equally, and the acceptor strategically uses a fair approach to ensure the offer
is realized. (Van Dijk et al., 2004). In the game ultimatum, equal distribution of estate
includes two factors, pro-society approach on one side and the fear of cancelling the offer on
the other side. Researches also show that in the game dictator, more acquisitive individuals,
compared to those motivated by fair play, will realize more selfish allocations when the
acceptor is without power, and far smaller allocations in the game ultimatum. (Hasselhuhn —
Mellers, 2005).

2.2 Behavioral experiments in university teaching as source of research data — platform
Gepard

Main contribution of behavioral and economic experiments is their ability to be conducted
again and high control of conditions of the experiment, compared to terrain research.
Conditions of experiment can be altered according to the needs to assess alternative theories
and approaches. It is necessary to follow standard procedure rules, ensure proper motivation
of participants and unbiased observation. Similarity to the original economic environment is
important to ensure smooth transition to real economic processes (Mikeszova, 2007).

A problem occurring with experimental methods is the question to what extent does the
behavior observed in laboratories correspond with reality and if the results from a simplified
model will be present in a complex reality. This argument may be valuable when simulating
complex societal and institutional phenomenon. However, when stimulating
microenvironment of a company, resp. teamwork, with low number of participants and with
low-structured tasks, the validity of theoretical conclusions based on experimental results is
high, counted that previously mentioned conditions are followed.

Behavioral experiment (or simulating game) in a classroom can, when following appropriate
conditions, serve as a source, resp. generator of valuable data for scientific researches in the
area of management. Allery (2004) defined stimulating game as a game based on reality, with
specific rules and structure, according to which students learn directly and implicitly from the
process of playing and not from explicit academic content. Simulation does not have to have
competitive element.
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As long as the stimulation game is according to the requirements of structured experiment, as
defined by e.g. Cooper (2007), it can be a platform for creation and verification of managerial
theories. A good-quality experiment tries to capture the most important features of reality in
simple, carefully monitored environment and is designed to test concrete hypothesis, derive
from economic or managerial theory, or from previous observations in experiments or terrain
data.

The core of here suggested approaches is the Kolb’s experimental learning, which is based on
four phases: 1. activity, 2. reflection of activity, 3. generalization into theoretical framework,
4. enforcement to real life, resp. improvement of own performance in managerial context.
Connecting experience activity in a classroom and its following theoretical conceptualization
allows for the effect of teaching and transforming the experience into structured ability usable
in real life (Young, 2002). A big advantage of this approach is that it allows for a systematic
and deep confrontation of what the student experiences in the classroom activity, e.g. within
decision-making processes, with theoretical literature and research of quality human behavior
(Castilla, 2014).

Pedagogical platform Gepard integrates the above mentioned aspects into one whole. Besides
the traditional pedagogical use, it has two other functions. (1) It creates valid research data for
testing managerial theories and also for creation of new ones, based one experimental
researches. (2) Providing structured and scientifically reasoned feedback for students
participating in pedagogical activity about their performance and effectivity in the activity.
Pedagogical platform is based on methodology of behavioral experiments with combination
of Kolb’s experimental learning.

3 OBJECTIVES AND METHODOLOGY

3.1 Objectives and research questions

Obijective of this research is testing how the preferences of managerial behavior will change
in two different situations, with a group of people with career ambition to become managers
and leading workers (students of economic faculty): (a) common situation and (b) ethically
sensitive situation. Within the research, following questions were asked:

— Are economic games dictator and ultimatum a predictor of ethical sensitivity?
— Are these economic games a predictor of behavior in organizational context?

3.2 Methodology and experiment description

There were 189 participants in the study, students of second and thirds year of everyday study
at the economic faculty in Brno (CZE), at age 21 — 23. Reasons for selecting the group of
participants are as follows: (1) By choosing to study, students declared their orientation to
become managers, people which will decide about economic values. In other words,
concerning values and interests, it is a relatively homogenous group and therefore a relevant
objective group for research of behavior in managerial context. (2) Young people are not
touched by heterogeneous experiences with different types of business environments.
Therefore, they will manifest their primary personal values which are the main subject of this
research. (3) Good availability of the group for research enables high number of observances.

Participants were given the following situations: (1) Common situation: “A company
producing modern wooden ecological toys will be integrating new information system.” (2)
Ethically sensitive situation: “A company producing natural ecological furniture will be
laying off workers due to high absences because they take care of their small children.”
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In both situations, students were asked to express their preferences on a four-level Likert
scale. 1. | prefer position of manager, 2. | prefer the task of employee, 3. | will perform the
task, 4. I will consider leaving the company.

Participants were also given a question about ethical stand (1. Ethical idealism, 2. Ethical
absolutism, 3. Ethical relativism) together with theory of coefficient of ethical stand (Forsyth,
1980): 1. Resect and following ethical principles and values is important. 2. Ethical problems
are necessary to be solved principally, without taking the specific situation into consideration.
3. Ethical problems are necessary to be solved with respect to the specific situation, interests
of company, owners, investors, etc.

Economic game ultimatum and dictator occurred in form of quasi-experiment in that same
questionnaire. Participants were asked how they would distribute 1000 monetary units among
themselves and other person, which they never met. Subsequently, they were asked the same
question with modification that if acceptor will not agree with the distribution, both persons
lose the money. Information were then analyzed with help of correlation analysis.

Methodical inspiration for this article was work done by Hilbig and Zettler (2009) which
studied relationship between games ultimatum and dictator and personal features “humility
and honesty”. Linear regression was used for the analysis. This approach will also be used in
this article.

4 RESULTS

The capacity of economic games dictator and ultimatum was analyzed by means of the
correlation matrix. Table 1 displays correlation coefficients between the aspects of the ethical
decision-making and the score in the economic game (dictator and ultimatum). Statistically
significant results on the significance level of 5% appear with the values higher than 0,1447
(marked bold).

Tab. 3 Correlation matrix between the scores in the dictator and ultimatum games and the
ethical aspects of the decision-making (*5% critical value, two-tailed = 0,1447, N = 184)

Score, Score,
Ethical aspects of decision-making in the organization dictator ultimatum
game game
Ethical values must be respected, regardless of the ethical ~ _g 1ggg* 0,0337
context
Preference of a managerial position in the ethically 0.1998* -0.0193
sensitive situation
Preference of a managerial position in the situation 0.0629 _0.0164
without an ethical problem
Preference to quit the society in the ethically sensitive 0.1516* _0.0485
situation

Source: authors

Prediction capacity of the preference of the ethical stand-point

On the basis of correlation analysis, following results were discovered. Between preferences
of ethical absolutism and score in the game dictator appears a negative correlation. The lower
the score of participants, the more they perceive ethical principles as generally valid without
taking context into consideration, and therefore we are talking about people with low ethical
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absolutism. Score in economic game dictator predicts ethical absolutism (validity of ethical
values without looking at situational context. On the other hand, both dictator and ultimatum
games d not create statistically significant correlations with other two ethical stands (ethical
idealism and ethical relativism, according to Forsyth).

Prediction capacity of the preference of a managerial position in the ethically sensitive
situations

The score in game dictator creates statistically significant correlations with preference to be a
manager in an ethically sensitive situation. Conversely, correlations with managerial position
in situation without ethical problem do not appear. It is then possible to conclude that game
dictator acts as a predictor of ethical decision-making in ethically sensitive situations in
organizations.

Prediction capacity of the preference to leave the company

The score in game dictator creates statistically significant (negative) correlation with the
preference to leave the company in ethically sensitive situations. The lower score the
participants got, the more they were prepared to leave the company in an ethically sensitive
situation. The game indicator acts as predictor also in this case as well.

One thing to be mentioned is the fact that although the score in game ultimatum is statistically
significant, it does not correspond with none of above mentioned behavioral tendencies. It is
probably because the participants, which have relatively high scores in game dictator (values
from 700 to 1000) have, in the game ultimatum, chosen a fairer value (close to 500) as
strategic choice. With that, their score approaches to a score of more altruistically oriented
participants, which chose value close to 500 as spontaneous even in the game dictator, where
there is no control of the opposite player.

5 DISCUSSION AND CONCLUSIONS

In this article, economic experiments (games for determining social preferences dictator and
ultimatum) were innovatively connected with behavioral experiment (in form of stimulating
game in a classroom). Meanwhile, ethical decision-making in organizations in ethically
sensitive situations was stimulated.

The key discovery was the fact that score in the game dictator is statistically significantly
correlated with preferences of ethical stand (ethical absolutism) and also with the spectrum of
behavioral preferences in ethically sensitive situations (preference of managerial position,
preference to leave the company). If the experiment was conducted differently, score in the
game dictator can be considered as relatively good and “broad-spectrum” predictor of ethical
decision-making in organizational environment. On the other hand, based on results of the
research, the game ultimatum does not show similar results.

Within the discussion framework about validity of results of the experiment, it is important to
stress that the validity of this research and level of threshold values is strictly based on the
group of participants on which the experiment was conducted. The question is whether the
results would be valid for other demographical and socio-professional groups, which would
require expanding the research. However, there exists a strong presumption that with respect
to the character of predictors, other groups would react in a similar way. Eventually, for the
use of this predictor in other socio-professional group, it would be suitable to first create a
pilot database of results and then determine the boarder values for this specific group.
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To conclude, the results of the research are very encouraging since they proved statistically
significant relationships between economic boarders in experimental economics and behavior,
resp. tendencies to behavior. Furthermore, it was showed that economic games are also a
predictor in ethical sensitivity. Here presented results can found use in human resource
management in the future. There is a perspective use of these methods in a pedagogical
process.
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CSR AS A CORE BUSINESS: CASE STUDY OF PPH SPOL. S.R.O.
COMPANY IN MORAVIAN REGION

Martina Krivankova

Abstract

The aim of this article is the creation of a new corporate social responsibility strategy for the
company PPH spol. s r.o.. The goal of the CSR campaign is to offer values, principles and
ideals that are important for the current employees of the company in order to create a stable
CSR environment within the company, attract more new employees by offering more than
just a salary and creating an identity of a socially responsible company. Interviews will done
and questionnaires distributed in order to find out the key values and the discovered values
will be further used to create a CSR campaign. Because the company offers a chance of
employment to disabled people too, it creates a great basis for the new strategy. Since the core
idea of business of the company will be connected with their CSR activities, it creates the best
possible way of incorporating CSR into the core business of the company.

Keywords: corporate social responsibility, CSR, strategy, core business

1 INTRODUCTION

Corporate social resistibility is inevitably becoming a topic of great interest. Its development
over the past years has gained such recognition that the concept itself is among highly
discusses topics. While the discussions have started only recently, the idea itself has existed
for many years. Economists and experts have mentioned the concept of corporate social
responsibility already in the previous century which gave CSR the basis for today’s
development. In connection with business, corporate social responsibility has become an
inseparable notion of business all around the world. However, most think of CSR as a burden
rather than an advantage. The efforts that companies oftentimes make may be nevertheless
counterproductive as it goes against the concept of social responsibility. Corporations try to
fulfill the demands society is putting on them by making donations to good causes in order to
comply with the pressure instead of capturing the idea of social responsibility and
incorporating it into the key ideas of their core business. Although the notion is gaining on
importance and recognition as we speak, many existing approaches do not capture the true
meaning behind what it is to be responsible and see it as a way to satisfy the society at
minimal costs instead.

Objective of this article is to analyze key corporate social responsibility values that can be
further incorporated into a new CSR strategy in a selected company. The key prediction is
that strong CSR values presented by the company in form of advertisements and key
statements on their company’s website will attract new potential workers of high quality who
are happy to contribute to the company’s CSR strategy and in exchange for good
communication and mutual help from the supervisors and in return for other important values.

2 Theoretical framework

Composition of corporate social responsibility is very distinguished and can be divided into
different spheres of interest
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To be able to give CSR a certain direction and measure the performance, we may divide the
concept into three pillars that create the basis for business actions:

e Profit
e People
e Planet

Profit represents an economic sphere that looks at the financial performance of a company
and traditionally measures its “profit and loss account” (Hindle, 2008, p. 193). It relates to
many different aspects such complying with the terms set in a contract, misuse of confidential
information, payment morale, fighting against corruption, bribery and illegal money gaining
(Kuldova, 2010).

People represents a social sphere and is meant to measure how socially responsible a
corporation is towards the society. It includes philanthropic activities such as employee
volunteering, employing disadvantaged and handicapped people, getting involved in local
communities, supporting education of employees as well as of other people, employee policy,
health and safety precautions towards the employees, equality between men and women and
other activities with the employees and society in mind.

Planet represents the environment, protection of natural resources, investing in ecological
tools in order to protect the environment, and in general evaluates the environmental actions
of the company.

Many companies see corporate social responsibility as an obstacle to doing their business.
Partial reason for that is the fact that CSR as a whole is a relatively new concept that has only
recently been introduced and that is a topic of current discussion and attention. However,
companies should look at the positive side of implementing a CSR strategy and look at the
benefits first before making hasty decisions. Hond, Bakker & Neergaard (2007) provided a
list of basic benefits that CSR may bring to the company. The benefits are divided into two
parts, internal and external benefits. Some of the internal benefits include:

e Development of new services
e Improved staff morale
e Development of managerial and organizational skills
e Systematization and documentation of competencies and processes
e Improved staff recruitment and retention
External benefits include:
e Access to markets that demand CSR
e Compliance with social and environmental regulation
e More responsible supply chain management
e Increased brand value

The key idea behind the inspiration for this article was introduced by Porter and Kramer
(2006) in their article Strategy and Society: The Link Between Competitive Advantage and
Corporate Social Responsibility. The article mentions a direct link between business and
society, a concept that is often misunderstood as having nothing to do with each other.
However, Porter and Kramer (2006) bring a new viewpoint on the topic and the connection
between the two. Their primary idea is based on how are social issues divided and connected

113



to business. Generally, the simplest way companies choose to contribute to a good cause is
donating money to charities or good causes. However, most of the times the main idea behind
a given charity is usually far away from the core concept of business.

Many companies see a CSR strategy as one that needs to be interesting for the public and
must satisfy the demands of society, however employees play as important role in the creation
of socially responsible image of a company as a good report.

The way employees see corporate social responsibility is connected with a few basic
psychological needs which are as follows (Bauman and Skitka, 2012):

e security

o self-esteem

e Dbelongingness

e meaningful existence

These values work as a factor based on which the employees value the company and create
their opinion on it.

The sense of security and safety comes from the people that individual employees surround
themselves with. A positive and competent environment has a rather positive effect on the
performance of employees than those working in environment not supportive of their working
competence. If a company presents itself as moral and ethical, employees feel like the
company is less likely to use them for the corporation’s own advantage. Moral acting of a
company then brings an element of trust between the employees and their employer and
evokes a positive signal among the employees (Gond et al, 2010). Mutual cooperation
between both parties assures honest and reliable communication, resulting in mutual trust.
Moreover, if the actions performed by the company are in line with their core business, the
whole concept of CSR is much stronger and has a positive effect on the employees and how
they perceive the company (Porter and Kramer, 2006). The employer seeks loyal and reliable
workers while employees job security and good working condition. If the two parties are able
to reciprocate the needs of the other, mutual trust and good cooperation starts to form.

Esteem plays an important role in how people value themselves. People long to have a
positive self-image to which esteem contributes. One factor that adds to positive self-esteem
are the relationships with groups because they bring out pride and value in people. Other
factor are the relationships with individual people as they support personal beliefs and values.
Both factors serve as a reassurance of self-esteem and self-worth.

The need to belong is partly set by company’s approach to their employees. They are
responsible for creating stable and equal environment for all employees, which leads to
employees’ perception of where they find themselves within the organization, as individuals
or as part of a group. This creates the feeling of “me” or “us” among the employees.

Need for meaningful existence considers inner personal values that go beyond receiving a
paycheck and satisfying material needs. Work can bring out aspects that contribute to quality
life and promote a feeling of a satisfaction, hence attracting workers of high qualities who
seek sense of fulfillment (Gond et al, 2010). This state appears when the employees feel like
they can contribute to well-being within a community or a society (Bauman and Skitka,
2012).Porter and Kramer (2006) divide the way of contributing to corporate social
responsibility into three parts depending on how connected is the CSR cause to the business
and the parts are generic social issues, value chain social impacts and social dimensions of
competitive context.
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First category, generic social issues include CSR activities that are outside of the core
business idea of a company. They are not important for the company as they do not bring any
advantages, but on the other hand, may seem important to society.

Value chain social impacts are meant to raise awareness about a certain social issues related to
the business and its usual activities. The business is getting involved in social matters that are
somewhat similar to the core business. This approach enables the public to see that the
company is engaging in CSR, without having to spend much time on an issue unrelated to the
core business.

Last and the most important category are the social dimensions of competitive context. This
category is based on the core concept of business. Activities done for the society have great
impact on the company’s prosperity. Since the undertakings are within the framework of a
given business, they are easier to accomplish and to be pursued, having the future benefits in
mind. At the same time, CSR serves as a marketing tool that can be used to attract valuable
potential employees (Gond et al, 2010).

As Schmeltz (2014) suggests, corporate communication is the result of effective
communication between internal and external circle of the company, resulting in creation of
its good corporate identity attractive for stakeholders and others.

3 Application part

The company that was selected for this research is called PPH spol. s r.0.. The company
focuses on services in the sphere of security in the South Moravian region. Currently, the
company’s aim is to fulfill the needs of their clients in the best way possible through quick
communication and personalized and customized approach. The needs of every customer are
different and the company tries to provide the best services and people of high quality. The
company gives the opportunity to all the people on the job market, including those with
disabilities.

What is important for our study is the fact that the company is focused more on the services
they provide rather than the potential employees that seek employment. Furthermore, the
company does not offer and socially responsible activities or any CSR strategy. That is the
reason why it is a great candidate for a new strategy of corporate social responsibility. Since
the company creates job opportunities for disables individuals, it creates a great basis for
potential CSR campaign. The opportunity of employment for handicapped people enables
them to return back to the work market, giving them new chances to self-realize and gain new
self-value. Moreover, the company offers a reliable and good communication between the
employees and the supervisors along with good work place and work environment, and an
extra amount of money in form of their salary. The new opportunity of employment brings
new chances for the people in form of meeting with new people and having constant contact
with them, a possibility to renew their language skills through communication with customers
of the company, opportunities to educate themselves if they are selected to the Technical
Museum, and a good functional team on the workplace. All of these factors create the perfect
situation for integrating a new CSR strategy as it would bring new employees to the company
and the potential employees will get a new chance to self-realize and gain a new self-value.
The core idea of the business would easily accept new CSR strategy as the ideas are the same,
and according to Porter, it creates the best possible scenario and leads to a successful CSR
scheme.

Another advantage of incorporating corporate social strategy into the business is the fact that
it would ease and partly solve the problem of high fluctuations of employees. Many
employees come and go and there is a constant need to recruit new workers. Moreover,
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recruiting workers of high quality will lead to stable contract and a stable employee, which
would lower the employee fluctuation. People who prefer values over salary are those that
will enjoy doing their job, will be happy to go to work and are good candidates for long-term
working agreement. The new CSR campaign is meant to speak to these kind of potential
workers.

Because corporate social responsibility is a relatively new concept and the Czech Republic is
only slowly adapting to its principles, many people do not know what is or what it consists of.
That is the reason why many people do not see the opportunity to work for the company as a
CSR campaign. Internal communication of CSR would be necessary to raise awareness about
the topic among the employees and show them the value behind CSR as employees play an
important role in communicating good CSR in general. Furthermore, another step would be to
present the company as socially responsible one to the public and to the society. It would gain
greater importance because social issues are a topic that is broadly discussed and would
therefore work towards its improvement. There are people of high qualities on the job market
and CSR campaign would be aimed specifically at these people that have something to offer.
The new CSR strategy would not only benefit the company as it would attract more new
employees with good character and of high quality but at the same time it would offer job
opportunities even to those that are disabled, giving them a chance of new start.

4  Objectives, research questions, methodology
4.1 Objectives

Objectives of this article is to suggest a corporate social responsibility strategy for a given
company. The first part consisted of finding meaningful and important values for the
employees of the company and what makes them satisfied with their job. The main ideas,
values and contributions play an important role for this article as they have a further purpose.
They served as a basis for creation of an optimal CSR message for internal circle of the
company which were the employees. These values led to creation of inner communication
within the company, promoting better work performance and job satisfaction.

An important part in creation of CSR strategy is the outer circle of interest, which consists of
the public and the society. In order to send a message out to the public, an optimal
communication strategy was proposed as well. This strategy consisted of work advertisements
on different media channels with an aim to attract potential employees and promote high
quality potential workers. The advertisements were to convey a mutual cooperation from the
side of the employer as well as from the side of employee, emphasizing satisfying work in
good working conditions and promoting good interpersonal relationships, leading to
satisfying job.

4.2 Methodology

The article constitutes of two main parts, specifically the theoretical framework and the
application part. In order to create the theoretical part, study of appropriate literature related to
corporate social responsibility and the creation of CSR strategy in a company is necessary.
The study of bachelor’s degree provided the core information that needed to be acquired in
order to successfully develop a bachelor thesis itself, and more recent information helps the
already gained knowledge to be up to date with the most current trends which will serve as
the foundation for both parts of the thesis.

First step to obtain information that is important for the employees of the company were
structured interviews. Structured reviews are one of the methods used in qualitative research.
The idea behind this approach is that every interview is done in the same say with every
interviewee, with all of the questions presented in the same order. Due to the structure of the
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interviews, they are easy to replicate with as many people as possible due to the fixed
questions. They are not time consuming and therefore can be done within short time. The
questions are prepared before the interview, with a limited set of questions. It is important to
keep a consistent structure of the interview with every person in order to obtain answers that
can be compared between one another. While the interviewee is asks specific questions, there
still exists an element of freedom which enables the interviewed person to contribute with
their own thoughts and remarks. The interviewer gives the interview a structure and the rest is
upon the interviewee. Further information was collected through form of a questionnaire,
which is a quick and efficient way of collecting information from large numbers of people. It
is a form of written interview and due to the fact that it is anonymous, respondents do not
have to fear of disclosing anything that could hurt their person or endanger their job position
(Cohen, 2006, McLeod, 2010).

Overall, the company PPH spol. s r.o. has around 150 employees. The services that the
company offers services in three different areas. The biggest one is security of premises,
second one is the Technical Museum in Brno and the last ones are dog handlers, which are
part of security team. To obtain information from all three sectors, structured interviews were
done with two people from each group. The main goal of the interviews was to get an insight
on what values are important for the employees of the company which would then be used to
create a CSR campaign to attract more potential employees. The interviews were done with
the permission of the employer and the questions were as follows:

e How important are interpersonal relationships important for your satisfaction?

e How important is workplace/work environment for your satisfaction?

e How important is the change in your daily regime for you satisfaction?

e How important is the contact and communication with people for your satisfaction?
e How important is salary for your satisfaction?

e What should be in a company advertisement so that it attracts your attention? Which
values should be included?

e Why is PPH spol. s r.o. better than the company of your previous employment?

Dog handlers were asked a few specific questions about the benefits that they get:
e Are the benefits that you receive on your dog important for your satisfaction?
e s it important for you that you can combine your work with your dog?

The asked questions were to provide answers about which values are important for the
employees.

5 Results

At the beginning of creating the hypothesis, there were two options on how the research could
end. There was a question of whether it is a salary that is more important or the personal
communication and satisfying work place. While a general prediction would be that it is the
salary that is more important, the results surprisingly showed otherwise. Of course salary
played a part in how satisfied the employees were, but good communication between the
employee and their supervisor was very important because it allowed for mutual cooperation.

Among the key values important for the employees was good communication with their
supervisor and mutual cooperation, contact with people, self-realization, good working hours,
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no stressful work, meeting and communication with new people, satisfaction at work, good
functional team at workplace, benefits for dogs, appropriate financial evaluation, and
fulfilment of basic ethical principles.

In order to attract the most potential employees, a new campaign changes the structure of how
the company is presented on the market, what the company is able to offer to the potential
employees and what message it communicates to the employees within the company.
Previous advertisement of the company did not include any sighs of CSR, it simply offered a
job with financial evaluation.

Ufady prace CR
Zdrojem volnych pracovnich pozic je Ministerstvo prace a socialnich véci.

Dozor v muzeu pouze pro ozp
Receptni (42260)

Pracovisté a kontakty

Firma: PPH spol. sr.o., IC 25326937
Pracovisté PPH spol. s r.o. [1], Wurmova 589/3, 60200 Brno 2

Vlastnosti volného mista

Sménnost. Turnusové sluzby
Pracovni tvazek: Zkraceny
Minimalni stupefi vzdelani: Zakladni + prakticka Skola
Pracovni pomér od 2015-02-16
Mzdové rozpéti- od 5000 K¢
Vhodné pro: Osoby se zdravotnim postizenim (0ZP)
Poznamka k volnému Pouze pro osoby OZP 1-3 nebo CID. Vhodné pro muZe i Zeny
mistu: zapisovani a hlaseni navitév, obchizkova ginnost, drobna administrativni ¢innost, stfezeni

majetku klienty, dobry psychocky stav. Denni a no¢ni smény dle dohody, Cisty RT.

Dozor muzea.

Pracovni doby - poloviéni uvazek - vySe mzdy 5 000 - KE, 6t hodinovy uvazek - vySe mzdy
7120,- KE.

Posledni zména: 2015-02-12, UP CR - kontaktni pracoviété Brno-mésto
€islo volného mista: 8122370758

Kontakt Kontaktni osoba® Krejti Horackova
E-mail: poslat Zivotopis

Figure 1: Previous work advertisement of PPH spol. s r.o.

The new campaign would not simply state what conditions need to be fulfilled, but it would
emphasize the values that the company is looking for and what it is offering. Also, the newly
created advertisement would be based on offering values prior to salary, a thing that most
employees find important.

6 Discussion and conclusion

This article was focused on creating a CSR campaign for the company PPH spol. s r.o.. The
company offers security services and rather than attracting new potential employees of high
quality, it focuses on offering its services to their customers. Since the company gives an
opportunity of employment to disables people as well, it creates a good basis for the idea
behind CSR. Throughout the research, values important for employees were found through
structured interviews and confirmed through form of questionnaires answered by the
employees of the company. The values were further used to design an advertisement and a
campaign in which these values were emphasized, with an aim to attract new potential
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employees, offer good communication with the supervisors, and bring a change of daily
routine, possibility of self-realization, satisfying work and salary. At the same time, the
campaign was designed to reduce a high employee fluctuation in the company. Bringing new
values in form of corporate social responsibility into the company was a good step which
added quality and value to the force and created a CSR identity for the company.
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LEADERSHIP AND WORKING ENVIRONMENT IN THE SELECTED
TOP INNOVATION COMPANIES: A CASE STUDY APPROACH

Martin Musil

Abstract

The article has for objective to identify key aspects of innovation, leadership, work
environment and motivation in two selected companies (ESET and Kentico) analysis and
understanding of the system of leadership and working environment in the selected top
innovating companies with the global impact and headquarters in the region of East-European
region (ESET, based in Bratislava, Kentico based in Brno). The research consists of two
parts - the interviews and case studies. Structured interviews were conducted with company
managers. For Kentico Zuzana Flaskova (Scrum Master) and ESET Branislav Styk (Product
Manager). Based on data obtained from the research was conducted conclusion as effectively
innovate and working environment in Czech companies.

Keywords: leadership, innovative companies, motivation, working environment

1 INTRODUCTION

It is necessary for companies to think about innovations in the world full of innovations
and development of new Technologies. It will help them to become more successful and they
will be able to compete more easily. Companies cannot build on the same model of
leadership, which is quite obsolete, and think that they will be still successful. There is a big
competition in the market. The same can be applicable to the firm’s environment which is
also obsolete in some companies and employees of such companies do not feel comfortable
there. It leads to the decrease of the efficiency and dissolution of new ideas of employees.
When companies wanted to be successful they have to come up with some “new”, or with
some “innovative” things that give the company the competitive advantage. One of the
approaches of the competitive advantage in the market is to implement the innovative
environment and leadership which link different styles of leadership with the aim to influence
employees to come up with creative ideas, products, services and solutions.

The aim of this article is to point out the importance to “be different” in the leadership
and in the company environment. The main contribution of this article is the creation of
an integrated view to this importance of the implementation of leadership and environment to
Czech companies.

2 THEORETICAL FRAMEWORK
2.1 Innovation leadership

It could be said that the leadership is consider as the process in which people are expressly
influenced in the way that the activity, group or organization would be alleviate, aggregate
and directive (Yukl in Prochazka, 2013). This assumption stated the classic leadership model.
The concept innovative leadership originates by adding the concept innovatié which is
derived from the latin word innovar which means reconstruct and novus which means the new
(Rejzek, 2001).
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,We do not take the performance of groups as a part of leadership itself, but as
an important indicator of that, the process (meaning leadership) is set well.”“ (Prochazka,
2013, p. 12)

From the research done by acclaimed institutions (The Boston Consulting Group, Prague
Leadership Institute etc.) and also from the cognitions of current experiences is obvious that
in the case we lead the company by the ,classic model®, where the proceeding style of
leadership is used by the rule ,,ma dati - dal®, the company do not achieve effective direction.
Some of the mentioned institutions say that only 20 % of the whole work capacity is active in
the case of application of classic leadership (Styblo, 2013).

In the research more than 70% of the top managers said that innovations will be at least
one the three biggest driving powers for the development of companies for the next three to
five years. Managers almost agree (94%) that people and the corporate culture are the most
important power of innovations (Barsh, 2008).

Three structural stones of the innovative leadership:

1. To integrate innovations to the strategic management agenda (It could lead not only
to the support, but also to the desire to increase which lead the company in the right
direction)

2. To use the existing (often untapped) talented people for the innovation (To include
the leadership theme to the official program in the regular meetings)

3. To support the innovative culture based on the trust between people (People will
understand that their ideas are reputable in such culture)

2.2 Innovative leader

Innovative leader is creative visionary who has big ideas, and what is the most important,
that he is able to motivate people around him in the way they change together their vision to
the real appearance. (Baumgartner)

Sometimes identified as leader ,,innovator”’. In other words, it is the man, optimist, who
is able to produce creative vision and implement them in the leadership. Innovative leader
cannot be directly the person who comes up with the innovative idea. It is the person who
often recognizes the great idea which was designed by the subordinate and just shows the way
by which the idea will be realized (Sloane, 2007).

The genius of the innovation leader is not as important as the ability to create
a compelling vision. Once this vision is created, employees, suppliers and business partners
share this idea, and are excited about it and focus to achieve it in the real world.
(Baumgartner)

For example Warrena Bennis defines the leader like the human, who do the right things.
(Bennis in Covey, 2006, s. 341)

Significance of the leader’s ability increases if and only if the need is still motivated.
In practice, such situations are examples of changes, management and control of them.
(Styblo, 2013)

Steve Jobs (CEO Apple), Bill Gates (CEO Microsoft), Larry Page (CEO Google) or
Thomas Alva Edison (inventor of telephone message, bulb, etc.) are considered to be
innovator among innovative leaders.
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2.3 Hierarchy of companies

The hierarchy creates a certain structure, which must be respected. This largely restricts
the use of human potential, creativity and interaction. The basic problem of the hierarchy is
the inflexibility of it in today's constantly changing world. (Hajzler, 2012)

Flat and steep organizational structure differs from each other by the number of so called
degrees (hierarchy / level) of direction. Basically we can say that the greater the number of
management levels is (ie. The steeper is the organizational structure), the longer it takes
initiation and implementation of changes -> society becomes less flexible. (Zikmund, 2011)

The fact that there is a need to change something in particular, is usually revealed by the
lowest levels, namely, the first and second degree of direction. Test case with 3 levels of
management is in fact an ideal organizational structure, because the change is co-decided by
the one who co-sponsored it. In practice, however, especially in larger companies the number
of degrees of direction is often many times higher, which decrease the space for creativity and
innovation.

According to (Levy, 2012) hierarchy of the society it is not so important, but mainly
depends on the people. If average people are "unleashed" in the company, the company
becomes average. However, if only best people will be chosen, the company will have a high
status and gets on top. An illustrative example is Google.

2.4 Motivation and inspiration of teams

By formulation of a compelling vision of the whole process of motivation and inspiration
begins. Although interesting, attractive or even engrossing vision alone is not enough.
(Conversely, some visionary exclamation feels more like a mirage in the desert thirsting). If a
company is, for example, a longer period in the red, then obviously vision "get the absolute
top position in the market™ is more in the area of fevered dreams. "(Styblo, 2013, p. 91)

"Leaders and managers who want to motivate and inspire others above all, must see the
world in front of you positively” (G. Berkeley in Styblo, 2013, p. 53)

If people want to be active partners in the workforce, they have to know why this or that
they do and what they are good at. Indeed expect encouragement from bosses who must be
interested in them as a human being. (R. Sutton, The No Asschole Rule in Styblo, 2013,

p. 21)

Companies could inspire at Google corporation. Not only that, that their employees have
available working environment that awakens inspiration in them "on every corner", but
mainly they have the opportunity in their working hours to use 20% of their working time as
they want. Of course it must involve work. According to the studies that have been conducted
on Google just over 20% of those incurred by the best projects of employees. (Levy, 2012)

3 OBJECTIVES, RESEARCH QUESTION, METHODOLOGY
3.1 Objectives and research questions

The objective of this research is to analyze key aspects of innovative leadership, working
environment and motivation in two selected companies (Eset and Kenitico). The research
consists of two parts — interviews and case studies. Key element are structured interviews.

First phase which is of qualitative character is done through interviews and serves as the
main part of the research. Interviews are done with two managers in two different companies.
The company Kentico is represented by Zuzana Flaskova (Scrum master) and the company
ESET is represented by Branislav Styk (Product manager). By asking the managers questions,
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they provide an insight on internal information about the company and about their personal
stand which helps to understand the run of the company. Following type of questions is used:
In what form are teams led? What motivational tools do you use? What organizational
structure does your company have? Etc.

Second phase of the research talks about a case study (Imagine a situation where you are
the boss and you have a talented leader in your company, which thinks about leaving the
company for your competition. You know that you have to keep him in the company at all
costs if you don’t want to start a “chain” reaction. Not only would the leader leave, but
majority of the employees would leave too, following his steps. It would lead to the disruption
of functioning of teams and would cause gaps in the structure of the company. How will you
react?), which observes the solution to a specific problem.

3.2 Methodology

Structured conversation, also called an interview, proceeds according to questions whose
wording and order are given and prepared beforehand. They can be separated into three parts:
introduction (making contact, specifying goals, and topics), core interview (own questioning)
and conclusion of interview (summary, making propositions for future cooperation). Its
results are easier to process, but the answers lack depth and meaning. In a way, the structured
approach can lead to obtaining inaccurate and incomplete information. This form of
interviews is mostly used in cases if they are to find certain tendencies of researched
phenomena (Strauss, 1999).

According to Kerlinger (1972), the absolute basis of every type of interview are the
questions. The quality and amount of obtained information depends on the wording, order and
choice of questions. The basic requirement of this interview method is to communicate the
hypothesis into word stimuli (questions) in such a way that obtained information really verify
the hypothesis. It is not simply about gathering facts or opinions of people on certain
questions.

Case studies are intensive and usually long-term researches of one person. This intensive
research should lead to understanding the inner and oftentimes not repeatable dynamics of the
development of an individual, development their interactions with environment, etc. Data
about this development is directly gathered by the researcher (direct contact, interviews, etc.),
but also through the analysis and study of documents (Skalkova, J. et al, 1983).

Discovering and explorative research (Wolman, 1965) are considered to be characteristic
for qualitative research. It is also accepted for the study of rarely appearing phenomena where
we have no other choice than to study it intensively and explore the phenomena, which
appeared in given time at a given place. It is also important to remember that due to its
character, minimal control of all variables does not allow to formulate reliable conclusions
about dependent variables. Therefore, the formula is a weak point of case studies for the
generalization of results on the wider range of population.

4 RESULTS
4.1 Description of the system in the company ESET

The model of control in Slovakian company is based on “classical” or multilevel
organizational structure (see figure 1). Multilevel organization consists of many levels
between the serial workers and the top management, where every employee in the
management has a relatively small number of subordinate employees (narrow span
management (Halek, 2007).
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In ESET, they enforce a value that only a satisfied and motivated employee will bring the
company added value. Thanks to that, the primary aim of the company in the recent years has
been on improving employee relationships and their motivation. Innovative working
environment offers many benefits, which are of both financial and nonfinancial character
(cultural and sport activities, trainings from global leaders, contribution to means of transport,
3-4% to their pension savings, meal coupons in the amoung of Euro, massages at workplace,
etc.). The company tries to oversee every employee individually. It also overlooks their life
situation and according to that, benefits are offered.

Teams are made of 50 people. In their A leader of the group leads the team and is
communicates with the project manager. Above the project manager is the general director
who is responsible for management of the whole branch office in a given country. A global
director is above the general director, which manages and controls the whole ESET, which is
5 branch offices in various countries of the world.

Certain principles such as integrity, compatibility and honest must be kept in every team.
Communication between team members and the department is informal, which accounts for
clothing as well. It is important that during their work, people feel comfortable, just like at
their homes. You can even meet the director in shorts and a T-shirt.

Fig. 1 — Hierarchy of the company ESET. Source: author's own processing

4.2 Description of the system in the company Kentico

Kentico has a different model management than ESET. This is the "flat" organizational
structure. Several years ago, the company was inspired by the agile development abroad and
came up with it first company in the Czech Republic. More specifically, it is a Scrum - Agile
methods for software development. Jirava and Bartinkova (3/2013) describe the methodology
of software development as suitable for projects where there is strong pressure on time and
where there are often changed the needs and requirements of the customer. Unlike traditional
approaches (where there is a relevant preparatory phase of product development), Kentico
focuses on fast and efficient product development.

This management methodology is three times more successful than the waterfall
model which was previously very popular. In 2012, Mike Cohn (February 13, 2012)
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conducted a research which found a 42 % success rate in firms with agile development
compared to 14% of companies with waterfall model. The working environment in Kentico is
innovative and reminds a bit of Google which has been an inspiration to them. There is a rest
area, table football, darts, spaces for exercise, etc. Teams consist of 7 members and have no
leader. Instructions for new product development come from the Product Owner. If the
customer changes the requirements for the product, it is precisely the Product Owner who
later transmits new instructions to the team. Development teams are "controlled” by Scrum
Master at regular 14-day intervals. He is in charge of ensuring the smooth functioning of the
team, in other words, removing the obstacles that come your way. Above Scrum Master is
merely a regional director and global head (see. Figure 2)

The company runs an informal communication between all levels of the hierarchy
which allows for better communication. Employees have the perfect conditions to awaken
creativity thanks to frequent clashes of opinion. There is a rule of 20% where the employee
can do his activity in 20% of the time, “what” he wants and “where” he wants. The only
requirement is that the activity in question must be job-related. To team building Kentico uses
after work activities which are popular among employees.

/_'.—‘\

Fig. 2 — Hierarchy of the company Kentico. Source: author's own processing
4.3 Comparison

ESET and Kentico are completely different companies in terms of organizational
structure. Kentico relies on a flat organizational structure while ESET to steep. Nowadays,
flat hierarchies are more practical, which means that teams do not have a leader. Employees
have more freedom, not pressure is exerted on them and they have a greater scope for creating
new value. It increases their desire to prove “something”. They get a project assignment and it
is up to them through what path they reach the target. Teams have about 7-10 people, which
contributes to greater cooperation among their members. They can better divide the work
according to who is a bigger expert on what and the division is up to them. Nobody is giving
them commands.

On the other hand ESET has sophisticated motivation and employee relations, which in
Kentico are not so exercised. No wonder that in 2014 ESET became the third most attractive
employer in Research "Best Employers 2014". Benefits for employees are enormous.
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According to the preference of college students in the Czech Republic, ESET received 10th
place in the category of IT in the ranking of the most attractive employers a year later.

ESET also has an advantage in the field of leadership. Company offers training by leaders
who are viewed as experts in their fields. It helps to evelop and educate employees in senior
management positions, so that they are better leaders.

Both companies, however, have one thing in common and that is innovation. They see a
big opportunity in the innovation to improve market position in business. | consider it is the
"right™ journey that Czech companies should choose if they want to be the top company in the
future.

5 DISCUSSION

The disadvantage of my research is the number of responding companies. So far | have
cooperated with two firms which is not a lot and therefore the results can be a little bit
subjective. It would be appropriate to have at least 10 companies to reach more objective
results.

For reasons of time the research was carried out only by the qualitative method which did
not give me as much data as | wish. In the future it would be suitable to use the quantitative
research as well, especially the questionnaires. The questionnaires would certainly provide me
with a huge number of data which would be better to analyze. Therefore the subsequent
synthesis would lead to more accurate results.

From the research it is obvious that the stress on the leadership innovation and the
working environment in the companies will be constantly increasing. It proves the globally
recognized ESET and the innovative Kentico.

The important points leading to the success are:

1. The change of working environment in such a way which would be able to develop
creativity and human potential.

2. To incorporate in to the innovations not only the leaders but the employees on all
leading levels as well.

3. The complex innovation of leadership.
Speed of innovations.

| have to agree with Steven Levy (2012) who sees the quality human resources as the
most important value of the firm. It is essential to apply strict recruitment criteria in the
company, for example in such a way like the Google or the Apple applies them. Only thanks
to them the firm can employ the best of the best. The company does not create the people, but
in the opposite way people create the company. In advance I have to confirm the Barsh’s
research (2008) who claimed that in the upcoming tree to five years the innovation would be
the companies” driving force. Barsh was right because in 2015 the innovation and the
company’s culture is truly treated as an “engine” of modern firms.

6 CONCLUSSION

The aim of this article was to analyze the key aspects of leadership innovation,
working environment and motivation in two chosen companies (ESET and Kentico). The data
from ESET and Kentico managers were collected by using the qualitative research. On the
base of their result the conclusion is following:
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People are very important; they create the company and — not the opposite way. If we
additionally create the pleasant working conditions which will positively influence the
workers, than their amount of creative ideas will increase and their satisfaction and workload
as well. What is more - the capable innovative leader can help the employees with their
personal development and enables them to follow the vision. This will lead to the fact where
there will be no longer need for the strong motivation from the side of the leader and at the
same time the human potential will be maximally exploited. By using the described state
Czech firms can effectively innovate the leadership and the working environment. This will
increase their prosperity and market position and a decrease the employees” motivation costs.

References

1.  Barsh, J., Capozzi, M., & Davidson, J. (2008, January 8). Leadership and innovation.
Retrieved February 12, 2015, from
http://www.mckinsey.com/insights/innovation/leadership_and_innovation

2. Baumgartner, J. (n.d.). What is Innovative Leadership? Retrieved March 13, 2015,
from http://www.innovationmanagement.se/imtool-articles/what-is-innovative-
leadership/

3. Cohn, M. (2012, February 13). Agile Succeeds Three Times More Often Than
Waterfall. Retrieved February 14, 2015, from
http://www.mountaingoatsoftware.com/blog/agile-succeeds-three-times-more-often-
than-waterfall

4.  Covey, S. (1997). 7 navyka vidéich osobnosti (1.st ed., p. 328). Praha: PRAGMA.
ISBN 80-85213-41-9

5. Covey, S. (2005). 8. navyk. Od efektivnosti k vyjimecnosti (1.st ed., p. 363). Praha:
Management. ISBN 80-7261-138-0

6.  ESET je tretim najatraktivnejSim zamestnavatelom roka 2014. (2015, January 30).
Retrieved February 15, 2015, from http://www.eset.com/sk/o-nas/press-
centrum/tlacove-spravy/article/eset-je-tretim-najatraktivnejsim-zamestnavatelom-
roka-2014/

7.  FeedIT.cz. (2015, February 10). Studenti by pracovali v ESETu. Retrieved February
14, 2015, from http://www.feedit.cz/wordpress/2015/02/10/studenti-by-pracovali-v-
esetu/

Friedman, M. (1997). Metodologie pozitivni ekonomie. Praha: GRADA.

Hajzler, T. (2012). Penize, nebo zivot?: Jak piestat vydélavat na Zivot a zacit i v praci

zit (1.st ed., p. 384). Praha: PeopleComm. ISBN 978-809-0489-035.

10. Halek, V., & Univerzita Hradec Kralové. Katedra ekonomie a managementu.
(2007).Planovani organizovani (1.st ed., p. 181). Hradec Kralové: Gaudeamus.
ISBN978-80-7041-656-3

11. Hendl, J. (2005). Kvalitativni vyzkum: Zakladni metody a aplikace (1.st ed., p. 407).
Praha: Portal. ISBN 80-736-7040-2

12. Jirava, P., & Barttinkova, K. (2013, March 1). SCRUM - agilni metoda pro vyvoj
softwaru.Systémova Integrace 3/2013.

13. Kerlinger, F. (1972). Zaklady vyzkumu chovani. Praha: Academia.

14. Levy, S. (2012). Jak mysli Google a jaké je tajemstvi jeho tspéchu (1.st ed., p. 264).
Praha: GRADA. ISBN 978-80-247-4223-6

15. Prchazka, J., Vaculik, M., & Smutny, P. (2013). Psychologie efektivniho
leadershipu (1.st ed., p. 152). Praha: GRADA. ISBN 978-80-247-4646-3

16. Rejzek, J. (2001). Cesky etymologicky slovnik. (1.st ed., p. 752). Voznice: Leda.
ISBN 80-85927-85-3

17. Skalkova, J., Fff, et al. (1983). Uvod do metodologie a metod pedagogického
vyzkumu. Praha: SPN.

© ®

127



18.

19.

20.

21.
22.

Sloane, P. (2007). The innovative leader how to inspire your team and drive
creativity (1.st ed., p. 196). London: Kogan Page.

Strraus, A., & Corbinova, J. (1999). Zaklady kvalitativniho vyzkumu. Boskovice:
Albert.

Styblo, J., & Hain, O. (2013). Manazerské trumfy (1.st ed., p. 170). Praha:
Professional Publishing. ISBN 978-80-7431-103-1

Wolman, A. (1965). The metabolism of cities. In Scientific american (Vol. 179-190).
Zikmund, M. (2011, December 12). Jakou zvolit ve firmé organiza¢ni strukturu.
Retrieved March 13, 2015, from http://www.businessvize.cz/organizace/jakou-zvolit-
ve-firme-organizacni-strukturu

Contact information

Martin Musil

Department of Management, Mendel University in Brno
Zemédelska 1, 630 00 Brno

Telephone number: +420 731 231 491

E-mail: martin.musil@mendelu.cz

128



THE EFFECTS OF STRATEGIC ORIENTATIONS AND PERCEIVED
ENVIRONMENT ON FIRM PERFORMANCE

Gergely Farkas

Abstract

A survey was conducted among micro, small and medium sized firms of the Southern Great
Plain region in Hungary. We examined the effect of entrepreneurial and learning orientation
and perceived environment on firm performance. We studied the perception of environment in
turbulence and hostility dimensions. In the case of entrepreneurial orientation we examined
three dimensions (innovativeness, proactiveness, risk taking). In the case of learning
orientation we examined three dimensions (commitment to learning, shared visions, open
mindedness) also. We measured the effect of all of the above with path analysis (PLS-SEM)
method on firm performance. We split the firm performance into three dimensions: efficiency,
growth, profit. Results show it is important to see strategic orientations as multi-dimensional
and they have effect on different performance dimensions.

Keywords: entrepreneurial orientation, learning orientation, firm performance, path analysis

1 INTRODUCTION

Entrepreneurial orientation was in focus of the entrepreneurship literature in the last 30 years
(Covin-Wales, 2011). Our study goes further on the road of examining the effect of
entrepreneurial orientation (EO) on firm performance. We considered the viewpoint of Covin
and Wales (2011) about measurement model of EO. We applied the same viewpoint on
learning orientation (LO) also. For path analysis we used a statistical method where normal
distribution and fits exploratory research better than older techniques. We studied the
perception of environment in a regional sample because there are big differences among
regions in Hungary. We worked with Filser et al. (2014) before on this field, but we changed
many things on the basis of our experience. We turned back to the Covin and Slevin (1989)
questionnaires and we used partial least squares based structural equation modelling (PLS-
SEM) instead covariance based method (CB-SEM). Our goal with all of the above is to make
a new, more complex model where we can examine the effects of EO and LO dimensions and
perceived environment on more than one aspect of firm performance.

At first we introduce the examined constructs in this paper. After that we measure the location
and strength of connections among them with path analysis. Constructs overview is on Fig. 1.
We also took into account the effect of available resources because the trivial effect of capital
on possible innovation and business processes. Even this later effect is trivial it is useful to
compare it with other path residuals. As we will see money is far from being the only
requirement for high firm performance.

Our goal is to understand better the factors of firm performance in the Southern Great Plain
Region among micro, small and medium enterprises (MSMESs). Our results can help the local
firms to optimize their strategies based on performance goals. The next few years is an
important opportunity because of the new EU research center: ELI-ALPS and the science park
around it what is under construction now. This will bring hundreds of scientists and many
innovative firms in the region. As we will see there are some negative effects on firm
performance. But it doesn’t mean we must avoid these situations because as Christensen and
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van Bever (2014) shows the positive effects of innovativeness are delayed many times and
short-term thinking is not good for growth on the long-term.

Entrepreneurial orientation
e innovativeness
e proactiveness

erisk taking Firm performance
- [ [ [ efficienc
Available resources Learnlng_orlentanon ) * y
e commitment to learning egrowth
e shared vision/purpose e profit

e open-mindedness
Perceived environment
e turbulence

- — —aZlla .

Fig. 1 — The examined dimensions Source: own construction

2 ENTREPRENURIAL ORIENTATION

When Miller (1983) used the EO on firms he didn’t look for the creator of innovation in the
firm but he tried to describe the entrepreneurial process. He wrote about three dimensions of
this process. These kind of firms makes innovation as Schumpeter described it. They want to
get in a better position with continuous innovation than their competition. They are willing to
take risk in the hope of greater profit. They are proactive, so they are more open to innovative
products and/or services than their competition. A firm can get competitive advantage if it
prepares for future customer needs (Lumpkin & Dess, 1996).

Covin and Slevin (1989) operationalized EO with three dimensions and his items become
widely used. Lumpkin and Dess (1996) added two new dimensions (autonomy, competitive
aggressiveness) but we insisted to the first three scale. The correlation of the newer
dimensions are generally high with the first three. The adaptation to our sample would be
problematic also because of the differences in perception of autonomy and aggressive
competititon in east-european transitional economies.

Despite the original survey is more than 30 years old Covin and Wales (2011) state that no
significant change happened in research. The scales of Covin and Slevin are widely used, but
the additions and modifications are not generally accepted. We accept that solely formative
view of EO causes significant loss of information. In our study instead of one value for EO
we preserve all three dimensions. We created the dimensions as reflective constructs from EO
items, but we used them later as formatives in our modell without a second order, unified EO
construct.

3 LEARNING ORIENTATION

Learning has two approach in the organizational literature. Organizational learning focuses on
the information distribution processes, as since Argyris and Schon (1978) many kind of
learning circles appeared with different numbers and content. Other approach is the so called
learning organization what focuses on parts of the culture like shared visions, or mental
models like Senge (1990) does. Every organization learns somehow. Gathers information
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about itself and it’s environment. These information are not always utilized in a way that
makes them learning organization by definition. On the long-term organizations must learn at
least as fast as their environment changes or their market share will decline. (Sinkula, Baker
& Noordewier, 1997). For organizations ability of learning is important not just because the
development of the actual paradigm, but as the base of paradigm shifts (Baker & Sinkula,
1999a). These paradigm shifts can be seen as organizational innovations. Baker and Sinkula
(1999b) found the effect of learning orientation on innovation and firm performance is greater
than the effect of marketing orientation. Marketing orientation in this case focused on
satisfying actual customer needs, but excluded innovative or proactive processes.

The features of learning organization as described by Senge (1990) is not easy to
operationalize on the level of self-assessment questionnaires. The above mentioned studies
(Sinkula et al., 1997, Baker & Sinkula, 1999a, 1999b) point on three dimensions what are
common in more descriptive model: commitment to learning, shared vision and open-
mindedness. We also used these in our study.

In organizations committed to learning the managers support learning on every level. The
organization gathers, evaluates and review information continuously. This behavior is similar
to the double loop learning model (Argyl & Schon, 1978), and team learning function of
Senge (1990). Where this commitment lacks there will be less learning (Baker & Sinkula,
1999a). The second dimension is about shared visions and purpose of management and
employees. Visions based on experience but in the ever changing environment the utility of
these visions decrease. Shared vision influence the direction of learning, while the other two
dimensions influence the intensity of learning. Tobin (1993) describes this as visible
leadership. Without shared visions and purpose the motivation for learning is smaller. Shared
visions channel the learning process what makes them more effective. (Baker & Sinkula,
1999a) Open-mindedness helps the relearning what involves the development of new abilities
and the forgetting of old and unusable knowledge. Open-mindedness is a proactive thing
because it assumes that knowledge isn’t permanent and the organization needs constant
development.

4 PERCEIVED ENVIRONMENT

Lawrence and Lorsch (1967) found that the different parts of organizations are subjects of
different environmental effects. So we rejected the idea of an environmental fit study where
scientists study organicity of firms (e.g. Naman & Slevin, 1993). Our study doesn’t focus on a
specific industry or sector. So we think the differences in perceived environmental turbulence
and hostility have significant effects on strategic decisions. Therefore we examined these
effects without measuring fit.

The environmental turbulence scale of Naman and Slevin (1993) contains the items of
environmental hostility of Covin and Slevin (1989). We adopted these items into two separate
reflective latent variables. We used them as environmental turbulence as frequency of
technological changes in the industry and as environmental hostility on the market.

5 REGIONAL ENVIRONMENT

According to Beugelsdijk (2007) there is an agreement about that the role of micro level,
organization specific factors are underrated in innovative performance. Scientists emphasize
the regional factors despite there isn’t too much quantitative evidence about role of regions in
firm performance. Beugelsdijk (2007) examined more than a thousand firms in 12 regions of
Netherland. He found that firm-specific drivers of innovation are more important than the
regional environment of firms. Sternberg and Arndt (2001) came to a similar conclusion with
European Regional Innovativeness Survey (ERIS). They found that for enterprises and SMEs
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the effect of organizational level variables are greater than regional variables. However they
notice that the effects are not independent. The environment is not independent from the
firms, but determined by local firm characteristics. Regional environment can make the
developmental potential of organizations bigger, but alone cannot create it.

Based on the above studies we focused on one region instead of the whole country. Hungarian
regions have big differences in firm performance and R&D potential (Acs, Szerb, Komlosi &
Ortega-Argilés, 2014). These differences can make an impact on perceived environment. We
focused on one region to avoid these problems, but our study can be a base of a regional
comparison in the future.

6 FIRM PERFORMANCE

There are many ways to measure firm performance. It wasn’t possible for us to gather balance
sheets and business reports. There are national differences in generally used accounting
indicators. We were not sure about that the entrepreneurs can answer about all data in a
quantitative way without the help of an accountant. Differences in firm size also can make the
comparison harder. We were sure about the probable low response rate about quantitative
measures of business. Hungarian firms tend to hide exact numbers of business in
questionnaires even if they are in the free accessible balance sheet. So we looked for a method
what can handle the problems above.

We chose the indicators used by Li, Huan and Tsai (2008) because they structured them in
latent variables. We applied them as formative variables of three aspects of firm performance.
Efficiency is measured by the well know return of investment indicators (ROI, ROE, ROA).
Growth is measured by increase in sales, market sizes, and number of employees. We
changed a bit in translation the measurements of profit to fit the form they use them in
Hungary but the concept of items stayed the same. Beside return on sales, net and gross profit
margin measures the profit dimension of firm performance.

7 METHODOLOGY

We gathered data in May of 2014 in the Sothern Great Plain region of Hungary which is a
NUTS 2 region. We used paper based and online surveys in Hungarian language. Paper based
answers were uploaded to online database right after filling. It made possible to gather
answers from entrepreneurs with less computer skills. The items were part of an omnibus
questionnaire so we introduce here only the parts what we used for this paper.

We measured EO with items used by Covin and Slevin (1989) on a 7 point semantic
differential scale. At 1 were the negative, undesirable states, and at 7 were the positive,
desirable states. We used items from Naman and Slevin (1993) to measure environmental
turbulence and hostility with a similar method. For learning orientations we used own items
based on Sinkula et. al (1997). We picked 2 items for every three dimensions and we wrote
the contrary states to the other end of the 7 point scale to match the form of the other items.
We followed similar procedure for items about financial resources. They are based on the
scale of Atuahene-Gima, Slater and Olson (2005).

We followed the method of Gupta and Govindarajan (1984) like Covin and Slevin (1989) to
measure values of performance with items of Li, Huan and Tsai (2008). First we asked about
the importance of indicators on a 5 point Likert type scale (5 was ,,extremely important®).
After that we asked about the satisfaction with the performance in the field of same indicators
(5 was ,,highly satisfied). We multipled ,,importance* scores with ,,satisfaction® scores to
compute the weighted average for each indicator.
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In the questionnaire we asked participants to answer if they are the managers of their
organization. We were aware that participants have variable view about what manager is. We
asked them about their position in the firm to find the entrepreneurs. According to our
expectations it was hard for responders to categorize themselves. There are many names for
executive officers without definition in Hungarian law according to the legal form of the firm,
but many of the responders answered they are just entrepreneurs. We excluded participants
who referred about themselves as managers who were responsible for only a part of a
company. There were SBU managers, site leaders, accountants among them. These responses
are sometimes misinterpretation of the introduction text, sometimes the executive officer
gives answering as a task for a secretary or other employee. This way we avoided the use of a
definition for entrepreneurship and we found both those who see themselves as entrepreneurs
and who are entrepreneurs because they manage a whole company, but think about
themselves otherwise.

8 RESULTS

Statistical analysis was made by IBM® SPSS® Statistics 22.0, and SmartPLS 3.2.0 software.
We followed the advices of Kazar (2014) about PLS path analysis. Path analysis based on
partial least squares is a rapidly developing field of statistics. New methods and possibilities
appeared even during our work. We were committed to do analysis in a reliable way so we
were aware of these innovations, but in this paper we can’t compare the different software
packages or the different versions of a software.

We registered 457 responses. 400 were finished, but we excluded 60 because respondents
were not entrepreneurs. 50 of them were other managers, 10 of them were employee or
undefined. As last step we excluded three big enterprises because they were not MSMEs.
There are no more than 100 big enterprises in the region according to expert estimate. A study
focused on them would be needed for reliable information about them. After clearing our
database we conducted analysis on a 337 item sample.

Survey focused on the Southern Great Plain region, but it does not mean all companies’
headquarters in the region (Tab. 1.). We did not exclude them because this can be because of
different legal or technical reasons. In our study it was not possible to take a representative
sample. We assumed respondents who answered are active in the region and they are part of
the regional business ecosystem.

Tab. 1. — Descriptive data of firms (N=337) Source: own construction

Size category N % Most important activity N %
micro 184  54.6 | production 43 12.8
small 119  35.3 | service 179  59.1
medium 34 10.1 | trade 115 34.1

Legal form N % Most important market N %
sole proprietorship 108 32 local 135 40.1
limited partnership 40 11.9 | regional 93 27.6
limited liability company 183  54.3 | national 73 21.7
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other 6 1.8 ” international 36 10.7

At first we checked our data with Kolmogorov-Smirnov test and Saphiro-Wilk test for
normality what showed significant difference (p<0.05) at all variables. This also leaves PLS
as the useable type of SEM for us. Performance dimensions entered as formative variables.
Financial resources was also a formative variable. All other latent variables are reflective. We
left only those paths on Fig. 2. where bootstrapping results were significant (p<0.05). We did
the bootstrapping with BCa method on 5000 subsamples. We set individual sign changes and
path weighting scheme.

Fig. 2. — PLS-SEM results with significant (p<0.05) path coefficients.
Source: own construction
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We reached 107 stop criterion with 11 iterations when we used PLS algorithm. For missing
data we used pairwise deletion for preserve as much data as possible without using estimates.
We were forced to remove one indicator from every firm performance variables. ROE is not
correlating with other two efficiency items. We assume this can be because of the firm size
and number of owners. Growth in number of employees was also independent from growth in
sales or market share. Net profit was also different too much from EBIT. This can be in
connection with attitudes about tax system what was out of our focus.
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Multicollinearity was not affected our data. In inner model the highest variance inflation
factor (VIF) is 1.505, while in outer model it is 2.941. We can speak about weak
multicollinearity above VIF=5 what is not the case in our study. Standardized Root Mean
Square Residual (SRMR) would show amount of errors in model if it is above 0.09 (Hu &
Bentler, 1999). In our case SRMR is lower: 0.062. Levels of adjusted root squares is
somewhat lower because of the different scales of latent variables (1 to 7, and 5 to 25). Our R?
values (0.185, 0.432 and 0.462) are acceptable.

We followed Hair et al. (2009) to measure reliability of variables. Cronbach’s alpha values
were between 0.885 and 0.676, but lower than 0.7 was only one variable: proactivity. For
exploratory analysis values above 0.6 are acceptable. Composite reliability values were
between 0.941 and 0.800 what is as it should be CR>0.7. Average variance extracted (AVE)
values are also above the required 0.5 level (0.889>AVE>0.568).

All but one latent variable have a role in the final model. Open-mindedness dimension of
learning orientation has not any significant path coefficients with other variables. Our results
shows new viewpoint because we treated dimensions of latent constructs individually.

Innovativeness and proactiveness dimension of EO has a path to efficiency but with different
sign. Innovativeness (3=-0.147) value shows us that return can be lower where innovation is
more important. As we referred to Christensen and van Bever (2014) the effect of innovation
is not appears instantly in the performance measurers every time. Proactivity has a low
positive coefficient (8=0.105) with efficiency. Proactiveness requires less assets than
innovation, if R&D isn’t made by the firm. Risk taking is connected to growth (3=0.104). The
effect of it is low, but it can help to make new investments to make the firm grow.

Commitment to learning has a negative connection with profit (3=-0.108). This shows that
learning is an investment what makes the profit smaller in short-term. Shared visions has
positive connection with profit (3=0.177) and efficiency (8=0.116). We assume that shared
visions can make the transaction costs lower inside the firm. We should also note that in
smaller firms growth is not always part of the shared visions, but it does not mean they are not
profit oriented.

Turbulent environment has a negative effect on efficiency (8=-0.112). In turbulent
environments the need for new investments is probably more frequent. It has no effect on
growth and profit if the firms keep up with competition. Environmental hostility has a
stronger negative effect (3=-0.306). It means in a competitive environment it is harder to be
successful in business. Financial resources is connected with growth (3=0.235). Firms with
more resources have more freedom in strategic decisions about new investments. Effect is not
much higher than other effects we measured so we assume availability of financial resources
are not enough to be successful.

For connections of firm performance dimensions we considered the results of various settings
and the theories in literature. There is no goodness of fit values in PLS-SEM for the whole
model. The setting we have chosen the growth has a smaller direct effect (3=0.167) on
efficiency than indirect effect through profit (3=0.285). We assume on a long-term the
connection of performance dimensions can change in a firm or it can be circular, but we can’t
handle these situations with one survey and with this method. We examined the actual
significant effects in our study.

9 CONCLUSION

According to our results in the case of the MSMEs of the Southern Great Plain region in
Hungary there are several paths between dimensions of EO, LO, perceived environment and
firm performance. We used a new method for examining paths in model but it is only a first
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step of a long way. In the future it would be important to make the scale of orientations and
performance more similar. We should revise the used performance indicators to match them
to the characteristics of smaller firms.

It is also important to examine the effects of strategic orientations on the long term. The
omnibus survey contained other scales we could not examine in this paper (Miles-Snow
typology, family/non family business). And we think it is important to compare the results of
this region with other regions with similar or different characteristics.
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HUMAN RESOURCES MANAGEMENT METHODS

Lucian Stanescu

Abstract

The article deals with the definition of leadership in human resources management system.
The core contribution is to define the process of leadership in terms of its selected
methods. Modern methods have still taken on an increased importance, which are
empowering, sharing visions or organizational coordination.

The paper explains the difference between the concept of management and creative
leadership.

Keywords: communications, human resource management, leadership, management,
methods, motivation

1 INTRODUCTION

Human resources management is purposeful and intentional influence in order to achieve
given objectives. These goals should be set well with regard to the profiling organizations. An
effective people management would have led to the self-functioning team, which is able
independently to meet the engaged objectives and plans. Managing people is related to
motivation, interpersonal behaviour and communication process. Managers who lead their
teams and achieve results through their subordinates, only using an effective leadership they
will be able to achieve their desired results just in time and on given quality. Leadership
involves working with people whose behaviour is not unambiguously to predict and influence
in the future, in contrast to the case of material components of the company's capital. The
changing nature of work organizations, including simpler structure and knowledge of
effective use of human resources, together with advances in social democracy, begins to
increasingly focus on the importance of creative leadership than traditional methods of
management (Armstrong, 2005). The nature of management is currently shifting from
strategy focusing on achieving results by a consistent employees’ surveillance to a climate of
systematic support preparation, empowerment, teamwork and coordination in the enterprise
environment.

2 LEADERSHIP METHODS

Leadership forms an organic part of the executive management activities. It is about the direct
or indirect action on individuals or work groups in order to fulfil the specified requirements
and to contribute in the best possible manner to the achievement of corporate goals. From a
sociological point of view, it is about a group interaction phenomenon, in which there are
reflected the internal and external situations of the given group. This is essentially about a
difference, social norms system integration, statuses, social roles and social relationships
among group members, group leadership, goals character and group tasks. Human resources
management methods imagine the scientifically motivated process of the managers, which are
derived from the practical experience, generalized, and simultaneously examined in practical
activities and improved (Armstrong, 2006). In the specialized literature are presented fairly a
lot of methods of leadership, sometimes also called management techniques or methods of
managing people. Between the basic methods, which mainly influent the functions of the
management process, it is possible to file the management by means of a common vision;
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effective leadership communications, delegating management responsibilities, duties and
powers; management by participation; management by motivation; control management and
evaluation of the subordinate employees (Drucker, 2006). The mentioned methods are in the
process of leading are different one from the other and reciprocally converge. In this
conference article 1 will focus on the methods of leadership communication, motivation and
selected modern methods of personnel management in organizations.

2.1. Leadership and Management

The concept of leadership is not in the managerial literature uniformly interpreted. On the one
hand, leadership it is seen as one of the basic management functions together with planning
and organizing and feedback control, on the other hand it involves persuasion and
mobilization of the executive managers in such a way to meet the planned objectives, goals
and targets; therefore we can consider this expression as a synonymous of the notion
Linfluencing workers* or ,,rectifying workers behaviour®.

Tab. 1 - Leadership and Management. Source: DRUCKER, P. (2006) Management
challenges for the 21. st century. Oxford, United Kingdom: Elsevier Ltd.

LEADERSHIP

MANAGEMENT

Planning and budgeting, setting steps in a
timetable and making plans to achieve the
necessary results.

Determining the direction, creating a vision
of the future and an appropriate strategy to
achieve it.

Organizing and recruitment of personnel,
creating specific structure to meet the
planned requirements, and to devolve
competence and responsibility.

Involvement of people, communication in
order to achieve the set goals, team and
coalition building with understanding the
vision.

Controlling and  problem  solving,
monitoring results versus planning and
deviations from plan.

Motivation and inspiration, activation of
people to overcome major barriers created
by the rules, bureaucracy, and satisfy their
basic needs

He or she constitutes a certain degree of
predictability and order, with the potential
to achieve short-term results.

He or she creates changings, often of
extensive nature, with the potential to create
extremely useful changes.

Management theory and practice differentiate between the concepts of creative leadership and
management (Northouse, 2013). Manager is representing management, while the bearers of
creative leadership are the leader, this name from the English language it is often used even in
our country. In conditions from the Czech Republic, there is here confusion about the above
mentioned concepts mainly because it does not exist a clear Czech equivalent for concept of
manager and leader, which would permit, allowing an expression, to make the difference
between content of work of a manager and a leader. The literature uses less the charismatic
term or leadership management.
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2.2 Leadership Communication

The importance of communication in the staff manager process is given by the fact that it acts
not only on people consciousness and will, but also on their interpersonal relationships and
also on the relationship to the work environment.

E. C. Murphy (1997) divided communication into 4 basic access categories depending on how
the participation of the individuals to communication is.

Tab. 2 - Basic communication approaches. Source: MURPHY, E. C. (1997)
Leadeship 1Q. New York, United states of America: Wiley Publishers.

RATIONAL COMMUNICATING INTUITIVE COMMUNICATING

analytical conceptual

concrete visionary

technical creative
MANAGER

active listening
empathic communication
adaptable

FUNCTIONAL COMMUNICATING PERSONAL COMMUNICATING

systematic receptive
organized subjective
directional communicative

The author distinguishes people by the way of communication that is their own. Experienced
leader (manager) would have to determine for himself the position of each member in the
organization and to apply such a style of communication with the given person, which he or
she prefers toward others. The manager must therefore deliver his messages in a
comprehensible frequency for a particular employee. During recognition of communication
needs, it is necessary to determine whether the prevalent type of communication of a given
worker is rational, intuitive, functional or personal. Experienced managers are also aware that
they themselves have a certain style of communication and therefore they seek to incorporate
into their portfolio other communication styles. According to C. Murphy more than 70%
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persons of a group of excellent senior managers demonstrated a high ability in at least three
communication styles.

Knowledge of communication styles and approaches is crucial for the manager because he
leads the group; he informs, persuades, motivates, controls and monitors the employees,
organizes and makes the final decision (Guffey & Loewy, 2008). All these steps are
communication functions in organizational contexts of a manager.

2.3 Leadership motivation

Many managers still believe that all staff motivation belongs to the field of finance.
A. Maslow showed that there are many other reasons which are fully disposable and they do
not cost any money (Beck, 2004). The basis of human activity is the satisfaction of needs. A.
Maslow identified five basic needs and then he lined them up in a hierarchical system, which
is known as Maslow's pyramid of needs:

» self-realization,

» recognition,

» social affiliation,
» certitude, security,
» physiological needs.

F. Bélohlavek (2008) converts the satisfaction of needs according to A. Maslow to enterprise
environment. Physiological needs could be imagined by health protection at work. Security
and certitude needs represent the long-term perspective security companies providing
employment to existing employees in the future. The social affiliation need can create good
relationships in the workplace, for example, organizing outdoor activities and other common
actions. The need for recognition from others is represented both by the financial component
and also by a non-financial one like praise is. The need for self-realization may represent a job
well done and a chance to fulfil personal potential through creative activity.

C. Alderfer customized views of Maslow new findings from research into human behaviour
and he reduced needs in three main areas:

» existential needs such as material and physiological needs,
» relational needs in interpersonal dimension,

» needs for personal growth consisting of a creative work on ourselves and our
surroundings.

According to the theory of A. Maslow, satisfaction of physical needs guides to lose their
importance, while C. Alderfer states that satisfaction of existential and relational needs is
declining of their importance, however, in the case of meeting the needs of growth their
importance is increasing.

Knowing the motivation of the subordinates, that contributes to a successful work of the chief.
Different types of people prefer different kinds of motives; that could be money, personal
status, work results, a friendly atmosphere at the workplace etc. If we have to motivate our
workers well, we must first understand what motives are dominant in their case.

D. Fuller (2004) perceived motivation of the people as a method of management, where every
employee must know what he can and cannot do and be familiar with the expectations of
superiors. At this level there are very important the interpersonal relationships and
communication appropriately chosen, because commands in any form shall be in accordance
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with the situation, needs, knowledge and understanding of the individual. Any ambiguities are
a source of pathological conditions for successful job performance.

2.4 Selected modern methods of managing people in organizations

In the context of human resource management system in organizations often there are applied
the following methods of leadership. Their common starting point is the perception of
employees as a strategic element with an emphasis on the common vision, defining goals and
ways to achieve them, understanding people more as a corporate value and not as an executor
of subtasks. It is also significant the general acceptance in a long-term the time horizon and
challenging objectives, optimistic expectations and perception changing rather not like a
burden, but like a possibility to find creative solutions (Northouse, 2013).

A) Leadership creating a shared vision

The vision is perceived as a picture of the future, a focus of changes, a controlled direction for
aspiration of workers. It is characteristic that all the workers to be distinctly pulled into events
of the organization and to familiarize with the image of where the organization is going to
face soon. In the managing working collectives, the vision fulfils many tasks:

» itis a form of setting goals, the vision is showing the direction, the way;
» it presents motivational behaviour tool of workers, an alternative to the commands;
» itisatool used for coordinating the discussion between people (subordinates).

The most important moment for the management shared vision is to achieve the full
identification of all employees in the organization with the above mentioned principles and
visions (Armstrong, 2005). At the formulating vision, it is necessary to maintain brevity and
do not use any obscure indicators. Traditional manager who wants to transform himself taking
the role of a leader must be able to work with a vision, to abandon traditional management
style and to renounce giving the vision to people like a command, without any liberties in its
implementation.

In the following, it is mentioned what are the basic differences between managerial and
leadership principles (Drucker, 2006).

Managerial approaches:
» planning, budgets;
» control;
» discipline;
» reactive behaviour.
Leadership principles:
» formulating visions;
» individual dissatisfaction;
» incitation;
» proactive behaviour.
B) Empowering

Empowering represents a direction of leadership, which consist in offering a certain degree of
freedom to workers, independence in the negotiations and exercising the assigned work. This
direction consists in allowing them own decision-making and taking over the respective
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responsibilities of the worker for his own job performance and achieved results. This is a
,,s0ft”“ management factor (Beck, 2004). It is about a motivational tool stimulating activity of
workers in the assigned section, without being led to the execution by orders and follow-up.
Empowering has its foundation in all specific situations where it lacks clear guidelines, rules
of conduct and when is needed flexibility to decide, to engage in order to achieve the
respective performance parameters. Empowering is also closely related to the concept of
delegation, in the sense that somebody is entrusted with the operation of a service or that a
limited range of responsibility is transferred to another, usually a subordinate person.

C) Coordination

The need for coordination is based on specialization and the increasing complexity of the
tasks to be fulfilled by organizations. Coordination, in terms of balance, without any
discrepancies and with compatibility is already necessary in time of setting the organization's
objectives. At this stage, a situation may not occur, when the achievement of one goal will
negatively affect, or even exclude, to achieve other goals.

It is necessary to pay attention to coordination, when drawing up plans, especially in correct
determination of the sequence of activities and resources. Practical situations, in which the
need for coordination involves, are different, some solutions emphasize coordination in terms
of time, others emphasize the element of synchronization, in other cases, and coordination has
to lead to low deviations and errors, from the planned desired state.

Claims for coordination are to some extent determined by the selected type of organization.
Larger volumes of coordination will be implemented in the event of organizational models
with a distinctive feature of centralization, while in the case of decentralization it is just
enough to get basic information from the centre and coordination is transferred to the local
level. The extent of coordination depends on the introduction of economic management tools;
their effectiveness is linked to the appropriateness of the management setting of the given
organization (Northouse, 2013).

3 CONCLUSION

Effective exploitation of human resources in the organization ensures the correct of leadership
way, keeping in view the area of specialization, organizational structure, corporate culture and
other factors affecting their choice. There are many points of views to the leadership; we can
interpret it simply as an influence to employees to follow their manager or, more specifically
to use authority in decision making. Management may be based on the effect of personality of
the manager or leader, or only on well-defined category of certain behaviour. It's hard to find
generally acceptable affirmation; in essence, it is about a relationship in which one person
influences the conduct and behaviour of a group, thus subordinates.

The article presents classic and modern methods of leadership (management), integrating with
the vision of active involvement of all employees to achieve it. Experienced senior manager
would have to determine the position of each member in the organization and apply such a
style of communication which the given person prefers. The manager must therefore their
message delivered in a comprehensible frequency for a particular employee. At the
recognition of communication needs, it is necessary to determine what type of communication
to the given employee prevails. People usually have a specific combination of different
communication types, but generally it can be identified a dominant communication style.

Understanding these prevailing characteristics means for managers a way to grow in empathic
communication with employees. An important part of the management of subordinates
consists of recognizing the motivational elements of their subordinates, because the lack of
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motivation is behind a series of unfulfilled tasks, unwillingness to seek more efficient
procedures and savings or unethical behaviour of employees.
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ARE WE SANDWICH GENERATION FRIENDLY?

Helena Markova

Abstract

The ageing of societies is one of the major challenges of future. The most burden-overload
cohort is women aged 35 to 54 which takes care of both young and elderly family members.
What is the attitude towards sandwich generation in the Czech Republic? Do we take
seriously demographic changes in our society? In the contribution | describe socio-
demographic characteristics of the sandwich generation especially in the Czech Republic, the
impact of being sandwiched for caregivers, conditions which are prepared by the social policy
and labour of Czech governments.

Keywords: sandwich generation, informal care, work-care balance, part-time, flexible
schedule

1 SANDWICH GENERATION

This term has become common in societies in the last two decades. It describes in a collective
sense, the middle-aged generation who have to take care of elderly parents and dependent
children. In the individual sense, the term describes people who are “sandwiched” between
caring for their aging parents and supporting their dependent children (Pierret, 2006).

Why am | interested in this problem? Maybe because | am a typical member of the sandwich
generation with dependent children and disabled family member. As many of others | try to
find balance between all my everyday duties while earning money, studying and having just a
little time for relaxing to prevent a mental and physical collapse.

1.1 Why to be interested in the sandwich generation?

The sandwich generation is not a new phenomenon. Historically the children have been cared
for their parents, even grandparents while caring their own children. But in these families
there were more children and a role of women, who are the main caregivers, was different
than it is now. The increased attention to the sandwich generation has the roots in actual
demographic trends. Because the life expectancy increased, more people between 40 and 60
have their parents alive.

Life expectancy at birth, 1950-2013
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Fig. 2 - The life expectancy at birth, 1950 - 2013. Source: CSU.
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These middle-aged people do not have many siblings whom share the care with. Adult
children live further from their parents and multigenerational housing is not typical for our
society, so caregiving is complicated by distance. Women have children later, so their parents
are older, when their children are young and dependent.

Mean age of women at birth of first child, 1950-2013
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Fig. 3 - Mean age of women at birth of firts child, 1950 - 2013. Source: CSU.

Children dependency lasts longer than earlier, especially because attending colleges, and
having their own housing is more expensive for children. It is not the only reason. In my
opinion today’s children prefer comfort to independence. And the role of unemployment of
young people is important. This problem is solved in all European countries, mainly South
European. In the Czech Republic the unemployment at the age 15 — 34 after finishing the
education was about 19 % in 2008 and more than 30 % in 2010, in 2013 it was again about
22% (CSU, 2014).

The stress produced by these reasons often has enormous social, economical and
psychological impact for caregivers. While caregiving can be beneficial for carers in term of
their self-esteem, it can be difficult for working-age carers to combine paid work with caring
duties, they often have to quit the job or reduce working hours. The stress can cause the
burnout syndrome or worsening of physical and mental health.

1.2 Types of care and their intensity

Sandwiched carers are involved in care of their dependent children and their parents. Most of
the statistical analyses that have examined the role of family caring use the terminology of
“informal caregiving”. However, in policy discussion, carers are often referred to as “family
and friends”, rather than “informal” carers. Across the OECD, more than one in ten adults
(family and friends) is involved in informal, typically unpaid, caregiving, defined as
providing help with personal care or basic activities of daily living (ADL) to people with
functional limitations (OECD, 2011). ADL are normally done in daily living, it is usually
called self-care, such as feeding, bathing, dressing, grooming, work, homemaking, and
leisure. There are significant variations in the percentage of the population involved in this
type of caregiving across OECD countries. The percentage of the population reporting to be
informal carers across OECD countries for which data are available ranges from 8% to just
over 16%. There is no clear geographic distribution in the rate of caregiving: certain southern
European countries have among the highest percentages (Italy, Spain) but Greece ranks
among the lowest rates together with Denmark and Sweden. The Czech Republic is in the
middle of the variety with 12 % of ADL caregiving population (OECD, 2011). Some of the
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country differences are due to slightly different definitions and interpretations of caring for
dependents across countries.

A larger number of carers provide help with instrumental activities of daily living. IADL are
defined as the six daily tasks (light housework, preparing meals, taking medications, shopping
for groceries or clothes, using the telephone, and managing money) that enable the patient to
live independently in the community (Bookman, Harrington, Pass, & Reisner, 2007). The
number of carers is high even in countries with comprehensive public long-term care
coverage. When informal caring is defined with such a broader focus, close to one in three
adults aged over 50 provide unpaid care. Except in southern European countries, a greater
proportion of adults provide help with IADL compared to help with ADL. Northern European
countries, despite having a comprehensive public coverage for formal care, have the highest
share of individuals providing help with IADL.

Tab. 4 - Caregiving by country and type of help, 2004 - 2006. Source: OECD, Survey of Health, Ageing
and Retirement in Europe (SHARE).

Caregiving by % of population % of carers providing % of carers providing
country and type of providing ADL IADL both ADL and IADL
help

Sweden 8 36,2 39,7

Greece 8,7 12,5 17,9
Denmark 9,3 40 43,9

Austria 9,8 22,9 27,9

Poland 10,3 13,4 20,9
Germany 11 28,3 34,2
Netherlands 11,4 34,1 39,2

Czech Republic 12 24,3 31,8

Spain 15,3 10,4 20,4

Italy 16,2 16 26,6

Most of informal carers provide limited hours of care but there is wide variation in hours
provided across countries. Low intensity of caring activities (less than 10 hours per week) is
provided in northern countries. This reflects the fact, that there is the higher coverage of
available formal home care. On the other hand, in the Czech Republic, such as in Poland and
southern countries, more than 30% of carers provide intensive caring, even slightly over 50%
in Spain.

This is connected with health status and style of living in different countries. While 25% of
adults aged 50 and above suffering from one limitation of daily activities receive care from
family and friends, this proportion doubles in the case of two or more limitations. In half of
the countries, the proportion of those receiving informal care does not vary greatly with two
or more activity limitations, while in the other half it increases progressively. Number of
people with ADL limitations who receive unpaid care in the Czech Republic is one of the
highest in OECD countries (OECD, 2011).
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The reason, why there are so many people care-needed, is probably health conditions in
comparison with OECD countries, even evaluated by inhabitants about 10 % less on the
average (OECD, 2014). There is of course the question of life style in the Czech Republic. As
measured in Analysis of behavioral health risks (The National Institute of Public Health,
2013) a lot of overweight and obese people, large consumption of alcohol, wide-spread
smoking in the Czech Republic cause many diseases which make health status of elderly
much worse and caring needs higher.

Elderly family members are not only parents: they are often in-law members, grandparents
and great-grandparents. This phenomenon is called verticalized family, when the family
structure is often four-generational. In verticalized families both elderly and child care is
required. But for parents in the pivotal position, the demands from adult children and from
elderly parents compete, with the result that those who provide help to one are less likely to
provide help to the other. An influence of the family solidarity is important, so some pivotal-
generation parents engage in intergenerational exchange in both directions, and there is a
positive association between helping parents and helping children (Grundy & Henretta, 2006).

1.3 Demography of carers

Caregiving depends on many factors. The reasons, why do we help are bad health state, high
age or difficult economical situation. On the other hand there are our possibilities and
resources to help: health state, economical conditions, geographical distance, cultural values
and social norms (Klimova Chaloupkova, 2013).

The most important demographic factors are age, gender, marital status. There is the influence
of cultural and even ethnicity conditions.

Sandwich constellation is typical for category of 35 to 54, because this is the time, when their
parents” self-care limitation caused by the age or health problems and dependent children in
family need care or support. The feature for this category is their important participation in
labour market as well. In the Fig. 3 the structure of carers of elderly over 65 by the age and
intensity of care is described (Sindelaf, 2014).
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Fig. 4 - Structure of carers of elderly over 65 by the age and role. Source: Sindela¥, 2014.

The most common carers are women, especially spouses, daughters or daughters-in-law.
Brody already in 1981 describes particularly “women in the middle” (Brody, 1981) and refers
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to surveys in which the primary carer is a daughter, daughter or spouse, usually prefers to
men.

The available data shows, that every fourth or fifth woman and sixth men producing less
intensive care and every tenth woman in more intensive care of elderly (at the average)
belongs to the sandwich generation. With increasing age of carers the number of typically
sandwiched (triple-sandwiched by work, children and parents) declines, because their children
grow up and leave home. Unfortunately the needs of care receivers are more intensive, so
according to increasing retirement the carers are pressed by work and care duties for long
time.

The prediction of the number of the sandwich generation members is dramatically worse. The
reasons described above are especially lower nativity and increasing life expectancy, age of
women at birth of first child and age of retirement.

2 IMPACT OF CARE ON CARERS

The care both of children and elderly family members together with work influence the lives
of carers in many points of view.

2.1 Mental health impact

While unpaid carers provide a valuable service to society and looking after family members
or friends brings great rewards, there is growing concern about increased psychological
distress, strain and overall health deterioration endured by family carers. Isolation and lack of
support might prove a high burden and result in distress or mental health problems (OECD,
2011). In Fig. 4 the percentage of mental health problems among carers and non-carers and
ratio is shown.
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Fig. 5 - Percentage of mental health problems among carers and non-carers and ratio. Source: OECD
2011. Help wanted? Providing and paying for long-term care.

2.2 Well-being impact

Well-being impact on sandwich generation is not explicit. The results of well-being impact
studies differ. Sindelat analyses data of ISSP 2011-2012 Rodina a zdravi in the Czech
Republic (Sindelaf, 2014) and concludes, that the sandwich constellation do not have to
exhaust only, it can fill up positively through the good relations to care receivers. But other
surveys refer about incompatible stress and role conflict especially if the sandwich caregiver
is defined as a woman with four roles: married and living with spouse, mother of a child age

149



25 or less living at home, employed and a primary caregiver to an un paired parent who did
not co-reside (Rubin & White-Means, 2009). If we check the changing family conditions in
the Czech society, in the view of increasing number of single-parent families, unemployment
of young people and increasing age of retirement, we can expect worsening of well-being
impact on caregivers.

3 WORK - CARE BALANCE

The informal care in families often takes about 20 hours a week, which is next half-time job
for carers in the Czech labour market conditions. The impact on work life and career of carers
Is expected.

Surveys realized in sandwich generation often present, that caregivers, especially women are
not satisfied with work-life balance. They work fewer hours then they want to work, they
miss too many days and they are dissatisfied with quality of their work (Rubin & White-
Means, 2009). In the Czech Republic, (ppm factum research, 2013)the survey “Jak se Zije
Zzenam 45+” was realized. Only 30% sandwiched women are satisfied with their work-life
balance, 45% of them have a holiday because of care. Work-care balance would be improved
by flex-time (variable work schedule) (84%) or combination with home-office (75%).
Although women 45+, both carers and non-carers prefer full-time job (64%), 18 %
sandwiched carers more to non-carers prefer ¥-time job and 14 % more prefer half-time job.
By the opinion 56% of sandwiched carers the government does not support conditions for
caregivers to assert themselves on the labour market. In The Czech Republic it is particularly
low support of part-time job. Employers are not corporate social responsible enough, so they
do not feel the need to make berths with flexible working hours or with possibility of home
office (where is possible) (ppm factum research, 2013).

Similar results are concluded by (Rubin & White-Means, 2009): sandwiched caregivers more
likely than non-sandwiched work fewer hours than they want.

An interesting perception was documented by Ettner in 1995 (in (Rubin & White-Means,
2009): withdrawal from the labor force due to caregiving responsibilities may be harmful to
caregiver mental health. | understand it in case of caregivers, when labor force participation
helps them to lessen the stress cumulated by dual role serving.

3.1 Position of carers: What can employed caregivers do?

Most of caregivers are employed full-time, especially in the Czech Republic, where it is the
most common form of work. Employed caregivers try hard to find the balance between work
and care, but with intensive care it is more and more difficult. They often take early
retirement or quit the job altogether. It causes emotional problems or risk of poverty, because
without income in middle-age they face reduced retirement income, pension benefits or Social
Security income. If caregivers like their job and coworkers, they can be depressed.

There are some recommendations for caregivers to protect themselves from negative impact
of intensive care of family, especially openly describe the situation and try to find optimal
solutions before it becomes a problem. The most important is to compartmentalize their life to
prevent burden and stress and join other family members to family care to support
intergenerational solidarity (Wilken, 2008).

3.2 How to support carers — a role of employers

Particularly the sandwiched caregivers appreciate the need of work to prevent financial and of
course mental problems of being unemployed. They are often the most responsible
employees. For the employers realize the Corporate Social Responsibility through the support
of caregivers or sandwiched caregivers.
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The first step is Open Door Policy, when employees are not afraid to discuss their problems
with an employer and they try to find solution, useful for both.

A lot of employers in the Czech Republic oppose the spreading of part-time or flexible
schedules. They are afraid of management difficulties, heavy administration and many of
them, just losing control of the employees. But with increasing role of work force in
economical system, changing social roles of employees and social environment is important
to cooperate with employees to help them with family care obligations.

Next instruments of Corporate Social Policy are company policy friendly to caregivers,
support services, educational informational programs, unpaid vacancy in case of unexpected
situations, different benefits (consultancy with help care, psychological help).

3.3 Arrole of the government

Czech government does not support part-time or flexible working regimes with any special
instruments of social or labour policy, although all the Czech democratic government have
proclaimed it in their policy statements. Home care system is not extended, not only in long-
term care, but assistance programs are missing too. Educational system is not flexible enough,
for 5 years there is lack of kindergartens. There is The National program of Ageing
Preparation (Active Ageing), but in my opinion the politics do not have it as a priority, as
same as child care.

4 CONCLUSION

In the contribution sandwich generation members are defines as a category aged 35 to 54,
especially women. In the Types of care were summarized numbers of carers in different
countries and influence of caring intensity on carers. There are not only negative effects of
care: positive is self-esteem of carers and increasing intergenerational solidarity in families
which take care of elderly family members. Mental health problems among carers are more
frequent, but well-being impact is not explicit.

Because of middle-aged labour market participation their position as carers, even when they
are in roles of spouses, parents, caring children and employees, is very difficult.

There is the space for policy reforms, particularly creating labour market conditions to help
caregivers to combine care and paid job, for example more possibilities of part-time job,
flexible working regimes, and improving and spreading social services to reduce stress during
the caregiving.
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WHAT MODESTY BRINGS TO LEADERSHIP, TESTING NEW
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Abstract

The paper has for objective to present new empirical model for more efficient leadership
based on the concept of modesty/humility and self-esteem. We enacted the research on
undergraduate student of management, N = 156, based on the in-class behavioral experiment,
using the Hexaco personality test. By means of the 3D graphical analysis (least square method
of weighted distances) we bring an evidence, that the combination of the Modesty and Self-
esteem work as predictors of altruism (expressed in the form of a dictator game) and of the
personality trait of Gentleness (a tendency to be mild and lenient in dealings with other
people). These findings have strong implications for HR and personnel selection, in the
respect of crating a pleasant and constructive work-pleasant. This paper also demonstrate the
usefulness of behavioral experiments in the form of the in-class simulations with the aim to
create and verify new managerial theories (“Gepard” pedagogical platform).

Keywords: Leadership, Modesty, Self-esteem, in-class simulation, education

1 INTRODUCTION

The wisdom of thousands of years, both in the East and West, talks about the importance of
modest in one's life. On the other hand this wisdom is only very occasionally reflected in the
managerial practice and research nowadays. We perceive this discrepancy as a paradox and
informational gap.

This paper has for objective to present the idea of modesty as crucial for efficient
management and leadership nowadays, as it brings, combined with the leader” s self-esteem a
very powerful leadership mindset.

Second objective is to prove the efficiency and usefulness of the in-class simulation in
creating and verifying theoretical concepts in management, alongside with creating the
environment for highly innovative and inspirational teaching at faculties of business.

2 THEORETICAL FRAMEWORK

Robert Solomon in his book A Better Way to Think about Business provides a useful
definition of humility as: a realistic assessment of one’s own contribution and the recognition
of the contribution of others, along with luck and good fortune that made one’s own success
possible. Humility enables leaders to distinguish between: (a) self-esteem, (b) self-confidence,
(c) self-assessment. Humility is the mid-point between negative extremes of arrogance and
lack of self-esteem. To our view, this definition, based on one's own capacity to discern
among esteem, confidence and assessment is most compatible with our view of the humility
concept (Vera - Rodriguez-Lopez, 2004).

! This contribution was done within the project of Internal grant agency of Faculty of Business Economics and
Management at the Mendel University in Brno for year 2015 (ID of project IGA PEF_TP_2015_010).
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In Harvard Business Review, Collins (2001) describes the concept of “Level 5” leader as a
seemingly paradoxical combination of humility and fierce resolve. Rather than lacking ego or
self-interest, “Level 5” leaders are ambitious, but with the ambitions for the firm and for the
others. One of the characteristics is that humility is not really a visible virtue, but appears in a
more implicit way.

Vera and Rodriguez-Lopez (2004) came up with their own model of six key concepts of
humility in the learning organization: (a) openness to a new paradigm, (b) eagerness to learn
from others, (c) acknowledgment of own limitations and ability to correct it, (d) pragmatic
acceptance of failure, (e) ability to ask for advice, (f) development of others. Thanks to the
application of the key humility concepts of a learning organization, the company should
achieve a high performance based on instant innovations.

A consistent and statistically valid measure of the humility is provided be the
Hexaco/Honesty-Humility model (Ashton - Lee, 2007, 2008). The model stems from the
lexical research in several language and identifies six important personality traits: Humility-
Honesty, Emotionality, Extraversion, Agreeableness, Conscientiousness and Openness to
Experience. Hexaco model is derived from the widely known model “Big Five”, based on five
personality traits. Research shows that Honesty-Humility works as a single work performance
predictor in the people-oriented jobs as nursing (Johnson et al., 2011). Lee et al. (2005)
showed that the Honesty-Humility works as a predictor of a work-place delinquency.

3 METHODOLOGY

3.1 Operationalization of the term “humility” for research purposes

We decided to base the research on two variables Modesty and Sincerity as they are important
for the quality of behavior in line with what we would expect from the general idea of the
Humility concept (Ashton-Lee, 2007, 2008). We will abbreviate this concept as SIMO
(Sincerity + Modesty).

Modesty is defined as a tendency to be modest and unassuming. Low scorers consider
themselves as superior and as entitled to privileges that others do not have, whereas high
scorers view themselves as ordinary people without any claim to special treatment. The
second accompanying personality trait is Sincerity that could be defined as tendency to be
modest and unassuming. Low scorers consider themselves as superior and as entitled to
privileges that others do not have, whereas high scorers view themselves as ordinary people
without any claim to a tendency to be genuine in interpersonal relations. Low scorers will
flatter others or pretend to like them in order to obtain favors, whereas high scorers are
unwilling to manipulate others (Asthon — Lee, 2015).

Third important variable for this research is Social Self-Esteem that could be defined a
tendency to have positive self-regard, particularly in social contexts. High scorers are
generally satisfied with themselves and consider themselves to have likable qualities, whereas
low scorers tend to have a sense of personal worthlessness and to see themselves as
unpopular (Asthon — Lee, 2015).

3.2. Sample and methods

There were 156 students participating in the experiment (females 68.8 %, age 21 - 22).
Participants filled the questionnaire of HEXACO-PI-R inventory, paper-based, 60-items
version (Ashton — Lee, 2009).

Experiment was in the form of a Leaderless Group Discussion (Costigan — Donahue, 2009,
Waldman et al., 2004). Participants were facing a choice to choose a managerial position in
the ethically sensitive (unethical) situation defined as a task to “dismiss women who had high
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rate of work absences due to the need to stay home with the children having disease”.
Preferences were marked on the standard 5-point Likert scale.

Another task was to decide how would the participants divide money between him- or herself
and somebody else, an anonymous person. This exercise works as a measure of altruism and
the capacity to share, in line with the theory of the dictator game (Kahneman, 2003) and the
methodology proposed by Hilbig — Zettler (2009) and Hilbig et al. (2013).

We also measured Gentleness in the frame of Hexaco test as a tendency to be mild and lenient
in dealings with other people. Low scorers tend to be critical in their evaluations of others,
whereas high scorers are reluctant to judge others harshly (Ashton — Lee, 2015) defined.

Consequently, we enacted a correlation analysis as a predecessor of a 3-dimensional graphical
analysis (least square method of weighted distances), by means of Statistica 12 software.

4 RESULTS

Partial results are displayed in the following table (Tab.1), showing the correlations between
personality traits SIMO (sincerity and modesty) and Self-esteem, defined by the Hexaco test
(Ashton — Lee, 2009).

Tab. 1 — Correlation matrix between personality traits and the managerial aspects
(*p <0,100 **p < 0,200). Source: authors

SIMO Self
elf-esteem
(sincerity & modesty)
-,1481 -,0797
Person-organization fit in the ethically sensitive situation
p=,066* p=,324
-,1878 ,1124
Dictator
p=,019* p=,164 **
,1270 -,0306
Gentleness
p=,115** p=,705
Preference of a managerial position -,2217 2322
in a situation without an ethical issue p=,006* p=,004*

Table reveals certain correlations that will be further analyzed by means of 3D graphical
analysis. It is important to note that the fact that certain correlations are on the border of
statistical significance (0,100 < p < 0,200) does not exclude the pair of variables from further
analysis as the pair of variables might provide an interesting explanation of the phenomenon
in the frame of the 3D analysis.

Fig. 1 reveals that the combination of the personality traits SIMO (sincerity and modesty) and
self-esteem work as predictors of altruistic or respectively greedy behavior. Respondents that
would keep the maximum of money for themselves (dictator game) are cumulated in the
frame of the quadrant defined by the low level of SIMO (sincerity and modesty) and self-
esteem.
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Fig. 1. — 3D maps: Altruism (in the form of the dictator game) and SIMO / self-esteem (least
square method of weighted distances). Source: authors
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In other words, Fig. 1 shows that the participants with high SIMO and self-esteem are marked
by the high level of altruism and tendency to respect the needs of the other people.

Fig. 2. represents an evidence that the respondents with the high SIMO and high self-esteem
are characterized by the high level of gentleness, hence a tendency to be mild and lenient in
dealings with other people.

Fig. 2. — 3D maps: Gentleness (tendency to be mild and lenient with people) and SIMO / self-
esteem (least square method of weighted distances). Source: authors
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In other words, Fig. 2 implies that people with high SIMO and self-esteem as leaders have
tendency to create warm and pleasant atmosphere at the work place.

The next figure (Fig. 3) displays the constellation between the personality traits of SIMO
(sincerity and modesty) and self-esteem combined with the preference to be a manager (by
means of the least square of weighted distances). From the Fig. 3 we understand that the
preferences to be a manager occur together with the high self-esteem and alongside all the
scale of the SIMO.
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Fig. 3. — 3D maps: Preference for a managerial position and SIMO / self-esteem (least square
method of weighted distances). Source: authors

Preference of a managerial position, situation without an ethical issue (least
square method approximation, n = 156)

Preference of a managerial position, situation without an ethical issue (least
square method approximation, n = 156)

wonsod \euabeuey

Self-esteem
w
P

Gy S o=y >5
10 15 20 25 3.0 35 40 45 50l <475
Sincerity & Modesty <275

v
N W RO
ERRT

<47
<37
<27

In other words, preferences of a managerial position occur in the two upper quadrants (Fig. 1),
high self-esteem and low SIMO and high self-esteem combined with SIMO.

It is also not without an interest to note that classical linear regressions might not be the most
optimal source of understanding the data and their interrelation when it comes to
understanding the real-life phenomena. Hence, as a result in the field of methodology, a

strong encouragement appear to exploit the possibilities offered by 3 dimensional mapping of
data.

5 CONCLUSION

Consequently, as a result of the above mentioned findings, there comes an important
implication for the human resource management and selection of team-leaders and managers.
As managerial ambitions appear in both upper quadrants (Fig. 3), high self-esteem combined
with both low and high SIMO, it turns out to be highly advisable to select the candidates with
higher level of SIMO as these people will have higher tendency for altruistic behavior and
sharing, combined with the higher tendency to be lenient, as this will influence positively
quality of working environment in terms of interpersonal relation and overall atmosphere in
the organization.
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A CASE STUDY OF CORPORATE SOCIAL RESPONSIBILITY IN
VIETNAMESE AND KENYAN ECONOMIES

Do Thi Thanh Nhan, Felix Kombo
Abstract

The issue of unsustainable development has increasingly become an interesting topic for
research and debate. One of the proposals agreed unanimously by researchers and state
agencies is to strengthen corporate social responsibility (CSR). It means an enforcement
of entrepreneur’s commitment to contribute to sustainable economic development. The
article is not intended to go deeply on figuring out solutions for corporate social
responsibility but a discussion of awareness of corporate social responsibility from the
state agency’s perspective. Followed by the viewpoint of state agencies, we recommend
that corporate social responsibility should be understood to be entrepreneur’s
discretionary duty to comply itself with socially mandatory regulations.

Keywords: corporate social responsibility; sustainable development; state agency;
entrepreneurs

1 INTRODUCTION

Vietnam's economy became one of the fastest-growing economies in the world in 2007, and
has begun to reveal ominous signs on the growth quality. In fact, the economy has been
growing on the theme of hyper inflation, severe environmental pollution and warnings on
food safety. Due to these problems, the issue of unsustainable development has arisen as an
urgent topic recently. One of the solutions for unsustainable development has been
recommended by researchers and government. The solution is to consolidate CSR because of
its potential to build a dynamic, competitive and cohesive economy (Polychronidou, 2014).

Advocation for better supply chain, labour conditions and observation of human rights for
Kenyan workers in enterprises is attributed to the emergence of social responsibility in Kenya.
United Nation (UN) Global impact is among the institutions that have emphasized on CSR in
Kenya. However not fully implemented by most enterprises, researchers such as Muthuri and
Gilbert (2011) argue that Kenya’s unique economic, political, social and cultural conditions
has made CSR activities easily practiced.

This paper would not focus on how to improve social responsibility of the corporations.
Instead, it is intended to have a further discussion of whether CSR should be recognized as
options or obligations in the process of law-making of state agencies or how to understand
CSR correctly from the view of state agencies.

1.1 The definition of CSR

First of all, enterprises are vital part of society since they are major contributors of economic
growth and social welfare. In general, CSR has demonstrated the committed contribution of
enterprises to the sustainable development of society. Particularly, CSR was defined by the
UK government as the responsibility of an organization for the impacts of its decisions on
society and the environment above and beyond its legal obligations, through transparent and
ethical behavior. Meanwhile, The World Business Council for Sustainable Development
introduced a more detailed definition of CSR: "Corporate Social Responsibility is the
continuing commitment by businesses to behave ethically and contribute to economic
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development while improving the quality of life of the workforce and their families as well as
of the local community and society at large".

Luo and Bhattacharya (2006) also reiterate the above definitions by stating that CSR is simply
a direct or indirect contributions to the society by performing socially responsible behaviors
and/or engaging in actions that advance some social good or welfare. In summary, Matten and
Moon? (2004) said that the concept of corporate social responsibility includes other concepts
such as business ethics, corporate citizenship, sustainability and sustainable development,
corporate environmental management, business and society, business and governance. In
addition, it is a dynamic concept and is always challenged in the context of economic,
political and social characteristics. Furthermore, CSR involves legal, economic, ethical and
philanthropic expectations (Carroll and Shabana, 2010).

1.2 The reasons to perform CSR

Enterprise is an important part of society due to its interacting activities. The society creates a
business environment for enterprises in terms of raw materials markets, capital markets, and
labor markets. Meanwhile, consumer market has defined the outcomes of the businesses while
the businesses have relied on the social environment to survive and develop for long term
success. In return, they have expressed the important factors that have contributed to the
social environment.

Assuming, there is always the right to act freely without proper remedies, the social order and
disorder to the business environment will be abused. Furthermore, people are also embracing
companies that offer socially responsibility products and services. Loureiro et al. (2012) argue
that CSR contributes to better financial performance directly by reducing costs and increasing
productivity. It is also noticeable that, in long term, if the companies just only chase profit as
the merely objective, customers will ostracize enterprises. For instance, Chinese enterprises
who want to only make profits have resulted to environmental pollution, consumer’s safety
and ecology concepts. Hence, many products that are made in China have been thought to
contain poisonous matter. In contrast, enterprises that always comply laws, in good standing,
and participate in charity programs, have resulted to good reputation, consumer’s trust and
loyalty. Thus, when companies implement CSR within their businesses, they are prone to
benefits in future.

In summary, implementing CSR apparently has promised enterprises more than a chance to
get profit; it will be an opportunity to get profit in sustainability.

1.3 The reasons not to apply CSR

e Heterogeneity in the implementation of CSR
Recognizing the importance of the social responsibility of enterprises would be necessary but
it has not been implemented in a consistent way in all business. Furthermore, if the
corporation is doing well in CSR, they would create sustainable growth in the future.
However, the awareness of CSR among enterprises is often different. Therefore, the process
of implementing CSR usually creates additional costs for entrepreneurs.

2 Dirk Matten is a professor at York University in Toronto, Canada and strategy
consultancy on corporate social responsibility in Hewlett-Packard; Jeremy Moon is a
professor in University of Nottingham, England and the director of the international center for

social responsibility.
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The benefit of social responsibility creates mutual benefit in the future, and it will be only
achieved if there is consensus implemented by the enterprises. The corporations which do not
enforce social responsibility reduce the feasibility of achieving mutual benefits for the
society, decrease enterprise costs to achieve higher benefits. Therefore, the businesses will
perform well in CSR. Obviously, the conflict of balancing social and private benefits
discourage businesses to engage to CSR.

In other words, a regular firm do not engage in CSR initiatives if CSR raises costs in present
and has uncertain benefits in the future. In this case, it would be a reasonable for
corporations to refuse CSR.

e Conflicts of interest between business and society

All activities of the businesses as well as CSR aim to bring higher interest than costs. It
means that enterprises usually expect to gain more benefits rather than spend more costs.
However, the concepts of cost and benefits are perceived differently by enterprises and
society. As a result, differences in perceptions lead to differences in behaviors. In the end,
CSR is not implemented effectively.

A business is only interested in the benefits and costs relates to individual while it
concerns the social interest and costs of a whole. Meanwhile, this matter has had much
broaden vision in the society’s point of view. Externalities are the best examples for the
difference. Johnson (2005) defines “externalities” as the opportunity costs (or by-product
benefits) of purchase, production, or other resource-usage decisions that are not directly
paid (or enjoyed) by those making the decisions. Externalities are the costs (or benefits)
of an economic activity incurred (or enjoyed) by third parties. For instance, in the case
Vedan whereby the company discharged waste water to Thi Vai River for years. It was
the externalities that caused damages to farmers in Ba RIA - Vung Tau, Dong Nai, Ho
Chi Minh City. But why is Vedan still allowed to operating and discharge untreated
waste into the river for many years now? The answer is that the government did not
evaluate its externalities accurately and fully in Vedan project. In addition, Vedan did not
and still does not concern CSR on ecological environment. In a similar case, in 2008, a
Posco Corporation’s $5 billion project to build a steel factory was denied because it
might have caused potential damages to Khanh Hoa province’s natural environment as
well as economic advantages (the benefits from sea).

On the other hand, these examples do not imply that externalities were only negative. In
fact, they have positive side. Dung Quat oil refinery project is an example. Despite the
fact that many foreign experts advised Vietnam government to locate the refinery site in
Vung Tau, it was built in Quang Ngai, a province in central Vietnam. Actually, this
decision covered an ambition to use it as leverage to improve this area’s economic
condition. Karura Forest, in an example in Kenya. In this case, they Kenyan government
used to grab land from the forest and allocate to private companies or political allies.
Wildlife in the forest (monkeys, bush pigs and African civet) and plant species such as
croton megalocarpus, warburgia ugandensis and uvaridendron anisatum started becoming
extinct. However, pressure group (Green Belt Movement) protected Karura Forest and
reclaimed the lands.

To sum up, CSR appears as a conflict of interest between enterprises and society. In
particular, private company’s interest might damage society’s benefits, whereas,
satisfying society’s interest might cause a burden of cost for companies. To survive,
companies need to take their interests as priority rather than CSR. .

e Incompatible objectives between corporate objectives and society
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According to Milton Friedman’s® article, the sole social responsibility of business is to
increase its Profits”. He argued that the managers representing shareholders have to
perform management operations of business to maximize its profit. In case the managers
have the intention of doing CSR because of private willingness, they should use their
personal financial sources rather than the resources and assets of the enterprise. Even if
enterprises were enforced to involve in CSR, it would be actually for profit. Milton
Friedman's point of view might explain such unethical behavior as corporate tax evasion,
polluting the environment and smuggling prohibited or poor quality goods.

In summary, when objectives are not compatible, enterprises easily give up social
responsibility to gain profit.

1.4. Is CSR are obligation or not?

Some scholars have different opinions with Milton Friedman and they say that a business
which is part of a society is operated in the environment that is generated by society.
Therefore, enterprises have to take responsibility for their actions when behaviors cause
negative impacts on society and the environment. This view supports CSR to be taken as a
volunteer duty which creates a better society. At a certain perspective, this view presents a
lesson on business ethics which means achieving an ethical standard by propaganda tool and
advocating for voluntary behaviors. To fulfill a social responsibility, a business has to achieve
good sense of obligations to create the profit for society in order to increase the benefit of the
environment. This is how to indirectly promote CSR.

However, this is just an ideal and the reality would be far different such as the effectiveness of
educational measures to disseminate ideas for CSR is often very low. Apparently, CSR could
be hardly achieved in practice if it is considered as an option. As a result, it is expected as an
enterprise’s voluntary obligation. In other words, CSR should be made in the laws which
would be controlled by the state to force businesses to practice CSR.

However, considering the psychology of human nature, imperatives cause inhibitions and
reaction of disobedience. Moreover, the corporate behavior is naturally not to perform CSR
practices as long as corporate profitability increases. Therefore, the firms are still breaking the
law and it is because of less strict laws on CSR. Therefore, the state should create effective
mechanisms for businesses in order to ensure that the enterprises create more benefits for the
entire society. In addition, CSR is considered an essential requirement for the survival and
growth of companies (Sharif and Rashid, 2013).

To sum up, CSR should be obligations of the enterprise. This issue is very important because
it contributes to increasing of efficiency of the operating state regulatory policies on CSR.
1.5. State regulations on social responsibility of businesses

For the State to regulate CSR, two conditions have to be satisfied:

Firstly, the impact of the State’s policy to adjust the business actions should be justice and
comprehensive to avoid creating unfairness between businesses doing CSR well and the firms
refusing CSR.

Secondly, the policy of the State to regulate CSR has to respect the basic principles of
business that is “profit” which is the first priority. Activities for CSR have to guarantee profit
for enterprises. The policies of CSR have to be strict, reasonable and update. On the other

Milton Friedman (31/07/1912 - 16/11/2006) was a American Nobel Prize-winning economist. He was a
supporter of liberal capitalism. He has made important contributions in the field of macroeconomics,

microeconomics, economic history and statistics

164



hand, the penalties must be strong enough which can increase the cost of business if business
continues to perform its business activities which are harmful to society. Thus, the enterprises
will be self-adjusted on their behavior and create social benefits on a voluntary basis.

Tab. 1: Principles for the State to regulate CSR law. Source: own

Society
Favorable Unfavorable
1) )
Enterprise operations | Enterprises operations
Favorable support benefits for support benefits for
both the society and themselves but it is a
themselves bad impact on society
Businesses
3) (4)
Enterprises operations | Enterprises operations
Unfavorable raise benefits for bring up no benefits
society but it increases | for both society and
costs for enterprises. themselves.

Based on table 1, the firm’s perception is profit, and therefore, the state does not have to
intervene in their activities in cell number (1), (2) and (3). Furthermore, box number (1)
describes the business activities of enterprises that created benefits for both society and
themselves. In this case, enterprises are ready to increase economic activity generating social
benefits on a voluntary basis.

For example, a joint stock company Lasta in coordination with broadcasters in Ho Chi Minh
City has successfully implemented the program "Overcome our destiny-Vuot 1én chinh
minh". The fact that this program attracts more and more viewers increases its profits for
advertising.

Moreover, effect from the program is even better because it has a good impact on social
welfare. Firstly, the company cooperating with Lasta achieved brand image marketing
objectives while contributing effectively to their social responsibility. Consequently,
motivation for enterprises to comply with CSR is created and expanded pervasively in
business community, encouraging them to be involved in CSR. Secondly, the poor people get
benefits from Lasta business by having a chance to improve their living standard. In this case,
CSR is well performed without mandatory actions from the State. For those businesses, the
state should consider encouraging them by for example supporting policies on tax exemptions
and creating good conditions for business activities.

Box number (4) shows business activity of the enterprise that do not provide benefits for both
society and themselves. Without involvement from the state, enterprises will close down their
businesses.

Meanwhile, box number (2) and box number (3) express the conflict of interest between
society and enterprises. Box number (3) is the opposite case with box number (1). In this box,
enterprises do not create benefits for enterprises themselves but for the society. To deal with
the situation, the state has to respect the enterprises. For example, instead of forcing them to
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apply CSR, the state has to be involved in creating social responsibility through providing
public services.

In box number (2) whereby enterprises operations support benefits for themselves and bad
influences for society, the state plays an important role in regulating the firms to perform CSR
as per the laws. Responding to the case, the state should regulate the provisions of the
sanctions to increase costs for businesses if they do not perform social responsibilities. Such
strict regulations and strong sanctions will result to reduced profits and as consequence limit
the activities of the enterprise. In addition, to protect the fairness for enterprises implementing
CSR, the state should have compensation policies or rewards to encourage them. For
example, during the recent price stabilization program in Ho Chi Minh City, which was
applied to reduce pressure of inflation, businesses were encouraged to be committed not to
raise prices. In return, the state would compensate for any damage that the commitment might
bring to the companies and strict punishment was applied to the firms who broke the the
promises. As a result, businesses participated in the implementation of CSR under the state’s
control.

2  CONCLUSION

CSR reflect the commitment of businesses to contribute to social sustainable development.
Besides, appropriate CSR activities should target communities, shareholders and stakeholders
in the achievement of commercial successes and further honoring ethical values. Although
implementing CSR raise costs, it has an investment to harvest sustainable development in the
future. However, most businesses still refuse social responsibility. It is because of the
heterogeneity in the enterprises’ CSR implementation. Furthermore, there are the differences
between business objectives and social objectives that account for the obstacle. CSR has to
support companies to earn profits rather than preventing them. In my opinion, CSR could not
force businesses self-conscious perform. With the concept of Milton Friedman, to enforce
CSR, the state should be involved by issuing legal frame to enhance enterprises’ CSR
implementation which base on the basis principle for benefit of the corporations.

For the State to regulate CSR, two conditions have to be satisfied:

Firstly, the impact of the State’s policy to regulate the business action should be fair and
synchronized to avoid creating unfairness between business making good CSR and those who
refuse CSR.

Secondly, the policy of the state to regulate social responsibility has to respect the basic
principles of business that was “profit” as the first priority.
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THE POWER OF COLLECTIVE KNOWLEDGE IN DISASTER
MANAGEMENT: HOW CROWDSOURCING CAN SAVE LIVES

Barbora Haltofova
Abstract

Natural disasters happen all over the word. No matter if it is about floods, earthquakes,
hurricanes or fires, all these emergencies threaten people’s lives and must be dealt with
speedy fashion. Disaster managers are heavily trained to deal with adverse situation, but they
need relevant information to be able to make the best decisions possible and act quickly to
resolve the situation. This information can be generated by individuals in or around the site.
Thanks to the Internet and massive expansion of social networks, lot of information is already
spontaneously generated by these individuals. In this paper an analysis of how crowdsourcing
opens new possibilities for interaction and knowledge sharing by large group of people which
can be put to use in disaster relief is presented. Starting with a general overview of the topic,
we define key terms are defined: disaster management, volunteered geographic information
and crowdsourcing. Then, a way of how the collective intelligence techniques can be adopted
to assist to crisis management is demonstrated. After describing general architecture for
collective knowledge base emergency management systems and after overviewing
crowdsourcing tools to empower the community during the disaster management, best
practices of its application and key challenges of crowdsourcing use in disaster management
are suggested. In the end, the Crisis Map of the Czech Republic as the first national attempt to
create a crowdsourcing based crisis map is presented. The paper concludes by stressing on the
key challenges and possible further research and development of the crowdsourcing based
maps. A systematic literature review was executed to analyse, evaluate and interpret all the
studies available in the literature about area of interest to fulfil the main objective of this
article which was to identify whether crowdsourcing can be used in disaster management.

Keywords: crowdsourcing, collective intelligence, crisis management, disaster relief, the
Crisis Map of the Czech Republic

1 INTRODUCTION

In recent years, we have been witnesses to number of disasters caused by natural hazards.
A natural disaster occurs when a community is seriously affected by a natural event and the
damage is so great that foreign aid is needed (Longueville, Luraschi, Smits, Peedell,
& Groeve, 2010). Baharin et al. (2009) defines disaster management as an alternative to
improving resilience and thus avoids or reduces the impact of natural disasters. According to
Horita et al. (2013), it is an ongoing process involving a series of activities before, during and
after and event, which are divided into four main phases which are migration, preparedness,
response and recovery. In all these phases, information used by disaster management play
a key role and that is why it is essential for emergency agencies to be provided with accurate,
timely and complete information about the current state of the environment, as well as about
the predictions of upcoming changes and their expected effects, since a slow response based
on incorrect data can lead to serious consequences (Ostermann & Spinsanti, 2011).

Despite all of our technological advancements and various systems available to predict and
respond to disasters, natural disasters like floods, earthquakes, tsunamis, tropic cyclones,
tornadoes or wild fires are still difficult to manage. While preventing natural disasters is
beyond of our capabilities, providing better information to the disaster management
professional and the affected persons is not. Thus, when a disaster occurs, sometimes the only
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way how to save numerous lives is to generate a timely reaction to its outcomes. This
situation puts extra emphasis on the importance of high-quality information management for
emergency communications (Besaleva & Weaver, 2013).

Thanks to diffusion of the Internet and new information and communication technologies,
large amount of people are now online 24/24. These people have several active profiles on
online social networking sites like Facebook, Twitter, LinkedIn, Flickr, and YouTube, so
a culture of content production and sharing is taking hold. The current generation of Internet
users is used to participate online in many different forms. Moreover the Internet nowadays
opens up new possibilities for interaction and knowledge construction by large groups of
people. This knowledge can be put to use in many situations, including disaster relief
(Vivacqua & Borges, 2012).

People affected by the disaster possess local spatial knowledge which can be useful for
disaster management. As seen in recent years, disaster and emergencies generate a lot of
spontaneous participation (Vieweg, Palen, Liu, Hughes, & Sutton, 2008). Growing access to
new technologies makes it more likely that those affected by disaster will be better placed to
access information, to provide one and communicate their own needs. As Palen et al. (2007)
mention, these individuals on the ground, equipped with smartphones, tablets and cameras (all
with build-in GPS capability) are able to communicate information more easily and to affect
the way people outside the disaster area understand and perceive what is happening there.
Powered by cloud-, crowd-, and SMS-based technologies, these individuals can now engage
in disaster response at an unprecedented level. Individuals proved increasing tendency to
communicate with others about what is going on, sometimes making photos and video as well
(Vivacqua & Borges, 2012). They respond strongly to large emergencies, using their social
and technological resources to help manage emergency situation (Hughes, Palen, Sutton, Liu,
& Vieweg, 2008), which makes this a strong candidate domain for the application of
collective intelligence techniques. Traditional relief organizations, volunteers, and affected
communities can, when working together, provide, aggregate and analyse information that
targets, speeds and improves humanitarian relief. The challenge is thus to create a synergy
and to direct this energy towards the creation of content that could be useful for emergency
management (Vivacqua & Borges, 2012). This trend toward communications, driven by and
centred on people, is called crowdsourcing and it is challenging and indeed changes the nature
of disaster management.

As it will be demonstrated in this paper, one of the positive characteristics of social media,
which is its capacity to harness collective knowledge, is no longer being overlooked. It is
proved, that crowdsourcing has recently been successfully implemented in crisis management
all over the world. Following that trend, and taking into consideration the latest movements
toward mobility in the technology world, the analysis of how the collective intelligence can
save lives is presented in this paper. The purpose is to investigate the ways in which collective
knowledge could be applied in disaster management.

1.1 Volunteered Geographic Information (VGI)

The number of crisis around the world has been increasing in the last years and suggests there
is a real need to make communities more resilient to them. In addition to providing
conventional authoritative data, ordinary citizens and residents in the affected areas are also
voluntarily supplying information about the affected areas, in what has been called
crowdsourced or Volunteered Geographic Information (VGI). The VGI was defined in 2007
by Michael F. Goodchild (2007) as a collection of digital spatial data that are produced and
disseminated by individuals or non-official institutions, i.e. by ordinary citizens using
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appropriate tools to gather and disseminate their views and geographical knowledge on the
web.

Three years later, Goodchild and Glennon (2010) conducted a study on crowdsourcing VGI
for disaster response and they discovered that so far, the growth of spatial data was limited to
activities carried out by specialist organizations. Following the emergence of Web 2.0 and the
improvement of mobile devices to provide data related to their location, people began to be
more involved in this area, not just by examining it, but also by providing data and
information, that was in many cases, more detailed and of higher quality than that provided by
official institutions.

According to Coleman et al. (2009), VGI and its “volunteerism” is an effective way to
expand, qualify, and contribute information for humanitarian purposes. This improved the
amount of information available about the events and the experiences of the community
members, unis tools like the grassroots maps of the Humanitarian Open Street Map Team and
Wikimapia, as well as the crisis maps of Ushahidi (Okolloh, 2009). Together, the people
involved form a new group of players in disaster management who are known as Volunteer
and Technical Communities or digital humanitarians. These players have produced
a considerable amount of information on the Internet which is a potential valuable resource.

VGI applications allow specific information to be collected such as local knowledge, which
usually cannot be gathered through traditional data collection process (Goodchild, 2007), and
thus empower highly detailed reports to be compiled on local conditions when there are
disasters (Zook, Graham, Shelton, & Gorman, 2010).

The use of VGI in disaster management processes has been studied by Roche et al. (2013)
who examined the perspectives of its employment, both in terms of technologies and
applications. A systematic literature review assessing the current state of research of the use
of VGI as a source of information for disaster management is presented by Horita et al.
(2013). Their research shows there is an increasing body of knowledge of VGI and the way it
can improve disaster management. They also point to gaps in the use of VGI in the research
area of “preparedness” and “recovery”, as well as the need for more robust case studies and
experimental research to support this promising filed.

1.2 Crowdsourcing

Crowdsourcing is a new, online-based, way of outsourcing that relies on large and undefined
networks of people taking advantage from their collective intelligence. The term
crowdsourcing — combination of two words “crowd” and “outsourcing” — was first defined by
Jeff Howe (2006) in 2006 in the Wired Magazine as “the act of taking a job traditionally
performed by a designated agent (usually an employee) and outsourcing it to an undefined,
generally large group of people in the form of an open call”. According to Surowiecki
(2004), these large groups of people are able to generate results above and beyond what
a single individual could ever accomplish.

Since Howe’s definition, different crowdsourcing definitions, categories, dimensions, and
typologies have been discussed in the literature: Doan et al. (2011), Schenk and Guittard
(2011), Geiger et al. (2011), etc.

After analysing 40 existing different definitions of crowdsourcing and considering some
specific aspects of the crowd, Estellés-Arolas and Gonzalez-Ladron-de-Guevara (2012) have
proposed an integrated, exhaustive and global definition of crowdsourcing which covers the
majority of existing crowdsourcing definitions. According to them “crowdsourcing is a type
of participative online activity in which an individual, an institution, a non-profit
organization, or company proposes to a group of individuals of varying knowledge,
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heterogeneity, and number, via a flexible open call, the voluntary undertaking of a task. The
undertaking of the task, of variable complexity and modularity, and in which the crowd
should participate bringing their work, money, knowledge and/or experience, always entails
mutual benefit. The user will receive the satisfaction of a given type of need, be it economic,
social recognition, self-esteem, or the development of individual skills, while the
crowdsourcer will obtain and utilize to their advantage what the user has brought to the
venture, whose form will depend on the type of activity undertaken”. An addition to this
definition, Brabham (2013) contends that only online projects should be termed
crowdsourcing.

In compliance to them Saxton et al. (2013) define three key elements intersecting in web-
based crowdsourcing which are, according to them, the crowd, the outsourcing model, and
advanced Internet technologies. By their definition, “crowdsourcing is a sourcing model in
which organizations use predominantly advanced Internet technologies to harness the efforts
of a virtual crowd to perform specific organizational tasks”.

Different types of crowdsourcing has been described for example by Halder (2014), who
states that different types of crowdsourcing have expanded rapidly allowing citizens to
connect with each other, governments to connect with common mass, acquiring information
quickly and participating in issues that affect citizens. The increased use of crowdsourcing
platforms and the positive development of crowdsourcing help common people to become
more active and informed citizens. That is why crowdsourcing has been extensively studied in
the disaster management domain, especially for crowdsourcing disaster data collection and
analysis.

2 CROWDSOURCING: THE POWER OF COLLECTIVE
INTELLIGENCE

In recent years, researchers have stated that large groups of people can perform as well or
even better than individual experts. Surowiecki (2004) argued that groups with certain
characteristics are almost certain to produce useful results, and named this collectively
produced intelligent behaviour the “Wisdom of Crowds”. One example of crowdsourcing is
open source initiative in which a crowd of people contribute to one joint effort, frequently
generating a solid product. Probably the best known case is Wikipedia — collectively created
encyclopaedia (Vivacqua & Borges, 2012). Another well-known example is Linux, one of the
best known open source systems ever written.

According to Segaran (2007), the amount of data available has extended greatly with
increased online participation, and it is possible to make use of this data through the
application of artificial intelligence and data mining methods. This author adds that
harnessing collective knowledge involves combining knowledge from a group of people to
produce novel information of insight.

As mentioned above, all phases of disaster management require information. One of
challenges faced by disaster relief organizations is gathering information upon which to act.
Time is a critical factor in all phases of emergency management. Crisis management requires
a lot of information for appropriate decision making. Vivacqua and Borges (2012) believe that
by focusing the efforts of the population, it is possible to generate useful, actionable
information that can be useful for disaster managers. In their research, they reflect on different
approaches to collective knowledge for disaster relief, considering the information needs and
possibilities for collective participation in four phases of the emergency management activity,
and present generic architecture system for the introduction of collective knowledge in
disaster management.
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Through the Internet or via mobile phones, individuals may contribute information as they see
fit. Focusing these contributions is the challenge emergency managers must address to turn
this into useful information. Using Facebook, Twitter, Instagram, Flick, YouTube, SMS, or
the Web enables any citizen to quickly provide information which could be sent to emergency
respondents as they travel to the disaster location, so they would arrive at the location with
better knowledge of the situation. Sending photos or videos would greatly help the authorities
better understand the situation, without having to rely solely on individual judgment (Halder,
2014; Vivacqua & Borges, 2012).

While studying the papers dealing with collective intelligence in disaster management, it was
found that first, Vivacqua and Borges (2012) analysed the possibilities of harnessing
collective knowledge in disaster relief and presented a framework and examples of how this
could be accomplished. In the continuity of their research, first crowdsourcing support system
for disaster surveillance and response has been developed by Chu et al. (2012). This system is
focused specially on maintaining a comprehensive view of disaster sites with the help of on-
site users.

Then, Palmer et al. (2012) studied smartphones using for collaborative disaster data collection
and they created and implemented the Raven framework supporting applications for
collaboratively collecting structured disaster data on the Android OS. By leveraging machine
learning methods, Schulz et al. (2012) wanted to minimize the human efforts for turning
unstructured crowdsourcing disaster data into relevant information supporting the rescuers in
making better decisions.

Next to the authors dealing with efficiently leveraging crowdsourcing efforts to handle
disaster data collection and analysis tasks, others focus on issue if providing real-time
assistance to on-site users leveraging the collective efforts of off-site users, which is indeed
important in disaster relief. For example, Gao et al. (2011) investigated both advantages and
disadvantages of using crowdsourcing data in disaster management and brought into focus
that the crowdsourced data credibility as well as the collaboration in the crowdsourcing tasks
remains the major challenge. Following their research, Weaver et al. (2012) studied the
applications and trust issue of crowdsourced data in disaster tasks and suggested solutions,
while Yu et al. (2012) examined the efficiency of organizing off-site users’ efforts in
resolving crowdsourcing tasks and proposed a community-based crowdsourcing approach.
Based on their research, Yang et al. (2014) designed and develop a crowdsourcing disaster
support platform which can effectively support on-site rescue staff by leveraging
crowdsourcing power and achieve good usability.

We have seen that some crowdsourcing platforms had already been designed. However, all
authors agree on the fact that there is a need for further research.

2.1 Crowdsourcing Tools for Disaster Management

We have seen that mobile technologies and social media have transformed the landscape of
emergency management and disaster relief by enabling disaster affected citizens to produce
real time, local information on critical events. That is why the growing interest on how to
leverage social media for disaster management comes as no surprise, nor the number of
platforms and tools that aim at making sense of this vast amount of crowdsourced data for
emergency management and response (Poblet, Garcia-Cuesta, & Casanovas, 2014).
According to Poblet et al. (2014), the velocity, variety, and volume of social media
information — as a particular type of big data — can be leveraged in all phases of an emergency
management lifecycle. Increasingly, emergency organizations are embracing social media and
mobile applications to issue alerts and provide updates for incidents.
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Poblet et al. (2014) review a set of online platforms having in common the use of data
generated and processed by large numbers of citizens via social media and social networks
that have been applied in the area of disaster management so far. These authors also propose
taxonomy for its categorization. By offering a general overview of technological solutions
that are currently applied in the area of emergency management they present 25 different tools
(16 disaster management platforms and 9 mobile applications) already available in the
disaster management domain. They have classified them by establishing a set of dimensions
related with the four main characteristics of the tools which are: the phase of the management
disaster cycle where it better applies to, the availability of the tool and its source code, the
core functionalities and the crowdsourcing role types. Poblet et al. (2014) propose following
classification of crowdsourcing tools:

Online Platforms: Sahana, OpenlIR, Ushahidi, CrisisTracker, etc.
Online apps: Geopictures, UN Assigns, FemaApp, Pushpin, Vespucci, OSMTracker, etc.

Further examples of crowdsourcing tools can be also find in research presented by Vivacqua
and Borges (2012) who demonstrate an example of FireMash — a system to report bushfires in
Australia which combines live feeds from the New South Wales Rural Fire Service (who
currently provide information on both Twitter and RSS) and pinpoints their location on
Google Map.

Aulov et al. (2014) developed the AsonMaps platform which is designated for collection,
aggregation, visualization and analysis of near real-time, geolocated quantifiable information
from a variety of heterogeneous social media outlets in order to provide emergency
responders and other coordinating federal agencies not only with the means of listening to the
affected population, but also to be able to incorporate this data into geophysical and
probabilistic disaster forecast models that guide their response actions. They demonstrate the
feasibility of the platform on the case of Hurricane Sandy, during which the platform was
successfully implemented to into the crisis management system.

Nass (2014) presents results of a project that aims at developing a smart and interoperable
computer solution for supporting emergency and crisis management fed by crowdsourcing
information. Part of this system is a mobile application that supports people in providing
information about the situation.

Another tool is CrowdHelp software platform described by Besaleva and Weaver (2013)
developed in collaboration with emergency response and medical specialists with experience
from large natural disasters such as the 2010 Haiti earthquake. This platform works on
a versatile application (accessible on smartphones, tablets and computers alike) which collects
direct feedback from its users about their medical condition, in combination with data coming
from sensors in smart devices (smartphones, tablets, laptops, etc.) and is to be used for
enabling fast response of emergency professionals to devastating events.

A more general initiative, Ushahidi is a platform for crowdsourcing emergency events, which
can be freely downloaded and installed, to allow anyone to collect and visualize information
on a given set of events. It is an open source project that enables any individual to send in
information, through the Web or via mobile phones and aggregated this information
(Vivacqua & Borges, 2012). Another open source platform, Sahana aims to support
coordination efforts in disaster situations by aggregating information sent by multiple users.
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2.2 Good Practices of Using Crowdsourcing in Disaster Management

Crowdsourcing was successfully used to aid the management of disaster in several countries.
The systematic literature review and various examples of using crowdsourcing during disaster
management are proposed in research presented by Horita et al. (2013).

In this paper, we mention the best known ones: Haiti earthquake in 2010: (Heinzelman
& Waters, 2010), (Zook et al., 2010), (Muralidharan, Rasmussen, Patterson, & Shin, 2011),
(Yates & Paquette, 2011), (Sarcevic et al., 2012), (Munro, 2013); Fukushima nuclear disaster
in 2011: (Utz, Schultz, & Glocka, 2013); South East Queensland Floods in 2011:
(McDougall, 2011), (Bruns, Burgess, Crawford, & Shaw, 2012), (Bird, Ling, & Haynes,
2012).

2.3 Limitations and Key Challenges of Crowdsourcing Use in Disaster Management

It should be noted that the use of crowdsourcing in disaster management also present
challenges to the organization in the way it allows knowledge to be managed. Yates and
Paquette (2011) claim that the accuracy of the information, which is extremely important
when managing emergency response, needs to be constantly checked and validated which
seems to be very difficult given in consideration the amount of data that are uploaded into
crowdsourcing systems.

It is also important to stress that crowdsourced approaches rely on a naive interpretation of the
situation, and that is why the expertise and training of respondents should not to be ignored.
Collective intelligence approaches may generate suggestions or guesses but they must be
weighed by experts when being taken into account during disaster management. They can be
used while making plans, but do not substitute expert knowledge (Vivacqua & Borges, 2012).

All approaches are bound to generate a large amount of information, which risks worsening
respondents’ decision-making process, as there is a possibility of information overload.
Another trouble is the reliability of the incoming information. Given that information is sent
in, and not verified in any way, there is no way to know if the information is true (Vivacqua
& Borges, 2012). Verification algorithms are needed to check on the veracity of the
information, and protocols and procedures would be necessary to disrupt coordinated attacks.
For instance, many individuals send in the same information, this can be seen as
corroboration, and that information can be considered more reliable. Alternatively,
a trustworthy source may be sent to verify some information that has just come in and that
may seem questionable.

A potential threat mentioned by Vivacqua and Borges (2012) is that coordinated groups may
launch attacks against the system, and deliberately provide incorrect information in order to
jeopardize the disaster response process.

Emergency management usually involves multiple agencies, so coordination becomes
a critical aspect of the relief effort (Llavador et al., 2006). This gets very complicated due to
the different information systems used by these organizations (Carminatti, Borges, & Gomes,
2012). Furthermore, typically all normal networks and power sources are unavailable at the
site of the disaster.

Other key challenges can be found in research by Schimak et al. (2015) who point out for
example the incentives for participation, ethical considerations or information extraction and
uncertainty.

Despite the rising popularity of communities using social media in disasters, it is still not
a normal part of mainstream emergency communications globally. To accelerate take up of
social media by response agencies, capacity building is needed. Guidelines and training
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resources are key to achieve this. According to Culleton (2015), national guidelines for using
social media for disaster resilience are important to provide guidance for emergency response
agencies.

To effectively implement a whole of community approach for using social media for disaster
resilience requires capacity building the community, providing education and information on
the role they can play in using social media for disaster resilience to help themselves, each
other and emergency response agencies (Culleton, 2015). Public education campaigns and
materials need to have social media integrated into them with simple, action oriented
information. Campaigns also need to encourage citizens to help each other by sharing disaster
information via their social networks. To encourage effective sharing of location based
information for situation awareness, citizens need guidance on key information protocols such
as adding the official #hashtag and the time when sharing warnings and enabling GPS on
mobile devices when sharing images from the scene. Moreover, to implement this whole of
community approach to using social media for disaster resilience, governments and response
agencies need to incorporate social media into mainstream emergency communications,
engage with the community as partners, capacity build the community by providing education
and information and empower them by providing the tools and platforms to help themselves
and their communities (Culleton, 2015).

3 THE CRISIS MAP OF THE CZECH REPUBLIC

Even in the Czech Republic an example of using crowdsourcing in disaster management is
found. The project is called The Crisis Map of the Czech Republic and it is a combination of
crowdsourcing and participatory mapping. It is the first Ushahidi use in on-line application for
crisis mapping in the Czech Republic.

The project of the Crisis Map of the Czech Republic came into existence on the initiative of
the Czech Television. During the floods in 2010, when vast areas of the Czech Republic were
underwater, the Czech Television launched the Facebook page to collect text, photo and
video-based reports, and experienced a massive involvement of citizens — thousands of them
used social networks to report about the current state of affairs. At that time, the processing
and verification of data was very complicated and demanding for the undermanned team of
the Czech Television. Despite some problems, the operation successfully tested a new,
unexpected role of a broadcast medium such as national television and unprecedented
operation based on crowdsourcing of crisis information from the public proved to be
successful. Since that experience, the Czech Television has begun experimenting with the
creation of its own crisis map. These experiments resulted in The Crisis Map of the Czech
Republic, which was fully deployed during the major floods in May 2013 in order to collect
information about the crisis from the first responders — people directly affected by the floods.

The Crisis Map of the Czech Republic builds on the experiences from foreign countries.
While creating a map, the experience of the Standby Task Force by one of its co-founders
Jaroslav Valich was transferred to the Czech Republic, at the end of 2010. One year later,
following the meeting between Jaroslav Valtch and Pavlina Kvapilova (CEO of New Media
Division of the Czech Television), the idea to develop a project based on the Czech
Television and the Standby Task Force experience from Haiti was formed. Ushahidi was
identified as a suitable platform for The Crisis Map of the Czech Republic (Panek, Marek,
Paszto, & Valiich, 2014).

In order to ensure that the map would not duplicate official response systems and structures,
and to provide an added value to responders as well as to potentially affected population, the
map was prepared during the expert discussions in cooperation with Jaroslav Valich

176



(collaborator and co-founder of Ushahidi international volunteer community for crisis
mapping The Standby Task Force), a representative of the Integrated Rescue System of the
Czech Republic Ludék Prudil (Director of Operational Management of the Ministry of
Interior) and representatives of humanitarian organizations (Adra, People in Need, Czech Red
Cross, Flood Control Association and the Association of Reserve Brigades of Czech Army).
The whole project is managed by Pavlina Kvapilova.

The Crisis Map of the Czech Republic was publicly announced at the official press
conference in the mid-February 2012, and since, it is ready to use and remains in the standby
regime. The map is intended to be used only in case of national or regional severe disasters,
such as major floods affecting a significant amount of population, their health and properties.
The map is activated and publicly enabled only at the moment crisis situation strikes, and
when the Czech Television and official rescue services are obliged by the law to inform
citizens. So far, this has happened twice — during the major floods in May 2013 and during
the simulation in September 2013. The activation of The Crisis Map is announced in TV
broadcasting, after that the public can freely report their observations, impressions, warnings
and advice through recommended routes.

The technological background of the Crisis Map is following: the map, using the Google Map
API as a reference basemap, is based on Ushahidi mapping platform with its plug-ins, which
are utilized as the main tool for the collection, aggregation and visualization of data and
reports. An underlying core part of the Crisis Map is Ushahidi Content Management System
(CMS), which is used for the administration of incoming reports and the entire web
application environment enabling to convert, manage, sort and filter incoming reports from
SMS messages, tweets, Facebook posts, emails, etc. Another key function of the Ushahidi
CMS is management of incoming reports and their verification, geo-localization and final
publication on the map. Additionally, CMS collects statistical data about website visits, page
views and reports, and provides various graphs and charts for visual interpretation. The Crisis
Map provides a user-friendly environment for the interested public and the system
administrators. Thanks to its open-source origin; the platform is also quite easily customized
according to what the users need or what the situation demands. A more detailed description
of technological issues is described by Panek et al. (2014).

How the Crisis Map works? In case of emergency, the system is launched on the website
www.Krizovamapa.cz as a support tool for television reporting, and its launch is announced in
the crisis broadcast of the Czech Television. If there is a crisis situation, the map opens to the
public who has a four basic ways of reporting about the crisis: reporting on the news channel
on Facebook profile of CT24 at www.facebook.com/ct24.cz; by sending Twitter messages
with hashtag #krizovamapa, by sending an e-mail report to report@krizovamapa.cz or
through an intuitive on-line form directly on the map website www.krizovamapa.cz.

Since the management of reports is completely integrated in the Ushahidi platform, all forms
of delivery of reports can be carried out within one system in the administration by several
team members at the same time.

The Crisis Map team consists of the core team members — the staff of the New Media
Division on the Czech Television and a network of volunteers that remain on standby mode
for any future activation (Panek et al., 2014). The management of the crisis map is divided
into specific workflows and teams, whose responsibilities are divided according to
information processing. All the reported information is processed by the core team and
subsequently sorted, categorized and passed to the verification team to approve reports which
are finally displayed in the map. The teams proceed in the following manner: first team sort
out the information that has nothing to do with crisis information; second team afterwards
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verify the information if possible. Members of the verification teams are trained specialists
who will try to find out if the information is true or not, and, at the same time, they will mark
“certified” or “uncertified” while entering this information into the map. The veracity of
information obtained through crowdsourcing is never 100% verified, however, as stated
Jaroslav Valich, even unverified information may have at some point value and serve at least
as a certain indication of relevance of received information. Thanks to the verification team,
it is possible to better manage the barrage of information and filter out the true from rumours,
quickly evaluate the overall situation and provide a clear visualization of crowdsourced
information. Received messages are displayed in real time on the map, and the resulting
output is a dynamic map with selectable layers. The Crisis Map is composed of two types of
layers — velocity layers and static layers such as an administrative structure, water,
contaminated sites, etc.

As Panek et al. (2014) state, the advantage of Ushahidi is that one can use it not only as the
reporting system but also as a system of early warning. The map user can define the area of
his/her interest and the system is able to send reports which are concerned with the chosen
area

The success of the Crisis Map is illustrated with examples of Google Analytics data,
according to which the map recorded 378,000 visitors and nearly 2, 5 million pages viewed
during its first deployment during the floods in May 2013. At that time, 15, 000 messages,
3, 000 reports via the on-line form, 4, 500 messages on Facebook and 9, 000 tweets was sent
by citizens. The most relevant reports were considered those from the web forms, which were
also entered directly on the map (CT24, 2013).

The Crisis Map also plays an important role after the floods. In the recovery phase, the
category “coordination assistance” was operatively added to the map, so humanitarian
organizations could provide data about where their coordinating centres are located and where
therefore citizens can turn to if they want to help with cleaning work. Thanks to Crisis Map it
is possible to effectively locate and define the supply and demand for help (Kuzvart, 2013).
According to Jaroslav Valich, one of the problems that arise in crisis situations is
paradoxically the citizens’ over activity. Those in good faith to help may disturb the
coordinated and organized help provided by the integrated rescue system and humanitarian
organizations. Therefore, the aim of the Crisis Map is also to inform citizens not only of how
coordination of humanitarian assistance and rescue operations functions, but also about how
they can get involved through the voluntary assistance (CT24, 2012).

The Crisis Map of the Czech Republic is a unique interconnection of citizen journalism,
social networking and crisis crowdmapping, which, as states Kuzvart (2013), stand on three
pillars, while first pillar is the information filtering and map use as a supplementary source of
data for both, citizens and the state, in time of crisis. The second pillar is volunteers’
coordination. The third one is an interactive creating of situational awareness of citizens who
on one hand in the context of citizen journalism supply the information into the map, and
receive them back in the aggregated and selective form, on the other hand. This is hot a loop
transfer of information beneficial for both parties is created.

The Crisis Map of the Czech Republic was established primarily for the needs of the crisis
reporting of the Czech Television, which aims at using the Internet and the social networks to
obtain information in crisis situations from their viewers and present them subsequently
through the television screen. The Crisis Map, however, is not only an effective tool for
television news, the goal is to civil processed reports serve as an additional information
channel for the services of integrated rescue system and humanitarian organizations
(Matyasova, 2012). It is important to note that the map is just a complementary option to
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report emergency events, and all activities take place in conjunction with the IRS of the Czech
Republic, whose role is irreplaceable in crisis situations. That is why citizens should thus
primarily use official emergency call numbers. According to Marek (2014), one of the project
creators, Crisis Map does not pretend to replace the IRS and spontaneously coordinate the
assistance in the affected areas; on the contrary, its goal is to be a complement to this well-
functioning system. Users can either directly report into the map or use it as an almost real-
time source of information about the crisis situation (Panek et al., 2014).

3.1 Limitations and Key Challenges of Crisis Map of the Czech Republic

As stated above, the Crisis Map, of which main purpose is to supply emergency management
in case of disaster, provides tools for crowdsources information management and its
dissemination by using new media streams.

Despite the fact that the map has shown its usefulness on three levels of availability: for the
purposes of the Czech Television, its broadcasting and topicality of news; for rescue services,
local authorities and humanitarian organizations; and for the public as the most updated and
authentic source of information, the creators of the map are aware of the need to its
improvement and constant development. The map and its deployment are still rather
imperfect since there are still some problematic issues that should be mentioned — from the
stability of servers and hardware through volunteer activation and workflow concerns to the
quality of reports.

Panek et al. (2014) observed some weaknesses of the map during its real deployment and they
point out some challenges. First of all, they call for need to involve and train more volunteers
to become members of the core team in order to ensure sufficient human capacity that can be
promptly activated. Another issue is that should be improved is overall organizational
management. Since the Crisis Map is the project governed by Czech Television, whose
priorities are aimed at their basic issues during the non-crisis time, the development of the
map is not continuous. As a result, for example, new plug-ins as well as new Ushahidi
platform updates were not added to The Crisis Map prior to its deployment during the floods,
even though they available at the time. Therefore, it is important to keep the platform and
plug-ins up to date in the future by assigning an employee of the Czech Television New
Media Division, who would be responsible for it.

Another problem is mentioned by Ruzi¢kova (2012), according to whom there is a lack of
general public awareness of the crisis mapping possibilities. From the technical perspective,
she also point out the disadvantage of complicated and user unfriendly interface of Ushahidi’s
content management system (CMS) which should be made simpler.

Finally, there is no Crisis Map of the Czech Republic mobile application so far. We believe
that the development of a specially optimized application for mobile devices that could be
directly linked to the crisis map and could simplify the direct input of records is one of the
most alarming challenges that could significantly improve the system.

4 CONSLUSION

Recent studies have reported that people tend to use their social networks to communicate and
to keep each other informed in the event of large scale emergency (Vieweg et al., 2008).
Thus, it makes sense to tap into this collective knowledge during disaster situations since
every piece of information, although seemingly unimportant, can be valuable in the case of
any natural or artificial emergency.

In this paper, it was presented that examples from crisis incidents and ongoing research
projects show that crowdsourcing techniques have a lot to offer in the field of crisis
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management. In crises situations any environmental, economic and health sector can be
affected. However, in order to obtain real-time, accurate and trustworthy information of
ongoing crisis incidents and to establish crowdsourcing as additional tool for crisis manager,
significant technological and methodological advances are necessary. As Schimak et al.
(2015) state, in principle, designing such a system is relatively simple, but in our opinion
crowdsourcing tools are like English: it is easy to develop one, but quite difficult to do it in
such a way that it optimally supports crisis managers, while at the same time attracting large
numbers of users. In summary, the ideal crowdsourcing application should be designed to
support crisis managers in managing issues related to user motivation, to mitigate privacy and
ethical issues, as well as to support a right balance between top-down and self-organization of
volunteers per design.
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CHANGE OF MANAGERIAL APPROACHES WITHIN
IMPLEMENTATION OF CLOUD COMPUTING IN SME’S IN THE
CZECH REPUBLIC

Vlastimil Bijota, Tomas$ Jani

ABSTRACT

Cloud computing has become one of the main discussion theme in the questions of company
information support. With the cloud computing new terms and technical conditions are
defined. These systems might have important impact to institutions performance. Besides the
practise in global corporates small and medium enterprises take place as sector that finds out
benefits and performance aids of that solutions. Nowadays small and medium business
solutions are common in offers of main service providers. Another question is whether we can
maximize utility that systems provide us and how to archive it even in the age generating
huge amounts of information and data.

Keywords: management, information system, information management, cloud computing,
enterprise cloud, SME

1 INTRODUCTION

In the name of research, of which the current research is concerned, is the concept, which is
for Czech academic and corporate environments relatively new, however actual. This is a
phenomenon called Cloud computing (hereinafter referred to as CC). The location of IT
infrastructure shifts to the network in order to reduce costs connected with hardware and
software that enterprises owns (Sakr et al. 2011). In average only 11% of total expenditures of
IT departments in companies is spent on development in opposite to maintenance costs
(McAfee 2011). Therefore, in the beginning it is necessary to define this term, although some
authors shared the view that there is no uniform definition (Grossmann, 2009; Voas a Zhang,
2009). In the literature thus far is mostly used definition of cloud computing from 2011:
,,Cloud computing is a model for enabling ubiquitous, convenient, on-demand network access
to a shared pool of configurable computing resources (e.g., networks, servers, storage,
applications, and services) that can be rapidly provisioned and released with minimal
management effort or service provider interaction. This cloud model is composed of five
essential characteristics, three service models, and four deployment models.” (NIST, 2011).
Authors Mell and Grance created on the basis of this definition CC's taxonomy, which has
become widely accepted in both the academic and business spheres. Model CC divided into
three main categories: SaaS (software as a service), PaaS (platform as a service) and laaS
(Infrastructure as a service) (Mell a Grance, 2011).
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Salesforce.com

Google App (Gmail, Docs,..) Software as a Service (Saa$)

Google AppEngine

Microsoft Azure Platform as a Service (Paa$)

Amazon RDS

Amazon EC2

LSRN Infrastructure as a Service (laaS)

Rackspace

Fig. 1 - Models of cloud services (Sakr et al. 2011)

Enterprises need enterprise architecture that can exactly meet all requirements in order to
reduce information system complexity. This means savings connected also with increasing
capacity and agility of the system. (Wang et al. 2012)

Somewhat simplified and more generally than NIST defines CC Furth namely as a new style
of computing in which dynamically scalable and virtualized resources are mainly provided in
the form of services across the Internet (Furth, 2010). In contrast Buyya comes with the claim
that cloud rather represents a distinct type of parallel distributed system composed of
interconnected and virtualized computing resources (Buyya et al. 2008). According to
Ferguson-Boucher is not a new technology, as it might, with regard to the previous authors, at
first glance, but for him it is a new way of delivering computing resources based on the
already long existing technologies (Ferguson-Boucher, 2011). A similar view is shared by
some other authors. For example Howie (2010).

A completely different perspective here says Sultan, who considers CC for continually
evolving paradigm which brings the promise of new opportunities for the use of computing
resources, and this for reasons still ambiguous economic-technological definition across
disciplines (Sultan, 2011). Rapidly growing computer power produces big amounts of data.
One of the opportunity is the question how to monetize those (Sakr et al. 2011).

In the current literature concerning CC are three main themes that according Trigueros-
Preciado et al. stand out above the rest. First of all, these are the characteristics and levels of
development, further technical limits and in the last row on security issues. Along with this
definition therefore draw attention to the lack of studies dealing with the CC in terms of
business perspective, particularly small and medium-sized enterprises, as business users
(Trigueros-Preciado et al., 2013). The service side of CC is defined by three main
perspectives: Efficiency, creativity and simplicity. Those three desires offer users higher
performance, better innovations and understandable system environment (Venters, Whitley
2012).

As the crucial advantage for SME‘s that CC brings considers Ghaffari return on investment,
which has never been feasible mainly because of its flexible cost structure and scalability
said. CC noticed by him and other authors aims to reduce the amount of complexity,
minimize costs, but also increase organizational flexibility (Ghaffari et al. 2014; McKinney,
2010; Sultan, 2011 etc.). Ghaffari also finds attractive CC for many SMEs due to their not so
significant amount of resources and technical expertise to set up an appropriate infrastructure
so that they can compete with their larger competitors. Compelling reasons for implementing
cloud is mentioned including cost savings, also necessary to adapt to technological
developments and retain existing and attract new clients. (Ghaffari et al. 2014). Other authors
dealing with the advantages of CC for SME's are Mohabbattalab (2014) or Trigueros-Preciado
(2013).
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Our research mainly concerns the implementation of CC's in SME‘s in Czech Republic not
only due to their importance in the economy of the Czech Republic, but it should be noted
that in terms of large corporate companies are often reluctant CC services cost-efficient
manner. Consulting firm McKinsey found that typical data centers of large corporate
companies can operate at significantly lower costs than those which would be required to
outsource some of the existing cloud services (Miller, 2009). The situation for SMEs is
different in the sense that they have resources to set up the initial infrastructure, which is
essential for the realization of the cost structure of large data centers (Marston et al., 2011).

Deemed necessary, because of my research, mention authors from the Czech Republic,
although researches on CC in the Czech Republic is still very rare.

MareSova and Hajek, who find that the emerging trends in the field of ICT are also topical in
the Czech area and among which included the right dynamics of networking and cloud
services. But rather they are dealing with the macroeconomic viewpoint specifically
developing and circumstances relating to CC for selected SMEs in the country. Taking their
survey, which was conducted in selected SME's in Czech republic (AMSP, 2011) shows that
nearly 70% of respondents have never heard of the term CC, but 92% of those who are
already using cloud services, are satisfied and appreciate flexible access to information
(Maresova a Hajek, 2014). Similar research as Maresova and Hajek have dealt Bajdor and
Lis in Poland, but in terms of quality and market certain similarities can be considered
inspirational (Bajdor and Lis, 2014).

From the Czech authors is still possible to mention Buchalcevova and Galu dealing with
ecological considerations ICT law with emphasis on SMEs. They agree with the above
authors that CC is an opportunity for SMEs, despite limited resources, experience and
knowledge, moreover, added that the adoption of CC can also mean a more economical
option in terms of energy used so far (Buchalcevova, Gala, 2012).

For other authors Strnadova, Vobornik cloud computing represents a cost-effective, adaptable
way of how to provide business services and at the same time simplify the creation and
management of cloud environments to provide cloud services, which can be a basis to support
the workload and risk sharing, mainly due to investment restrictions and allow policy pay-per-
usage PPU (Strnadovéa, Vobornik, 2014). The policy PPU as major advantage of CC identifies
and presents it as Quddus. For users constitutes a much cheaper way of using software,
because they pay only for what they use specifically and is thus the most efficient use of
resources (Quddusi, 2014). The fact that in the context of CC may not only talk about usage
computer technology notes Christensen, who sees most obvious CC usage on mobile devices
and this in future years (Christensen, 2009).

From a management perspective thus comes with the implementation of CC some changes in
the business model even in the activities of managers. Since comes a new opportunity not
only to actively work and communicate with customers, partners and vendors, while the
ability to provide relevant data, assess alternatives and far more to gain awareness of
customer behavior and market (Kepes 2014).

It should be mentioned, that with the coming trend CC naturally come and certain challenges,
presented operational and organizational issues and therefore fall within the remit of corporate
management. These challenges need to address before they are implemented cloud services.
One of the authors dealing with these processes is Flatin-Martin, who notes that in the case of
implementation of the cloud is a new service from management and will be expected to
ensure quality during the transition and subsequent expected results. It creates Cloud
management, which is facing the six challenges: versatility, scalability, automation,
interoperability, security and diagnosis (Martin-Flatin, 2014). Through the above potential
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obstacles, there are still security and legislative affairs, meaning the possible risk and must be
respected and taken into account (Anthem, 2010, Lanois 2010). Use single cloud services
should therefore be managed prudently with regard to both aspects of the matter (McKinney,
2010).

Géczy deemed essential for effective management of managerial oversight of corporate data.
With the transfer of data and services to external providers the company loses substantial
control over their timely management and storage. Necessity is so balanced approach in the
conception and use of CC, which mentions McKinney (2010), while for the manager and is
responsible in consideration of the risks and potential benefits associated with it (Géczy et al.
2012). Which fundamentally affects not only their current methods, approaches, as well as
education. At the risk arising from the lack of its own expertise in understanding the CC
points Mohabbattalab et al. In his study, since it can lead to a tendency to limit the possibility
of implementation of CC in MSP (Mohabbattalab et al., 2014).

With the above also harmonizes Dudin and Smetanine who add that including the
aforementioned lack of knowledge and skills of staff there are also managers’ fear of losing
control over their information and communication technologies, or the problem of
information security. (Dudin, Smetanin, 2011). With reduced enterprise managers’ fears,
uncertainties and fear as a way to expand CC also resonate Zhang Q, Cheng L, Boutaba R
(2010).

2 DISCUSSION

According to IDC, the amount of digitally produced data increased in years 2006 — 2011 from
0,18 to 1,8 zettabytes. That means that more amounts of data is being than traditional system
are able to store or analyse (Sakr et al. 2011). The criticism of CC is for not fully investigating
the potential of technologies (McAfee 2011). Specific solutions can also be high technology
focused instead of accepting unique business needs. Along with the implementation of cloud
based systems comes some pitfalls that can cause decrease of usability together with many
benefits (Low et al. 2011). CC industry is evolving and growing rapidly. It is quite hard to
specify the certain needs and the offer that can meet them (McAfee 2011). The understanding
of what CC is or is not becomes more problematic. Even the questions how to manage SME
company becomes more complicated with respecting different approaches.

The argument for cloud computing for organizations is a compelling one. But as Steve Arnold
said few yeras ago: ,,Organizations are conservative beasts. Furthermore, the agitation
rippling across the Web logs and Internet news services may be increasing concern among

some senior managers about the reliability, stability and security of cloud services.“ (Arnold,
2008)

3 FUTURE RESEARCH

Thus arises the potential for research and also a space for raising the skills of management in
CC for easier implementation and subsequent management of such services used. In situations
in which SMEs creates virtual enterprise networks can be defined another research challenge.
Are cloud based systems ready to be connected to another ones (Wang et al. 2012)?

Significant research opportunity takes place also in the area Health Care System. Cloud based
hospital information systems give us advantages of information access for purposes like our
health is. The question is whether current “best practices” applied in global corporations or
SMEs are reasonable enough in order to use them in medical systems with all opportunities
and threatens. Bill Schmarzo (2013) states that we have to learn how to use our data
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warehouses and defines data mining as very important term connected with monetizing them.
(Anon.2014)
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USE OF CROWDSOURCING IN TALENT MANAGEMENT

Gabriela Orlitova

Abstract

Crowdsourcing is a new concept that gradually penetrates into business management as a tool
of the future. Its use has spread quite well on the field of product development, advertising,
crisis management or knowledge management. However, it has much broader use. The aim of
the current paper is to explore the possibilities of the use of crowdsourcing on the field of
talent management. For the purposes of the paper talent management activities are divided
into three sections: recruitment and selection, staff retention and employee development.

Keywords: talent management, talent, crowdsourcing, staff retention, recruitment, employee
development

Introduction

Talent management is nowadays broadly perceived as one of the crucial activities of human
resources management. With the pressure of competition and globalization rising, the
systematic approach towards the talent management in organizations in highly desirable. In
order to reach their strategic goals, companies have to adapt to various changes - technologic,
economic, political, legal, and last but not least, demographical. The current paper focuses
mainly on transformation related to technological and demographical changes. One of new
tools that were developed due to fast technological progress, is crowdsourcing. It has proved
to be a useful tool so far, with high potential of use in various areas such product
development, marketing, crisis management or knowledge management. However, some of
the areas have not been researched yet or very little. At the same time, a new generation of
workers, so called Generation Y or Millennails, has entered the labour market. This
generation is the one who made the implementation of crowdsourcing possible; it is very
technologically and digitally skilled. By 2025 it will account up to 75% of labour. Therefore
the question asked is what other areas might be crowdsourcing used in? And how useful could
it possibly be?

It is impossible to cover the whole topic of crowdsourcing in one paper. Therefore this paper
is focused on the use of crowdsourcing on the field of talent management. First, it provides
the background of talent management introducing current and future trends. Secondly, it
introduces crowdsourcing as a new potential management tool. Third, it looks on the
possibilities of crowdsourcing use in talent management divided into three parts: recruitment,
staff retention and employee development.

Talent management

In the 1990s a group of McKinsey’s consultants launched a term ‘war for talent” (Michaels et
al., 2001), which has become one of the basic assumptions of the talent management. The
‘war for talent’ is based on the opinion that having talented people attracted and retained is
becoming gradually more difficult as a result of specific psychological contract and
demographic changes (Tucker, Kao and Verma, 2005). According to Schweyer (2010),
organizations face three main forces that cannot be overlooked. Those forces are internet,
concept of a global organization and changing demography of labour. Kwon (2014) and

191



Reilly (2008) emphasize talent management as a tool that helps to react on demographic,
social, economic changes as well as market specifications. Organizations have adopted the
idea of talent management. Also they have gradually developed a stand that without talent
management their productivity as well as development and growth are in danger. They
believe that organizations that do not implement talent management slow down their
innovative approach, lower their attractiveness for potential workers and as a result
company’s value decreases (Schweyer, 2010). Calo (2008) identified two main categories of
demographic risks that organizations have to face today. The first one is a capacity risk
referring to upcoming retirement of baby-boomer generation. The retirement of this large
numbered generation means not only a loss of a skilled workers, but also a loss of built up
knowledge and expertise that newcomers will not have. The second risk Calo (2008) called a
productivity risk. The trend of increasing age of employees in the organizations negatively
effects their productivity, knowledge obsolescence, decreasing motivation and reluctance for
self-development. Last but not least, increasing number of older workers in the organization
also increases labour costs.

Although talent management has become a phenomenon (Dries, 2013), neither academic
researchers nor companies’ professionals agree on how to define talent and talent
management. Smilansky (2005) considers only an extraordinarily capable employee with a
significant potential and impact on company’s performance to be a talent. He believes that
talent management should take into account only a small amount of key individuals aspiring
to higher and top management posts in the organization. Becker et al. (2004) perceive talent
as an individual, who is able to differentiate an organization from others and therefore
significantly influence its competitiveness. On the other hand, there are opinions that talent
management should not relate only to the small group with potential of managerial growth,
but also to specialists and experts as it is as difficult to engage and retain them in the
organization (Smréekova, 2007).

Although literature is quite clear about why talent management matters, it is much less
specific in defining it (Huang and Tansley, 2012). Definitions provided by companies’
professionals and academic researchers vary. Furthermore, neither significant number of
publications nor majority of companies that have adopted a talent management concept are
able to describe or define the central concept (Lewis and Heckman, 2006). According to
Lewis and Heckman (2006), there are three ways of interpreting talent management. First,
term talent management is often used simply as a new term for common human resources
practices. Secondly, it may be alluded to company’ succession-planning practices. Thirdly, it
generally refers to the management of talented employees.

Armstrong (2007, p. 390) defined talent management as “a use of integrated set of activities
to ensure that the organization attracts, retains, motivates and develops the talented people it
needs now and in the future.” Warren (2006, p. 26) stated that “in the broadest sense, the term
can be seen as the identification, development, engagement, retention and deployment of
talent, although it is often used more narrowly to describe the short and longer-term
resourcing of senior executives and high performers.” Compared to these broader definitions,
Collings and Mellahi (2009) introduced talent management in a more specific way. They
understand talent management to be “strategic activities and processes that involve the
systematic identification of key positions which differentially contribute to the organization’s
sustainable competitive advantage, the development of a talent pool of high potentials and
high-performing incumbents to fill these roles, and the development of a differentiated human
resource architecture to facilitate filling these positions with competent incumbents and to
ensure their continued commitment to the organization.” (Collings and Mellahi, 2009, p. 2).
Dries (2013) emphasizes that most of the authors see talent management as a part of general
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organization’s human resources management. However, some authors perceive talent
management as a mindset. As a result, those authors enforce talent management to be an
important part of an organizational culture.

Horvathova (2010) presents number of situations that talent management might be a suitable
solution for. Talent management might help if

- the organization face difficulties when filling the key positions

- there is a lack of qualified people either in the organization or on the labour market in
general

- organization is able to attract new talented employees but has trouble retaining them

- there is a undesirable fluctuation in the organization

- organization is not successful in finding enough opportunities for further employee
development within the organization

- there is a organizational restructuring expectation

- etc.

The main asset of a properly set and applied talent management is a condition where talented
workers contribute greatly to the execution of the strategy and objectives of the organization.
Other benefits may be a decrease of fluctuation costs, decrease of costs related to a
recruitment of new employees and their adaptation, increased organization’s attractiveness
towards potential workers, consistent succession planning for key positions, better use of
employee potential, developing and promoting employees from internal resources, better
functioning motivation, minimization of losses associated with unoccupied key position etc.

With the increasing influence of globalization and internalization of businesses, the new term
of global talent management appeared (Al Ariss & Cascio, 2014). According to Vaiman and
Scullion (Vaiman & Scullion, 2012) global talent management “includes all organizational
activities for the purpose of attracting, selecting, developing, and retaining the best employees
in the most strategic roles on a global scale.” Authors also emphasize that global talent
management responds to differences in organizations’ global strategic priorities as well as
cross-cultural differences (concepts and opinions on how talent should be managed in various
countries where the organization operates).

All along the globalization and internalization it is necessary to take into account a fast
development of information and communication technologies (ICT). Even though it may not
be clear at first sight, besides other areas ICTs have an impact on talent management as well.
The trend of development of a supportive HR infrastructure and an increasingly sophisticated
technology has penetrated the field of talent management and has led to a more customized
approach to talent management (Cantrell and Smith, 2010).

Crowdsourcing

Crowdsourcing is an organized activity taking place in the online environment that uses a
collective intelligence (that is an ability of a group of audience to find better problem solution
than an individual) with the use of a modern information and communication technologies. It
is a new, online way of outsourcing. The term crowdsourcing was created as a combination of
words crowd and outsourcing. It was first defined only in 2006 by Jeff Howe (2006) as “the
act of taking a job traditionally performed by a designated agent (usually an employee) and
outsourcing it to an undefined, generally large group of people in the form of an open call.”
However, according to Halder (2014) crowdsourcing was known much earlier and originally
it did not relate on the use of internet or ICTs. He maps the historical development of
crowdsourcing from the 18" century when the British government first used crowdsourcing
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for a maritime chronometer development. Other known crowdsourcing cases are for example
development of Toyota logo (1936) or design of Sydney Opera House (1957).

Nowadays most authors agree that crowdsourcing is directly linked to the internet (Vivacquu
and Borges, 2012). The most up-to-date and accurate definition of crowdsourcing integrating
various aspects was provided by Estellés-Arolas and Gonzalez-Ladron-de-guevara (2012),
who described crowdsourcing as “a type of participative online activity in which an
individual, an institution, a non-profit organization, or company proposes to a group of
individuals of varying knowledge, heterogeneity, and number, via a flexible open call, the
voluntary undertaking of a task. The undertaking of the task, of variable complexity and
modularity, and in which the crowd should participate bringing their work, money,
knowledge and/or experience, always entails mutual benefit. The user will receive the
satisfaction of a given type of need, be it economic, social recognition, self-esteem, or the
development of individual skills, while the crowdsourcer will obtain and utilize to their
advantage what the user has brought to the venture, whose form will depend on the type of
activity undertaken.”

When used, crowdsourcing provides quite broad scale of benefits. First of all, crowdsourcing
provides an access to the enormous knowledge potential. Shao et al. (2012) state that thanks
to crowdsourcing organizations may gain benefits of multiple solutions, shorter research and
development time, reduced costs and solutions of higher quality. The process is also speedy
and is cost less in terms of time and money (Premnath and Nateson, 2012). (Wexler, 2011))
emphasizes that crowdsourcing attracts hobbyists, amateurs and enthusiasts who are
interested in the topic.

At the same time, researchers point out some of possible problematic issues related to
crowdsourcing. Shao et al. (2012) found that there is a relatively low satisfaction of seekers
with crowdsourcing platforms, mainly because of the small number and low quality solutions.
Therefore it is essential to determine factors which influence the quantity and quality of
solvers participating in the projects in order to attract more high-level solvers. Other
challenges occur during the realization of the crowdsourcing projects in terms of adequate
project management ((Hammon & Hippner, 2012). Premnath and Nateson (2012) also state
that crowdsourcing is not a good option to go with if the problem is ambiguous and diffused
as in that case it creates even more confusion and often turns the focus away from the real
problem. Also, crowdsourcing has only limited use when the problem is of secretive nature.
Premnath and Nateson (2012) also emphasize that crowdsourcing as a form of social
networking “is a boon but sometimes it turns into a bane when the privacy is affected” as it
may lead to quite antisocial activities and possibly later needed legal intervention.

Although crowdsourcing has its pros and cons, its use has spread into a various areas of
business and management. It is used for example in marketing (advertising, product
development, branding), financing (crowd funding, public offers, micro financing),
production management, technologies or corporate and social responsibility management. It is
also partially used in human resources management as organizations are very careful and
often conservative when implementing a new tool regarding their people.

Possibilities of crowdsourcing use in talent management

As it was previously said, it is quite difficult to define talent management. For the purposes of
the paper, the author decided to divide talent management activities into three parts:
recruitment and selection, staff retention and employee development.
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Recruitment and selection

Out of the chosen parts, recruitment and employee selection is the one most explored in
relation to crowdsourcing. As one of the main task of human resource management is to select
a right person for the right job, crowdsourcing is a suitable tool for recruiting the right men in
modern days (Premnath and Nateson, 2012). Gillespie (2012, p. 17) states that “organizations
that tend to be more successful are those that focus on what it means to acquire and
assimilate new talent into their workplace.” It responds to the need of new talents as a respond
to the demographical changes (Calo, 2008). "When the older workers retire, and you haven't
been successful attracting young people, you'll be in a bind" added Gillespie (2012, p.17).
What does the process of recruitment via crowdsourcing looks like? Usually an assignment is
given to a public. Public later recommends the suitable candidates to the companies
(Premnath and Nateson, 2012). Assignments vary based on the industry and position being
filled. The process takes place in the online environment where participants submit their
outputs (ideas, proposals to a given problem etc.). By providing human labors from a cloud or
virtual pool it creates a significant value to the company. The process itself is cost effective as
well. Wu (2014) emphasizes another important point: if someone does not know the solution
to the given task, “he or she is not going to fake expertise in order to answer a question” (p.
25), but rather will not participate in the challenge at all. At the same time, thanks to the
massive number of participants that crowdsourcing is able to reach, there is more than
satisfying pool to choose the best talents from. Business leaders are even able to subscribe to
a service that “provides access to numerous competencies that the organization never acquire
on its own or bring into its core” (Rivera, 2014). Talent sourcing then becomes fairly
manageable part of strategic workforce planning. As a result, crowd sourced recruitment is
perceived as an effective method and the future for talent acquisition.

Staff retention

Once company finds a talent, it stands in front of another challenge. How to keep the
employee? There are plenty of theories on employee motivation, satisfaction and rewarding
from various authors (Armstrong, 2007). Crowdsourcing may be perceived as a new tool that
fits into those schemes and helps to pursue the desired status.

Workers of generation Y and younger demographics prefer fast feedback, open access to
information, teamwork and participation in decision-making process when a change is
adapted. They want career development, faster promotions and more responsibility (Corsello,
2013). They also behave with less privacy and decorum, compared to previous generation of
Baby boomers and Generation X (Wu, 2014). They are also technologically skilled and are
not afraid to communicate online. In fact, they expect a freedom to use social media and
social collaboration tools (Corsello, 2013). All of these are proved to motivate them. And as
crowdsourcing meets all these requirements, it seems to be a fitting tool for staff retention. It
can be also used for a performance reviews as it takes place online and often in a real time. It
may help to increase organization’s effectiveness and efficiency (Wu, 2014). As Jonathan
Trichel, principal of Deloitte Consulting, stated, “Crowdsourcing is the art of tapping a broad
set of people collaborating in a purposeful, structured, social platform to solve business
problems ranging from high volume, low value tasks to challenges requiring sophisticated,
highly specialized skills” (Coy, 2014).

As growing number of organizations uses an internal information system, the implementation
of crowdsourcing should be rather straightforward. The problem is most of the companies still
uses their internal information system only as a storage for hard data or projects’evidence, and
not as a communication platform. The transformation will take its time, however, experts
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predict that many traditional HR practices need to change in order to build new systems of
work that create adaptability, innovation and speed, and foster expertise, collaboration and
descision-making (Corsello, 2013). In other words, crowdsourcing can help organizations
build, engage and foster communities of workers that can be used effectively for recruitment
and branding (Shegrill, 2014). .

Employee development

Originally, crowdsourcing was designed as an outsourcing of a certain problem to a group of
individuals outside the organization. However, with the raising importance of information and
communication technologies in the life of organizations crowdsourcing can also be used on
the internal basis, especially in global corporations (PwC, 2011). Although the area of
employee development with the use of crowdsourcing is not well researched yet (Cantrell and
Smith, 2010), author proposes possible way of use.

Crowdsourcing can be an effective part of e-learning. A struggle of older e-learning platforms
it that they are static, serve mostly as a storage for study materials and participants cannot
cooperate or discuss the topic or problem in a real time. The idea and technology of
crowdsourcing changes this approach. It has been successfully used worldwide on the
platforms of massive online open courses (MOOC). The most known MOOQOC platforms are
Coursera, edX or Udacity. MOOC are open to public and usually last from six to twelve
weeks. Courses consists of online lectures, study materials to read, quizzes to complete, tasks
to solve, discussion with other students and collaboration. The interesting part is that
completed tasks are often reviewed by students themselves, the crowd. Some courses take it
even further and students vote for the winner of the problem-solving task, which supports the
opinion of Premnath and Nateson (2012). They say that one of the principles of
crowdsourcing is democracy and the right of people to vote for the best.

The MOOC principles are well adaptable to a company’s needs. Changes would be needed in:

- Target group. It would not be open to public, but accessible only to certain employees.

- Content of courses. As it would follow a different strategy that should answer to talent
management and workforce planning, there would probably be a fixed structure of
follow-up courses provided to employees.

- Expert trend. As Calo (2008) stated, with the older generation retiring there is an
increasing need for new experts. Crowdsourcing learning platform could be useful
when transferring the knowledge and expertise to younger workers.

- Innovation. With the tasks given to employees within the studied course, there is a
high probability of innovation appearance. At that point, effective organizational
knowledge management is needed so the drawn innovation could be stored and used.

Crowdsourcing learning meets new trends in education, is appropriate for global companies,
offers certain customization and builds up a community of workers with the same interest and
expertise. People in general tend to engage with their colleagues and friends through social
networks (Shergill, 2014). Corporate social networks work the same way as it leverages both
professional and personal relationships. Implementation of crowdsourcing into a corporate
employee development offers an enormous potential, however the transformation will require
its time.

Conclusion

As a respond to demographic and technological changes, there has been a new developed
concept of crowdsourcing. It will be a growin tool across many industries in the future.
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Although it has penetrated various fields already, many of them need further research to prove
how effective crowdsourcing may be.

In this paper the author has introduced the possibility of crowdsourcing use on the field of
talent management. First, the author presented the role of crowdsourcing in recruitment and
employee selection, where crowdsourcing has become quite used and effective tool already.
Secondly, possible use of crowdsourcing in staff retention was presented as it responds well
to current demographic changes. More academic work needs to be done to relate
crowdsourcing more closely to various motivational theories and it is an intention of an author
to dip deeper into the topic. Thirdly, a proposal of crowdsourcing use in employee
development was presented in relation to already known model of massive online open
courses. Different point of approach was taken at this point, however, further research would
need to be done in order to prove the efficiency and functionality of the suggestion.
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THE STRATEGIC MANAGEMENT SYSTEMS AND STRATEGIC
CONTROLLING SYSTEMS IN CZECH INNOVATIVE COMPANIES

Jiri Beran

Abstract

This paper deals with the strategic management and strategic controlling system in companies
operating in the market areas where frequent innovations are crucial for long term success.

It contains the results of own survey carried out in the selected Czech companies. The method
of structured interview with owners or top management members was chosen for research.
The interview questions deal mostly with ways used by the companies so as to create and
maintain the strategic management system on dynamic markets. The information derived
from the structured interview is compared with the economic results of company.
Consequently, the relations between inputs and results are found.

The results indicates the positive relationship between presence of strategic management
system and the value creation, as well as the importance of the position of its sponsor at the
corporate hierarchy.

Keywords: strategic controlling, strategic management, innovative companies

1 INTRODUCTION

In recent years, we can observe that the changes are coming more frequently than before. Not
only changes related to our private lives, but even more changes in the business and economic
environment.

There are companies riding a wave of these changes. And there are companies negatively
affected by them. Even in the Czech Republic there are many companies doing their business
in fields that have been changing extremely quickly. Some of them are more and some of
them less successful.

The aim of this article is to:
e Outline the issue of strategic management of innovative companies generally
e Present the results of own research
e Put these results in context of their business performance
e Observe the differences between various ways of strategic management
e Provide with conclusion based on research results
2 THE THEORETICAL BACKGROUND

The strategic management is defined by various authors differently. For this paper we use this
definition (Nag, Hambrick, & Chen, 2007):

,»The field of strategic management deals with the major intended and emergent initiatives
taken by general managers on behalf of owners, involving utilization of resources to enhance
the performance of firms in their external environments.*

It has to be mentioned, that this is not the only valid point of view.
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Some authors are giving emphasis to alternative explanations of strategic management,
possibly based on military history of the theory of strategy. Synek (Synek & Kislingerova,
2010) highlights that the word “Strategy” is based on Ancient Greek “Strateg”, which means
surprising gumption or a trick. “Defeating of competitor is the basic target. In the economic
area it means the obtaining of comparative advantage of one subject over another one. This
also creates the basic difference between the strategic and long-term (or conceptual)
management.”

It is defined by Kovar (Kovar, 2008) similarly. “The real strategic management and the real
strategic operations are based on non-indifferent relation and negative way of connection
between at least two subjects. The main aim is liquidation or absorption of competitor”.

However, the research presented in this paper deals with the system used by companies for
practical strategy management. It doesn’t examine why the companies are managing strategy,
it examines how they do it.

Primarily, it checks whether companies have some strategic management system, who is the
person moving it forward, and which groups of measures are included.

These groups are based on Balanced Scorecard methodology. Balanced Scorecard is a
publicly available methodology for Strategic management in organizations. Its authors
(Kaplan, 1996) designed it because they felt the demand for tool, that could easily (and at the
same time complexly) manage the organization in accordance with its vision. They work was
motivated by observation of the situation in many organizations, that had no strategy, and
even if they had, it was rather formal then effective and didn’t contain any measures.

Nowadays, Balanced Scorecard is a theoretically well-established methodology, reviewed,
criticized and amended by many authors in Czech Republic (Vysusil, 2004) or globally
(Horvath & Partner, 2007).

Simply put, the strategy defined in accordance with the Balanced Scorecard methodology
contains following basic parts: company vision, objectives in perspectives, measures assigned
to these objectives and a set of so called strategic actions related to these objectives. Since the
objectives (or measures) are supposed to be connected by cause and effect relationship, the
form describing strategy is called the Strategy map.

In this paper, Balanced Scorecard is used as a base for a Strategic management system
definition.

3 MATERIALS AND METHODS

The research was carried out from 2011 until 2014. It was based on quite detailed inspection
of 18 technology companies in the Czech Republic, consequent fulfillment of structured
questionnaire with respondent and comparison its results with real financial performance of
companies.

3.1 Companies in research
Following companies are included in the research:

2N (2N Telekomunikace, a.s.), Advanced Materials (Advanced Materials - JTJ s.r.0.), Cigler
software (Cigler software, a.s.), CKD Elektro (CKD ELEKTROTECHNIKA, a.s.), Ella CS
(ELLA-CS, s.r.0.), Etnetera (Etnetera, a. s.), Jablotron (JABLOTRON, s.r.0.), LMC (LMC
s.r.0.), Meopta (Meopta - optika, s.r.0.), Ryor (RYOR a.s.), Software 602 (Software602 a.s.),
Sprinx Systems (Sprinx Systems, a.s.), Tescan (TESCAN ORSAY HOLDING, a.s.), Tokoz
(TOKOZ a.s.), TOS Varnsdorf (TOS VARNSDORF as.), TYC (Strojirna Tyc, s.r.o0.),
Unicorn (Unicorn, a.s.), Zd’as (ZDAS, a.s.)
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This means there were 6 companies from IT industry, 3 from medicine/pharma/chemistry
industry, 4 from hi-tech optics and electronics and 5 companies from machinery industry.

3.2 Respondents

The research information was received during interviews with the companies’ representatives
— active managing owners, co-owners or general managers and members of management
participating directly in the top management.

3.3 The form of questioning

The dialogues were conducted in a structured manner and usually took from one up to three
hours, since the structured interview was accompanied by non-structured explanation and
specification. The dialogues were conducted directly in the researched companies and were
mostly combined with interesting show-round inside the companies - in the areas of
production, administration, research and development.

3.4 Structure of dialogue

The respondents were asked, among other, the questions listed below. Given the differences
between companies and respondents (in terms of terminology, scope of activity, fields of
greater focus) and also the context of dialogues, some questions were adjusted to some
respondents. In some dialogues several questions were omitted entirely — that was because in
reference with the pieces of information previously obtained the answers were evident.

As an additional source of information the data from publicly available sources was used.
These questions covered following topics:

Form and content of the strategy set

Structure and content of company strategic performance indicators

Way of communication of the strategy targets and indicators to employees
Satisfaction/dissatisfaction of employees with the measurement system and
productivity monitoring

e Technique of providing data for measuring the KPI

e Software used for the strategic management

3.5 Comparison with real financial performance

The results of dialogues provide with a view on how the companies are strategically managed.
However, the question is whether this management is successful or not.

In this paper, the publicly available (“Justice.cz, the official web of Czech justice,” 2015)
balance-sheet and profit and lost statement was analyzed and the performance evaluated.

Based on these statements the value creation was recognized. The value creation is calculated
as the difference between companies ROE and the opportunity costs of capital. These
opportunity costs were taken from publicly available statistics (“Benchmarking diagnostical
system of financial indicators INFA,” n.d.).

The company creates value in case its ROE is higher than the opportunity costs of the capital.
4 RESULTS

4.1 Presence of strategic management system and its impact on value creation

The first evaluated issue was the presence of strategic management system.

Since the strategic management systems in companies are very variable, for the purpose of
this text the existing strategic management system (in some form) it is supposed to contain:
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e A set of objectives
e A set of performance indicators
e A set of plans or projects ensuring achievement of objectives

It is clearly visible that this description references the Balanced Scorecard. However, the
Balanced Scorecard terminology and Balanced Scorecard methodology are not really
widespread among the Czech managers, so the definition mentioned above is more general.

Number of companies according to the presence of systematical strategic
management

O System of strategic management present

B System of strategic management missing

13

Img. 1 — Strategic management systems in companies. Source: Author

From the researched companies, 13 declares presence of strategic management system and
one of them specifically uses the Balanced Scorecard methodology. The question is, why 5 of
them do not have it. The respondents from these companies mostly declared, that they do not
need any strategy, since: 1) Strategy is not relevant for anybody except of owner, who keeps it
in his mind 2) Strategy is too rigid in the fluctuating business world 3) Strategy is a constraint
limiting people’s creativity and activity.

It can be understood that there are valid arguments against strategy system creation and
maintenance. Besides the reasons mentioned above, this is also very time consuming and
consequently expensive — since most of activities related to strategic management systems are
done by top managers with relatively high staff costs.

Strategic management presence vs value creation

System of strategi t ' |
ystem of tfalegic managemen A

System of strategic management ., '
missing ,

0% 20% 40% 60% 80% 100%

m No value creation mBValue creation

Img. 2 — Impact of strategic management on value creation. Source: Author

However, comparison of financial performance of both groups of companies confirms the
expectable fact, that the presence of strategic management system brings higher financial
performance. This result corresponds to the findings of other researchers (Hoque & James,
2000).

Unfortunately, it should be said that not only some companies do not have strategic
management system, but even managers from companies that have it do not pay too much
attention to it. They do not focus sufficiently on creating, updating and publication of it. It
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would be difficult to statistically prove this fact, but it was generally admitted by the
respondents during the dialogue.

It has to be also mentioned, that no company in research has any system of presentation or
publication of strategy inside the company. Some of them occasionally present some info
about strategy and its fulfillment on meetings or, as mentioned by many managers, on the
Christmas party.

This practically means that the strategy is often kept inside the top management team. It is
obvious that this situation strongly eliminates the important role of strategy sharing, that
should bring a lot of synergy to company. The positive impact of strategy sharing is also
proved, even in innovative companies. (Pearce & Ensley, 2004)

4.2 Main sponsor of strategic system implementation and its impact on value creation

The situation in a company can be observed and evaluated. But it should be also seen who the
person taking care about the strategic management in a specific company is. It is mostly the
highest manager. However, in 7 companies it is someone else — someone with weaker
decision making power. In these companies it was quality manager, financial manager,
combination of more people or, in one case, no one.

When compared with the results above, it may look surprisingly that despite there are only 13
companies having strategic management system, here is declared that the strategy is pushed
by someone in all companies. This is because in the previous subchapter the strategic
management system was defined as the set of elements (objectives, plans, indicators).
However, in this subcharter is examined who is the person, who takes care about the strategy
— no matter how much is the system mature.

Who is the main sponsor of strategic management

OCIO or owner

m Other people, cooperation of more people,

11 nobody

Img. 3 — Main sponsor of strategic management. Source: Author

The results show that the strategy is not pushed forward by the most powerful person in
hierarchy in 7 companies. In this group the ratio of companies generating value is lower.

This was, in interviews, mostly explained by the fact that only the highest manager has
enough power to continually keep and push forward the long-term, continuous process of
strategic system implementation. The importance of highest manager active acting in this area
was repeatedly highlighted by respondents, as well as it is mentioned by theoretical resources
(Kaplan, 2006).
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Strategic management sponsorship vs value creation

Other people, cooperation of more ;
people, nobody Y7,
CIO or owner AASSSSASS AL A AL
0% 20% 40% 60% 80%  100%

m No value creation #Value creation

Img. 4 — Impact of sponsorship on value creation. Source: Author

One interesting result should be mentioned here. Except of the results presented above, more
than 50 other parameters of companies were analyzed. This information covered not only
strategy management, but also the methodologies of innovation management or HR
approaches.

These parameters were analyzed by the datamining tool — MS SQL Analysis Services
approached by MS Excel 2013 add in. This tool evaluated all parameters provided to it and
analyzed its impact on value creation, and detected the sponsorship of strategic system
implementation as the most relevant factor for value creation. The second one was the
presence of strategic management system.

4.3 Perspectives covered by strategic controlling
The strategic controlling system has also been the subject of the research.

The respondents were asked about the areas that are regularly checked at the strategic
management level. Again, these areas approximately equal the Balanced Scorecard
perspectives.

Perspectives strategicaly controlled

Finance [N

Customers

Internal processes i

Learning and growth [ 1 |
0% 20% 40% 60% 80% 100%

W Strategicaly observed and evaluated
B11n some of the departments
O Strategicaly not observed and evaluated

Img. 5 — Strategic management systems in companies. Source: Author

All companies are checking financial indicators. In fact, this has to be done because of the
mandatory obligation to keep accounts. The companies only use the simple indicators (like
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profit, revenues...) but they do not use any sophisticated evaluations like EVA, MVA, INFA
etc.

3 companies do not check indicators related to customers satisfaction with company, its
behavior and its products, the rest of companies does. The ways of observation differs
depending on the type of industry. Companies providing complex, large projects visit the
customers frequently and ask about their satisfaction. On the other hand, other companies
focus on statistical evaluation of big data provided by large number of (relatively small)
customers. For example Cigler software uses the statistically evaluated customer’s feedback
as the main base for the evolution of their key product Money.

The internal process performance is checked by most companies, but it is difficult to compare
it because of different industries. In some companies (Unicorn, Sprinx systems, Tyc)
primarily project related indicators are checked. On the other hand, in companies more aimed
at production like Meopta, Ryor, Tos, the indicators are more focused on processes.

The most difficult aspect to measure is definitely the lowest perspective — the perspective of
learning and growth. Measuring of its indicators is complicated due to the “softness” of the
area where people, their skills, motivations and abilities are handled.

The respondents admit that they mostly measure the easily measureable indicators — like
formal education, fluctuation, certifications, work safety etc.

They are aware of the fact that this is not sufficient — because these indicators do not reflect
the most important capital of innovative company — the creativity, the ability to act quickly,
the deep technical knowledge, the ability to work in a team.

Anyway, it has to be said that in spite of some attempts there are very few methodologies
sufficiently handling measurement of this parameters.

When describing the indicators controlled by companies at the strategic level, it should be
noted that none of the researched companies analyses the logical connections between
measures or between objectives.

As mentioned above, this means the companies can not sufficiently look for the causes of
problems.

5 Discussion

There is a large number of publications demonstrating the importance of systematic strategic
management.

However, this issue is not examined enough in the rapidly developing area of innovative
companies in the Czech Republic.

This study confirms, that even in this area companies can benefit from the strategy in case it is
systematically handled.

The limits of this study have to be mentioned. The research was more qualitative than
quantitative, examining not only facts, but also reasons. This approach is very time
consuming which limits the number of companies. This number cannot be big enough to draw
universal conclusions.

Further research should cover larger number of companies, but it has to consider that the
systems, approaches and even terminologies used by companies in the area of strategy
management are very variable, which brings high risk of misunderstanding or
misinterpretation.
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6 CONCLUSION

The presented study demonstrates that not all of Czech innovative companies manage their
strategies systematically enough. Some of them even lack strategic objectives, measures or
action plans.

However, comparison of companies with and without this system confirm the assumption,
that presence of strategy results in higher performance defined as difference between ROE
and opportunity costs of capital.

The study also demonstrates the importance of strategic management system implementation
and maintenance sponsorship. This factor, sometimes neglected, seems to be really important
for successful strategy implementation.

The system of strategic level performance indicators is the integral part of strategic system.
However, the companies focus more on the financial and internal process performance
indicators than on the customers or learning and growth indicators and they overlooked the
importance of cause and effect relationships between indicators.
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NETWORK OF COMPANY STORES AS A MARKETING TOOL

Petra Pupak Waldnerova

ABSTRACT

Using the right marketing tools should make your brand special — different from the others.
How about using a company store as a marketing tool? Marketing tool is a mean of
communication with a customer and a customer plays the most important role in each
business.

Selling your products, keeping in touch with the customers and promoting your brand — all
together. Where should be the company stores situated to catch the customers? Nowadays, the
trend says that people spend their time in shopping centres. Everything situated in one place —
shops, services, leisure time activities, playground, etc. Seven days per week, open from the
morning till the evening, no matter what’s the weather like. Locate a company store in a
successful shopping centre should be also the way how to promote the brand and get people
know about your products. Doing marketing research helps companies to know where do their
customers buy their products, where do they spend their time and which marketing tools play
the important role in communicating with them. Asking the right question in marketing
research can help them to use the right ones.

Keywords: Marketing, marketing tool, shopping centre, customer, company

1. INTRODUCTION

History of shopping centers dates back to the distant past. First of all, a large shopping center
is regarded as Grand Bazaar in Persian Isfahan, whose foundation is dated in the 10th century.
It consists of two km covered street, which is filled with shops on both sides. Mentioned
arrangement was later named a shopping mall. One of the largest shopping centers boom
occurred in the 15th century, when the first shopping malls were opened in Europe.
Since the mid-19th century Paris was just a model for the world, which has built halls and
passages with a glass roof.

One of the first real commercial centers was located in Burlington Arcade in London, the
establishment of which was in 1812. Followed Westminster Arcade in American style from
1821 in Rhode Island in the United States. In 1860 was established Milan's famous Galleria
Vittorio Emanuelle Il. Russian GUM shopping center was built in the capital on Red Square
in 1893.

Since the time of the interwar period were shopping centers in Germany very popular and this
trend continues until today. The largest development of shopping centers in Europe came in
1967, when the Brussels-based International Organisation Business and urban planning,
which defined the principle of the development of shopping centers in Europe.

During this period in Europe, built the first regional shopping centers in the meadows and at
the same time had run the construction of suburbs and city centers. Regional shopping centers
accounted for relatively large objects, mostly single deck. Near the house is a sprawling
parking. The heads of regional shopping centers, which were created in the 60s, a regional
shopping center Main Taunus Zentrum built at the intersection of highways near Frankfurt am
Main to enlarge and to the end of the 80s was the largest in Germany. At the end of the 60s
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opened the first indoor shopping centers in Scandinavia. The first shopping centers as we
know them today, originated in northern Europe. The reason was probably low temperatures
and short days. Known as shopping centers in Stockholm, Copenhagen and Helsinki.

In 70 years there has been construction of large multi-storey buildings. The motto of shopping
centers since been "shopping as an experience." The centers are equipped with air
conditioning, greenery, customers have found the staging area. The biggest advantage,
however, was to offer a wide range of opportunities for shopping, dining options, services and
entertainment. In some shopping centers were placed hotels and cultural facilities - sought to
extend the time to use these centers. In our vicinity are representative of those shopping
centers Donau - Einkaufszentrum Regensburg and Shopping City Siid in Vienna.
Bratislava had its first major department store until 1931. The five-storey building built in our
country at that time a very successful and renowned businessman Bata on Hurbanovo square.
The first modern shopping center was opened in Bratislava in 2000.

In Slovakia, according to growing numbers of shopping centers, there culture of shopping
was changing. Especially families with kids spend their free time shopping and relaxing under
one roof. In 2000, kicked off the trend in the capital opening of the first shopping center in
Slovakia, located in the center of Bratislava - Polus. In total leasable area of 38 500 m2, a
visitor could find shops, services and entertainment and new experiences under one roof.

Polus has changed Vajnorska street into a busy area, which leads in Bratislava prefer to avoid.
The central urban areas began to attract developers in the region, they were great advantage of
less expensive land and less competition than in the capital. So gradually evolve shopping
malls such as Europa Shopping Center in Banska Bystrica (2006), Galeria MLYNY in Nitra
(2009), Awupark in Zilina (2010), Aupark in Piestany (2010) and others.
Study exploration activities GfK tenant mix of shopping centers offer a comprehensive
overview of the business centers in Slovakia. In our area there are about 1,500 stores with
fashion brands in shopping malls. Significant indicator is that four out of five Slovaks visit at
least once a month a shopping mall and average purchase ordinary is 52 euros.
In Slovakia there are more than 80 shopping complexes, including malls, galleries, shopping
piers or stop shops. Many international brands have decided to open up its operations in
shopping centers mainly because of high traffic due to a number of other brands, opening
hours, as well as easy parking, often free for at least the first three hours.

Most shopping centers are located in the western part of the country, wins the capital
Bratislava with number 18. Within the mix of tenants has the largest, up to 36-percent share
of category Clothes by entering mode for adults and children, footwear and sporting goods.
Successful shopping center but it would provide its visitors a combination of operations so as
to satisfy its customer. Visitors most often buy clothes, shoes, cosmetics and food.
Stores located in city centers are regarded as a counterweight shopping sites on the periphery.
Prevent emptying of historic centers and provide your visitors stores in close proximity to
their place of residence and so many of them are of high traffic, particularly during working
days.

In some European countries, such as Germany or England, it is a tradition for residents to
shop in the center, and thus large shopping centers on highways originate only in the last 30
years. Their construction but reduced the number of customers in urban centers, mainly due to
better parking, a larger area and a wider choice.

Increasing urbanization and digitalization of the world are global trends that affect the
behavior of visitors shopping centers in Slovakia and the Czech Republic. The assumption is
that, in the future, visitors will be decided by the quality of the shopping center. Important
factors include its proximity, access, parking, mix of shops and services that the center offers.
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Successful center has to offer customers something extra. It is important to monitor global
trends that affect people's lifestyles and behavior. Many customers are looking for added
value of experience.

2. DATA AND METHODS

Locate the company store in the shopping malls will be not only a business plan, but also
combining brand promotion and achievement of public awareness of the brand. For successful
shopping centers find businesses under one roof in daily average of 25.000 visitors and it is an
ideal place for the presentation of their brands. During the autumn of 2014, a face to face
questionnaire was distributed and collected from 610 respondents. The subjects for this study
were selected using a convenience sampling method. The main population for research was
18 years and older people living in Slovakia. To standardize responses, the close ended
questions were used. Using of close ended questionnaire also ensured easy analysis of data.
The results were evaluated in SPSS software program. Frequency distributions and cross tabs
were used to analyse data.

According to Table 1, considering the demographic segmentation of survey participants, 44%
of consumers were male, 56% were female, 49% were between 18-24, 21% were 25-35, 9%
were 36-45, 12% were 46-55, 9% were 56 and older age. 31% of all respondents graduated
from university, 64% had secondary education and 5% had reached primary education.

Table 1 Demographic Segmentation of Survey Participants

Gender Residence Education

Male 44%  City of Nitra  54% Primary 5%
Female 56% Other 46% Secondary 64%
Higher 31%

Age Nowadays you are Number of household members
18-24 49% Employed 44% 1 4%
25-35 21%  Unemployed 5% 2 17%
36-45 9% Student 40% 3 21%
46-55 12% Maternity 3% 4 36%
56 and more 9% leave 5 14%
Retired 8% More than 5 7%

Source: Own questionnaire survey

3. RESULTS AND DISCUSSION

Trends in the last decade wish shopping centers. Accumulation of thousands of visitors a day
is a challenge for entrepreneurs. Location shops to world-class shopping brands, not least
serves as a marketing tool and many international companies appreciate it. Another advantage
is the possibility of direct communication with customers and its subsequent analysis,
exploring its needs. Location of shops on a busy site in successful shopping center could help
the brand to become popular among the general public.

The aim of the marketing research was to find out if people know wine producers in Nitra
region, if they usually buy wine products and if they buy these products in shopping centres.
We were also interested in how often do the respondents attend shopping centres and it they
wish to buy the whole range of products of our brand in one place.

80% of all respondents buy wine products and 66% of them buy these products in shopping
centres. It is a positive response for us, because our plan is to locate shops in shopping centres
in our region.
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Figure 1 Do you buy wine products in shopping centres?

Source: Own questionnaire survey

Our respondents mostly buy wine products in shopping centres once a month (Figure 2). 28%
of them buy wine product in shopping centres anually. 10% of asked buy products once
a week and daily. We need to focus on this two groups.

Daily
10% Once a year
| 28%

Once a week
10%

Figure 2 If so, how often?
Source: Own questionnaire survey

In our country, last few years people drink wine more than in the past and this trend shows
that wine producers has the opportunity to sell more. If the shop will be located in the
shopping centre — place where people nowadays spend their free time, the success is coming.
It’s important to know what kind of products people prefer the most. Most of the asked said,
that they prefer white wine, but 32% of respondents said, that they drink rather red wine. On
the third place was rosé (even more and more popular in last few years) and just 13 asked
said, that they prefer wine spirit, which people usually choose during special occasions.
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Wine spirit Others

ine119 2% 2%
Rosé Sparklm11/o [

White wine

32%

Figure 3 Which wine product do you prefer ?
Source: Own questionnaire survey

Slovak people mostly buy wine in supermarkets and prefer wine that costs from 6€ to 10€. In
foreign countries wine lovers usually prefer buying wine in specialized wine shops. In past
few years the trend of wine shops also came to Slovakia but people still didn't get used to it.
They prefer to buy low-cost wine in supermarkets during their usual purchases. According to
this locating a company store is a shopping centre close to a supermarket would be the best
choice for an entrepreneur.

15-20 eur Over 20 eur
7% 3%

Less than 5 eur
38%

10-15 eur

5-10 eur
43%

Figure 4 In which price category do you buy wine products?
Source: Own questionnaire survey
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Online Company store /
Vinery 1% A 2%

22%

Supermarket
68%

Figure 5 Where do you usually buy wine products?
Source: Own questionnaire survey

Consumers have a wide range of wine products they can buy. They can choose between a lot
of regional and international brands in a good prices. Having a positive awareness is very
important. Using the right marketing tools helps getting know your brand. 82% of asked said,
that they know our brand (Figure 6). Locating the company store in a shopping centre will be
also a marketing tool. Choosing the right shopping centres with daily footfall at least 20.000
visitors per day will be need.

82%

Figure 6 Do you know brand Chateau Topol'¢ianky?
Source: Own questionnaire survey

As we can see in Figure 7, the most important marketing tool is ,,word of mouth*. People still
believe the most their families and friends and references from them. In this field also internet
and online marketing has an important role. Using social media is very popular and cheap so
entrepreneurs should think about to create a profile that will promote their brand. Our brand is
trying to promote products with PR articles. Useful is promoting the awards from
competitions. People get to know that the product is in a high quality.
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Others
14%

Newspapers,
magazines
22%

Friends
35%

Online
20%

Figure 7 How do you get informations about new products of this brand?
Source: Own questionnaire survey

72% od asked said, that would appreciate the opportunity to purchase whole range of products
in a shopping centre. For us it is a good sign, because our business plan is to locate our shop
in a shopping centre.

Figure 8 Would you appreciate to purchase whole range of products in a shopping centre?
Source: Own questionnaire survey

Most of our respondents in the questionnaire said, that they don’t miss any product in wine
market (Figure 9). Just 6% said, that they want to see in our supermarkets new products such
as stum, flavoured wine or flavoured sparkling wine. Few of them want wine spirit. Our
company should think about how to promote more the wine spirit we already produce.
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No
94%

Figure 9 Is there a product in our marketing, that you are missing?
Source: Own questionnaire survey

4. CONCLUSION

The importance of marketing research is to make marketing decisions. This research helps the
companies to make a decision about using a company store as a marketing tool. In last ten
years people spend their leisure time in shopping centres. They also spend their time in the
malls during the week for business meetings or lunch. Lots of people appreciate free parking
and services in one place, they don’t need to move from one place to another. Finding a good
place in a shopping mall with the highest footfall is a need, after that the shop will be also a
great marketing tool. Getting in everyday touch with the customers can bring to the company
new ideas and company can be more focused on customer’s needs.

Marketing research helps in understanding competitors” information such as their identity,
marketing network, customer focus and scale of operations. This helps in surviving and in
certain cases, even leaving behind the competition — even foreign brands in wine field.
Moreover, with market research you can also help to understand the under-served consumer
segments and consumer needs that have not been met — every entrepreneur needs to know the
customer opinion.
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COMPARISON OF FACTORS AFFECTING SATISFACTION WITH
PUBLIC TRANSPORT: A STRUCTURAL EQUATION APPROACH

Pavlina Pawlasova

Abstract

Satisfaction is one of the key factors which affect customer loyalty. It can be assumed that satisfied
customer will be willing to return to the service provider. Overall passenger satisfaction with public
transport may be influenced by overall service quality. Frequency, punctuality, speed, proximity,
accessibility and safety of transport, fare, cleanliness in the vehicle, information and other factors can
be included among factors influencing passengers” satisfaction. The aim of this paper is to identify the
most important factors and to validate the proposed model of factors affecting customer satisfaction
with public transport in the conditions of the Czech Republic. The method of factor analysis with
method Varimax was used in order to categorize variables according to their mutual relations. The
method of structural equation modelling was used to evaluate the factors and validate the model. The
optimal model was found. The logistic parameters, including service continuity, punctuality and
frequency, and service, including station proximity and information rate, are the factors affecting
passengers’ satisfaction in the highest rate.

Keywords: public transport, satisfaction, structural equation modelling

1 INTRODUCTION

Vendors should try to achieve the maximum user satisfaction with services, products or purchases. A
high consumer satisfaction rate contributes significantly to consumer loyalty to the service provider
(Zamazalova, 2009). Consumer satisfaction helps companies to establish long-term relationships with
consumers (Shiau & Luo, 2012). Also success of a public transport system depends on the number of
passengers which the system is able to attract and retain. Therefore the quality of a service becomes an
issue of maximum importance (de Ofa, de Ona, Eboli, & Mazzulla, 2013).

The aim of this paper is to identify the most important factors and to validate the proposed model of
factors affecting customer satisfaction with public transport services in the conditions of the Czech
Republic. The method of factor analysis with method Varimax and the method of structural equation
modelling were used to evaluate the factors and validate the model.

The result of this research can help the public transport providers to improve their services. It is
important to attract many passengers mainly because of decrease in the number of cars in cities,
reduction of the environment pollution and also because of noise abatement.

2 THEORETICAL BACKGROUND OF THE USERS’ SATISFACTION
MEASUREMENT

The service quality consists of many attributes affecting satisfaction with public transport services. If
the service quality is measured from the customers” perspective, the most important is the passengers’
perceptions about each attribute characterising the service. It is not only important to know the
perceptions about the factors of quality, but the most important is to identify which factors have the
highest influence on the global assessment of the service. Nowadays asking customers to state the
importance of each service attribute is frequently used, but it can lead to erroneous estimation, because
some factors can be rated as important even though they have little influence on overall satisfaction, or
they are important only in one of the moments of the assessment (before or after thinking) (de Ofia, de
Ona, & Calvo, 2012) (de Ona, de Ona, Eboli, & Mazzulla, 2013). Therefore it is recommended to
apply one of the derived methods, which determine the importance of the attribute by statistically
testing the strength of the relation of individual factors with overall satisfaction (Weinstein, 2000).

219



In de Ofia, de Ofia, Eboli, & Mazzulla (2013) there was structural equation modelling applied in order
to measure passengers’ satisfaction with public transport services. It was found the variable Service,
including speed, frequency, punctuality of transport and information, is the factor which influences
users’ satisfaction in the highest rate. Other variables Comfort (temperature and space on the board)
and Personnel (safety and courtesy) are not so important.

First the model structure designed by de Ofia, de Ofia, Eboli, & Mazzulla (2013) was tested in the
conditions of the Czech Republic. It was found the model is not optimal for describing of Czech
passengers’ behaviour. That is why the methods of factor analysis and structural equation modelling
were used in this paper. According to de Ofia, de Ona, Eboli, & Mazzulla (2013) method of structural
equation modelling is appropriate for describing a complex phenomenon like transit passenger
perception of the used service.

3 RESEARCH METHODOLOGY

The purpose of this research was the identification of factors influencing passengers’ satisfaction with
public transport services. A factor analysis with method Varimax was applied in order to categorize
variables according to their mutual relations. A structural equation modelling (SEM) was applied to
evaluate the proposed model in the Czech conditions and find the optimal model with the most
significant factors.

The data were obtained in questionnaire research in March 2014. The population was all passengers of
public transport in Ostrava, meaning everyone who has ever used some public vehicle in Ostrava. The
sample consisted of 592 respondents. The respondents expressed their attitudes and opinions regarding
the statements on a Likert scale of 1 to 7, where 1 corresponded to a negative statement and 7
corresponded to a positive statement.

3.1 Factor analysis

A factor analysis uses basic statistical methods. These statistical methods are multiple regression and
partial correlation. The multiple regression is a method of statistical explanation of the first type, when
part of variance of one variable is explained by regression. It is explanation of variance of one variable
by its relation to other variables. Partial derivative represents statistical explanation of the second type,
when all the correlation of two variables is explained by their mutual correlation with another variable.
It is an attempt to explain the correlation between two variables by their mutual covariance with the
third variable. It means that mutual relation of variables is explained by their relation to another
variable (Butler, McDonald, Nelson, & White, 1990).

Factor analysis was made up by method Varimax, which was developed by Kaiser in 1958 and
nowadays it is indubitably the most popular rotation method by far. Abdi (2003) claims that “for
Varimax a simple solution means that each factor has a small number of large loadings and a large
number of zero (or small) loadings. This simplifies the interpretation because, after a Varimax rotation,
each original variable tends to be associated with one (or a small number) of factors, and each factor
represents only a small number of variables. In addition, the factors can often be interpreted from the
opposition of few variables with positive loadings to few variables with negative loadings. Formally
Varimax searches for a rotation (i.e., a linear combination) of the original factors such that the variance
of the loadings is maximized.”

3.2 Structural equation modelling

Structural equation modelling (SEM) is a technique which can be considered as similar to the
regression modelling but SEM is more advanced. It permits to introduce latent constructs really
appearing in such a phenomenon in which are some latent factors due to the respondent subjectivity
(de Otia, de Ofia, Eboli, & Mazzulla, 2013). According to Nachtigall et al (2003), a general structural
model consists of two parts — a measurement model and a structural model.

A measurement model depicts the relations between the observed and the unobserved variables. If one
of the observed variables constitutes an unobserved variable, it is called a proxy variable. It is called
an indicator if it is measured by several observed variables (Urbanek, 2000).
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Observed variables correlate only with measured unobserved variables, so the variance explained by
the linear dependency of the observed variable on the unobserved variable represents every ‘valuable’
variance of the observed variable (Urbanek, 2000). The model does not interpret the residual segment
of the variance. The residual variance can be considered as an unobserved variable.

The measurement model can be algebraically interpreted as two systems of equations in matrix form
(de Oiia, de Ona, Eboli, & Mazzulla, 2013):
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where X is the vector of the indicator for the vector of unobserved variable ¢y stands for the vector
of the indicator for the vector of unobserved variable 7% is the vector for the unobserved exogenous
variable, 7 is the vector for the unobserved endogenous variable, A, and A, are the matrixes of the

structural coefficients for the relations of variables’ vectors X and ¢ and variables Y and "7’ and ¢

and € are the vectors of residual variables for the vectors X and V'

The covariation matrixes € and ©- of the vectors of the residual variables are also included in the
measurement model. These matrixes are usually diagonal, and residual variables do not correlate in the
model (de Ofia, de Ofia, Eboli, & Mazzulla, 2013).

A structural model comprises the relations between the latent variables. This model detects which
unobserved variable is independent (exogenous) and which unobserved variable is dependent
(endogenous). We can say that the exogenous variable is not influenced by any of the independent
variables, whilst the endogenous variable is influenced by other variables. The structural model can be
defined as follow (de Ona, de Ona, Eboli, & Mazzulla, 2013):

n=Bn+I'é+4, (3)
where B and I' are the matrixes of the structural coefficients of the unobserved endogenous
(exogenous) variables and ¢ are the measurement errors (disturbances).

The validity of the proposed model can be proven with multiple chi-squared tests and the rate of
change of a conditional mean is interpreted as a regression coefficient. CFI, NFI, RMSEA and

Cronbach’s Alpha were used in this paper. Standardized regression coefficients should take values of
0.5 (optimally 0.7) and higher if the relations between the variables are important (Hair et al, 2010).

The comparative fit index (CFI) can be algebraically interpreted as:
CFI =X, 4

P Np
where Py and Py, are the parameters of noncentrality for the estimated and the basic model. The CFI

ranges between 0 and 1 and the value of this index should be close to 1.000 for the optimal model.
This index does not vary much with sample size (Urbanek, 2000).
The normed fit index (NFI) can be algebraically defined as:
NFI =1——, (5)
Fp

where F is the minimum value of the loss function for the estimated model and Fb is the value of the
loss function as the minimum for the basic model (Urbanek, 2000). The possible range of NFI values
is 0 to 1. The NFI index should also be close to 1.000. We consider that a model with an NFI lower
than 0.9 can be improved (Hooper, Coughlan, & Mullen, 2008).

The RMSEA index can be calculated as:
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where x? is the chi-square, df is the degrees of freedom, k is the number of estimated (free)
parameters and N is the sample size; see Hair et al (2010). The RMSEA index should take a value of
0.08 up to 0.10 and lower. The lower its value, the more the proposed model fits the real data; see
Urbanek (2000).

The Cronbach’s Alpha is one of the most frequently applied coefficients of reliability and it measures
reliability as internal consistency. It is a measure of reliability used to evaluate the degree to which
different test items that probe the same construct produce similar results. The Cronbach’s Alpha can be

calculated as:
_ k(4 _Z&iot
* =30 (1 p ) (7

where k is the number of estimated (free) parameters, o7 is the variance of component i for the current
sample and o7 is the variance of the observed total test scores. The actual value of the Cronbach’s
Alpha should be (in optimal case) higher than 0.7 for each latent variable. If the Cronbach’s Alpha of
the latent variable exceeds 0.7 and higher, this latent variable is valid (Urbanek et al, 2011).

4 MODEL ANALYSIS AND RESULTS

The variables in the model are specified in this part of paper and then the results of factor analysis and
the validation of the proposed model are described. Validation consists of the validation of the
measurement model and the validation of the structural model as well as the evaluation of the
goodness-of-fit indexes.

4.1 Specification of variables in the model

There were 15 observed variables in the original tested model. The number of variables was
reduced in order to optimize the model. Variables that were not statistically reliable and
significant in the original tested model were excluded from the model because of model
optimization. These are variables fare system, station comfort and station cleanliness, see Tab. 1.
These variables had to be excluded from the model because the model with these variables had
too low values of goodness-of-fit indexes. It can be considered that these factors are not important
for Czech passengers’ satisfaction.

There are 12 observed variables and 15 latent variables including 12 residual variables in the
optimal model. The number of variables is appropriate to number of respondents because it is
known the number of respondent should be at least 5 or 7 times more than the number of
variables. The following Tab. 1 shows the variables in the original tested model and in the optimal
model.

Tab. 1 — The variables in the model. Source: Author’s own.

Variables in the original model Variables in the optimal model

Type of Name of | Type of Name of | Type of Name of

variable variable in the | variable variable in | variable variable in
model the model the model

Observed Station proximity | Observed  Station Latent Logistic

variables variables proximity variables parameters
Punctuality Punctuality Service
Frequency Frequency Satisfaction
Service Service Residual el —el2
continuity continuity variables
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Transport speed Transport
speed
Transport comfort Transport
comfort
Safety Safety
Information Information
Timetable clarity Timetable
clarity
Vehicle Vehicle
cleanliness cleanliness
Fare Fare
Overall Overall
satisfaction satisfaction
Fare system
Station comfort
Station
cleanliness

To be precise, we explored the respondents’ perceptions about the following:

Station proximity

Punctuality
Frequency

Service continuity
Transport speed
Transport comfort

Safety
Information

Timetable clarity
Vehicle cleanliness
Fare

Overall satisfaction

The public transport stations are accessible without any
problem. ,

Punctuality of public transport is precise and unfailing.,

Frequency of public transport is sufficient with regard to the
number of passengers. ,

Service continuity is time and space manageable; it means the
transport changes are not complicated. ,

Transport speed is satisfactory with regard to the traffic
situation. ,

Travelling in the public transport is comfortable regardless of
season (summer, winter). ,

Travelling in the public transport is safety. ,

Information in the public transport vehicles (maps, station
signals) is sufficient. ,

Timetables on the public transport stations are clear. ,

Insides of vehicles are clean and maintained. ,

Fare (price and validity) is affordable. ,

Overall passenger satisfaction with public transport in the city.

223



4.2 Results of factor analysis

A factor analysis was applied in order to categorize variables according to their mutual
relations. It was calculated in SPSS 22. It was found the factor analysis was valid and was
successful in 86,8 %. See Tab. 2.

Tab. 2 — KMO and Bartlett's Test. Source: Author’s own.

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. ,868
Bartlett's Test of Sphericity Approx. Chi-Square 2712,699
df 91
Sig. ,000

Following Tab. 3 shows actual communalities, which mean rations of latent variable on
variance of observed variable.

Tab. 3 — Communalities. Source: Author’s own.

Name of variable Initial Extraction Name of variable Initial Extraction
Timetable clarity 1,000 ,518 Punctuality 1,000 ,467
Station proximity 1,000 ,579  Service continuity 1,000 ,548
Vehicles cleanliness 1,000 ,533  Frequency 1,000 ,503
Information 1,000 ,520  Transport speed 1,000 ,576
Transport comfort 1,000 ,457 Fare 1,000 ,566
Safety 1,000 ,458

Extraction Method: Principal Component Analysis.

The eleven variables in the model were categorized into two components of factors according
to the factor analysis with method Varimax. The designed components were used to create
latent variables in the structural equation modelling. See the exact design of components in
Tab. 4.

Tab. 4 — Rotated Component Matrix. Source: Author’s own.

Component

Name of variable

1 2
Station proximity 729
Information ,698
Timetable clarity 682
Safety ,637
Vehicles cleanliness ,549
Transport speed 546 926
Transport comfort 475 407
Fare (31
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Service continuity ,698

Frequency ,641

Punctuality 364 519

Extraction Method: Principal Component Analysis.
Rotation Method: Varimax with Kaiser Normalization.

Rotation converged in 6 iterations.

The first latent variable ,,Service* is measured by eight observed Specifically station
proximity, information, timetable clarity, safety, vehicles cleanliness, transport speed,
transport comfort and punctuality were evaluated.

Another latent variable ,,Logistic parameters® is measured by six observed variables. To be
precise, we explored the respondents’ perceptions about transport speed, transport comfort,
fare, service continuity, frequency and punctuality. See Fig. 1 for the graphical design of the
model.

Timetable clarity

1
Safety
;
Vehicle cleanliness

>
Station proximity
Transport speed 0
R 0
1
Satisfaction Overall satisfaction

Transport comfort : @

’
L[y X Lot parameers 3
! o Py |
T

Fig. 1 — Designed model of satisfaction with public transport services. Source: Author’s own.

OR®E. OB®EBOLH®E

4.3 Results of structural equation modelling and validity of model

Presented values of regression coefficients and Goodness-of-Fit Indexes were calculated in
SPSS Amos 20. Fig. 2 shows relations between variables in the measurement model
according (1) and (2) and relations between variables in the structural model according (3).
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Fig. 2 — Optimal model with standardized regression coefficients. Source: Author’s own.
Validity of measurement model

There are tested relations between observed and unobserved variables in the measurement
model. Following Tab. 5 shows the values of standardized regression coefficients in the
measurement model. It is used the significance level of 0.05.

Tab. 5 — Values of standardized regression coefficients in the measurement model. Source:
Author’s own.

b::ie;t;tle Observed variable Significance g;i?f?ggﬂzed regression
Service Timetable clarity 0,000 0,616
Station proximity 0,000 0,683
Vehicles cleanliness 0,000 0,625
Information 0,000 0,638
Transport comfort 0,000 0,473
Safety 0,000 0,593
Transport speed 0,000 0,458
Punctuality 0,000 0,376
Logistic Transport comfort 0,000 0,331
parameters Punctuality 0,000 0,472
Service continuity 0,000 0,699
Frequency 0,000 0,677
Transport speed 0,000 0,399
Fare 0,000 0,553
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All observed variables in the measurement model are statistically reliable at the significance
level of 0.05. If we consider 0.5 as the minimum value for a significant relation between
variables, all the tested variables are significant. See Tab. 5.

The latent variable Service is better explained by station proximity and information as well as
vehicles cleanliness, while punctuality has a minor effect on this variable. The variable
Logistic parameters is best understood by the service continuity and frequency.

According to the actual value of standardized regression coefficient of variables fare and
safety the relation is moderate. We can consider their impact is weak. The rest of observed
variables have strong relations to their latent variables. We can consider that transport speed,
punctuality and transport comfort are the most important factor influencing passengers’
satisfaction.

Validity of the structural model

The relations between latent endogenous and latent exogenous variables in the structural
model were tested. The following Tab. 6 shows the values of the standardized regression
coefficients in the structural model. We used the significance level of 0.05.

Tab. 6 — Values of standardized regression coefficients in the structural model. Source:
Author’s own.

Latent Latent exogenous . Standardized
endogenous . Significance . -

. variable regression coefficients
variable
Satisfaction Service 0,000 0,656

Logistic parameters 0,000 0,755

If we consider the significance level of 0.05, the relation between the latent variable Service
and the latent variable Satisfaction and the relation between the latent variable Logistic
parameters and the latent variable Satisfaction are statistically reliable. The variable Logistic
parameters is little bit more important than the variable Service because the actual value of the
standardized regression coefficient is higher for the variable Service; see Tab. 6. The relation
between the variables Service and Satisfaction is moderately positive whereas the relation
between the variables Logistic parameters and Satisfaction is strongly positive.

Goodness-of-fit indexes of the proposed model

The comparative fit index (CFI), normed fit index (NFI) and RMSEA are used to validate the
proposed model. These coefficients were calculated in SPSS Amos 20. Internal consistency as
reliability is measured by the Cronbach’s Alpha. The Cronbach’s Alpha was calculated in
SPSS 22.

The CFI, NFI and RMSEA indexes show that the proposed model is optimal; see Tab. 7. The
CFI index was calculated as (4), the NFI index was calculated as (5) and the RMSEA index as

(6).
Tab. 7 — CFI, NFI and RMSEA indexes for the tested model. Source: Author’s own.
Model CFI NFI RMSEA
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Default model ,882 ,865 0,097

The CFI index of the tested model takes the value of 0.882. This is a high value. In addition,
the NFI index, which takes the value of 0.865, shows that the model can be improved only
minimally. According to the NFI index, the proposed model fits the real data with 86,5 %.
The actual value of the RMSEA index is also good enough. All applied indexes confirmed
that this model is optimal.

The Cronbach’s Alpha for each latent variable was calculated as (7) and the actual values are
shown in Tab. 8.

Tab. 8 — Values of Cronbach’s Alpha for each latent variable. Source: Author’s own.

Latent variable Cronbach’s Alpha N of items
Service ,830 8
Logistic parameters ,785 6

It was find all latent variables are valid because the actual value of Cronbach’s Alpha for each
latent variable is higher than 0.7. It is possible to determine this model is valid.

5 CONCLUSION

This paper discusses the factors affecting passengers” satisfaction with public transport in the
conditions of the Czech Republic. The aim of this paper is to identify the factors affecting
passengers’ satisfaction with public transport and to find the optimal factor model in the
conditions of the Czech Republic. This paper includes the theoretical background of users’
satisfaction measurement. A factor analysis with method Varimax was used in order to
categorize variables according to their mutual relations. A structural equation modelling was
used to evaluate the proposed model in the Czech conditions and find the optimal model with
the most significant factors. The theoretical background of these methods is also the part of
this paper. The data that were analysed came from questioning. Goodness-of-fit indexes,
specifically CFI, RMSEA and NFI, and Cronbach’s Alpha were used to validate the way in
which the proposed model fits the real data.

This research demonstrated that factor analysis and structural equation modelling
methodology is a powerful tool which can be used as a technique to identify the latent aspects
that are hidden under a series of attributes describing the quality of the service. This type of
methodology is useful, but it is difficult to establish if this tool is better than other
methodologies. According to the goodness-of-fit indexes used, the proposed model can be
considered to be optimal in the conditions of the Czech Republic. The fit of the real data and
the model is high.

Czech users’ satisfaction with public transport is affected the most by the variable Logistic
parameters. It was found the variables transport speed, punctuality and comfort are the most
important indicators of satisfaction. At the other hand the variables fare and all external
factors such as station cleanliness or station comfort are not important for Czech passengers.
It can be recommended to improve logistic factors of transport such as number of vehicles,
frequency, speed, punctuality and service continuity to attract more passengers in order to
reach the decrease in the number of cars in cities, the reduction of the environment pollution
and also the noise abatement.
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SOCIAL MEDIA COMMUNICATION IN AGRICULTURE: CASE
STUDY OF CROATIAN WINE MARKET

Berislav Andrli¢, Puro Horvat

The wine market forms a significant part of the total world agricultural market that expands
and marketing changes are needed, with the aim of adapting the process of globalization and
technology development. Croatia is a country with a long tradition of grape and wine
production. In the last five years, there has been on increase of the agriculture areas under
wineyards, and also the increase of wine production. Despite this, Croatia has continued to
increase wine imports most by from neighboring countries. At the meantime, market
liberalization will encourage the Croatian wine export, where the main disadvantages are
inadequate branding, unsufficient Internet promotion and small production. Because of these
reasons, there is a need for researching and planning the role of social media in field of wine
marketing via Internet. A further idea of the paper focuses on the application of Internet
technology and the techniques of wine brand communication. Information technologies
nowdays are completely changed techniques of planning and implementation of e-marketing
in wine industry. The new way of doing business is called ,,social media marketing* as
process of gaining website traffic or attention through social media sites. That results with
electronic word of mouth (eWoM) what refers to any statement consumers share via the
Internet (e.g., web sites, social networks, instant messages, news feeds etc.) about an wine
event, wine product, wine brand or wine region or producer. On the other hand, the actual
business benefits of this relatively new form of communication have hardly been investigated,
particularly within the wine industry in Croatia. Therefore this paper has two objectives: to
determine the use of social media by Croatian wine producers in function of branding
(Facebook, You Tube, Twitter, Instagram, Foursquare etc.); and to identify wine consumer
behaviour on Internet via Google Trends and Google Correlate tool. The current study
provides only a snapshot of the whole Croatian wine market and branding, and will serve as
platform for further researches in the future.

Key words: marketing, Internet, wine, branding
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1. INTRODUCTION

Wineries or wine cooperatives need to have a clear understanding of what exactly the
discipline of marketing and branding encompasses in order to be able to compete effectively
in today’s saturated wine market. Only with a clear understanding company can work
seamlessly toward offering products to customers that are both willing and able to purchase
them. The purpose of this first part of the paper is to give a conceptual background as to what
the discipline of wine branding and marketing encompasses. The paper includes a definition
as well as an overview of a generic marketing and branding process and how the elements of
the that discipline coincide with each other to create a comprehensive, cohesive and effective
wine brand strategy in one geographic region.

Contemporary market conditions include the use of innovative forms of communication and
branding. (Washburn, Till, Priluck,2000) Internet and social media are in agriculture and wine
sector, as in all other types of economy changed the classic ways of doing business by
companies and cooperatives, and are used as a communication, transaction and distribution
channel. (Andrlic, Andlar, Galic, 2011). Precisely because of the dependence of supply and
information exchange in the production and distribution chains, wine business is shown
suitable for the rapid adoption of information technologies and interactive media. Internet and
especially Web 2.0 technologies will be the backbone of marketing in the wine business in the
future.

2. THEORETICAL CONSIDERATIONS OF WINE MARKETING AND BRANDING

American Marketing Association defines mark as name, notion, sign, symbol, design or
combination of the aforementioned; which serves for identification of the product and /or
service of one producer or seller towards other participants on the market. (Bennet, 1998).
From the marketing perspective, a wine brand is more than a product name. It is a vision, a set
of values and a key idea — which form brand identity and serve as the cornerstone for the
development of branded products and services. The main task of wine brand identity is to
establish a specific perceptions in the mind of the consumer, which will result in
differentiation and uniqueness. These benefits include tangible product characteristics, such as
quality, features, style and design. Decisions on these characteristics are of an extreme
importance since they significantly affect consumers’ response to the product. (Kotler, 2006).

Wine brand is part of the mark which can be pronounced and which contains letters, words
and numbers. To protect name or sign of the mark, firm must register it as trademark at the
corresponding institute. When defining wine brand the following circumstances must be taken
into consideration:

e Product mark depends on customer’s perception;

e This perception is under influence of additional values of the product itself;

e These additional product values must be sustainable as competitive advantages.

Wine brand strategy suggests management with product's tangible and intangible values and
management of each customer’s contact with the mark, taking into consideration all potential
contacts with former and present rival marks. Difficulties of contemporary wine brand
management are reflected in the following circumstances: disturbing rate of failure of new
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products on developed markets, generic products and trade marks successfully compete with
branded marks, profit rate reducing even with famous marks. (Agres, 1997).

Wine brands are for wine cooperatives and companies’ means of identification and
determination of origin, means for legal protection, and signal of quality level for customers,
means to enrich the product with unique associations, and the source of competitive
advantages and financial revenues.

Analyzing the previous branding facts and considering the role of geomarketing and
technology in wine business, it is possible to notice the following perspectives of wine
branding used by companies and cooperatives:

e speed of gaining potential wine consumers becomes a key task, and their demands
needs to be fullfiled in the shortest possible time,

e all must be connected with everything, wineries and wine cooperatives with hotel
guests, products with services, deigners with future customers, i.e. all the former,
current and potential guests mutually,

o the added value of the product and service must increase faster than the product and
service itself,

e it is necessary to install the product in each service, and service in every product (hibryd
welfare),

e the whole business should be managed in a real time, disposing all necessary
informations at the time of their creation,

¢ by using the information technology the business costs are reduced,

e products and services should be offered interactively in a direct contact with potential
guests,

¢ all products and services should be individualized and adjusted to the individual guest,

e it is necessary to collect informations from each business transaction.

Such activity implies creation of market value of the brands for the material, components or
parts that are necessarily parts of other products that are marked by the brand. (Kotler, Keller,
2008)

3. WINE MARKET IN EUROPEAN UNION

Wine has been consumed for ages in Europe. Throughout history, although its popularity has
varied, it has always existed as a drink with a long story behind it. Today, the wine market has
become a big regional business. Matt Kramer, an American wine writer, tried to translate the
French word “terroir,” which explains wine’s ability to convey a sense of place. He settled on
“somewhereness.” The idea behind this is that a good wine should taste like it came from
some particular place in the world. (Dlaci¢, Kadi¢, Vrani¢, 2012)

Croatia is a Mediterranean country, lying to the east of Italy, across the Adriatic Sea. Towards
the north lie the Alps, and to the north-east the country forms the western end of the great
Pannonian Plain. The interior of Croatia has a continental climate, with cold winters and hot
summers with enough rain for this to be a major agricultural area. Wine-growing is
concentrated in the hilly areas bordering on the Pannonian Plain. The Dalmatian Coast is
typically Mediterranean in climate, although the Dinaric Alps mountain range creates pockets
of alpine climate at higher altitudes. The coastline of the Adriatic Sea is ideal for grape
cultivation with its hot, humid summers and mild winters. Further down the coast, and on the
islands, grapes are grown on the karst hillside, sometimes steep slopes with little rainfall.
Some of the best-known wine-production areas are on the Dalmatian islands. Located along
hillsides and slopes, wine regions along the coast receive many hours of sunlight, ideal for
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grape production. Croatia is part of EU so further data will present situation on that wine
market.

The European Union (EU) produces about 171 mil hL of wine every year. It accounts for 45%
of wine-growing areas, 65% of production, 57% of global consumption and 70% of exports in
global terms (Council regulation (EC) No 1234/2007). There are 2.4 million wine producers
in the EU and 2.2 million people work in the wine sector. The EU wine production represents
5% of the total value of agricultural production. (Cagi¢, 2012)

Figure 1. Total EU Wine production
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Source: European Commision, avaliable
http://ec.europa.eu/agriculture/markets/wine/facts/2013-2014 fr.pdf, 17.01.2015

Croatian wine has a history dating back to the Ancient Greek settlers, and their wine
production on the southern Dalmatian islands of Vis, Hvar and Korc¢ula some 2,500 years ago.
Like other old world wine producers, many traditional grape varieties still survive in Croatia,
perfectly suited to their local wine hills. Modern wine-production methods have taken over in
the larger wineries, and EU-style wine regulations have been adopted, guaranteeing the
quality of the wine. (Narodne novine web site, 2015)

New wine market reform was adopted in the EU in 2008. The reform objectives were:
increasing competitiveness of the EU’s wine producers, strengthening the reputation of the
EU quality wine, recovering old markets and winning new markets in the EU and worldwide,
operating through clear, simple and effective rules, ensuring balance between supply and
demand, preserving the best traditions of the EU wine and reinforcing the social and
environmental fabric of rural areas. The reform was market oriented, taking into account
consumers and rural development. On next graph we can see sample of Croatia on EU wine
market.
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Figure 2. Positiong of Croatia on EU wine market
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Croatia joined the European Union in July 2013. This prompted an avalanche of new imports,
firstly sold on the shelves of hard and soft discounters like Lidl and Kaufland. Initially, it did
not affect the prices; in fact, still red wine witnessed a substantial increase in price. 2014 is
likely to see those new brands penetrate and set a new standard in pricing. Because of these
reasond it is imortant to plan and create new wine brand of the region to position better
Croatian wine on the market.

4. CASE STUDY “VINA CROATIA”: BRAND STRATEGY

Croatian Chamber of Economy, with the Wine Cooperative of Croatia, gathers all Croatian
wine producers with the aim of a unified market approach, establishing the preconditions for
an increase in sales in the domestic and export markets and, ultimately, action to increase the
competitiveness of local wines, namely the creation of products with higher added value. This
is the biggest wine cooperative in Croatia, so authors used data from interview of members
and avalaible data from marketing department of the Wine Cooperative of Croatia.

Case study will present primary research data about new brand concept and arhitecture ,,Vina
Croatia-Vina Mosaica“. Plan for this concept is to create visual identity Vina Croatia that will
be visible to all performances in foreign and domestic markets and in all promotion activities.
Adoption of the visual identity is the first step in building a functioning and recognizable
destination wine brand and wine region of Croatia.

A definition of brand direction for constant reference on:

e wine selection and development
e regional focus and priority
e branding and promotion.

Obijective of this region wine brand created by Wine Cooperative of Croatia is to put Croatia
on the map as a reputable source of distinctive, high quality wines. When we analyze
competitive cositioning, it is possible to conclude that brand Vina Croatia will stand out from
New World wines on heritage, from Old World on simplicity, from other emergent wine
sources on accessibility.
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On next picture we can see visual brand arhitecture as the unique "alphabet™ of design
elements of Vina Croatia— such as shape, color, materials, finish, typography and composition
— which directly and subliminally communicate Croatia wine region values and personality
through compelling imagery and design style.

Figure 3. Wine brand arhitecture of Vina Croatia
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Source: Marketing department of the Wine Cooperative of Croatia

Brand Equity can be defined by sone wine specifics of Croatia, indigenous flavours, notable
origins — wines that taste of place, exemplified now by:
* Profound, powerful Plavac Mali from the sun-drenched slopes of Dalmatia’s World
Heritage coast
» Bright, fragrant, Spring-like Malvasia from the cooler air of mystical, green Istria
* Rich, textured Grasevina from the rich soil and golden summers of Slavonia and the
Croatian Danube
* Fresh, lively, hillside wines from the cool climate of the sunlit Croatian Uplands

Vina Croatia will embody the country’s multi-faceted natural and cultural uniqueness:
» Its natural riches and wealth of destinations
» Its ancient heritage and future vision
+ Its multi-cultural origins and originality

With these values, Vina Croatia evokes a new brand of Croatian enterprise, harnessing
indigenous strengths within, to compete on the world stage, and heralding a new identity to
unify the Croatian mosaic with key brand words. (for example: Dalmatia : World Heritage
Wines; Istria : The Rite of Spring ; Slavonia and the Croatian Danube. Pure Gold. ; The
Croatian Uplands: Hillside Wines)

Chosen visual identity should represent the brand Vina Croatia with an emphasis on diversity
(regional, national and international) and make Vina Croatia effective ambassadors of a new
national wine identity, especially in conjunction with the interests of Croatian tourism and in
context of Internet market.
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5. WINE COOPERATIVE AND VINA CROATIA BRAND COMMUNICATION:
STATE AND TRENDS

Market research is a key element for monitoring quality of wine promotion. It connects
consumers, wineries and cooperatives and the public with the company using the actual
information. In further dana, we will present some web 2.0 tolls used by Wine Cooperative of
Croatia using statistic methods of analysis. This brand is on the beginning of introduction on
the market because it was created in 2014. Wine cooperative of Croatia use only few usual
social networks because it is life cycle phase of introduction on the market. (for example You
Tube: VINA CROATIA VINA MOSAICA trailer, Facebook profile). In the promotional
activities brands have to be complementary, however even more important is the
complementary of the image and wanted perception. (Vranesevic, 2007)

After this preliminary research, it is possible to propose use of some actual social netorks,
which can be used in wine region branding by cooperatives: Blip - Get video & podcasting on
your blog; Placesite - Wi-fi portal & location communities: Mappr - Map Flickr photos per
tag. www.mappr.com/ ; Panoramio - Share mapped photos. www.panoramio.com/; Flickrmap
- Map Flickr photos. www.flickrmap.com/; Stumble Upon - Social bookmarking (random
sharing). www.stumbleupon.com/; Fotoflix - Upload & share photos. www.fotoflix.com/;
My-brand - Manage online advertising online. mybrand.ads-click.net/; Vimeo - Upload &
share video. www.vimeo.com/ etc.

Marketing and wine brand opportunities analysis, in which the swap process is carried out on
the is based on future market research. It is the essence and the core of decision making
system in marketing management. Any attempt to a comprehensive definition of market
research must describe the role and the purpose in which the research is set as a part of wine
marketing plan. Because of that it is imortant to make research of wine consumer behaviour in
context of Internet and time of interest via Google Trend tool.

Figure 4. Wine consumer behaviour on Internet
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2C%20brand&cmpt=q&tz=, 20.01.2015.
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The data shows that consumer interest for Croatian wines and brands is appearing seasonally
in the year. Web visit is related to the summer and winter, when Goole toll indicates the
biggest serach by terms: Croatia/wine/brand. Accordingly, before the growth curve of interest,
it is necessary to plan the start of a brand campaign of wineries and cooperatives, which refers
to the May and November.

6. CONCLUSION

With increased use of Internet, impact of cooperatives in promoting wine brands and regions
become more and more significant then it was the case with other media channels and
environments. The simplest formulations were, Internet gives chance and represents a
challenge for strategic marketing planning of wine brands and regions. This concept
emphasizes the fact that wine brand image is not result of its properties and values, but comes
out of entire experience a consumer might have with a certain wine brand and region. Taking
into consideration the organizational aspect, conclusion is that brand creation on internet
involves globalization, need for integration of diverse communication channels, increased
linkage with public sector, winerires, wine cooperatives, capacity of the message on website,
use of social networks etc. These considerations are proposed to be in focus of attention when
planning marketing of wine cooperatives on Internet, in the process of creation of brand as the
main competitive advantage in contemporary business environment.
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MARKETING EVENTS IN ADIGITAL ERA - A COMPARATIVE
ANALYSIS OF NEW AND TRADITIONAL EVENTS IN TERMS OF
BRANDING EFFECTIVENESS

Malgorzata Karpinska-Krakowiak

Abstract:

A marketing event is an activity or a performance held by a company for branding purposes.
It is usually planned well ahead of execution and with anticipated results. The process of
staging such events is regarded as a part of event marketing industry, which - due to its high
potential in building brand experiences and establishing direct contacts with customers - has
been widely adopted into branding and marketing communication strategies worldwide. Since
recent proliferation of digital media created new opportunities for producing diverse
performances, there have emerged innovative forms of event marketing e.g.: pop-up shops,
flash mobs, street games, branded pranks etc. As there has been little theoretical and empirical
work dedicated to these new branding phenomena, this paper aims at providing a reflective
framework for a few of them. The first section of the text is, therefore, dedicated to theoretical
explanations about traditional events — their social role and effectiveness in terms of branding
and marketing communications. The second part of the paper presents most recent examples
of lately developed event forms i.e.: branded pranks and alternate reality games. The author
discusses their innovativeness and possibilities to build key brand indicators with them.
Numerous examples of events staged by diverse brand categories are provided, including:
Audi, Smirnoff, O,, T-Mobile, Heineken, Tymbark (juice brand), Nivea, Coca-Cola etc. The
paper concludes with several areas for inquiry to be addressed in future research endeavors.

Keywords: marketing events, event marketing, festivals, branded pranks, alternate reality
games, brand effectiveness

1 INTRODUCTION

Early studies dedicated to events as parts of promotional strategies date back to 1980s., which
makes event marketing not a recent phenomenon (Cunningham et al., 1993). However, in the
era of growing skepticism towards traditional advertising and media (e.g. television, press or
radio), event marketing is regaining marketers’ attention. According to Miller and
Washington (2012), it has been an expanding industry over the past decade, regardless of the
downturn in a global economy. In his analysis, lan Whiteling (2009) reveals that events has
been usually accounting for a substantial share of promotion budgets (e.g. 22-26% in 2009).
Surprisingly, this calculation did not include those events that had been staged, recorded and
used as a content for internet branding campaigns. If one calculated the actual expenses on
off- and online events, the results would undoubtedly be more overwhelming.

As event marketing became an attractive communication platform (alternative to traditional
media), there emerged an extensive body of literature which covered issues related to event
planning, production, organization, management, evaluation and monitoring. Most of these
analytical and empirical works were dedicated to traditional event categories like festivals,
concerts, fairs, exhibitions, gameplays, tournaments, celebrations, political meetings,
entertainment or business occasions (Hoyle, 2002; Silvers, 2004; Bowdin et al., 2006;
Masterman & Wood, 2006; Goldblatt, 2007). However, little academic consideration has been
given to recent developments in event marketing (e.g. flash mobs or pranks), due to certain
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difficulties in categorizing them and capturing their branding impact. This paper, therefore,
discusses selected forms of event marketing, which are new, creative and largely unexplored
by academic milieu. The purpose is to provide a reflective framework for branded pranks and
alternate reality games and to examine them in terms of their possible promotional effects,
risks involved and challenges.

2 TRADITIONAL MARKETING EVENTS AND THEIR ROLE IN
BRANDING

A marketing event is an activity or a performance held by a company for branding purposes,
planned ahead of execution and with anticipated results. There exist two broad categories of
events: proprietary (owned by the company) and sponsored ones (i.e. endorsed by the
company’s brand). While owned events are produced by the brand (e.g. Heinecken Open’er
Festival in Poland), the latter category refers to the situation, where a brand becomes a
sponsor and enters a contractual relationship with existing events (e.g. Arena and
International Swimming Championships organized by FINA, i.e. Fédération Nationale de
Natation). For this reason, event marketing has been long investigated by marketing scholars
within event sponsorship framework (e.g. Cornwell et al., 2005; Sneath et al. 2005; Close et
al., 2006), although there may be significant differences between branding effectiveness of
owned and sponsored events.

Traditional forms of marketing events mainly include: festivals of various themes (e.g. film,
art, design, fashion, photography, advertising etc.), sport tournaments, fairs, concerts etc. All
of them share some distinctive features. They usually involve some sort of celebration:
Glastonbury festival celebrates music; Sundance Film Festival celebrates art of
cinematography; Mercedes-Benz Fashion Week is a carnival of design and apparel; soccer
world cup games are about feasting and enjoying the beauty of sports. These types of events
are held only occasionally throughout the year or decade; they take place in extraordinary
settings and with extraordinary guest participants (e.g. celebrities or famous personages).
People take part in festivals in order to experience something outside their everyday life, to
socialize, to search for pleasure and entertainment. In other words, such events maintain
unique and unusual character, they suspend daily routine and the rules of everydayness
(Falassi, 1987; Goldblatt, 1990; Karpinska-Krakowiak, 2014). As a consequence, they
generate a sense of community, stimulate social groupings with no hierarchical order, and
build intensive interaction between participants (Getz, 1991; 2005; 2008).

Marketing events provide brand managers with opportunities to expose large numbers of
excited (in psychological terms: aroused by the event) consumers to their brands. According
to the research findings presented by Pham (1992), certain (but not too high) amounts of
arousal increase recall of sponsorship stimuli at sporting games, which makes events a
comfortable solution for products attempting to build their reach and awareness. Apart from
maximizing familiarity with brand and its visibility, festivals and sports tournaments are
regarded as vehicles for brand attitude formation or even for building purchase intents
among participants (Speed & Thompson, 2000; Lardinoit & Quester, 2001; Pope & Voges,
2000). They are also considered as successful brand equity tools (Zarantonello & Schmitt,
2013). For example, Pope and Voges (2000) conducted a study which showed that once
consumers learn about a support (sponsorship) given by a brand to an event, there
significantly increases their interest into buying sponsors’ products. This relationship is
specially moderated by the degree of respondents’ identification with a sponsored team,
organization or an event (Madrigal, 2000).
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Traditional forms of events have been largely recognized by marketers as creative, easily
accessible, flexible and rather precise instruments in brand promotion (Robinson & Noel,
1991). Many practitioners believe that establishing a direct, real-life contact with consumers
during a festival, an exhibition or a sporting game, may result in realistic and memorable
brand experiences (Miller & Washington, 2012). There are two fundamental methods for
creating brand-consumer encounters at events: (1) digital and non-digital signage (e.g. boards,
displays, video and streaming screens etc.); (2) brand activation projects. While with the first
method marketers may only stimulate perception of attendants and influence consumers’
memory by increasing frequency of the message displayed, the second option offers more
branding opportunities. They have been described by Coppetti (2004) and may be grouped as
follows:

(@) product usage i.e. organizing product trials and samplings in event venues and on
sites. This is a frequently applied solution for new brand introductions, complex
products or difficult to explain services. Even “non-tryable” products (like alcohol),
may benefit, if they are creative enough e.g.: at Newquay’s Unleashed festival,
Smirnoff distributed not free vodka, but distilled water (purified from sea water in a
special device exhibited at the event).

(b) audience activation i.e. allowing participants to get involved in an attractive play with
a brand. Zipfer (beer brand), for example, held professional dance workshops for their
customers at the Beach Volleyball Grand Slam in Austria in 2007.

(c) building brand-consumer relationships i.e. encouraging diverse forms of interaction
between a brand and a consumer. It usually starts with ensuring the physical presence
of brand representatives and their product at the event (e.g. exhibition stands,
interactive kiosks, product booths etc.). The deeper connection is activated, when a
brand attempts to make consumers feel obligated to it (e.g. by means of gifts,
certificates, special services). This has been a common mechanism frequently used by
Arri, Panavision, Sony and other hi-tech brands at Camerimage International Film
Festival in Poland. Another example is Amstel (beer brand), which at Big Chill
festival in 2008 hired special characters who, if spotted in a crowd, had to serve a free
beer to the spotter at the Amstel specially designed bar.

(d) building brand resonance i.e. sensually introducing consumers into the world and
philosophy of a brand. It usually combines interactive brand display with brand
activation projects, allowing consumers to enter a separate branded space and to touch,
hear, listen and learn about the brand with all their senses. At the Wire Festival in
London the British brand O, arranged an exclusive area called “O, Bluespace”, where
participants could have enjoyed this event in the comfortable deckchairs with the
excellent view of the stage, easy access to the bar and in a stylish branded atmosphere.

Developing genuine brand experiences by means of traditional marketing events is basically
about making a brand fun and useful on site. As noted by Dye (2008): “(...) regarding an
event as an extended sampling exercise is bound to fail. At best, people will forget the
product; at worst, they may regard it as an unwanted intrusion of the commercial world into
their leisure time. (...) It's about being part of people's festival experience and not an
unwelcome distraction (...). Know who you want to attract and give them something to
remember” (p. 29-32). In this context, marketing events serve not only to strengthen
consumers’ memory traces about a brand, but also to build brand-consumer relationships
based on mutual understanding and joined real experiences. For many attendees a brand may
become a companion, an entertaining friend, or simply an enjoyable co-participant of the
event.

241



3 NON-TRADITIONAL MARKETING EVENTS

In recent years event industry has entered an online world and evolved into more digitalized
forms with advanced technologies like, for example, new display and mobile solutions,
tracking systems, augmented reality, life-streaming, holograms etc. This shift allowed for
more brand-consumer interactions, and contributed to more intense and amusing on-site
experiences. It also extended potential impact of events from actual attendees to online users,
as certain performances, games and shows may be viewed with a smartphone from any place
in the world.

Growing digitalization and accessibility of new technologies has led to further blend of
various tools in the promotion mix and prompted the development of multiple innovative
options. As a consequence, events became integrated into other advertising tools, causing new
alternatives to appear: what once was a simple urban game, now has become a transmedia
storytelling with extensive number of online and offline players (e.g. McDonald’s “The lost
ring” campaign); flash mobs are no longer spontaneous gatherings of anonymous individuals,
but they turned into carefully planned shows performed in public, recorded and later
disseminated as an attractive content of web campaigns (e.g. T-Mobile “Life’s for sharing”
campaign). Surprisingly, despite being frequently used and applauded by practitioners, these
new forms of event marketing have received little academic attention and scholar scrutiny. It
Is thus worth investigating and reviewing them. The next section, therefore, presents
examples of few non-traditional events and is followed by the discussion on their branding
potential and effectiveness.

3.1 Alternate Reality Games

In 2007 Internet users could have come across a strange website which instructed them to
travel to specific locations in the United States. As they arrived at the specified addresses,
they were given freshly baked birthday cakes with phone numbers and “Call me now” written
on them in icing. Once one called the number, the cake rang itself. After digging into a cake,
one could have found a mobile phone with a charger and further instructions that allowed to
play an alternate reality game specially designed to promote the upcoming movie “The dark
knight” (the Batman sequel). The birthday cakes were a part of a long trail of tasks and
puzzles, which, as the game proceeded, managed to involve over 10 million players
worldwide (“Why so serious?”, 2013).

Alternate reality games (ARGS) are very pervasive and immersive games that have lately
captured the imaginations of marketers and game enthusiasts. For over past few years ARGs
have been extensively used to promote entertainment industry (mainly video games and
films), but they are also considered as very attractive promotion vehicles in other markets
e.g.: restaurant chains (McDonald’s), cars (Audi, General Motors), charity organizations
(British Red Cross), electronics (Sony, Sharp), or even fast moving consumer goods (Wrigley,
Tymbark — the juice brand). As branding tools, they have evolved from urban events,
festivities and role-playing games. A typical branded ARG is a serious game based on
transmedia storytelling: participants are playing detectives, i.e. they follow trails and tips
scattered in the physical and virtual spaces in order to uncover some mystery, secret or to
solve a puzzle; they reassemble story pieces, which are embedded in diverse on- and offline
media; they look for clues to puzzles, riddles and problems prearranged by the designer of the
game. ARG players have to work together, as most of the challenges are impossible to track
and solve alone.

What makes ARGs attractive for participants is that the boundaries between fiction and
reality are intentionally broken or blurred by game designers. The first ARG in Poland,
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titled “Operation — Bottlecap™, was produced by a juice brand, Tymbark. The game narrative
was based on a concept of a crime that had happened to the owner of Tymbark (Maspex
company): somebody had stolen a legendary Tymbark bottlecap dating back to 1936 and
Maspex representatives summoned consumers to help them find a thief. Community of
thousands of people worked together for several months in order to solve this puzzle. The
game took place in real world settings; players participated in authentic story-related events
and genuinely performed their belief in the veracity of the game, even though they were
aware of its fictional character (in reality, the whole robbery had been staged for the
promotional purposes). In ARG’s terminology, they were enacting upon “TINAG” aesthetics
(TINAG - “This Is Not A Game”) i.e. they voluntary immersed into an alternate world of
game and suspended their disbelief in it (McGonigal, 2003a; 2003b).

Unlike in case of traditional events, participation in an alternate reality game does not
imply celebration nor suspension of everyday rules. Instead, it involves ultimately real and
immersive experiences with brand. As ARGs mimic the reality, they do not constitute a
regular “magic circle of play” i.e. a secondary world, reserved only for players; a kind of
temporary structure or a cultural contract, that isolates the play from the outside world
(Nieuwdrop, 2005). In ARGs there is no clear distinction between a non-play and play-
ground, as clues are embedded in both real and faux objects: existing monuments, buildings,
books, events or specially created websites, videos, TV-series, blogs etc. As a consequence,
there is no official beginning of the game and there exist multiple opportunities and
mechanisms to enter it at any moment and start playing. In most ARGs there are numerous so
called “rabbit holes” i.e. starting points - specially designed occasions or situations that are
intended to prompt participation. Classical examples of rabbit holes are: birthday cakes in
“Why so serious” ARG (described in the beginning of this section), honey jars with nine
plastic letters suspended inside (“I love bees” ARG for Microsoft), T-shirts with odd
overprints (ARG titled “Year zero” for Nine Inch Nails). Another mechanism that blurs the
boundaries between game fiction and non-game reality is “tiering” i.e. providing distinct
content to separate audiences, which allows players to build their own — albeit different —
game experiences (Dena, 2008), and to advance the narrative into various directions. As
subsequent clues and puzzles reveal game scenarios, it is the players who actually construct
(or considerably contribute to) the eventual ending of the story. This makes ARGs very
flexible, semi-predictable and — as a result — non-traditional marketing vehicles.

Despite much temporal, spatial and authorial dispersion (there is no single time and place to
experience the alternate reality game; there exist multiple contributors to the storyline and its
dynamics), ARGs might have great potential in differentiating brands from their competitors
and in establishing valuable brand-consumer experiences. Even though in most ARGs the
brand is not much evident, there are still remarkable profits to be gained by companies:

(@) building extensive reach, for example, the ARG promoting a Batman movie - “Why
so serious” - managed to involve over 10 million players from around the world
(“Why so serious?”, 2009); McDonald’s ARG named “The lost ring” attracted over 3
million gamers from 100 countries across the globe (“McDonald’s Advertising
Strategy...”, 2009);

(b) creating positive word of mouth and excitement around the brand. Audi’s ARG
titled the “Art of the heist” generated word of mouth worth of over 45 million public
relation impressions in 3 months (“Effie awards brief of effectiveness...”, 2006);

(c) activating consumers and motivating them to act upon a brand. In “I love bees”
over 2 million players followed thousands of clues and collaborated to solve the
mysteries in branded environments and settings (Kim et al., 2008);
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(d) prompting brand sales. The “Art of the heist” campaign, for instance, allowed for
exceeding sales goals by over 15% (“Effie awards brief of effectiveness...”, 2006).

3.2 Branded pranks

A branded prank is a practical joke played by a brand on unsuspecting consumers. A common
business practice is to record such prank and eventually use it as a disguised advertising
message in an online marketing campaign. As a result, branded pranks have become non-
typical marketing events, which are staged in real settings and afterwards disseminated by
companies for branding purposes. Carlsberg, for example, arranged a prank for its consumers
in a public place: as unsuspecting people entered the cinema, there were only limited seats
available among a scary-looking group of bikers. If visitors took the seat next to the bikers,
they were awarded with a beer for their gallantry and friendly attitudes. This situation was
filmed and then distributed around the internet as a viral video, which managed to collect over
16,767,750 views - as until February 2015 (“Carlsberg stunts with bikers in cinema”, 2011).

As an entertaining event, a prank is not a new phenomenon and it has been extensively used
for decades by television producers in, for example, the Candid Camera format. In
contemporary marketing, however, practical jokes have just begun to be exploited
professionally. Branded pranks (i.e. staged by advertising agencies on behalf of brands) are
usually complex events, carefully planned and produced in a way to achieve expected results.
Such events involve unsuspecting consumers caught up in a trap or set up by actors in
prearranged marketing stunts. Heineken, for instance, has been long involved in organizing
branded pranks as a part of its global advertising strategy. In 2010 it set up a tricky marketing
stunt in Milan. The company arranged a fake cultural event combining a classical recital and a
poetry meeting. It took place exactly at the same time Real Madrid and AC Milan teams
played their important football match. Heineken collaborated with 100 Italian individuals,
who were requested to persuade their partners, students and employees to sacrifice the game
on TV and attend the classical music concert instead. As a result, over 1 thousand AC Milan
fans turned up at the event. Eventually they were rewarded for their devotion with a great
surprise: in 15 minutes the concert was interrupted and everybody could have enjoyed the
game live on the big screen above the stage (Karpinska-Krakowiak, 2014).

From socio-cultural viewpoint, pranks share many similarities with traditional events, as they
suspend the typical social order and routine of everydayness, and, simultaneously, they are
unserious, make-believe, and involve magnitude of surprise. At the same time, pranks use
play mechanisms and, like in case of alternate reality games, they attempt to blur the
boundaries between artifice and reality. What distinguishes them form traditional events is
that they belong to the category of disparagement humor i.e. they are acts of playful deceit
and they are held to tease or even mock the victims, while entertaining the audience. In
Nivea “The stress test” prank, for example, the victims were secretly photographed as they sat
in the airport departure lounge. Within couple of minutes the trickster (i.e. Nivea
representatives) used these photos in faux newspapers and TV programs broadcasted in that
lounge in order to depict the objects as extremely dangerous fugitives. As the prankees grew
stressed, the airport security guards approached them with Nivea antiperspirant deodorants to
relieve their stress and reveal the trick (Karpinska-Krakowiak & Modlinski, 2014). This joke
ridiculed and surprised the victims, as they did not expect to become a subject of any mockery
or a comic situation (i.e. the boundaries between fiction and reality were temporarily
suspended).

Brands use pranks predominantly to meet and entertain consumers on and offline. As
highly captive for diverse audiences, practical jokes have become a modern executional tactic
for promotional messages designed to draw consumers’ attention especially in such a
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cluttered environment as the internet. According to Karpinska-Krakowiak and Modlinski
(2014), well-crafted pranks can gather a multimillion viewership in an impressively short time
perspective e.g.: “Push to add drama” by TNT achieved a 50-million audience in less than
two years; “Christmas miracle” by WestJet collected over 36 million online exposures in 9
months (Karpinska-Krakowiak & Modlinski, 2014). Apart from maximizing reach and
building brand visibility on the internet, branded pranks are expected to:

(@) introduce a viewer into the world and philosophy of a brand (e.g. “Push to add
drama” by TNT involved film-like, very dramatic and spectacular scenes being played
out live in urban streets);

(b) provide a proof of brand attributes (e.g. Nivea “The stress test”) or an amusing
portrayal of brand core values (e.g. Heineken’s fake concert);

(c) build or strengthen an attachment to the brand with use of truly intensive
emotions, e.g. Coca-Cola in their “Small world machines” prank invited inhabitants of
Lahore and New Delhi — i.e. people who have been living in Indian-Pakistan conflict
for years now — to share a moment of joy with some technological assistance provided
by the brand (Moye, 2013).

4 CONCLUSIONS

In contemporary marketing it is increasingly difficult to draw vivid boundaries between new
and existing promotional instruments or to capture them as totally separate entities.
Consequently, as the newer forms of events evolve, they share some characteristics with their
traditional counterparts and, simultaneously, they introduce some innovative qualities to the
industry. Basic similarities between traditional and non-traditional events are: both are forms
of entertainment; they are carefully planned, produced and organized; they have ability to
acquire massive reach and extensive brand exposition in a relatively short time perspective;
they involve some sort of consumer participation and brand-consumer interaction, which
may lead to the development of genuine brand experiences.

New forms of events benefit mostly from innovative technologies and proliferation of the
internet. As a consequence, they create more brand experience opportunities, because they
allow for addressing more versatile and numerous audiences (both on- and offline), which
in turn prompts a viral effect of such events. Unlike their traditional counterparts, many
categories of new events (esp. ARGs, pranks and flash mobs) do not involve much
celebration, feasting, or carnival per se. Instead of reversing everyday routine of
participants, they deliberately distort the boundaries between fiction and reality, between
truth and deceit. They openly use negative emotions (e.g. shock, fear, derision) and
disparagement humor. Eventually, they do not promote directly the brand; they do not sell
it. In most ARGs, flash mobs and pranks the brand stays behind the scenes or is revealed
discreetly at the end of the footage presenting the event (comp. ARG titled “The Lost Ring”
by McDonald’s or “Life’s for sharing” campaign by T-Mobile).

Despite much research regarding event marketing, there is still void in data on new forms of
events esp. on their effectiveness and possible impact on immediate and delayed consumer
responses. There still remains a magnitude of questions unanswered e.g.:

(a) Compared to traditional events, what specific branding indicators are best to depict the
actual effectiveness of non-traditional events?

(b) What are the mechanisms and factors influencing the online viral effect of non-
traditional events?
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(c) What psychological, sociological, cultural and other factors moderate the effectiveness

of non-traditional events and how?

(d) Does (and to what extent) blurring the boundaries between fiction and reality increase

the effectiveness of non-traditional events?

(e) How different audiences respond to diverse categories of non-traditional events and

(f)

why?

How the product category of the brand moderates the effectiveness of non-traditional
events?

It would be highly valuable to address these (and other) questions in future empirical and
theoretical endeavors.
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PERCEPTION OF ORGANIC FOODS BY YOUNG CZECH
CONSUMERS AND ATTITUDES TOWARDS THEM

Jezovicova Kamila, Turé¢inkova Jana,
Kocourkova Kristyna, Sou¢ek Martin

Abstract

The paper provides findings about perception of organic foods by young Czech consumers,
their attitudes towards them and identifies their motivations and barriers to purchase
decisions. Primary data were collected via focus groups (n = 24) and questionnaires
(n2012 =400 and nyg13 = 366). There are both positive and negative attitudes towards organic
foods among young Czechs. Most of the respondents agree with quality and health benefits of
organic food as compared to conventional foods.

Keywords: organic food, attitudes, perception, Czech, young consumers

1 INTRODUCTION

The global demand for organic foods and interest in organic farming has started partly as a
result of rising awareness of the negative side effects of highly intensive agricultural
production, including the high use of mostly chemical fertilizers and pesticides
(Komorowska, 2014), partly due to food scandals that made consumers turn to natural
alternatives. Over the years this was followed by offer of organic food products in
supermarkets, implementation of certification standards and support of producers by
governments. European market is the largest and most complex market of organic food and
drinks in the world (Oroboi et al., 2012).

The objective of this paper is to present results of research mapping the perception of organic
foods by young Czech consumers and attitudes towards them. It also identifies motivations
and barriers to purchase decisions.

2 LITERATURE REVIEW

Organic Trade Association (2011) explains the exponential growth of organic food market by
the fact that advertisers have a better knowledge of what drives organic consumption. Thanks
to media involvement the number of environmentally aware individual coming from broader
range of social and economic backgrounds has expanded (Mainieri et al., 1997). Consumption
is less predictable by demographic characteristics, instead motivational and psychological
factors help better to solve this problem (Hughner et al., 2007).

Inglehart and Welzel (2005) present their observation that in wealthier nations consumers
tend to replace materialistic values with post-materialistic, such as concern for the
environment and quality of their lives, which drives consumers interest also in organic food.
Vancley et al. (2011) point out consumers’ concern for reduction of ecological footprint.
Besides environmental concerns, other authors provide evidence for motivations connected to
with to protect one’s health (e.g. Brunso and Scholderer, 2001 or Megicks et al., 2008).
Smoluk-Sikorska and f.uczka-Bakula (2013) add also the motivator that by support of organic
production consumers also support the sustainable development of rural areas.
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Kareklas, Carlson and Muehling (2014) divide the considerations into two groups: egoistic
(such as one’s health and well-being) and altruistic (environmental concerns, animal welfare,
etc.).

3 METHODOLOGY

To fulfill the given objective, it was needed to obtain primary data. A number of methods for
data collection were employed: focus groups and a questionnaire, which was carried out in
two years (2012 and 2013). Furthermore, the data were drawn from personal in-depth
interviews. In this article, only selected results of a larger study focused on the behavior of
young people on the market with organic foods are presented.

The primary source of data presented in this paper comes from focus groups. To ensure
objectivity, three different focus groups sessions which took from 1.5 to 2 hours were
conducted, but first of all a testing round of focus group with students, who were between 23
and 25 years, was executed. A part of the students were already employed, others only
studied. Men and women were represented equally. After this pre-test some alternations were
implemented (e. g. samples of foods were removed). In October 2012, the three focus groups
were executed and lead by a moderator, each focus group always consisted of eight
respondents with equal representation of men and women and consumers who buy and do not
buy organic foods. The average age was 26 years for women and 28 years for men. The
average monthly income across households was around 40 000 CZK and the average number
of household members was two. All focus groups were recorded on a camera. Based on the
recording, most important information was summarized. These data were coded and
evaluated. Each focus group was compared with one another in order to find a common
agreement on the questions.

The questionnaire survey was carried out in 2012 and 2013. The structure of the respondents
had a similar representation in both years (nz1> = 400 and nyp13 = 366). The obtained data
were processed with Statistica v. 12, pivot tables were calculated and hypotheses tested.

4 MAIN RESULTS
4.1 Perception of organic food

Most participants of focus groups perceive organic foods as products grown without use of
chemicals. This point of view is shared by both consumers of organic foods as well as
consumers who do not buy organic products. Also the questionnaire survey provided similar
results. It was found that the majority of respondents (in 2012: 87%; in 2013: 79%) identifies
with the definition that “products of organic farming is a product which is grown without
synthetic fertilizers, chemical sprays or genetic modification”. A certain part of the
respondents noted that for them the organic products are only overrated trends and
characteristics of these products are not any different from conventional foods (2012: 7.5%;
2013: 13.5%). It is quite interesting that this opinion seems to have growing support.

When respondents were asked what were their personal opinions on organic foods; the most
common answer (in both years) was that the organic foods differ only in price when
compared to conventional foods (this was noted by more than 25% of respondents in this
open-ended question). The second most frequent response was that organic foods do not
contain chemicals, that they are grown in specific ways, or are natural. Respondents also
reported that organic foods have a better quality, more vitamins and have a higher nutritional
value. In 2012, out of 400 respondents 25 replied that organic foods are healthier. The
following year, this answer was indicated only by 3 respondents (out of 366). Also the
number of responses “organic is no different from non-organic foods* has increased (2012:
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8 respondents; 2013: 17 respondents). In both years, the same number of responses indicated
opinion that the labeling of organic products is senseless, just a trend or a fraud on consumers.
This fact has probably occurred after a concurrent debate about the real contribution of
organic products. Out of all such publications, it is possible to mention an article in dTest
(2012), which was focused on pesticides in honey from AlbertBio. Even on this basis, it is
possible to derive rather a negative view of respondents.

Focus groups experienced both positive and negative attitudes towards organic foods, which
was partly due to intentional composition of the group including both consumers and non-
consumers of organic foods. Proponents of organic products communally agreed that their
purchases contribute to the development of small agriculture businesses and help to return to
traditions. On the other hand, the other group stands up for the opinion that organic foods are
only rather a fashion trend helping to make more money. The main perceived advantage is
considered the support of fair production by small farmers without chemicals and in a friendly
manner to nature. The main disadvantage is a higher price, which corresponds with higher
time costs and efforts of producers and often also smaller harvests. Another mentioned
disadvantage was a possible presence of nitrate. This view was most probably influenced by
information mentioned in media shortly before the conducted research. Participants also
mentioned that if they did not personally know the farmer, they do not have confidence in
their products.

Another major theme was the influence of organic farming on nature. Less than a half of the
participants believe that organic production has a positive impact on nature. Conversely, the
second view was exactly the opposite. In their opinion the production of organic food is very
expensive and this has a negative effect on nature.

4.2 Perceptions of quality of organic foods

The largest group of respondents partially agreed with the statement that organic foods have
better quality than conventional foods (2012: 58%; 2013: 51%). In the first observed year,
17% of respondents totally agreed and the number of the respondents in the second year was
21 %.
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Fig. 1 — The extent of agreement with the statement “organic foods are higher quality foods
than non-organic foods”. Source: Questionnaire survey 2012 (n = 400) and 2013 (n = 366).

This claim was also tested by using a contingency analysis. The goal was to see how the two
groups of consumers (organic foods consumers vs. non-consumers) perceived organic
products. The test hypothesis dealt with the quality of organic foods (Ho: Perception of higher
quality organic foods is not dependent on buying organic foods).
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e 2012: p-value is close to zero (0.0000). This hypothesis of independence was rejected.
With 95% confidence, the relationship between those marks may be demonstrated.
Contingency coefficient = 0.3474. This value is not very high; therefore, the dependence
is not very strong.

e 2013: p-value is close to zero (0.0000). This hypothesis of independence was rejected as
well. With 95% confidence the relationship between the characters can be established.
Contingency coefficient = 0.489. This figure is higher than the value in 2012; therefore,
the dependence is slightly stronger.

Tab. 1 — Purchases of organic foods and level of agreement with a statement “organic foods
are better than non-organic foods”. Source: own questionnaire survey 2012 (n = 400) and
2013 (n = 366).

Do you buy organic foods?

2012 2013
Quaity than nonorganc foods Y No  Total  Yes  No ot
Fully agree 47 23 70 4 13 77
Partly agree 111 124 235 105 84 189
Partly disagree 8 48 56 17 40 57
Fully disagree 2 27 29 3 28 31
Do not know 2 8 10 1 10 11
Total 170 230 400 190 176 366

The relationship between consumers who buy organic foods and the belief that organic foods
have higher quality than non-organic foods is clear from the Tab. 1. They are more confident
in the higher quality of organic foods than non-consumers of organic foods. This was also
confirmed by the responses recorded from focus groups.

4.3 Health benefits of organic foods

Most respondents partly agreed with the fact that organic foods are healthier than
conventional foods (2012: 55%; 2013: 47%). In 2012, 22.5% of respondents fully agreed with
this statement and in 2013 it was 24% of respondents.
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Fig. 2 — The extent of agreement with the statement “organic foods are healthier than non-
organic food”. Source: own questionnaire survey 2012 (n = 400) and 2013 (n = 366).

The dependence was verified by the test of following hypothesis Hy: Perception of higher
health benefit of organic foods is not dependent on buying organic foods.
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e 2012: p-value = 0,0004 is clearly smaller than the chosen significance level of 0.05, it is
therefore possible to reject Hp and we may accept the alternative hypothesis. Contingency
coefficient = 0.244, which demonstrated a weak dependency.

e 2013: p-value is close to zero (0.0000). Based on this result, Hy can be rejected.
Contingency coefficient = 0.42. This value is higher than the value from the previous year
and therefore the dependency is stronger.

With 95% confidence, there is interdependence between the two characteristics People who
buy organic foods agree more with the statement “organic foods are healthier than non-
organic food.” In particular, the results can be seen in the following graph based on
contingency table. This graph illustrates the answers of the respondents who buy organic
foods and we can see a clear a difference attitudes in the two analyzed years.

The respondents who buy organic foods

0% mm -
R e T e
50% +----------] |mm----------ommmmmeeooooooooooo
40%
30% +
20% -+
10% -+
0%

Fully agree  Partly Partly Fully Do not No answer
agree disagree disagree know

Fig. 3 — Extent of agreement with the statement “organic foods are healthier than non-organic
foods” Source: Questionnaire survey in 2012 and 2013.

A half of the participants of focus groups believe that organic foods are healthier, or at least
hope for that. By contrast, the second half does not believe in this statement. The most
common reason for this was the presence of water contaminated with chemicals in all
products — thus also in organic foods. However, organic meat was mostly seen as a healthier
and with better quality. This view was shared by those who do not believe in organic foods as
well.

Motivations and barriers to purchasing decisions

In 2012, the most common motivator for respondents to buy organic foods was a conviction
that organic foods taste better than non-organic foods. By contrast, in 2013, the most common
reason for purchasing these foods was confidence in the quality of the products. Another
reason was the belief in health benefits of organic foods.

The most frequent barrier for those who do not buy organic foods is price (2012: 40%;
2013: 36% of consumers who do not buy organic foods). Also the respondents do not believe
in the quality and producers of these products.

Group discussions confirmed the statement. The respondents see the biggest limitation in the
higher price of these products. In general, respondents feel very badly informed and have little
faith towards the retailers of organic foods. It is partly caused by the fact that consumers do
not have direct contact with producers. In this situation, on one hand the perception of quality
Is a motivating factor, and on the other, this factor is taken as a barrier. It is often possible to
see that consumers do not completely believe in the quality of organic foods and it is one of
the primary reasons for lack of interest in organic products.

253



According to farmers, an important motivator for purchasing organic foods can be a need of
these products due to their compliance with a gluten-free diet or a doctor's recommendation of
healthy eating. It is also interesting to note that if consumers start consuming organic foods,
they do not usually change this eating habit and tend to consume them. The interest of
individuals in organic products is still growing, but very slowly.

5 DISCUSSION AND CONCLUSION

This article discussed the consumer behavior of young people towards the organic foods
market. The main objective was to assess how this segment perceives organic foods and how
they perceive quality and health benefits of organic foods consumption. Looking at the results
it can be argued that the consumers are familiar with the definition of organic foods, which is
defined by law. Many consumers define a product to be organic if it is produced in organic
farming and grown without artificial fertilizers, chemical sprays and genetic modification.
Besides that there such consumer for whom organic foods mean only trends and a way to
make more money. Similarly as it was stated by Kareklas et al. (2014) we could see that both
egoistic and altruistic considerations are involved among young Czechs in perception of
organic foods benefits.

The trust in organic food products is undermined by affairs published in media, such as
currently discussed question about the health benefits of organic foods or an article dTest
(2012) about the honey AlbertBIO, in which nitrate was detected. Company ProBio (Czech
biggest producer of organic foods) responded to this article with a declaration that the amount
of nitrate was minimal and there was no need to worry. In general results of presented
research shows that those who do not buy organic foods have lower trust in these products
than the organic food products buyers.

Furthermore, the survey was aimed at the perception of health benefits of organic foods
among young people. Also in this case results proven dependence of perception on whether
consumer buy/ do not buy organic foods. Buyers of organic products have both higher faith in
health benefits of organic foods and also their quality in both consecutive years of
questionnaire surveys.

Komorowska (2014) mentions price of organic foods as a barrier to higher sales of them. The
same seems to be a problem to young Czech consumers. Further barriers are little faith in the
quality and health benefits of organic foods. On the other hand, the factors that motivate
consumers to purchase organic foods are better taste, perceived higher quality and health
benefits, sometimes supported by an advice from a doctor or a nutritionist to eat organic
foods.

We can assume that these finding among young Czech consumers can be similar to those of a
broader age range. Future research will cover more age groups and will focus on deeper
analysis of motivations and in general factors influencing marketing of organic foods. Also
use of knowledge discovery techniques on data from marketing research of consumers’
behavior is planned (see e.g. Tur¢inek and Motycka, 2013).
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THE IMPACT OF MARKET ORIENTATION ON PERFORMANCE OF
THEATRES

Nevenka PasSek

Abstract

Our research is focused on the exploration of market-orientation and its effect on the
performance of theatres in Slovenia. If the theatres want to increase their revenues, they must
reinforce their market orientation. Of course, it is necessary to point out that they must
maintain the performances of artistic value.

Financial indicators, which are used to measure the business performance, are not sufficient
for the company, especially not for non-profit organizations, including organizations in the
field of culture. The most important objective for them is to meet the needs of the community,
customers and stakeholders, which are associated with such organization.

The main purpose of this research is to explore the market orientation of theatres, which
represent in addition to innovation, learning and perceived value a crucial challenge how to
redirect such organizations.

Keywords: market orientation, theatres, performance

1 DESCRIPTION OF THE NARROW SCIENTIFIC FIELD AND THE
PROBLEM

Our research is focused on the exploration of market-orientation and its effect on the
performance of theatres in Slovenia.

Constantly changing environment causes changes in artistic organizations. Differences that
occur in such organizations are derived from their mission, which also causes differences in
the marketing, in the measurement of performance and in the funding characteristics.
Constant reducing budgetary resources over the past years has required from theatres to rise
own revenues. In other words means to increase commercialization of theatres. If the theatres
want to increase their revenues, they must reinforce their market orientation. Of course, it is
necessary to point out that they must maintain the performances of artistic value.

Market-oriented organization is focusing on the needs of customers, knows their competitors
and interfunctionally uses and processes the information about the market. Different
concepts, in which the organization can carry out its marketing activities varying according
to the degree of market orientation. The older they are less are they oriented on customer
needs. In theatres is common concept of the production, where everything is subjected to the
production of performance. Wishes and needs of customers are not taken into account,
because everything is subordinated to the artistic message. Consequently it comes down to the
lack of audience and reducing the revenues from ticket sales. Activities associated with
marketing of the performances are often made in last minute, for the marketing are available
only limited sources and the artistic directors usually interfere with marketing activities. For
empty performances is always guilty marketing department. This kind of understanding is
derived from the lack of understanding of the role of marketing in organizations. Many times
the marketing departments are labeled as propaganda. All mentioned above leads us to the
fact that if these organizations want to increase revenues, they must reinforce their market
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orientation. Of course, it is necessary to point out that they must maintain the performances of
artistic value.

The fact is that the main objective of businesses is a profit, which can be used as a financial
measure. The peculiarity of non-profit organisations is not profiting, but to meet the needs of
the community and, therefore, the profit appears to be completely wrong objective and
indicator for performance of the non-profits. The most important objective for them is to meet
the needs of the community, customers and stakeholders, which are associated with such
organization.

Market orientation is one of the fundamental concepts of marketing science. The origins of
this concept dates back to 50 years (Drucker, 1954; Levitt, 1960; McNamara, 1972; Drucker,
1954; Kohli/unfortunately Clottey went back, 1990). Back in 1954, Drucker wrote that
companies need to deal with the activities of the company from the perspective of the
customer. As the cornerstone is considered an article of Shapiro (1988) issued in Harvard
Business Review, where for the first time arises the need for the conceptualizing of market
orientation.

Serious research and defining the concept of market orientation started in the early 90s, when
almost simultaneously two articles appeared; one from Kohli and Jaworski and another from
Narver and Slater. Kohli and Jaworski(1990) define marketing orientation as organizational
behavior or set of activities that are related to the business. They understand market
orientation as: (1) creating the knowledge about the present and future needs of the customer,
(2) data transmission about market to other sections of the organization and (3) the
responsiveness of the organization on this information. Narver and Slater (1990) have
regarded market orientation as organizational culture, marketing orientation which forms the
patterns of behaviour in organization. Under the concept of market-orientation they
understand one- dimensional “construct”, which consists of three behavioural components:
(1) orientation on customers, (2) orientation on competitors and (3) the inter-functional
coordination and two criteria in decision-making: a long-term orientation and focus on profit.

On the basis of these two approaches two measurement scales for measuring market
orientation were formed: MKTOR (Narver, and Slater, 1990) and MARKOR (Kohli, Jaworski
and Kumar, 1993). Both of them are also the basis for many other scales which were
developed then for the measurement of market-orientation (Ruekert, 1992; Deng and Dart,
1994; Narver, Slater and MacLachan, 2004). Among them is also MORTN scale (Depandhé
and Farley, 1998).

Many other authors have researched the concept of market orientation more or less
represented by the both above mentioned approaches (Day, 1993; Deshpandé, and Farley,
1998; Deshpandé, and Webster, 1989).Lafferty and Hult (1999) have found in their research
the four characteristics that are the same regardless of the approach: (1) orientation on the
buyer, (2) the importance of the intervention of knowledge (information), (3) interfunctional
coordination of marketing activities and (4) reaction to the marketing activities through the
implementation of appropriate actions.

There are numerous studies which have explored the relationship of market orientation and
business performance. Almost all found a positive relationship between market orientation
and business performance (Narver and Slater, 1990; Pitt, Caruana and Berthon, 1996; Chang
and Chen, 1998; Doyle and Wong, 1998; Hunt and Lambe, 2000; Lonial, Gupta, Raju and
Ziegler, 2000; Slater and Narver, 2000; Harris and Ogbonna, 2001, Pulendran, Widing and
Speed, 2003; Qu and Ennew, 2003; Cano et al., 2004; Kirca et al., 2005; Shoham et al., 2005;
Santos-Vijande et al. 2005; Haugland, Myrtveit, and Nygaard, 2007; Martin-Consuegra and
Esteban, 2007; Panigyrakis and Theodoridis, 2007; Farrell, Oczkowski and Kharabsheh,
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2008; Grinstein, 2008; Megicks and Warnaby, 2008; Singh, 2009). None of them revealed
the negative impact.

Some researchers have also explored the impact of market orientation on business
performance in the field of culture Voss, G.B and Z.G. Voss (2000), ( Camarero, C. and M.J.
Garrido (2008), Fillis, I. (2006), Hausmann, A. (2007) Hsieh, J. (2010).

The market orientation can be a proactive —market driving” or reactive- “market driven”.
Reactive market orientation is understood as a straight adaptation of the organization to the
changing requirements of the customers, the environment and market conditions (Kohli et al.,
1993; Slater and Narver, 1998; Jaworski et al., 2000). Proactive oriented organization dictates
its own rules of the game on the market that are changed to her advantage. In this way, the
organization shapes changes in customer requirements e.g. the behavior of customers or
market structure (Carrillat et al., 2004; Jaworski et al., 2000; Kumar, 2004). The primary
mean to achieve this goal are the radical innovation of products, processes, marketing or
business level systems. Despite the different characteristics of the reactive or proactive
marketing orientation, examples from practice suggest that organizations can use both
approaches at the same time. In this case, we are talking about complementary market-
orientation approaches (Jaworski et al., 2000; Kumar, 2004).

It is well known that innovations are the driving forces behind the development of the
organization .The innovations also improve effectiveness of the organization. So the questions
are what the relationship between the market orientation and the innovations is and what their
impact on performance is. Researchers who are engaged in areas affected by the innovation
and market orientation do not have a single opinion on this issue. Some research
demonstrated the positive impact of market orientation on the ability of innovation (Kohli and
Jaworsky, 1990; Ruekert, 1992; Deshpandé, Farley, and Webster, 1993; Slater and Narver,
1994; Atuahene-Gima, 1996; Gatignon and Xuereb, 1997; Sandvik and Sandvik, 2003).
Others suggest that high market orientation limits innovation and leads only to incremental
innovation (Christensen and Bower, 1996; Berthon et al., 1999). These researchers argue
such results with the facts that the orientation on the existing customer's wishes limits the
willingness to risk, which in turn leads to development of the innovation with limited level
of novelty. Companies also are not able to recognize opportunities in existing and new
markets (Slater and Narver, 1995; Johnston et al., 2003).

Learning orientation can be conceptualised as “a set of values that affect the tendency of
enterprises in the creation and use of knowledge” (Sinkula, Baker, and 1997, p. Noordewier
309). Learning orientation is a dynamic process of accumulation of knowledge. Organizations
with a high degree of learning orientation appreciate the knowledge in two areas: (1) response
to environment changes and (2) the ability to continuously check their relationship with the
environment (Baker and Sinkula, 1999). Organizations that show a high orientation recognize
the importance of learning from their environment (Santos-Vijande et al.,, 2005;
Weerawardena of Cass and Julian, 2006) and recognize that innovation does not come only
from the radical changes in the environment (Baker and Sinkula, 1999). Learning orientation
positively affects business performance (Santos-Vijande et al.,, 2005) and innovation
(Cavusgil and Calantone, Zhao, 2002). Baker and Sinkula (1999) and Baker, Sinkula and
Noordewier (1997) have developed a scale for measuring attitudes to learning. Their construct
consists of three dimensions: commitment to learning, open the attachment and sharing the
vision. Wang and Wei (2005) in his study noticed that the learning orientation and orientation
on the quality could be very critical when transmitting the effects of market orientation on the
performance of the business. A strong learning orientation is a prerequisite for superior
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market-oriented processes to create and sustain competitive advantages Baker and Sinkula
(1999).

Research, focusing on a variety of strategic orientation and the interactions between them are
rare. (Grinstein 2008) explores the relationship between the market, technological,
entrepreneurial and learning orientation. There are also other interdependent constructs such
as product orientation, innovation orientation, orientation on customers and market
orientation, spreading the field research and develop the need for synthesis in the relations
between these constructs.

Research shows that only a single orientation is insufficient ( Atuahene-Gima in Ko, 2001,
Baker and Sinkula, 1999; Bhuian et al., 2005) as interconnection and relations between
different orientations enable organizations a competitive advantage in the long term (Hult et
al., 2004) and better business results Grinstein (2008). Research should, therefore, focus on
the interaction between strategic orientations Salavou et al. (2004).

2 THE PURPOSE, OBJECTIVES AND EXPECTED CONTRIBUTION

The main purpose of this research is to examine the impact of market orientation on the
business performance in theatres. According to the purpose the research objectives are: (1) to
explore the perception, what the managers, artists, employees in theatres understand, what
they think about market orientation, (2) to explore what is the impact of market orientation on
performance (3) to explore what is the impact of innovativeness, learning and perceived value
for consumer on market orientation and business performance (4) to propose improvements for
theory and praxis. The market orientation represents the business culture, and the adoption of
such culture leads to the positive effects of business (Narver and Slater 1990). This approach
will be used in the study. This will at the same time provide the basis for further work in this
area.

The estimated contribution of the doctoral thesis is a theoretical and practical. Theoretical
contribution refers to: (1) the study of the performance of the theatres, where the market
orientation is one of the key levers that with the other three concepts, innovation, learning,
perceived value, based on the challenges shows, how to redirect such organizations. That
gives us an insight into the deeper understanding of the problem, (2) understanding the
necessity of transformation of influencing the mindset in relation to the marketing and its
impact on the performance of the business, and (3) design of appropriate market-based
activities that improve the performance.

The practical contribution of the doctoral thesis is in particular, in the creation of a general
model of market orientation on the organizational level and the development of appropriate
indicators for measuring performance, which gives the practical contribution of the doctoral
thesis, strategic nature.
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2.1 The Research Model

/TX

MARKET ——| PERCEIVED BUSSINES
ORIENTATION VALUE PERFORMANCE

Fig. 1 — Research model

Hypothesis H1-H8 and the links between the fundamental constructs.

H1 assumes a positive linkage MO and innovation

H2 assumes a positive linkage MO and perceived value for the consumer

H3 assumes a positive linkage MO and learning

H4 assumes a positive linkage of innovation and the perceived value for the consumer
H5 assumed a positive linkage of learning and the perceived value for the consumer
H6 assumes a positive impact of innovation on business performance

H7 assumes a positive impact of perceived value for the consumer on the business
performance

H8 assumes a positive impact of learning on business performance

The equation of the model
BP = f{MO, I, L, PV, F}
BP = business performance
MO = market orientation
| = innovation
= learning
PV = perceived value for the consumer
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F= other factors

The field of this research in Slovenia and internationally has not been very researched yet, so
we see a potential in the selected topic, because of the actuality of the selected topic and of
the introduction of the results of the research in the Slovenian and international environment.

3 METHODOLOGY

The main purpose of this research is to explore the market orientation of theatres, which
represent in addition to innovation, learning and perceived value a crucial challenge how to
redirect such organizations.

Research is divided into two parts, theoretical and empirical. The theoretical part is
conceptual and is based on systematic literature rewiev. In regard with theory will be carried
out the conceptualization, operationalizaton of variables, the structure of the questionnaire and
scales for the measurement of marketing concepts. In marketing research, we have to take into
account the theory, because only in this way can the findings be interpreted and integrated in
the existing research (Malhotra, Peterson, Bardi, Kleiser, 1999).In the study, we will take into
account the guidelines of marketing research, in the preparation of the questions we will rely
on the existing literature, which examines in more detail the specifics of the activities of the
organizations of the performing arts (Gatignon and Xuereb 1997; Holbrook and Zirlin 1985;
Narver and Slater 1990; Slater and Narver 1994).

In the dissertation it will be used the existing and verified scale for the market orientation
measurement: MKTOR (Narver, Slater, 1990) and MORTN (Depandhé and Farley 1998).
The scale will be adapted for the theatres.

In practical part, the qualitative and quantitative methods will be used. Qualitative research
method refers to the in-depth interviews with directors, managers and artists about their
understanding of the concept of market orientation and its impact on business success. In this
way, we gain insight into the breadth and depth of the area in the survey, so we can focus on
the subjective meanings, definitions, symbols, and descriptions of specific cases.

Quantitative empirical research will be carried out with the help of the questionnaire, which
will be divided among managers, artists and employees in theatres in Slovenia. The
questionnaire will be preliminary tested before the implementation on a small sample
employees. The reliability of the questionnaire will be checked to ensure the quality of the
measurement and use of the instrument. The expected pattern is a population of 250
respondents. The empirical analysis of the conceptual model will be carried out with
modeling linear structural equations. Constructs will be checked with faktor analysis with
SPSS and Lisrel. Here we will take into account the instructions of Hair, Black, Babin, and
Anderson (2010). In this way it will be possible to test the consistency of the theoretically
well-founded conceptual model with empirical data.
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CURRENT TRENDS IN MARKETING COMMUNICATION AND
THEIR APPLICATION TO TOURISM

Lena Malacka
Abstract

This paper deals with current trends in marketing communication and their application to the
field of tourism. The ever growing importance of the Internet and the development of
technologies that are becoming more accessible to consumers have given rise to new kinds
and forms of marketing communication that need to accommaodate to all these trends. Social
media play a significant role both on the demand and on the supply side and are starting to
shape consumers' decision-making process. In tourism, this concerns primarily the impact of
online reviews (WOM or eWOM marketing), mobile marketing and online marketing. The
fact, that social media is an important part of the communication mix in tourism is
demonstrated by successfully implemented campaigns; campaign of Cape Town on
Facebook, first Twitter hotel Sol Wave House or TrueView advertising of Nassau Paradise
Island on YouTube. The first two of these campaigns are even low cost and Facebook
campaign of Cape Town meets the elements of buzz marketing.

Keywords: Tourism, marketing, marketing communication, social media, word-of-mouth
marketing, online reviews.

1 INTRODUCTION

Successful tourism services or products, successful activities of organizations engaged in
tourism or successful destinations cannot do without a high-quality and thorough marketing
strategy. It forms a basis for an appropriate configuration of the communication mix and the
use of the right marketing communication tools, in line with the specifics of tourism. The
communication mix no longer includes only five basic tools. Over the time, as technologies
develop, new tools are constantly introduced. Forms of communication previously identified
as old forms separate and develop in their own distinct way. However, it still holds true that
there must be interplay of individual marketing communication tools, rather than their
isolated effect (Csikésova, Antosova & Culkova, 2014).

In particular social media have gained enormous popularity in recent years. The relationship
between travelling and technologies is as close as never before — businesses are in increasing
numbers turning to social media to present their services and to reach customers in a most
personal manner (Santos, 2014). The Internet has changed the world of marketing
communication. And the Internet and social media are a popular option for young people who
take computers, tablets and mobile phones for granted (Dev, Buschman & Bowen, 2010). The
Internet is thus becoming a powerful tool not only for consumers who find there all the
information needed, but naturally also for businesses that are free to use it to appeal to their
potential customers and get them to buy online.

2 MARKETING COMMUNICATION TOOLS

Previously, there was the following standard division of marketing communication tools into
these five categories (Juraskova, Hornak & et al., 2012): advertising, personal selling, sales
promotion, public relations and direct marketing. Each of these categories has its own specific
tools (Kotler, Wong, Saunders, & Armstrong, 2007). Due to technology development the
present communication mix has been somewhat extended and has been gradually modified.
The existing tools have been extended to include sponsoring (Karlicek & Kral, 2011;
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Pelsmacker, Geuens, & Bergh, 2003; Piikrylova & Jahodova, 2010), exhibitions and trade
fairs, interactive marketing, event marketing, online communication or WOM marketing, i.e.
word-of-mouth marketing (Jakubikova, 2008; Karlicek & Kral, 2011). The following Fig. 1
represents the division of marketing communication tools. Different colours are used to signal
standard division of tools and newly added tools of marketing communication. We may also
expect that new forms and methods of communication with target groups will emerge as a
result of information technology development.

/ Sales ‘\

f \
/'.-- oy uromotion /r‘ e

( Personal \‘ —q v/ Public \,

\ Selling / \ Relations /

<= S22 I

7Y

WOM

Sponsorship Marketing

Online
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Exhibitions
and Fairs

Interactive Event
Marketing Marketing

Fig. 6 — Marketing communication tools. Source: Own compilation

Individual marketing communication tools cannot operate in isolation. In order for the impact
on the recipient of the message to be enhanced, they need to be interconnected, making use of
their synergistic effect. This combination of marketing communication tools is referred to as
Integrated Marketing Communications (IMC). This is an approach to brand messaging where
individual components cooperate and create a unified experience in the customer, since they
are presented in the same tone and style that will reinforce the key brand message (Csikosova
et al., 2014). IMC means identification of possible communication channels with an impact
on consumer behaviour through basic marketing communication activities (Mihart, 2012).
The main aim of IMC is creation of a marketing message that will reach the target segment
(Mihart, 2012) by combining the effects of individual marketing communication tools, instead
of their isolation, thus ensuring maximum cost effectiveness (Csikdsova et al., 2014). Key
trends in implementation of IMC include: loss of trust in mass advertising, rising media
prices, need to increase message impact and influence and the related need to increase
effectiveness and efficiency, media and audience fragmentation (Jakubikova, 2008). In a more
detailed examination, integration does not involve only basic communication tools, but all its
levels are taken into account, i.e. horizontal, vertical, external, and data integration. As a
result, IMC saves money and eliminates duplication in graphics, photography, etc., since
these elements can be shared and used simultaneously at several places (Csikoésova et al.,
2014).

266



2.1 Traditional marketing vs. new forms of marketing communication

As society advances and is faced with various global social, economic and technological
changes, marketing also develops. Market fragmentation and ever increasing resistance of
customers to traditional stimuli has led to the emergence of new forms of marketing
communication (Vysekalova & Mikes, 2010). As companies begin to realize the value of the
Internet as a primary component of their marketing communication, they also start to apply
alternative marketing techniques accordingly, which often means a more cost effective
solution and also a more effective way of actively engaging the consumer, compared to
traditional advertising channels (Castronovo & Huang, 2012).

New technologies emerging in marketing force companies to think creatively and come up
with the most effective way of addressing their customers (Piikrylova & Jahodova, 2010).
This leads to employment of new forms and tools of marketing communication. 21st century
trends in marketing communication include guerrilla communication, mobile marketing, viral
marketing, WOM and buzz marketing (Ptikrylova & Jahodova, 2010) or also e-mail
marketing, SEO, event marketing, and also social media, such as chats, blogs, YouTube,
Facebook, Twitter etc. (Castronovo & Huang, 2012). The following section will focus on the
most important of the tools mentioned above.

Social media

Social media can be generally defined as the Internet and web-based technological platforms
designed to facilitate social interaction among individuals, groups and organizations, enabling
transformation of one-way communication (monologue — one to many) into a social dialogue
(many to many) (Mills, 2012). Social media, i.e. social networks and microblogs, are at an
increasing rate replacing traditional media. The buzz around these new marketing
opportunities seems to be an unlimited space (Bruhn, Schoenmueller, & Sch, 2012). Blogs,
podcasts, e-books, press releases and other forms of online content provide organizations with
space that allows them to get closer to the customer who will appreciate this form (Scott,
2008). Among one of the most popular social media include Facebook. The most frequent
goals of Facebook advertising campaigns were increasing company's website visit rate (78%),
sales boosting (68%), improving client awareness about trademark or company (56%) or
launching a new product or a service (12%) (Vejacka, 2012). The following Tab. 1 sums up
the most common social media tools and their objectives.

Tab. 5 — Social media tools and their objectives. Source: Castronovo & Huang, 2012

Tool Objective
Chats e improve customer service
e create sense of community
e room for customer feedback
Blogs e prompt recommendations via WOM
e build a meaningful relationship with the customer
e increase loyalty
YouTube e harness power of video to increase sharing of content
in other sites
Facebook e advertising
e community development
e target specific audiences
LinkedIn e connection with professional community
Twitter e customer engagement
e conversation propagation
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Google Wave increase collaboration and engagement
crowdsourcing
increase local and mobile connectivity

increase network engagement

FourSquare

Guerrilla marketing

Guerrilla marketing is based primarily on the use of non-conventional and non-traditional
practices capable of achieving high message effectiveness with low cost compared to classic
marketing communication tools (Vysekalova & Mikes, 2010). Online distribution of guerrilla
messages allows for their viral dissemination through blogs and social networks (Castronovo
& Huang, 2012).

Mobile marketing

Mobile marketing can use a wide range of other tools, such as advertising SMS/MMS, SMS
contests and voting, location-based marketing (Pfikrylova & Jahodova, 2010); it can be used
to collect CRM data and, once again, it is possible to make use of viral content especially
thanks to the availability of mobile Internet (Castronovo & Huang, 2012). Mobile advertising
offers the opportunity to make promotion effort with higher effectiveness and lower costs in
respect of the target segment (Selvi, 2014).

WOM

Word-of-mouth recommendation is a way of passing of information about products and
services that people have heard about or tried on to other people. It is not a new form of
communication in marketing, but it has seen a boom with the advent of online environment.
Often, it produces much better results than planned marketing (Talpau, 2014). Xu (2007)
distinguishes three types of WOM communication: customer — customer, which corresponds
to communication in close circles, organization — customer, where an employer encourages its
employees to talk about the products and services of the organization, and organization —
organization, where information is shared for commercial purposes. The virtual world has
created new terminology related to WOM marketing, in particular viral marketing, word-of-
mouse and click-of-mouse. These terms are developing in time and their definitions are still
debated (Mills, 2012).

Event marketing

This notion includes holding of events connected primarily with an experience including their
planning and organizing within corporate communication (Ptikrylova & Jahodova, 2010).
Marketing events together with public relations are among the tools that shape and provide
image in tourism (Muhcina, Popovici, & Popovici, 2014) and may take on various forms,
such as cause-related marketing, including sports, cultural and music events, lifestyle
marketing or sponsoring (Castronovo & Huang, 2012). Events do not have a positive effect
only on the firm organizing them, but also on other entities. Their overall economic effect is
given by the sum of direct effects with visitors (accommodation, catering, shopping, tickets)
and event organizers (furniture, equipment, advertising, etc.) and indirect multiplied effects,
which includes suppliers of goods and services (Della Lucia, 2013).

2.2 Use of new forms of marketing communication in tourism

During the first decade (1991 to 2002) of Internet use in business context tourism and
travelling assumed a leading role, as they managed to effectively communicate with their
existing as well as potential customers via online channels (Zach, Gretzel, & Xiang, 2010).
O’Connor (2008) reports in the following period (from 2001 up to present) even more
significant changes in tourism marketing with a shift of technical focus from web
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functionality and usability to persuasion and empowering of the customer, recently also due to
the ubiquitous mobile computing. At a later stage of this period, the introduction of
smartphones with their technologies including GPS, camera or e.g. the Internet has enhanced
social environment to such a degree that users are able to control their travelling experience
any time and from anywhere (Sigala, Gretzel, & Christou, 2012). With mobile Internet access
(tablets and smartphones) journey planning behaviour is dramatically changing — travellers
now postpone decisions that they used to make before their departure (Xiang, Magnini, &
Fesenmaier, 2015).

Consumers increasingly use the Internet as the preferred source of information about
destination, journey planning and for booking accommodation (Choi, Lehto, & Oleary, 2007).
While the Internet as a journey planning tool has reached saturation level, it is still number
one among sources of information for travellers (Xiang et al., 2015). Social media content, in
particular online reviews have a positive impact on visitors in tourism (Sotiriadis & Zyl,
2013; Ye, Law, Gu, & Chen, 2011; Zhang, Ye, Law, & Li, 2010). Many tourism consumers
read destination and hotel reviews (e.g. on tripadvisor.com) before making their online
decision. These online discussion portals and forums are an opportunity for hotel industry
managers due to their impact on customer preferences (Vermeulen & Seegers, 2009). This is
also confirmed by Ye et al. (2011), who indicate that positive online reviews on websites of
travel agencies can significantly increase the number of online hotel reservations made via
websites. Positive consumer views also boost popularity of restaurant websites (Zhang et al.,
2010). Social media and other forms of online communication demonstrate enormous
influence on consumer decision-making in tourism. Social networking sites and their content
(pictures, videos and comments below them) are becoming increasingly popular when
planning trips or journeys (Xiang et al., 2015). Sotiriadis & Zyl (2013) are not exactly of the
same opinion, as their research has revealed that while Twitter users make use of information
from this medium, they do not base their decisions on it, since they probably use also other
sources of information in their decision-making. An important role in tourism marketing
communication is played also by “eWOM?”, i.e. electronic word-of-mouth. It is capable of
influencing consumer attitude, perception, intentions, but also product choice in a planning
context (Xiang et al., 2015). WOM and recommendations from friends and family are
considered a credible medium by 92% of consumers worldwide (Santos, 2014).

Social media do not have an impact only on individual tourism services; destinations can also
use their tools to strengthen their competitiveness. Main objectives of social media campaigns
are creating/fostering of awareness of a destination, achieving greater publicity and
supporting tourists in planning of their journey. Among the most widely used social media are
Facebook, YouTube, Google, Google Street View, Instagram or Twitter, but also Android and
smartphone applications (Kiral'ova & Pavliceka, 2015).

Web-based communication is extended by communication via electronic newsletters.
Communication via newsletters for instance in case of potential wine tourists can help to
make the transition from pre-visit stage to the actual beginning of their visitor experience
smooth. In a similar fashion, communication via this tool can allow for relationship
"maintenance™ in the post-visit phase (Leighann & Judith, 2014). This will apply not only to
wine tourism but also to other tourism industries.

Thanks to mobile marketing, tourism entities can target a potential customer directly, fast and
in an easier manner, while at the same time they can speed up the processes and increase their
publicity and awareness (Selvi, 2014). A Pew Research Center survey reveals that 23 percent
of American adults use their smartphone for route search or recommendations relating to their
current position (Zickuhr & Smith, 2011). Similarly, 30 percent of Canadians are online
during their travel; 64 percent of these travellers use smartphones to access online resources
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(Ipsos, 2011). As a result of the growing adoption of GPS systems and smartphone
applications, there has been a substantial decline in the use of printed maps and schedules.
Many consumers thus do not plan anything in advance and put off important decisions (hotel,
restaurant, shopping opportunities search) until they actually set out for their journey (Xiang
etal., 2015).

The following Tab. 2 brings an overview of authors dealing with the issue of new forms of
tourism marketing communication. Online marketing and web include the use of websites of
companies/destinations/services and e-mail marketing; social media comprise all social
networks such as Facebook, Twitter and also blogs, chats, etc. WOM or e-WOM marketing
include in the context of this paper in particular online reviews and recommendations.

Tab. 6 — Authors dealing with new forms of tourism marketing communication. Source: Own compilation

Trend Online Social Mobil WO Event
Author marketing Medi Marketin M marketin
andWeb a g g
(Choi et al., 2007) X
(O"Connor, 2008) X
(Zach et al., 2010) X
(Zhang et al., 2010) X
(Yeetal., 2011) X
(Sigala et al., 2012) X
(Vermeulen & Seegers, X
2009)
(Della Lucia, 2013) X
(Sotiriadis &  Zyl, X X
2013)
(Leighann & Judith, X X
2014)
(Selvi, 2014) X
(Kiralova & Pavliceka, X X
2015)
(Xiang et al., 2015) X X X X

3 SUCCESSFUL TOURISM MARKETING CAMPAIGNS

Social media have dominated the world of marketing communication in recent years. They
are used for ordinary communication between individuals, but companies also employ them
in their effort to attract potential customers and make them act. Tourism is no exception.
What follows are examples of successful communication campaigns executed via social
media.

3.1 Cape Town Tourism — Facebook competition

In September 2012, Cape Town Tourism introduced an attractive competition on Facebook
social network. It was launched under the title Send us your Facebook Profiles. This
Facebook competition encouraged travellers to send their profile picture to create a virtual
tour of the Cape Town and its least-known places. As a reward, travellers could create their
own five-day holiday in Cape Town and follow their profiles as they explore the hidden
sights.
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Thanks to this competition, after 150 Point of View (POV) videos, 400 updated statuses and
10,000 holiday pictures had been added, there were 5,800 new page impressions and monthly
page visit of Cape Town Tourism Facebook profile rose to 41,000 visitors. The campaign was
so successful that the number of tourists in Cape Town increased by 4% and Table Mountain
received a record number of tourists in the past 83 years. This campaign was awarded the
Best Overall Use of Social Media Award at the 2013 Travel + Leisure Social Media Award.
(Athenkosi, 2014)

3.2 First Twitter hotel in the world

Sol Wave House (Mallorca, Spain) became the first hotel in the world that can be labelled as
“Twitter Hotel”. This name does not mean only the blue-white decor of the hotel (in line with
Twitter's colour scheme), but it is in particular linked to the hotel's marketing strategy as such.

When guests check-in, they are granted access to the hotel Twitter account, accessible only
via hotel WiFi connection. Guests can then tweet each other, send private messages, share
pictures or flirt with those that are online or send virtual kisses via #SocialWave.

Guests are motivated to tweet about the hotel by the fact that food and drinks are ordered at
the pool bar by tweeting at @SolWaveHouse. The hotel organizes #TwitterPool Party where
Twitter guests get a free drink every Friday. (Athenkosi, 2014)

3.3 Nassau Paradise Island

Nassau Paradise Island (NPI) decided to lure more American tourists via TrueView in-stream
advertising. The principle of this kind of advertisement is that it is displayed automatically
when a selected video is played. The viewer can skip it after a defined interval or let it play as
whole.

The aim of this campaign was to reinforce the position of NPI on ten key markets of the East
and partly also the West coast of the USA. Since classic form of advertising would be in this
scope financially inaccessible, TrueView advertising on Google platform was selected. Each
of the five campaigns that were launched in that year increased page visits in average by
33-56% (where TrueView advertisements were active) and the price for cost-per-view
dropped from 15 to 11 cents. (Oates, 2014)

4 CONCLUSION

As far as new forms of marketing communication applied to tourism are concerned, current
attention is focused mainly on online marketing and web, social media and WOM or eWOM
marketing, as shown also by Tab. 2. Individual tools are intertwined and interrelated. The
driving force behind all these forms is the Internet. Although not a novelty in itself, its mass
adoption and availability also through mobile computing enables users to be constantly online
and thus search for and share information. Consequently, information is easy to reach for the
users. It is now up to the providers to show how they can handle information and benefit from
its use.

The Internet is also changing tourist consumer behaviour. Thanks to the Internet and
availability of information and information technology, tourists leave their options open until
later before their departure or even until the time after arrival at their final destination.
Reservation systems allow for making a reservation of accommodation or restaurant just
shortly before arrival.

Social networks and WOM marketing are becoming a real phenomenon. Personal
recommendations are very important for consumers and may play a key role in their decision-
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making. With online reviews of lodging and dining facilities, but also of entire destinations or
tourist areas at hand, a visitor can get a more detailed idea and personal views of those who
have already tried the service or have visited the destination or area. Personal experience is
more relevant to a visitor than general information available in various resources.

All the successful marketing campaigns described above use social media as a means to
transmit the message to the target segment, evidencing their increasingly significant role in
tourism. The first two campaigns (Cape Town Tourism a Sol Wave House) may be also
considered low-cost activities. In particular the virtual Cape Town holiday has a strong viral
nature and thus this activity may be also described as buzz marketing.
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USE OF THE WINE TOURISM IN THE REGION DEVELOPMENT:
THE COMPARATIVE STUDY

Jitka Vesela, Lena Malacka

Abstract

This paper deals with wine tourism and its influence on the development of rural region. Wine
consumption and wine education is very popular among wine consumer nowadays. Wine
consumption is also associated with such activities which are called wine tourism. These
activities include wine tasting in wine cellars, wine festivals or sport activities accompanied
by wine tasting (e.g. cycling, wandering or yoga). With the growing awareness of this type of
tourism is also growing interest to actively participate in various activities. Visiting of wine
producers in the cellars, tasting with expert commentary and folklore events can be found
among the most popular activities. The Czech Republic and Canada as a country with a
similar wine production was chosen for the international comparison. These countries are also
similar in offer of wine tourism activities.

Keywords: Tourism, tourism development, wines, wine tourism, regional development, Czech
Republic, Canada

4 INTRODUCTION

Tourism has become an increasingly important part of many people’s everyday lives in these
hectic times. People seek the traditional way of relaxation: according to the methodology of
tourism research, they are tourists on holiday (they stay in the given place for more than three
days) (Ryglova, Burian and Vajénerova, 2011). However, the type of a short-term stay, where
the tourist stays in the destination for less than three days has become increasingly popular.
The aim of such trips may be relaxation in the form of weekend wellness stays in spa resorts,
alpine tourism or relatively new and very popular areas of adventure tourism and rural
tourism and its categories, such as agritourism (Govindasamy, Kelley, 2014). This kind of
tourism is needed for rural areas because it helps to revitalize these areas and also helps to
solve the problems of the lagging agricultural production (Simkova, 2008).

One of the current trends, gaining on popularity, is the interest in regional cuisine and an
important related commodity — wine. Synergic effects brought about by the connection of
wine and tourism represent great assets for the entire region concerned. The development of
tourism assists in the economic growth of the region: first through the increased sales of the
regional wineries, and second by creation of new jobs and business opportunities. The above
motives are often the primary reasons for visiting the region; they are not just supplementary
activities (do Pago, Alves, & Nunes, 2012; Lopez-Guzmén, Rodriguez-Garcia, Sanchez-
Caiiizares, & Lujan-Garcia, 2011; Zielinska, 2009).

Tourism is one of the important and developing parts of wine industry also on the
international scale (Neilson, Madill, 2013). The so called “wine tourism” is defined as “a
visitation to vineyards, wineries, wine festivals and wine shows for which grape wine tasting
and/or experiencing the attributes of a grape wine region are the prime motivation factors for
visitors.” (Hall et al., 2002, p. 3)
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The beginnings of research focused on the issues of wine tourism date back to the mid-1990s,
when experts dealt with the influence of wine tourism on the development of rural areas
(Getz, 2001). The basic definition of wine tourism is the one mentioned in the paragraph
above, which is often cited in literature (Kunc, 2009; Alant, Bruwer, 2004). This definition
may be supplemented with the statement that the visit to a wine-growing region need not be
the primary motivator. According to Neilson and Madill (2013) the visit to a winery is only
one of the activities included by tourists into a whole set of activities they undertake in the
given region. In this context, wine tourism is part of a bundle comprising cultural and
historical attractions and other forms of leisure activities.

As mentioned above, on the one hand tourism provides the necessary platform to wine
industry enabling it forming customer relations, and on the other hand it is one of the decisive
motivation factors for visits to such regions. In other words, the combination of wine and
tourism significantly contributes to the sustainability of the region. However, this also
requires a certain level of conditions that reflect and comply with visitors’ requirements:
efficient strategies for tourist destinations and development strategies must be devised, and
real as well as potential behavioural models of customers must be studied, which shall
facilitate growth of sales and gain and keep customers on a long-term basis (Grybovych,
Lankford, Lankford, 2013).

According to Kucerova and Makovnik (2009) it is necessary to develop the regional tourism
policy because it is important part of the socio-economic policy in many EU countries. It
includes a lot of activities and process of discovering which brings not only economic benefits
for the region and eliminates negative impact of tourism development on region (Kucerova a
Makovnik, 2009; Lusticky a Kincl, 2012).

5 WINE TOURISM IN THE CZECH REPUBLIC

Wine tasting and wine consumption are included in wine tourism as one of the forms of rural
tourism, which is part of ecotourism and nature-oriented holiday. Next to cultural and city
tourism, sports and active holiday, spa stays and congress and trade fair tourism it is
considered the most important form of tourism, for which the Czech Republic has the best
preconditions (CzechTourism, 2013). In order to support rural tourism and bicycle touring,
the CzechTourism agency within its marketing conception introduced the project of Summer
Travels as one of subcategories of the product Travels Through Countryside, which focuses
on the utilization of cycle trails, paths and thematic routes, including wine trails (Palatkova,
Tittelbachova, & Valska, 2012). The idea is based on the SWOT analysis of current trends in
Czech tourism, which sees the centuries-old tradition of Czech viticulture as a strength and
the development of rural and wine tourism as an opportunity (CzechTourism, 2013).

5.1 Awareness of wine tourism

The conducted surveys suggest that wine tourism is becoming more and more popular with
tourists in the Czech Republic. 85 % respondents were aware of visits to wine cellars of small
winemakers as part of wine tourism in the year 2007, whereas 42 % visited a wine cellar in a
distant past and 27 % not long before the survey was taken (Vinaisky fond 2007). This survey
focused only on visits to wine cellars and not on wine tourism in general. Therefore the
results presented in the following text rather significantly differ from results obtained in 2007.
However, the lower figures still support the fact that wine tourism has the potential to
facilitate the development of tourism in the region. 40 % of Czech adults had heard of wine
tourism in the year 2008; 40 % of them (i.e. 16 % of the total number of respondents) had
experience with this form of leisure activities. More than a half of the respondents (54 %)
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expressed interest in visiting South Moravia for this reason (Vinafsky fond 2009). This
percentage was even higher in 2012: 46 % of adults and 52 % of wine consumers in the Czech
Republic. The above data concerning wine tourism correspond to the figures on the turnout of
visitors to South Moravia in 2012. 15 % of Czech adults and 19 % of wine consumers visited
South Moravia for the purpose of wine tourism (Vinatsky fond 2012).

It is interesting that the respondents did not directly connect wine consumption with wine
tourism. This follows from the survey conducted in 2014, where only 23 % respondents said
they related wine tourism with wine consumption. On the basis of the data, we may assume
that it is the part of population (or wine consumers) who had used services related to wine
tourism, and thus we can speak of the growing popularity of wine tourism in the Czech
Republic. Wine consumption is most often associated with wine tourism by respondents from
the South Moravia region, which is probably attributed to the fact that wine tourism is mainly
offered in wine-growing areas of South Moravia. Also earlier surveys concentrating on wine
tourism document that tourists are interested in South Moravia in particular in the context of
wine tourism.

5.2 Provision of information and wine tourism programmes

The level of information availability concerning wine tourism has been improving. 60 % wine
consumers knew where to get information about the possibility to visit a wine cellar in 2007
(55 % in 2006). The proportion of the relevant information sources has been gradually
changing. The two main sources of information are relatives and friends, and the Internet
(Vinaisky fond 2007), whose information role has been gaining on importance. This fact is
illustrated in Table 1, where the proportion of the Internet use in seeking information about
wine tourism increased considerably.

Table 1 — Sources of information about wine tourism. Source: Vinaisky fond 2007

Information source | Proportion in | Proportion in
2006 2007

Relatives and | 77 % 71%

friends

Internet 22 % 31 %

Two thirds of respondents knew where to look for information about wine tourism in 2008.
They would primarily contact their relatives and friends (if possible from South Moravia) or
they would search the Internet (Vinatsky fond 2009).

As far as individual programmes of wine tourism are concerned, an evening in a wine cellar
with wine tasting or a visit to a wine cellar with sampling and professional explanation was
considered as the most attractive. As the least attractive were found the programmes of
participation in grape harvesting and processing and somewhat surprisingly also bicycle
touring (Vinafsky fond 2007). In fact, it is bicycle touring that lies in the focus of various
programmes included in the conceptions of tourism development in the Czech Republic.
Popularity of wine tourism programmes is illustrated in the chart below (Fig. 1).
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grading:
1 =1am very much interested  5=1 am not interested at all

eveningin a wine cellar mcl. wine tasting 2.3

vigit to a wine cellar incl. sampling and
professional explanation

[
i)

vigit to a folklore event incl. wine tasting 2.9

tour of vineyards guided by the winemaker
incl. a presentation

walk along wine paths 3.2
workshop:howto serve and taste wine 33

biketouring 3.5

possibility to participate in harvesting and
processing grapes duringvintage

Fig. 1 — Popularity of wine tourism programmes. Source: Vinaisky fond, 2007

6 WINE TOURISM IN CANADA

Canada belongs to small wine producers. Canadian production is small-scale and although
never a global leader. Canada was chosen for this research because its amount of wine
production is comparable to the Czech Republic. There was different development in both
countries. In 2009 the Czech Republic produced more than 30 000 thousand liters of wine
than Canada. The situation was completely different in 2011 when Canadian production was
almost 20 000 liters higher. In 2012 both countries were on the same level of production —
65 000 thousand liters (Wine Institute, 2012). In relation to the “Old world wines” the “new
world wines” are quite new on the market (Dyk, 2015). Canadian wine industry has a great
repute (Lonely Planet, 2011).

Tourists can visit several wine areas in five Canadian provinces (Canadian Vintners
Association, 2013; Aspler, 2006):

o Niagara region in Ontario;

e Okanagan Valley (the country’s leading producers), Similkameen Valley, Fraser
Valley, the Gulf Island and the Cowichan Valley on Vancouver Island in British
Columbia;

e South of Montreal, along the St. Lawrence shore and Quebec City in Quebec;

e The Annapolis Valley, Avon River Valley, Bear River Valley, Gaspereau Valley,
LeHavre River Valley and the Northumberland Coast in Nova Scotia;

e Prince Edward Island.

According to Bell (2010) and Canadian Vintners Association (2010), Canada welcomes about
3 million visitors every year. This number was more than four times higher when the Olympic
Games were held in Vancouver. They also state that the Canadian wine industry generates
$1.2 billion in tourism and tourism employment related economic impact.

The forms and range of wine tourism opportunities differ among the provinces. The total
tourism impact (represents the total direct tourism-related revenue and wages plus indirect
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and induced revenue and wages generated by direct wine tourism) measured in thousands of
Canadian dollars was in 2013 643,798 in Ontario, 476,428 in British Columbia, 34,132 in
Nova Scotia and 63,707 in Quebec (Frank and Rimmermann, 2013). Also the number of
wine-related tourists is different in the respective provinces — 1,900,000 tourists in Ontario,
which produces a large volume of VQA wines and ICB wines, 800,000 in British Columbia,
where the wine tourism is growing (especially in Okanagan Valley), 100,000 in Nova Scotia
and 200,000 in Quebec also with growing potential stemming from the proximity of the large
city of Montreal.

As mentioned above, according to the Canadian Vintners Association (CVA, 2013a) there is a
system for quality assurance of wines produced in Canada. This regulatory system is similar
to the systems in other wine-producing countries such as France (AOC), Italy (DOC),
Germany (QmP) and also the Czech Republic (VOC). The Vintners Quality Alliance (VQA)
is Canada’s symbol of quality wine and ensures the high-quality Canadian wine to the
consumer. The VQA symbol on a bottle of Canadian wine assures the consumer of quality
production, content, varietal percentage, appellation, and vintage.

The second aspect worth mentioning is the International and Canadian Blend known as ICB
wines. This blend builds on the designation “Cellared in Canada” and wines labelled
accordingly, which are made from foreign grapes but are produced and sold in Canada. The
standard is to use the minimum of 40 % domestic content. The wine may contain up to 75 %
of imported wine (Grape Growers of Ontario, 2010; Frank and Rimmermann, 2013).

Another term associated with wine production is Icewine. Canada is the world’s largest and
highest quality producer of Icewine (Bell, 2010; CVA, 2013b). On 12 February 2014, the
Government of Canada published its Standard of Identity for Icewine within the Canada
Agricultural Products Act (SOR/2014-10). The regulation sets out that: “Only wine that is
made exclusively from grapes naturally frozen on the vine is “icewine”, “ice wine” or “ice-
wine”.” The Canadian Vintners Association (CVA) is the legal owner of the Canadian
“Icewine” trade-mark and actively protects the integrity and authenticity of Icewine in Canada
and in global markets (CVA, 2013c).

4 WINE TOURISM IN PRACTICE

It has been documented by the earlier surveys concerning sources of general information on
tourism as well as by surveys directly specializing in wine tourism that tourists often seek the
relevant information on the Internet. Therefore the growing number of tourist businesses
focuses their attention to the Internet, where they present their offer of services. The
CzechTourism agency established the portal called Kudy z nudy (Escape from Boredom), so
that all the information about destinations and the related attractions may be found in one
place. Here, tourists can find a destination and get some inspiration regarding to activities
offered in the area. Wine tourism is represented as well and this category comprises over 250
various activities and places to visit.

A relatively broad portfolio of activities related to wine tourism in South Moravia is offered
by the company Znovin Znojmo, one of the pioneers in this category of tourism in the Czech
Republic. Its conception contains interconnected activities and is targeted to general public;
not just to the company’s own clients. One of the interesting activities combined with hiking
is the so called Znovin Walking, joining Nordic Walking, which has recently become very
popular, stay in the beautiful countryside of the Podyji National Park and wine tasting at
several stations. Tourists can individually choose from 14 planned trips or take part in the
Znovin Walking Day, on which they can walk the route with a guide. Znovin, supported by
the city of Znojmo and Czech Prime Minister Bohuslav Sobotka, strives for the inclusion of
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the Sobes vineyard to the UNESCO World Heritage List. Such listing would significantly
assist the Znojmo region in attracting larger number of visitors and developing local tourism.

Similarly to Znovin Walking, cyclists can make use of the project of Moravian Wine Trails,
thanks to which they can tour the wine-growing region by bike. The project encompasses
1,200 km of bicycle paths reaching from Znojmo to Uherské Hradi$té, interconnected by the
backbone Moravian Wine Path (Moravské vinatské stezky, 2000). The funds for the project
were obtained from the EU — Cross Border Cooperation Programme and European Regional
Development Fund — with the support from the Ministry for Regional Development.

Another type of wine tourism is the event called Open Cellar, during which the visitors can
attend the respective winemakers’ cellars and taste wine, if interested. Similar events are also
organized in the Lower Austrian Weinviertel region, a partner in the close cooperation with
Nadace Partnerstvi (Partnership Foundation) and Centrala cestovniho ruchu Jizni Morava
(South Moravia Tourist Office). The cooperation consists in the mutual promoting of events
by Czech and Austrian partners (Moravské vinatské stezky, 2000).

Wine tourism is often connected with local gastronomy, traditions or historical events.
Examples of such projects are Historical Vintage in Znojmo, Palava Vintage Festival, Znojmo
VOC Festival or Jarovin Rosé Festival. All the above events are great attractions bringing
many tourists from all over the Czech Republic and abroad to the region. The VOC Festival is
unique, because it enables the visitors tasting newly classified wines (VOC = Wines with
Original Certification). The event resembles for instance the beginning of sale of St. Martin’s
wines (young wines) in the Czech Republic, the variant of Beaujolais Nouveau Day in France.

As mentioned above, wine tourism is closely connected with gastronomy. Tourists are offered
thematic tasting menus, where meals are matched with wines. Special gastronomy is often
part of wine-tasting and wine-selling events, where emphasis is placed on local and regional
food. For instance, VOC Festival is accompanied with specialties from Pohotelice carp, and
Open Cellar event offers traditional homemade titbits. St. Martin’s wine tasting is historically
connected with eating St. Martin’s goose. Young (St. Martin’s) wines have become
increasingly popular in the Czech Republic.

The VOC Znojmo Association is starting a completely new project aiming at the support for
wine tourism. The city of Znojmo and surrounding wine-growing villages shall be connected
by a special wine bus (vinobus in Czech). The line shall begin in the historical centre of
Znojmo and the bus shall continue through wine-growing villages along the circuit of 62
kilometres. Therefore tourists who are interested in tasting wines of local winemakers do not
have to organize their private transport: the bus shall run at least four times a day. The bus
shall be equipped with bike racks for the convenience of cyclists. The Vinobus project is
sponsored by the city of Znojmo and the South Moravia Region.

In Canada there are differences between provinces in the offer of wine tourism opportunities.
According to (Getz, 2002) there were 44 wineries in Okanagan and 38 in Niagara. The main
difference is that the Niagara region has developed much faster than the Okanagan region,
including opening restaurants, places of accommodation and value-adding issues like culinary
schools or large retail operations. Another reason for the different development of the regions
was the reason why the wineries were built — in the Niagara region a lot of wineries were built
primarily for the purposes of tourism, to become tourist destinations (Getz & Brown, 2006).

These two wine areas are not the only ones in Canada (as mentioned in Chapter 3). Wineries
range from Cowichan Valley, Vancouver Island on the west to the east coast peninsula of
Nova Scotia, and tourists can enjoy a lot of different events connected with wine tasting.
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In British Columbia, most of wine-tasting events are complemented by culinary delights or
sports activities. When attending such events, tourists can taste wines of one winery or many
wine producers. The tours often lead from the winery or vineyard to the tasting room. Visitors
can also enjoy a tour which includes a picnic in the vineyard. Regarding sports activities,
there is an event during which the participants first practice yoga and after that they taste
wine. And, of course, wine producers also offer tasting of various species of wine including
rosé (Wine of BC, 2015a).

These wine tourism activities are similar to those organized in the Czech Republic. Czech
wine lovers can attend the Jarovin Festival of rosé wine tasting and also, as mentioned above,
they can undertake sports activities such as the Znovin Walking or cycling along the
Moravian wine trails.

Numerous wine festivals are held in British Columbia. One of the biggest and oldest wine
events in the world is the Vancouver International Wine Festival (Wine of BC, 2015b). This
festival offers varied events for all levels of wine drinkers, collectors and trade professionals.
Of course, visitors can meet owners, winemakers and senior representatives of 170 wineries
from 14 countries of the world. Wine Festivals in Okanagan (Okanagan Wine Festivals, 2015;
Robbins, 2013) are also well-known.

According to Canada South Wine Tours — a Tourism Industry Council of Ontario certified
tour company that specializes in Ontario tours, which typically last 6-7 hours and include at
least 4-6 wineries and lunch in a vineyard. The events also offer meet and greet opportunities
with winemakers and/or winery owners (Canada South Wine Tours, 2015).

Visitors are offered two kinds of tours — a guided tour that is available in each of Canada’s
wine regions. The second one is a “DIY” (Do It Yourself) tour, e.g. a bike tour. If the guests
come to the winery by car, there is one difference in contrast to the Czech Republic — the
driver must be designated in advance and is not allowed to participate in the wine tasting. He
or she can taste the wine, but after the sniff and swish he/she has to spit out the wine.
Canadian regulations are stricter than Czech ones in this area (Campbell; Dyk, 2015).

5 WINE TOURISM IN THE CONTEXT OF CONSUMER
BEHAVIOUR OF CUSTOMERS

To buy a bottle of wine nowadays means that the consumer makes a decision from an infinite
number of products offered on the market. Although the offer of the range of products is
abundant in other categories of food industry, too, we can say that in the case of wine the
choice amounts to hundreds of pieces.

This is not the only circumstance that makes the decision difficult for the average consumer.
High level of information for making the right decision is needed in this product category;
however, such information is not easily available to the average consumer.

As mentioned by Heslop, Cray, & Armenakyan (2010), the consumer usually makes the
choice on the basis of three aspects: brand, country of origin and price in relation to the
quality, suitability and use in different situations.

Other factors, which according to the conducted surveys mostly influence customers in the
selection of wine, include in particular the kind and type of wine, the consumer’s experience,
the variety and on the sixth place, the region or country of origin. Although the preference of
the country of origin does not play the decisive role, Czech consumers clearly prefer wines
from South Moravia or as the case may be, from Bohemia (MZLU, 2004; Vesela & Zich,
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2015). Only less than a third of consumers prefer wines produced in other countries (Vino a
spottebitel, 2012).

The way of wine consumption has changed in the past seven years in that the consumers
primarily favour quality. They seek quality wines with the help of their more experienced
friends and they put emphasis on trustworthy information (Vino a spotiebitel, 2012).

In the introduction to Chapter 2 we mentioned that wine tourism is a part of rural tourism.
Another of its forms is agritourism, whose rise significantly contributes to the development of
the geographic area concerned. According to Govindasamy & Kelley (2014), tourists visiting
destinations within the conception of agritourism tend to attend events which have wine
tasting as their primary aim. The prevailing number of respondents in this tourist category
thinks that the offer of wine varieties is better with the winemaker than in the supermarket,
and considers the price of winemakers more favourable than the price in supermarkets.

The question is whether there is a direct interaction between wine tourism and decision
making in the selection of wine with regard to the country (region) of origin. The research of
Famularo, Bruwer, & Li a McCutcheon, Bruwer, & Li (2010; 2009) suggests that the region
of origin is a relevant factor influencing the buying decision in the process of wine purchase.
The research also revealed several important relationships between the region of origin as an
aspect affecting the buying decision and various reasons why people visit wine-growing
regions. These relationships are measured using Pearson product-moment correlation
coefficient; the first examined element is always the region of origin as an aspect affecting the
buying decision and the second one is the reason why people visit the wine-growing region.
The correlations are as follows:

e Medium to strong correlation with obtaining knowledge about wine (0.498);

e Medium to strong correlation with wine tourism and obtaining knowledge about
production of wine (0.439);

e Medium to strong correlation with wine tasting in winemakers’ cellars (0.433);

e Medium to strong correlation with wine purchase in winemakers’ cellars (0.411).

Based on the above findings, the authors stress that the visit to a wine-growing region may
lead to greater interest in wine. The fact that the tourist can taste and buy wine directly at the
producer shall influence him/her during the next purchase of wine.

However, in case the tourists visit the wine region for the purpose of relaxation or sports,
mutual interaction with the inclusion of the region of origin into the buying decision is
represented by a relatively weak, negative correlation.

In conclusion we must not omit the fact that women put more weight on the region of origin
as a factor influencing the buying decision than men (McCutcheon et al., 2009).

6 CONCLUSION AND DISCUSSION

Presented paper dealt with the possible influence of wine tourism on the development of rural
areas. These areas are needed to be developed — to encourage their sustainable economic
growth through the tourism development and primarily, in the wine areas, the wine tourism
which is connected to the main product of agricultural production that is declining.

The tourism development is also necessary for improving the quality of services provided in
the particular region and its infrastructure and through this it contributes to the increase of
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standard of living in the region. If the inhabitants are satisfied with the level of services and
infrastructure in their own place then the place can attract more tourists.

The main factor of encouraging the wine tourism was rural economic restructuring and
changed consumer preferences in the “Old world” (to which the Czech Republic belongs).
However, in the “New World” countries such as the United States of America, Canada and
Australia the consumers’ preferences tended to the greater consumption and to the high
quality wines (Hall et al., 2002).

Awareness and popularity of wine tourism in the Czech Republic is continuously growing
that is confirmed by the research results held by the Viticultural Fund in the years 2006, 2008
and 2012 and also the research results from the research which was conducted by the authors
of this paper in 2014. The respondents who come from the South Moravia most often connect
wine with wine tourism. Awareness of this type of how to spend free time is sufficient;
moreover the Internet is increasingly the main source of information.

For the comparison the Czech Republic and Canada were chosen because both countries
produce quite similar amount of wine yearly. Not only that both countries have almost the
same amount of wine production but also they offer to tourist similar activities related to
wine. Wine tasting is the main activity offered within wine tourism in both countries. What is
more, in Canada tourists can enjoy guided tours with picnic in the vineyard. In both countries,
there is also very popular to organize wine tasting festivals which are very popular among
both lay and professional public and in some cases they are organize with international
participation. Very popular, in the present time, is also doing some sports, e. g. cycling or
yoga, during or after wine tasting.

As it was mentioned in previous text wine tourism is integral part of development of rural
areas in both countries. It helps them not only to improve their services connected with
tourism but also to increase the standard of living of local inhabitants and enhance image of
the region. These positive factors then influence the consumer behaviour of potential or
exiting demand in positive way. So it would buy products originated in these areas and
contribute more to the region development.
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CONSUMER PERCEPTION OF DAIRY FOODS LABELS AT THE
POINT OF PURCHASE

Drexler Denis, Sou¢ek Martin, Van Wichelen Steven,
Dufek Ondfrej, Mokry Stanislav, Sykora Vladimir

Abstract

This paper is focused on the consumer perception of dairy food labels and consumer buying
behavior. The data were collected through focus groups (n = 39). The research was aimed at
milk, yoghurts and processed cheese packages. In the case of milk, the consumers preferred
pleasant packages with a picture which illustrates its content. The consumers focused on
friendly and untypical labels regarding yoghurt. The brand is the most important part of the
processed cheese labels. The dairy foods labels were tested using eye-tracking technology (n
= 332). Specifically, the data were obtained through the eye-tracking device SMI RED 250.
Particular attention was given to consumers’ perception by analysing AOI (area of interest).
The research was realized during November 2014 in the Eye-Tracking Laboratory at Mendel
University in Brno.

Keywords: dairy foods, labels, point of purchase, focus groups, eye tracking

1 INTRODUCTION

Dairy food products belong to a very important part of the human diet. In 2012 the average
consumption of milk and dairy foods in the Czech Republic was 243 kg per human (CSU,
2014). Robertson (2010) highlights that 1/3 of the milk production in the EU, US or Australia
Is consumed as liquid milk.

Actually it is one of most discussed themes regarding the perception of healthy dairy foods.
There are two groups of consumer opinions, especially relating to the consumer’s perception
of dairy foods resulting from cow milk. The first and traditional opinion say that dairy food
products are important to the human’s health because they include important nutrients, high
quality milk proteins, minerals, calcium, phosphorus, potassium, magnesium, zinc, vitamins
A, D, B2, B6 and B12 (Kopacek, 2013). Especially vitamin D is very important for healthy
bones (Sykora et al, 2014). A second opinion considers the cow’s milk as the most common
of allergens, including cholesterol and fatty acids which might cause arteriosclerosis. This
opinion is mostly supported in advertising of dairy products made from different types of milk
(goat, sheep) or especially margarine. But according to Sustova and Sykora (2013) the level
of cholesterol is overestimated. In 100 ml of fat milk is just 14 mg of cholesterol, and in 100
ml of half milk is just 6 mg of cholesterol. The maximum consumption of cholesterol per day
and person is 300 mg.

Another important stimulus influencing the consumer decision-making process at the point of
purchase are packages and labels of products. These factors influence primary the consumer’s
attention. According Cheverton (2014) the consumer’s attention is impacted by effective
packaging design and results in a longer time spent at the shelf and potentially results in a
sale. The milk packages also have other functions. According Sykora et al (2015) the stability
of vitamins in milk depends on the kind of packaging. After thirteen days of sensory testing
the best packaging material for milk was determined to be plastic packaging produced with a
transparent UV filter.
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From December of 2014 it is determine by Czech law what must be mentioned on food labels.
Firstly the label and the information it contains must be truthful, visible and readable. The
mandatory information on labels includes composition, allergens, volume, shelf-life and place
of origin (Obermaier, Cejna, 2013).

In relation to labelling mention Jones and Richardson (2007) mention the importance of a
colorful design of different fat types of milk. These colors help consumers to evaluate
nutritional values. These findings are also supported by eye-tracking research from Siegrist et
al (2014). According to an eye-tracking study by Vidal et al (2013) the most observed factor
regarding the evaluation of healthiness of yoghurt is the amount of fat.

When designing labels it is necessary to keep in mind some rules. The work of Feunekes at al.
(2007) supports a need for simplicity. Their research points out a more simplified front-pack
labelling needs less time for evaluation. This in turn would make the buying behavior easier
in shops where consumers tend to make quick decisions. Kim, Lopetcharat and Drake (2013)
discovered that the brand as well as the fat or sugar level influence purchase intent. Krystallis
and Chrysochou (2011) claim that a ‘low fat claim’ results in a higher loyalty and is therefore
important as part of the communication.

2 METHODOLOGY

4.1 Participants

The participants (n = 39) of the focus groups were part-time form students from the Faculty of
Business and Economics at Mendel University in Brno. 54 % of them were female. 79 % of
the participants were ranged in the age from 21 to 30 years. Just one respondent was younger
than 21.

Most of the participants (69 %) lived in South Moravian Region or in the Olomouc Region
(13 %). The largest group of participants (51 %) lived with parents. 28 % lived with a partner,
wife or husband. Only 21 % of the participants had children.

51 % of the focus groups participants were employee and 26 % were students. 10 % were on
maternity leave. 2 participants were unemployed and another 2 were entrepreneurs. One
respondent was retired.

Every participant of the focus group had to meet the requirement that they play an active role
in the shopping decision-making process of dairy food products. 4 focus groups meetings
were conducted. The time spent on one focus group research was 90 minutes.

The participants for the eye-tracking study were chosen from the full-time students from the
Faculty of Business and Economics at Mendel University in Brno. All participants (n = 332)
ranged in age from 19 to 25 years, with 78 % of them being female. Students with bad
calibration were excluded from participation. The participants were chosen randomly and
divided into 3 research groups (milk labels, yoghurts labels and processed cheese labels). The
time spend with one participant was 15 minutes.

4.2 Procedure

All researches were realized during November 2014 during November 2014 at the Eye-
Tracking Laboratory at the Department of Marketing and Trade at the Faculty of Business and
Economics of Mendel University in Brno. Focus groups researches were based on prepared
research questions. Each focus group began with familiarizing the participants with the
purpose, process and rules of the experiment. A camera and a voice recorder recorded each
focus group. The rules of the focus groups were:

- everyone is entitled to his or her opinion and nobody can assail this opinion;
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- everyone can tell everything about a certain theme or a certain question;
- the moderator can intervene in the discussion;
- comments to discussion can be written on paper.

The first group of questions was about the participants and their motivation for participating.
Another group of questions were about buying behavior in general. All the other questions
were focused on dairy food — preferences for buying dairy food, opinions about dairy food,
favorite brands, opinions about labels of dairy food and preferences for sales promotion aimed
at dairy food.

The second part of the focus groups was aimed at an experiment with dairy foods labels. As a
preparation for this experiment, photos of front labels were taken from dairy food which can
be found in Czech retail chains. A photographic tent was used to take the photos. Each image
was adjusted and printed. These images were later used for an eye-tracking research.

In total 12 front labels of milk were used (figure 1), 8 front labels of white yoghurts (figure 2)
and 15 front labels of processed cheese (figure 3). The task of the respondent during the focus
group was: “Look at these labels and chose 3 which you like and 3 which you don't like. Base
you choice on the design of labels and motivate your choices.”
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Fig. 1 — Overview of milk package
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Fig. 3 — Overview of processed cheeses package

Three of the most favorite front labels were chosen for eye-tracking research. The eye-
tracking data were collected through the SMI RED 250 device. This device has a sampling
rate of 250 Hz. The distance between the participants and the eye-tracker built in the screen
was 60 cm. Firstly all participants were calibrated by 9 automatic calibration points and
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validated by 4 validation points. After the calibration and validation the participants answered
questions regarding their identification.

Next the respondents were shown on the eye-tracker screen pictures with the previously
chosen dairy foods labels. The order of these pictures was randomized for each participant.
The task for the participants was: “Take a look at these labels”. Each label was shown during
10 seconds. The aim of this task was to discover which part or stimuli of the chosen labels
yields the most attention.

All eye-tracking data were collected by the SMI Experiment Center software and transformed
to SMI BeGaze software for analysis. The key performance indicators for the areas of interest
were: brand, title name, fat, claims, weight, nutrition value, image and content.

3 RESULTS

4.3 Common consumer behavior

Participants were asked about their preferred shop for buying food and their motivation to buy
there. Participants mostly prefer to shop near their home or work. They mostly prefer bigger
retailers. Consumers mainly shop in small or specialized retailers in case of urgency. Some
consumers look for specialized shops because these shops offer them specific products. In this
regard consumers often mentioned Tesco, which offers them a satisfactory offer of products
without lactose. Smaller retailers like Coop or Flop are preferred by consumers which live in
a village. Most often consumers choose Lidl, because in their opinion Lidl has high-quality
food compare to the price. To a lesser extent Globus was chosen as a retailer with qualitative
food. Finally, farm markets were also mentioned in regards to providing quality.

Consumers buy food with a short shelf-life daily or once per two days. In the case of food
with a long shelf-life, shopping is done on a weekly or monthly basis. In the case of dairy
food consumers are limited by their fridge’s capacity. According Sykora et al (2014) shelf life
IS a very important and substantial factor influencing the quality of milk.

Based on previous information we can identify two groups of consumers. The first group buys
dairy food products once per two days. Consumers from this group prefer more qualitative
products with short shelf-life. These consumers very often combine these products (e.g. with
jam) or use them as semi-products. Mostly they buy large quantities of white yoghurt, which
consumers combine with home-made marmalade or jam. Some consumers make from the
milk their own yoghurts, creams and special kind of curd dessert. In their opinion it is
unsuitable to use milk with long shelf-life for home-made products as they lack taste.

Some consumers of this group buy dairy food, especially milk, directly from the producers.
Very often they want to buy milk in milk vending machines. But consumers complain about
the availability of these vending machines. This reality was confirmed by all participants.
Participants who didn’t taste milk from milk vending machines yet, claim they would like to
try it out in the future. At the same time the participants said that this milk is very expensive.
They therefore assume that this type of milk is unavailable for families with children.

It is necessary to mention that milk vending machines offer milk without pasteurization.
According Sykora et al (2015) its impossible store unpasteurized milk more than a few hours
and in addition raw milk should contain pathogenic micro-organisms like Mycobacterium
tuberculosis, or Coxiella buernetti. This problem was unknown to all participants.

The second group of consumers buys dairy food products once per week or once per two
weeks. They prefer milk with long shelf-life especially packaged boxes. Both groups have the
same number of consumers.
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Consumers also mentioned in connection to dairy food shelf-life, that products with short
shelf-life are perceived as more healthy. The participants had different opinions regarding the
healthiness. Primarily consumers with families perceive dairy food products as healthy,
especially for children. This opinion was also confirmed by other consumers without children.
Consumers often said that based on the results from different studies, they think dairy food
products made from cow milk aren’t so healthy. These products have a lot of lactose and the
human body can’t cope with it.

Consumers perceive fat milk as being healthier than non-fat milk. Next to that they claimed
that on Czech market there aren’t so many qualitative products available as in, for example,
Germany or the UK. This is the reason why one of participants buys dairy food in a
specialized shop, which offers German products. At the end of the survey about health, all
participants said, those dairy foods are healthy, but only in a reasonable amount.

Regarding the preference of dairy food brands consumers are relatively heterogeneous. Olma,
Tatra and Kunin were the most preferred brands. Regarding milk they preferred the offer of
their favorite shop or they make a choice based on the price. The brand is an important factor
for them. In case of yoghurts the respondents mostly mentioned Holandia and “Jihocesky ve
skle” brands. For both brands the consumers justified their choice by claiming these brands
have a better quality and taste.

In the case of private brands some consumers associate these brands with lower quality. Most
consumers also notice a considerable difference among various private label brands. Many
participants have their favorite product in some private label brand line. They justified their
choice based on the taste of these products.

4.4 Perception of dairy food packages and labels

Consumers claimed, that the package and the label didnt have a big impact on their decision
making process. Many participants preferred closable packaging for practical reasons such as
spilling and smell. For this type of packaging consumers are willing to pay more. The same is
true for yoghurts with a plastic cap. Due to this cap yoghurts are fresh for a longer time. All of
the consumers stated they wouldn’t buy milk in a plastic bag because it’s impractical.

The consumers claimed that they are interested in packaging. They focus mainly on the
volume of the products, to determine if the size of packaging isn’t an optical illusion.
Consumers also mentioned the color of the packaging isn’t important. In their opinion, the
color of milk packaging should be blue, or white with red components. Different colors
confused the consumers. For instance, black and white label captures the consumers’
attention, but it creates doubts if the product belongs to the right product category. Similar
responses were gathered in relation to the yellow milk label from Billa.

In many cases the consumers mentioned problems regarding the similarity of product
packaging across food categories. In this regard the respondents mentioned the Tesco Organic
brand which evokes different opinions than the brand is supposed to evoke.

The participants claim that a label with many decorative elements reflects an expensive
product. On the other hand a simply label causes an impression of a cheap product. The
consumers also said they automatically check the expiration date. Eye-tracking research
haven’t proved this yet.

Most participants automatically pay attention to the ingredients. First of all the healthy life
preferred consumers focused on content of fat. The consumers look more often at the
ingredients of meat products. In the case of dairy food they think that most of the products
have similar ingredients.
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The participants also claimed that they pay attention to place of origin. They prefer Czech
products and have distrust to products made in Poland.

Based on the expectation of participants, a correct label must include the place of origin, the
expiration date, allergens, weight and nutritional values, especially volume of fat. Ingredients
should be written simply without unknown names. Unknown names could discourage the
purchase.

4.5 Perception of milk packages and labels

The participants gave the most positive response to the half-fat long-life label from Jihoc¢eské
mléko from the brand Madeta (number 5). This label evoked an impression of an old Czech
farm, was perceived as pleasant and calming. Also most participants were aware of this brand
and buy it.

This label was submitted to the eye-tracking experiment. On the figure 4 we can see the
particular stimulus of the milk label Madeta presented by areas of interest (AOI). Based on
the dwell time the most important part of the label is the title name “Jihoceské mléko”. This
part of the label is given more attention than part with image presenting a Czech farm. The
part which was given the second most attention was the mage. The part with the title name
also resulted in more revisitors. In comparison with results of focus groups it’s possible to
say, that the image is very important stimulus for the consumers, but they give more to the
title name.
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Fig. 4 — AOI milk label

The second most favorite label according to the focus group’s participants was the long-life
half-fat milk label from the brand Tatra (number 1). Consumers liked the consistent design
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and color, with unusual elements. They were mostly interested in the title name “mléko”,
which looks like it was made from milk.

The same number of participants had positive attitude to the fat and half-fat long-life milk
labels from the brand Pragolaktos (number 6 and 9) and the fresh long-life milk label from the
brand Pilos (number 8). On the Pragoloktos labels the respondents liked the images of the
product — a bottle and jug with milk. They also liked the color design. On the Pilos label the
respondents liked the connection with nature. However the green label of this milk evoked
negative emotions among some consumers. They accept the opinion that green color is
friendly and has connection with nature, but in their mind they do not connect this color with
milk.

The worst label according to the participants was the long-life fat milk from the brand Aro
(number 10). In their opinion it looks cheap The second worst label was according to the
participants the half-fat fresh milk label from the brand basic (number 2) and full-fat milk
label from the brand Milbu classic (number 7). The respondents chose the Milbu label
because the colors didn’t fit together and looked like toxic. The brand basic appeared to the
consumers as very empty and cheap. The third worst label was the half-fat milk label from the
Tesco value brand (humber 11). Consumers considered this label to be non-original, cheap,
and containing a lot of text. The drawing of the cow on the label reminded them the Milka
brand (chocolate).

4.6 Perception of yoghurt packages and labels

For the experiment with yoghurt the participants chose on the first position Gazdovsky white
yoghurt Hollandia (number 6), White goat yoghurt Farma zahradka (number 2) and Klasik
white yoghurt from the Olma brand (number 5). On second place was chosen White yoghurt
from Valassko (number 4). The participants chose Hollandia because they are aware of this
brand and have a preference for it. Another reason was the simple and accurate design. White
goat yoghurt Farma zahradka was chosen by the participants because the label looks
interesting and atypical. This label is completely different in comparison with others. Olma
Klasik was chosen because the participant thought it is one of the ‘normal’ and ‘classic
labels. White yoghurt from Valassko is regional product and participants were aware of it.

Hollandia yoghurt was submitted to eye-tracking experiment. On the figure 5 we can see the
areas of interest of the Hollandia label. The dwell time and number of revisitors show the
same results as in the case of the previous milk label. The most attention was given to the title
name, followed by the image depicting the cow.
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Fig. 5 — AOI white yoghurt label

The worst labels according to the participants were the label of Yoghurt white créme 500g
Pilos (number 7). The consumers thought this label is graphically crowded and not
interesting. Some of the respondents don’t like the image of the marguerite. They don’t know
the relation of this image with the yoghurt. The second worst label was White yoghurt 5009
Classic (number 8). The participants thought this label is simple and looks cheaply.

4.7 Perception of processed cheese packages and labels

For the experiment with processed cheese the participants chose the labels Apetito (Delicious
cream (number 15), with blue cheese (number 10), with ham (number 13)) and Lucina for
child cottage-cream cheese (number 8). Apetito was chosen because the participants are aware
of this brand and it is typical cheese brand for them. Lucina is a very interesting label for
them that evoke nature and health. Some participants are aware of this brand and they have a
preference to it.

The Lucina label was submitted to the eye-tracking research. The areas of interest are
presented on figure 6. The most important stimulus in this case is the brand (based on dwell
time results). On second place is the claim number 2 which present the information “100 %
without food additives”. Images representing nature don’t attract so much the participants’
attention. We can say that in the case of processed cheese the most important factors
determining the consumer’s attention are the brand and complementary information.
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Fig. 6 — AOI processed chesse label

In determining the worst labels, the participants’ opinions were heterogeneous. Very often
they had a negative attitude to the red cheese labels. Namely the labels Palivec (number 12),
Samécik from the Sama brand (number 5) and Deliko from the CBA brand (number 6).
Pélivec was also chosen because some participants do not like hot cheeses. Both other cheeses
have “different” design. The Liam Mix cheese label also evoked a negative attitude (number
1). The Participants do not really known what is inside the package. According to participants
the labels of Excelent cheeses (cream flirt with cheddar (number 14), sausage dream (number
11)) under brand Zeletava look like chocolate labels.

4.8 Attitude to sales promotion

It is difficult to determine which stimulus determines consumers’ interest in new products. In
this regard the participants mentioned references, beautiful packaging and imaginative
advertising. Mostly were mentioned sales, price and experience with other products under the
same brand.

In connection with new products it is necessary to mention food tasting. A lot of participants
the tasting discourages, especially evening testing. Consumers are afraid of healthy, because
tasted products could be displayed whole day. Some consumers thought that during food
tasting products with different quality against products in shelves are offered. Different
situation is in case of cheeses tasting in supermarkets counters or in specialized shops.
Participants prefer these types of tasting.

Price doesn’t indicate a higher quality. Consumers assume the higher price is paid for the
package and the brand. They mentioned Actimel as an example. On the other hand, the brand
is considered as an indicator of higher quality. In the case of products without lactose
consumers prefer more expensive products. That is because cheaper products usually indicate
“possible to include trace of lactose” on their label information.

Food products with higher price are regularly on fail. But most of the participants don’t buy
stocks of their favorite brand. They assume this promotion will be repeated in future. In case
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of a price increase of their favorite products they would act rationally. In case of minor price
increase they would still buy their favorite products. In contrast to a minor price increase, a
significant price increase motivates the respondents to look for another option.

The participants were asked what is the most appealing promotion to buy products: a contest
or a present. Most participants preferred a present, because through a present they have the
certitude to receive something in addition to their purchase. In case of a contest there is still
uncertainty. A contest would be chosen in case everyone wins. New taste of their favorite
brand was determined as the best gift with purchase. Consumer contest was chosen by
participants who likes risk and think the gift is something useless.

If consumers have to choose between a cheaper package, a bigger package or a 2+1 for free
promotion, they mostly preferred the 2+1 for free promotion. When considering a bigger
package the respondents feared that this package might be so large that they are unable to
consume it completely. The 2+1 for free promotion is conditional on necessity to buy
concrete product. Sale was mostly chosen by women, because smaller package is sufficient
for them.

Consumers were also asked if they perceive difference between milk products and product
with vegetable fat. Mostly they perceived this difference in the case of butter and they are
ready to pay a higher price for a milk variant. A lot of consumers heard about this difference
for the first time. According to Obermaier and Cejka plants fat is healthier and cheaper than
milk fat. Products with vegetable fat can’t be named cheese, but for example cheese products.
It’s for discussion if these products shouldn’t be separated in shelves for different categories
(Obermaier, Cejna, 2013).

Based on the fact that under “dairy foods products” consumers mostly categorize products
made from cow milk, the participants were asked about their perception of dairy foods made
from goat and sheep milk. These products are consumed just by a few consumers. For some
goat and sheep milk are merely substitutions for products based on cow milk. For others it
mainly serves as a diversification of their diet. However many consumers refuse these
products because they stinks to them. At the same time they said the consumption of these
products results from habits.

4  DISCUSSION AND CONCLUSIONS

Consumers assume the label isn’t an important for their decision making process. But based
on the researches it is possible to say it can influence the consumer’s decision and perception.
The main factor of success of milk labels is a pleasant and consistent design that evocates
content of package. The label should not be crowded, but also not too simple. It’s necessary to
give an attention to fact the label can remind products from other categories.

Most of the consumer’s attention on front labels of most favorite brands of milk and white
yoghurts was obtained by title name and main image. Contrarily, in the case of processed
cheese, the most attention is given to the brand and the claim.

In the case of yoghurts it is possible to say in conclusion the factor determining the success of
labels is an atypical design, which is pleasant for consumers. Another important factor is the
brand of the yoghurts.

The brand is also the most important factor for processed cheese. These results are based on
focus groups and were confirmed by eye-tracking research. It’s necessary to say that the color
of processed cheese labels sometimes discourage the consumer from purchasing.

The preferred brand is the most important factor in the consumer’s decision. Only a
significant price increase might lead to brand switching.
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The consumer’s perception about healthiness of dairy food is mostly based on insufficient
knowledge as we can see in case of milk vending machine.
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NEUROMARKETING USE IN THE PROCESS OF BRAND BUILDING

Jana Durd’akova

Abstract

Currently the neuromarketing is growing and increasingly widespread tool of marketing
communication. This article deals with an issue of the use of the neuromarketing in the
process of brand building. The introductory part of the article is devoted to the psychology in
marketing and the psychology of consumer defining customer’s purchasing decision. In the
following part there are characterized terms such as definition of the neuromarketing,
neuromarketing methods, definition of the brand, the brand building and its possible actions
and the brand management. The final part is a summary of the neuromarketing and the brand
building with an emphasis on ethics in this area. Thus the main aim of this paper is to describe
the current state of neuromarketing and brand building and define biometric methods by
which customers are tested in the consumer market, respectively their brain and heart activity
or activity on the surface of the skin.

Keywords: consumer psychology, neuromarketing, neuromarketing methods, brand, brand
building

1 PSYCHOLOGY IN MARKETING

Use of psychological findings is very important for the purpose of marketing and almost
everyone has ever heard predication that marketer should also be a bit psychologist. This
opinion follows from the awareness of close relation of psychology as a science about human
psyche and marketing. Use of psychological knowledge in marketing is not only related to
market research, through which are influenced and managed the actions of the market, but
also is used in various forms of marketing communications (e.g. advertising, sales promotion,
PR etc.), whether it’s from consumer perspective or marketer’s. Consumers can be influenced
during purchasing process by their attitudes, opinions, motives, knowledge etc., but also by
visual perception of brands or scents. All this gives marketers an incentive to use marketing
researches to find out what consumers need, want, what do the react on, so they can modify
the policy of marketing communication. Such an example of the psychology use in marketing
can be psychology of colors, when each color create different emotions for consumers and
influence his decision making process. If the company knows how to use the colors to
influence the consumer, it may use this information in effective form of advertisement in its
communication. Another example may be product placement representing a form of
advertisement which uses the psychology in the form of placing the products, names, logos
etc. directly into the plot of a film, TV series, entertainment program etc. This gives no
chance to the viewers to go away from television or to prepare for the advertisement when
they are brought into the story. Similar example of the psychology usage in marketing is
neuromarketing which monitors brain responses of consumers to certain stimuli placed in
advertisement (brand, logo, etc.). That is also the core of this paper.

According to Ries (2006) psychology and marketing are closely related. If psychology is the
systematic study of human behavior, then marketing can be considered as the systematic
study of human behavior in the marketplace. Psychologists also often refer to “the halo
effect”. Representative example may be a situation when good-looking people tend to be
considered by others as more intelligent, successful and popular. However, besides halo effect
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every principle of psychology can be used in marketing. As an example can be seen design,
when the first brand of new category is engraved in the human mind as the original, authentic
or real thing (e.g. Kleenex, Heinz, etc.).

Vysekalova (2004) deals with the use of psychology in marketing from the point of view of
consumer behavior and argues that motive of purchasing behavior is possible to define by
simple question ,,Why did we by what we buy?* and determine two aspects, which arise from
this question: ,,Who do we buy something? And why do we buy this product instead of
different one?* First aspect represents motivating force that determines consumption
behavior, i.e. what is the benefit of purchase decision. The second aspect focuses on making
decision, i.e. why consumer decides for the product.

The author further argues that decision as what the customer buys, can be likened to problem
solving situation, when a problem must be defined, followed by data collection phase,
evaluation of concrete possibilities and finally the consumer decides for certain purchase.

Vysekalova (2004) also states that among the most important psychological mechanisms that
play a key role in making purchasing decisions are mental characteristics and predispositions,
life knowledge and experience, attitudes, opinions and social environment influences. Mental
characteristics of human being appear in all psychical processes, among which belong
attention, perception, memory, etc. and focus him in specific direction. Mental characteristics
also influence concrete manifestations of purchasing behavior of consumer. Making these
intellectual properties is influenced by dispositions which are innate and establish the
boundaries of a change in the properties, which are influenced during consumption and
purchasing behavior by all different forms of marketing communication. Life knowledge and
experience help the consumer at a time in making purchasing decisions; also govern influence
of stimuli which affect human from outside. The way of purchasing decision is also
influenced by what the consumer buys, what he expects from the purchase or what kind of
purchase it is.

As a result of marketing and human mind merging, it is important to realize that the study of
marketing begins with the study of psychology, says Ries (2006).

2 NEUROMARKETING

Neuromarketing is according to Morin (2011), a relatively new evolving discipline which
combines examined consumer behavior with neuroscience. Originally controversial field,
which first appeared in 2002, is now becoming not only credible, but has also been ranked by
specialists among advertising and marketing.

4.9 What is neuromarketing?

The combination of neuro and marketing expresses merge of two branches, namely
neuroscience and marketing. This term, however cannot be attributed solely to individual, as
was the case in 2002. At that time, several US companies began to provide research and
consulting in the field of neuromarketing, which promoted the use of knowledge and
technology derived from the field of cognitive neuroscience. In essence, it can be said that as
neuromarketing is marketing, as well neuropsychology is psychology. While
neuropsychology examines relation among the brain, human knowledge and psychological
functions, so neuromarketing helps importance of looking at consumer behavior in terms of
the brain (Morin, 2011).

Javor, Koller, Lee, Chamberlain and Ransmayr (2013) also describe neuromarketing as
a discipline that is increasingly used in recent years in media as a theme and also add that
these public discussions are generally directed on potential ethical aspects and point out
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concerns about negative impact on society, especially on consumer. However, the positive
contribution to the scientific debate from evolving biological model is mostly neglected. It
tries to explain the context of human behavior, such as consumption.

In particular, the area of behavioral neurology could benefit from the collaboration with
economists and marketing researchers because of it is their common interest and there is
theoretical evidence that behavioral symptoms of neurological disease could have an impact
on consumer behavior and economic decisions (Javor, Koller, Lee, Chamberlain & Ransmayr,
2013).

Ariely and Berns (2010) deal with neuromarketing from different perspective ad define it as
application of neuroimaging methods in product marketing. They also show two main reasons
for this trend. The first reason may be the possibility that neuroimaging is cheaper and faster
that other marketing methods. The second reason may represent hope that neuroimaging
provide such information, which cannot be obtained through conventional marketing
methods. Although neuroimaging seems to be still more expensive than other tools, there is
increasing number of evidences that it may provide hidden information about consumer
experiences.

Despite many common beliefs that marketing is inherently evil, its main goal is to help
connect people with the product. According to Ariely and Berns (2010) argue that marketers
achieve such a goal by providing information to product designers. The information is about
consumer values and what consumers want before the product is created. Once the product
appears on the market, marketers try to maximize sales by introducing the menus, pricing, ads
or promotion.

Authors also argue that marketers are excited from the brain imaging methods from two main
reasons. Firstly, they hope that neuroimaging will provide them more effective trade-off
between costs and revenues. This hope is based on assumption that people cannot fully
express their preferences, only when they are asked to express themselves clearly and that
brains of consumers contain hidden information about their real preferences. This hidden
information could be theoretically used to influence purchasing behavior of consumers so the
cost spent on neuroimaging studies were offset by revenues from improved product design
and sales increase. In this theory it means that methods of brain imaging could explain not
just what people like, but also what will people buy. The second reason why marketers are
excited from brain imaging is expectation of getting accurate method of marketing research
which may be realized even before product’s existence as it can be seen in following figure

(Fig. 1).
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Fig. 7 — Product development cycle. Source: Ariely & Berns (2010, p. 286)

It shows that neuromarketing application of functional MRI (magnetic resonance imaging),
respectively fMRI (functional magnetic resonance imaging) may potentially enter the product
development cycle in two phases. First, when fMRI can be used as a part of construction
process, where neural responses could be used to refine the product even before it leaves the
production process. Second, fMRI can be used after the product is completely designed,
which is typical for measuring neural responses as a part of advertising campaign to increase
sales (Ariely & Berns, 2010).

4.10 Neuromarketing methods

,»1 know that half of the money I spend for advertising is wasted, I just do not know which
half is that.“ was said by John Wanamaker, who created first department store in 1876. And
since then marketing managers and politicians try to find tools which would help them sell
their products or ideas to the public. Target group is currently fashionable trend between the
advertiser and marketing personnel. That could change with the invention of neuromarketing,
i.e. with the wuse of neuroscience cognitive methods, such as fMRI or EEG
(electroencephalography), to assess whether a person will respond favorably to the brand
name or product. Despite the fact, many independent experts doubt that fMRI may be
meaningfully used in this way, but it is unlikely that this would involve marketing people who
want to impress potential customers with spectacular imaging technique (Anonymous, 2004).

In the field of consumer purchasing behavior are used biometric methods that can discern on
what stimuli consumer reacts, how he feels, at which time moments his cognitive brain
activity arises and what suggestions he reacts on with external stimuli contact. These are
therefore possible way of deeper recognition and prediction of consumer behavior. In
comparison with questionnaires assuming correct interpretation, these biometrical methods
may be more accurate due to elimination of distortion generated by customers e.g. their ego.
Most of customer’s mental processes take place unconsciously, and these processes have
a direct impact on his behavior, i.e. they influence decision making process, loyalty, brand
preference, estimate or orientation in space (Strategie.el5.cz, © 2015).
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As the primary source of data are used mobile eye cameras (eye tracking), which record the
eye movements of tested customers, thus mapping eye contact of purchaser with certain
elements in the space that connects it real time with the reactions in brain, heart rate and skin
response. Among commonly used methods of neuromarketing can be placed EEG method
measuring brain activity, ECG method (electrocardiography) measuring heart rate or GSR
method (galvanic skin response), which measures activity on the skin surface. Using the eye
camera allows to identify on which visual elements (e.g. color, shape of the product, place in
the store, lighting or interaction with product or hostess) the consumer’s eye reacts.
Furthermore, other techniques are used in neuromarketing such as MEG (magnetic
encephalography) or PET (positron emission tomography). The most advanced techniques
are FMA (facial movement analysis) or FA (facial coding), which are also very effective
(Strategie.e15.cz, © 2015). All these methods are shown in the following figure (Fig. 2).
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Fig. 8 — Biometric methods in neuromarketing. Source: Own compilation

3 BRAND BUILDING

Keller (2007) argues that brand has been used for centuries to distinguish the goods of
individual producers from competition. The term ,,brand* comes from the word of old Nordic
origin “brandr”, which means “to burn” and is a testament of that brand or mark has
previously been used and is still used for marking and identification of animals from the herd
of specific owner.
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A similar approach to brand definition have also Barta, Patik and Postler (2009) and state that
the terms ,brand“ and ,brand building“ are currently the center of attention in any
organization. Brand, which is an identification tool for goods or services and helps to
differentiate the product from competitors, is not only a product. The product is produced,
while the brand is created. The product changes over time, but the brand remains. The product
is given by its observable characteristics (e.g. composition of the product), but the brand is
characterized by so-called attributes that are associated with the brand image. All these
attributes are perceived by consumers; the brand is created and then exists on the basis of
communication. Differentiation from the competition makes a brand THE BRAND and
competition helps the brand to gain its own identity.

The American Marketing Association defines brand as ,, name, term, design, symbol, or any
other feature that identifies one seller’s good or service as distinct from those of other
sellers” (Kotler & Keller, 2007, p. 312).

Vysekalova (2004) characterizes the brand from a completely different perspective and argue
that it can be understood also in terms of knowledge of cognitive psychology as complex
scheme expressing mental map of a particular brand. Cognitive maps are collective mental
images generating variable formations, are used to understand the brand communication and
for interaction between brand and the set of elements that represent the brand image. The
procedure for the process of mental mapping may be usually divided into three phases. First
phase is about registration of all free associations connected with the brand. Second phase is
about collecting ideas associated with elements based on the first phase. Third phase express
the detection of ideas which were associated with associations in previous phase of the
process.

With branding the product is filled with the force of brand and its foundation is to create
differences. It is necessary to teach the consumer about ,,what is the product about”, ,,what
does the product do” and ,,why” the consumer should be interested in it. This all leads to that
the product is labeled and is so-called branded. The essence of branding is therefore to get the
consumers into position when they can perceive the differences among the brands in certain
category and avoid the feeling that all products are the same (Kotler & Keller, 2007).

Nastisin and Mudrik (2013) in this context follow Kotler and Keller with their statement that
brand is power. Nowadays, companies are judged not only by their tangible physical assets,
but also by factors such as idea, reputation, intellectual property and customer relations. These
mentioned factors can also include branding which influences the consumer in his everyday
life.

Aaker (2003) argues that brand building is difficult, but doable. One of the essential steps of
successful brand building is to create brand identity, thus understanding the importance of the
brand and expression of its identity. Another important step of brand building is to handle
internal forces and pressures, i.e. to resist the tendency of organization, which leads to short-
term results, diversification or often changes of brand identity.

Aaker (2003) adds that building a strong brand requires concrete definition of brand identity
and its position. To achieve this, identity must include not only basic identity, but also
extended one including its symbols. Most of organizations perceive the brand as the basis of
sustainable advantage, but they do not become powerful by the day. It is a result of long-term
strategies creation and effective work done by the company.

Building a strong brand by Keller (2007) consists of 4 following steps:

e identification of consumer with the brand and brand association in his mind with
certain group of products or with identified need;
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e clear and precise characteristics of brand importance from consumer perspective
through tangible and intangible associations with given properties of the product;

e evoke specific reactions of customers on this identification and brand importance;

e change the reaction on the brand so that the customer creates with the brand intensive,
active and loyal relationship.

These mentioned steps together create a summary of the basic questions which —considering
the brand- are interesting for every customer and are defined as follows:

e Who are you? — brand identity;
e What are you? — importance of the brand;
e What do I think or feel about you? What about you? — reaction to the brand;

e What kind of association or how strong connection | would like to have with you?
How is it with you and me? — relationship to the brand (Keller, 2007).

On the area of brand building is also necessary to define the concept of brand management.
Brand management is a process that involves activities aimed at brand building and
subsequently to the management of the brand and its values. It may be characterized as
., strategic and integrated system of analytical, planning, budgeting and implementation
activities that are part of the brand management process *“ (Ptibova, 2000, p. 15).

Vysekalova (2004) adds that part of the brand management is also called brand equity, which
is a term expressing how consumers perceive the brand and how their knowledge affects their
relationship towards it.

4 CONCLUSION

Neuromarketing researches cognitive, sensorimotor and affective reactions of consumers to
various marketing initiatives and uses medical technologies such as EEG
(electroencephalography), MRI (magnetic resonance imaging) and others. As reported by
Kozel, Mynatova and Svobodova (2011) the main goal of neuromarketing is to determine
how and why consumers decide as they do, which part of brain is activated and has influence
on this behavior. This modern method of marketing is based on the fact, that the main part of
human thinking (emotions included) and human activity (more than 90 %) takes place in the
subconscious. And note that advertising unknowingly gets into the heads of consumers, could
also influence the market research. The market research uses for many decades questionnaires
for its purposes, but it only records conscious perception of people. Some researchers are not
yet completely united in the opinion on neuromarketing and its classification among research
methods. They still see it as a very new field and emphasize its ethical and moral dilemmas.

As marketers design their activity in order to sell more, neuromarketing research faces
accusations that its aim is just commercial. Neuromarketing does not involve mind control
techniques, but it is able to measure brain responses to marketing impulses. Marketers aim is
to find out what triggers certain stimuli of consumers by using neuroimaging devices. These
technologies do not invade their private life and their interests, but create a way to find
answers to questions involving products and services. If we talk about neuroethics,
neuroimaging devices can be used in a more positive marketing research area, e.g. to help
consumers find what they want and guide them in living a healthy life. There is still much to
explore on self-consciousness, understanding human emotions, reasoning, moral and free will
and we can see an increasing number of neuromarketing studies and growing interest in this
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area. Of course, we must think about ethics that needs to be delineated between its limitations
and risks (Bercea Olteanu, 2015).

Brand building creates a relationship between the consumer and the brand through emotions
that are part of it. A strong brand is an effective tool for building reputation and consumer
loyalty, which also make greater profits for companies. The process of brand building is very
important for companies, whether they are trying to succeed in any industry (NastiSin &
Mudrik, 2013). Marketing manager can use methods of neuromarketing to find out why
consumers are making such decisions and how consumers react to certain impulse. Results of
neuromarketing can then be applied in the process of building a brand so marketing manager
will know how the consumer reacts for example on the color packaging, on the sound or how
much different are needs between consumers.
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A CONCEPTUAL MODELLING OF THE ORGANIZATIONAL
DRIVERS OF BRAND ORIENTATION STRATEGY IN THE SMALL
BUSINESS SETTING

Christian Nedu Osakwe

Abstract

The main objective of this study was to theorize and conceptualize a model that could be used
by scholars and practitioners in understanding the contingent roles that certain organizational
drivers and/or resources play in shaping the brand orientation strategy of small businesses,
especially growth-aspiring small businesses in emerging economies. To this end, this paper
explicates the critical roles that entrepreneurial capability, enterprise core values, market
orientation, Internet technology orientation, and learning climate play as processual
antecedents to brand orientation strategy in the small businesses setting considering the fact
that today’s marketplace is increasingly becoming more of an integrated global business
community. Furthermore, we highlight the moderating effect of limited financial slack in
attenuating the relationship between the aforementioned strategic variables and brand
orientation strategy. Consequently, we argue strongly that brand orientation strategy is
without a doubt, one of the key micro-foundations for small businesses to effectively
achieving a high degree of customer-centric performance outcomes. Nonetheless, it is vitally
important for small business entrepreneurs to be aware that brand orientation should not be
treated as an isolated strategy, but rather as an integrated strategy that spans the enterprise
value-chain(s).

Keywords: brand orientation strategy, emerging economies, processual antecedents,
organizational drivers, small businesses, RBV

1 Introduction

In recent decades, the significant contributions of small businesses to the economic
development of the various countries of the world have begun to receive tremendous attention
from various policy makers (Cook & Nixson, 2000). Evidence abounds from a substantial
body of literature (e.g., Ayyagari, Demirgiic-Kunt, & Maksimovic, 2011; Ishengoma &
Kappel, 2008) that small enterprises are the backbone of the global economy given their
immense contributions to wealth creation, innovation, indigenous entrepreneurship; and all
these together add up to economic growth and economic development. On the other hand,
evidence equally abounds that quite a majority of the small businesses operating in the global
economy and particularly in developing economies are at a market-disadvantaged position in
terms of their low level of brand competitiveness in the marketplace (Abimbola, 2001; Barbu,
Ogarca, & Barbu, 2010). Consequently, for small businesses to be able to effectively compete
in the contemporary business environment it becomes more pertinent now than ever before
for any growth-aspiring small business to seek unique ways of crafting its business strategy
around its brand-oriented norms and values (Baumgarth, 2010). In fact, Urde (1994; 1999) in
his seminal papers posits that brand orientation is a competitive strategic resource for survival
in the business environment that has over the last three decades or so been constantly driven
by the forces of market competition.

Therefore, given the central role that brand orientation strategy plays in today’s marketplace,
the overriding goal of this study is to theorize and conceptualize a model that could be used
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by scholars and practitioners alike in understanding the contingent roles that certain
organizational drivers and/or resources could possibly play in shaping the brand orientation
strategy of small businesses, especially growth-aspiring small businesses in emerging
economies. To this end, this paper explicates the critical roles that entrepreneurial capability,
enterprise core values, market orientation, Internet technology orientation, and learning
climate play as processual antecedents to brand orientation in the small businesses setting in
light of the fact that today’s marketplace has increasingly become more competitive-driven.
Furthermore, we highlight the moderating effect of (limited) financial slack in attenuating the
relationship between the aforementioned strategic variables and brand orientation strategy.

The research paper is further organized as follows. In the next section, we provide a snapshot
of the relevant marketing literature while in the subsequent section we briefly discuss the
materials and method of analysis. At the same time, we equally present the proposed
conceptual framework and propositions in the next subsequent section. The conclusion and
implications of the study are further highlighted in the final section of the article.

2 Prior Studies on Branding and Brand Orientation Strategy in the Small
Business Setting

Krake (2005) surmised that branding, as an added value agent (Wood, 2000) in the business
value chain is to a large extent alien to the core marketing practice(s) of small businesses. On
one hand, Kotler and Keller (2006) together with van Raaij (2005) posits that for a profit-
oriented firm to seek more effective ways of enhancing its customer profitability, it must seek
unique ways of delivering superior customer value amidst the competition. As a corollary,
branding is seen as one of the key strategic levers through which firms in general could
capture more customer value in the marketplace (Aaker, 1996; Kapferer, 2008). It therefore
becomes highly imperative for small businesses to develop their brands given the contingent
value of branding in firms’ customer-centric performance outcomes, especially as it relates to
consumer-based brand equity (Aaker, 1991; Pappu, Quester & Coksey, 2005) and in turn
marketplace equity (Brodie, Glynn & Durme, 2002). Moreover, several authors (e.g.,
Abimbola & Vallaster, 2007; Krake, 2005) assert that branding is one of the micro
foundations through which small businesses can create a sustainable competitive advantage in
the rapidly changing business landscape. Moreover, building on Urde’s (1994,1999) seminal
papers on brand orientation as an organizational mindset and importantly, as a strategic
imperative for achieving competitive advantage in the marketplace, Wong & Merrilees (2005)
acknowledged the critical role that brand orientation can play in the small business setting. In
fact, the study reveals that for small businesses to achieve a higher level of brand orientation
(which the authors supposedly referred to as integrated brand orientation), certain key
marketing resources and/or capabilities (of which the authors referred to as pre-conditions)
are expected to be in place within the organization (Wong & Merrilees, 2005).

3 Materials and method of analysis

A systematic review of previous studies was done in order to accomplish the main goal of this
study. Consequently, relevant studies were sourced from reliable secondary sources, such as
online databases, journals, working papers, and textbooks. Based on the extracted information
from the secondary sources, the author builds a conceptual framework (or model) of the
organizational drivers of brand orientation strategy in the small business setting while equally
taking cognizance of the moderating role of two vitally important micro-foundational
organizational drivers. In particular, the systematic review of literature that we have adopted
for this study borrows extensively from the marketing strategy research stream, and more
particularly from RBT.
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4 Development of a conceptual framework with propositions

As earlier stated, the proposed framework is largely embedded in RBT (Barney, 1991, 2001;
Barney, Ketchen & Wright, 2011, Wernerfelt, 1984) which in summary posits that for an
organization to achieve competitive advantage, it must possess some unique organizational
(or market)-based attributes that may be quite difficult for close rival firms to instantaneously
replicate. In short, using the VRIO (valuable, rarity, inimitability, and organizational process)
attributes of RBT (Barney, 1991, 2001; Kozlenkova, Samaha & Palmatier, 2014) in the
marketing discipline, one could argue that an effective brand orientation strategy is definitely
a branding strategy that encapsulates all the aforesaid VRIO characteristics. Conversely, and
in reality, this is not always the case of small businesses bearing in mind that a majority of
these enterprises are by default at a competitive disadvantaged position in the marketplace.
Such a disadvantaged position is due largely in part to the inadequacies of these enterprises to
fully develop valuable firm-based resources.

Consequently, the important question this conceptual paper seeks to address is this- what
could be some of the core processual antecedents (or organizational drivers) of brand
orientation strategy in growth-aspiring small businesses? To put it differently, how could
small businesses develop a brand-oriented organizational mindset so that these enterprises
should at least achieve a competitive parity in the marketplace? Thus, the current study
presents a thematic viewpoint (based on past literature) of critical organizational drivers
towards crafting an effective brand orientation strategy in the small business setting. Also
note that in this study, the terms - cultural antecedents, processual antecedents, and
organizational drivers are used interchangeably to express a common theme. Permit me to
digress a bit, the use of the term prcocessual antecedent, illustrates the fact that a majority of
these cultural antecedents (or organization drivers) are hardly discrete events but rather that
they are process-driven activities (Pettigrew, 1997). Of course, it is always in the best interest
of scholars to measure these antecedents, but in reality these process-driven strategic variables
can only be captured by proxy variables. On the other hand, it is also in the best interest of
business managers to possibly measure and model these processual antecedents since they are
sources of competitive advantage in the marketplace. On one hand, we equally show in the
conceptual model, that all these processual antecedents act as supporting capabilities for
brand orientation strategy to effectively impact on customer-centric performance outcomes in
the marketplace (see Fig.1).

Enterprise core values: The notion of enterprise (or business) core values has received
tremendous attention in the extant literature, so there is no need to ‘over flog’ the same theme
in this article. More specifically, eminent branding scholars and practitioners (e.g., Aaker,
1996; Balmer, 2013; Baumgarth, 2010; de Chernatony & Dall’Olmo Riley, 1998; Gelder,
2003; Heding, Knudtzen & Bjerre, 2009; Kapferer, 2008; Urde, 2009) key emphases have
always been on the need for firms irrespective of their unique ‘firmographics’ to build their
brands across their existing and objective core values. In short, these experts argue strongly
that a firm’s core values should be congruent with the expectations of the important
stakeholders of the organization. Moreover, the aforementioned studies provide strong clues
that successfully ‘living the brand’ is a direct consequence of the firm’s internalized corporate
core values. Briefly speaking, the core values of an enterprise should be clearly enshrined in
its mission and/or vision statement, if any. In fact, for small businesses, we wish to add that it
is the founder(s) core values that supposedly drive the enterprise’s core values, so both terms
can be used interchangeably in the case of a small business setting (Mitchell, Hutchinson &
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Bishop, 2011; Spence & Essoussi, 2010). As a consequence, it is the same set of core values
that can provide a strong basis for building a brand oriented culture, and in turn achieving a
high degree of customer-centric performance outcomes within a firm’s target market(s).
Importantly, drawing from all these perspectives, this has enabled the author to come up with
this proposition that:

P1: A clearly stated enterprise (or founder(s)) core values is a processual antecedent to the
development of brand orientation in growth-aspiring small businesses.

Learning (workplace) climate: A learning climate (or culture) is often times conceptualized
as the degree to which a firm is driven towards continuous improvement through learning,
shared philosophical vision, and importantly receptiveness to new ideas; and all these add up
to achieving superior organizational effectiveness (Che-Ha, Mavondo, & Mohd-Said, 2014;
Kock & Ellstrom, 2011; Sinkula, Baker & Noordewier, 1997). An organizational learning
culture is obviously a supportive climate for employees’ ideas and initiatives to thrive, and as
such, it is a culture that is not intolerant to errors on the part of employees (Che-Ha et al.,
2014). Incontrovertibly, an organizational learning culture is a supportive workplace climate
that fosters the development of employees’ skills via training and other skills acquisition
formats (ILO, 2013). More so, research has shown that a learning climate fosters a great deal
of ideation, open-mindedness, and creativity in an organization, and in turn generates superior
customer value in the marketplace (Che-Ha et al., 2014; Laukkanen et al.,, 2013;
Weerawardena, O'Cass & Julian, 2006). Meanwhile at the heart of any branding strategy is
both ideation and marketing creativity. This leads me to propose that:

P2: An enabling learning (workplace)climate directly provides a strong supporting-
capability for brand orientation in growth-aspiring small businesses.

Entrepreneurial capability: The term, entrepreneurial capability could be looked at from the
perspectives of the business owner (entrepreneur) willingness to engage in risk-taking
venture(s) while being proactive and innovative at the same time (Rauch, et al., 2009;
Lumpkin & Dess, 2001).Some authors (Filser & Eggers, 2014; Campos et al., 2013; Baker &
Sinkula, 2009) further posit that entrepreneurial capability is a strategic necessity for
relatively small enterprises to gain a foothold in the marketplace, and ultimately improve on
their brand performance outcomes through innovatiness, proactiveness, and strategic
resilience. Given the dominant role that small businesses’ entrepreneurs play in their firms, it
is almost a truism that the more entrepreneurially-focused the business owner is, in terms of
having a fine-grained analysis of what it takes to differentiate itself from the competition, the
higher would the enterprise leverage on brand orientation strategy. In the light of this
background, the author proposes that:

P3: Entrepreneurial capability directly provides a strong basis for brand orientation in
growth-aspiring small businesses.

Market orientation: By and large, the market orientation concept proposes that a firm should
be totally focused on meeting the needs of its customers in a timely and satisfactory manner,
while at the same time being on alert to its close competitors’ activities in the marketplace
(e.g., see Kohli & Jaworski, 1990, Narver & Slater, 1990). Besides, Urde (1999: 118)
unequivocally postulates that “to be brand oriented is market orientation ‘plus’”.
Corroborating Urde’s assertion on the strategic relationship between market orientation and
brand orientation strategy, some studies (e.g., O’Cass & Ngo, 2009; Tuominen, Laukkanen &
Reijonen (2009) provide empirical support that brand orientation is a consequence of market

orientation. Against this backdrop, the author proposes that:
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P4: Market orientation directly enhances the development of brand orientation in growth-
aspiring small businesses.

Internet technology orientation: Unarguably, the immense contribution of the Internet, and
in particular, the World Wide Web, has made the Web to be seen as a ‘web of immense
opportunities’ that could be unlocked to gain a strong foothold in the global marketplace
(Boudreau & Watson, 2006). Although the Web is obviously not a strategy (Porter, 2001) but
it is an information portal with manifold business opportunities for firms that are willing to
tap into the enormous opportunities that it offers. In the context of the business world, the
Web may be seen as a pipeline which seamlessly connects commerce with consumers.
Meanwhile, in this digital age, small businesses that have recognized the strategic role that
Internet-enabled tools play in today’s marketing have not only adopted the Internet as a means
of gathering information from their target consumers and/or potential business partners, but
have also used these tools to deepen their marketing capabilities (Harrigan et al., 2010;
Opoku, 2006; Sinkovics, Sinkovics & Jean, 2013). Some studies have even advocated for
small businesses to leverage more on the Internet, especially as it pertains to the usage of Web
2.0 tools (specifically, online social platform sites) to build virtual brand community
(Hassouneh & Brengman, 2011; Sasinovskaya & Anderson, 2011). Accordingly, the intensity
of the usage of Internet-enabled tools could provide a strategic platform for these enterprises
to promote their brand in a more cost-effective manner. Against this background, the author
proposes that:

P5: Internet technology orientation directly provides a platform for brand orientation in
growth-aspiring small businesses.

Moderating Effect of Financial Slack: Much emphasis in extant literature has been focused
on the stagnated nature of small businesses given their lack of financial resources (Khalique et
al., 2015; OECD, 2013). Such a stance that has been taken by extant literature is indisputable
given that the inadequacies of these firms to develop certain key capabilities is to a large
extent traceable to little or no financial slack (Lockett et al., 2013). For further reading on
resource slack, please refer to Bradley, Wiklund & Shepherd (2011) as well as Dasi, Iborra &
Safon (2015). Debatably so, a greater number of small businesses in the developing world
have so far failed in making provisions for idle financial resources due in part to limited
working capital (OECD, 2013). In short, limited financial slack eventually ends up stifling
even the few competencies level that some of these enterprises have over time strived to
develop, which in turn impacts negatively on the firm’s overall execution of their business
strategies. Although it is beyond the scope of this article to go into further details of the
consequences of limited financial slack (or resource availability as one may prefer to call it)
but it is also important to highlight that such a consequence is also largely responsible for the
low brand positioning and competitiveness of small businesses’ products and/or services
offerings. To sum up, the author argues in strong terms that inadequate financial slack is
highly likely to slow down the impact of the highlighted key strategic on the firm’s brand
orientation strategy. Taken together, the author further proposes that:

P6: Little (or no) financial slack will attenuate the relationship between a) core values and
brand orientation; b) between learning climate and brand orientation; c) between market
orientation and brand orientation; d) between entrepreneurial capability and brand
orientation; and e) between Internet technology orientation and brand orientation.

Most importantly, we show (see Fig.1) how these cultural antecedents (organizational drivers)
and the moderating variable play out towards the development of brand orientation strategy in
the small business setting. Although it is beyond the scope of this paper to consider the
consequences of brand orientation strategy but we equally graphically illustrate how an
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effective brand orientation strategy can lead to significant increase in a small firm’s customer
performance measures (see Fig. 1).
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Figure 1- The Proposed Conceptual Framework

Notes: EcV-Enterprise Core Values; LwC-Learning (Workplace)Climate; ETC-
Entrepreneurial Capability; MkO-Market Orientation; 1tO-Internet Technology Orientation;
FsK-Financial Slack; and BoS-Brand Orientation Strategy.

Where,— indicates direct effect, while ———— indicates moderating effect.

5 Implications for theory, practice and concluding thoughts

This article has provided a framework which could improve general understanding of the
critical sources of brand orientation strategy in the small business setting, and particularly in
growth-aspiring small-sized enterprises. On top of that, the study has brought to the fore how
certain organizational variables (more specifically, financial slack) can moderate the
relationship between the highlighted processual antecedents and brand orientation strategy.
This study has further extended SMEs branding research stream by taking cognizance of both
tangible and intangible drivers of branding strategy. Based on the conceptualized model, the
author advocates that small business practitioners should prioritize their scare resources by
investing in brand-supporting capabilities. By and large, the author strongly believes that if
these are done in the right measure, it will provide the mechanisms for building an effective
brand orientation strategy that is highly likely to induce superior customer-centric
performance outcomes of these enterprises in the marketplace. Notwithstanding the mileage
that has been achieved through the research paper, this study is quick to point out one major
limitation of the study. The main limitation of the proposed conceptual framework is that the
themes used within the research model cannot be described as overly exhaustive given the
limited coverage of extant literature in marketing, and specifically in the branding research
stream. On a final note, the next step in this particular research stream will be to further
examine these processual antecedents using empirical dataset. Therefore, the author invites
interested scholars who might be willing to test the assumptions of this model by conducting
an empirical analysis, particularly in the context of growth-aspiring small enterprises in
emerging economies. In concluding, it is vitally important for small business entrepreneurs to
be aware that brand orientation should not be treated as an isolated strategy, but rather as an
integrated strategy that spans the whole enterprise value-chain(s).
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INTRODUCTION OF THE BARRIER-BASED APPROACH TO THE
SUPPLY CHAIN SECURITY

Martina Vittekova, Slobodan Stoji¢, Peter Vittek

Abstract

The paper aims to bring an overview of the new approach to supply chain security involving
application of the purposely chosen and adjusted security barriers. These are based on the
supply chain security general model representing a set of structured and aggregated elements
directly influencing security. General model was recognized as useful research base primarily
due to the fact that it focuses on supply chain security as a whole, including all essential
elements. Barriers definitions derive from long-lasting researches and analysis of currently
used security programmes. The focus of the research is placed on barriers definition, proper
comprehension and finding relations between them and relevant categories of the general
model. Beside the establishment of the different barrier sets for each element of the general
model emphases are also placed on finding a way for making barriers more resistant. In that
matter, they should not be taken as a rigid and fixed elements but a subject of the constant
improvement.

Keywords: supply chain security, general model, barrier, security programmes, security index

1 INTRODUCTION

Experiencing different security or safety issues always represented, and still does, the
unwanted challenge for the subjects operating in the different industry branches. Almost all
actively operating subjects face some kind of security related issues. Majority of the
industries, dealing with higher operational risk level on the daily bases developed their own
methods or measures securing proper system functioning. Naturally, these differ according to
the industry branches’ requirements or attributes. Risk categorisation is recognised as an
important topic in many studies, where e.g. Kleindorfer and Saad (2005) divide risks into two
major categories, the risks arising from the problems of coordinating supply and demand, and
risks arising from disruptions to normal activities.

Various natures or characteristics of the security hazards are in the most cases a good leading
guides for the development of appropriate reaction approach enabling adequate response to
the situation. Taking into account all aspects referring to security, it is quite easily
comprehendible that there is not a universal way on how different issues should be treated.
Following the same logic, the way how system behaves or reacts (or should react) in case of
experienced issues should also be taken individually.

Individual approach to different kinds of challenges and security related issues is a logical
approach ensuring that all important or relevant aspect having impact on the system will or at
least should be covered. Each subject has its own specifics that could be closely determined
by the performed operations. Besides the internal factors, external ones should also be taken
into consideration (Trkman & McCormack, 2009). They primarily refer to the relations
between the system and adjacent environment, external subjects, etc.

Finding a convenient and effective way in the risk recognition, treatment and mitigation
process always represented a crucial element or basis for good security management.
Researches conducted in the supply chain security field brought the new view on the system
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and its functioning. Obviously, it is not an absolutely “new” approach but switch to a
systematic and common way of system description and understanding.

Due to the fact that supply chains consist of various stakeholders and processes, they
represent a good environment for potential risk realisation, resulting in unexpected damages
and costs (Hendricks & Singhal, 2005). Different studies were conducted trying to bring
better understanding of the possible impacts on stakeholders in case of supply chain
disruption (Kleindorfer & Saad, 2005; Hendricks & Singhal, 2003; Blackhurst, Craighead,
Elkins & Handfield, 2005).

Therefore, it is of a great concern for supply chain security to be treated adequately. Potential
benefits that could be brought to the systems such as supply chains are in some cases
fundamental for the integral elements functioning and effectiveness (Souter, 2000). Different
approaches to the supply chain security issues are currently in place. In most cases they are
represented through results of the long-lasting analysis or researches.

Constant developments and changes that are taking place in local and global economy put all
kinds of the new requirements on the systems’ stakeholders or involved elements. Supply
chains as a dynamic systems must be therefore the subjects of constant changes as well.

From the security point of view, supply chains could be referred to as “interesting” systems
primarily due to their complexity and elements involved. Few researches recognised supply
chain complexity as an important factor, or as it is stated in the research of Speier, Whipple,
Closs and Voss (2011), a one of the four key factors that may impact a firm’s security efforts.
Experiences gained through the years, show that supply chains could be really sensitive to
unexpected or abnormal activities to which are exposed (Oke & Gopalakrishnan, 2009). In
some cases such operational turbulences could be critical and could lead to complete
operation stoppage.

Research in the field conducted by the authors has for a primer goal finding an approach that
would help in better determination and definition of the critical spots and corrective measures
application, or more precisely finding the critical elements allowing prevention of the
unwanted events occurrences (Urciuoli, 2010). In further chapters reached results in barrier-
based concept will be described.

2 CURRENT STATE OF SECURITY WITHIN SUPPLY CHAINS

Supply chains as such are considered one of the fundamental links in the production and other
following processes. Their purpose and necessity of their existence led most of the
companies, production facilities, distributors, sellers, etc. to base their operation on them. The
constant need for reaching a higher level of customers’ satisfaction pushes the whole system
forward.

Year by year, meeting the markets expectations and needs is getting more demanding.
Emphases in modern economy are, as it is commonly known, placed on financial aspects.
Continuous race of finding a profitable and self-sustainable business model implies
engagement of all involved stakeholders on the required level. Therefore, from the supply and
distribution point of view, a fluent and flawless functioning of the supply chains is a number
one priority. The collaboration between involved stakeholders according to the researches’
results are considered to be essential and beneficial during inconvenient times (Liu & Wang,
2011).

Situation in this sector over last decades was not always bright and convenient. Facing
different obstacles, threats, hazards or general issues was part of the everyday operations.
Sometimes, passing through these phases was professional challenge for management,
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requiring prompt and adequate reaction. The first decade of the 21 century was marked as
time where higher attention was paid on the issue concerning risk increase (Minahan, 2005).

Considering the state level, some efforts in reaching a required level of security were made.
As the evidence for that the specialised security programmes develop for different purposes
and applications could be taken into account. Typical example are programmes C-TPAT
primarily oriented on the issues related to terrorism (U.S. Customs and Border Protection,
2014), or programmes AEOQ (Taxation and customs union, 2015), TAPA (TAPA, 2014), etc.
These, among many others, represent a tools helping in standardisation of the approach to the
respective security related issues. Each programme is focusing on specific area while
simultaneously share some common elements with other programmes.

The programmes put various requirements related to security, focusing on the respective
subjects, objects, procedures, etc. Taking into account that risks as such could have different
nature changing during the time, revision of the currently applied security plans should be
performed in defined intervals (Thomas, 2010). Established as a step forward in dealing with
supply chain security issues, programmes on other side could be considered as not sufficient
for supply chains needs if taken individually. The reason for that lays in a fact that each
programme has some unique aspects, which are not shared or differently interpreted in other
available programmes. This fact most probably inspired researchers in finding a new
standardised way in which security with all its aspects within supply chain systems could be
understood and managed.

3 UTILIZATION OF THE ADEQUATE MODEL IN THE CONCEPT
CONSTRUCTION PHASE

As mentioned before, researches in this area helped in better understanding of the supply
chain security concept. Many efforts made in this area brought useful results, convenient for
further application and development. A good example here is Supply Chain Security general
model developed by Gutiérrez and Hintsa (2006). The model is well known for its systematic
view on all aspects related to supply chain security.

The establishment of the general model is a result of comparison and finding the shared
aspects of the previously mentioned security programmes. The model brought structured view
