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Abstract

The article sets out the conceptual foundations, development trends, creation and activities of innovative technology
centers (ITC). The main attention is paid to solving the ITC problem, solving the problems of Research and
Development (R&D) technological support, scientific and technological production preparation, projects substantiation
for technical production re-equipment, focused on the further development and accelerated technology and scientific
and technological progress renewal.
Keywords: business incubator; international relations; ITC, logistics; regional center; virtual corporation.

1. Introduction

The growth strategy in modern conditions can be
implemented in breakthrough areas (space, aviation, nuclear
energy, some engineering complex products types), where there
is advanced scientific and technical as well as production
potential.
In Russia, an innovative strategy should include all three
components. Given the reduction in financial resources, it
should be based on highly effective innovative projects limited
range implementation that realize the existing promising
sections. It is necessary to rely on priority scientific and technical
areas and critical technologies, which implementation period is
limited to 2-5 years. For this, it is necessary to ensure, on the
one hand, a state orders system issued on a competitive basis
subject to guaranteed state financing, and on the other hand,
the private investors participation (Valdaytsev, Molchanov and
Petsoldt, 2011).
Small capital and organizations are more mobile and
flexible, have a strict emphasis on innovation, customer focus,
risk appetite. They implement innovations in areas that seem
impractical or too risky for large businesses. They quickly adapt
to the market: through company owners’ constant contacts with
their customers (Balashevich, 2012).
The creating ITC concept is based on the idea of their
subsequent functioning in the network, which imposes certain
requirements on the organizational and legal forms choice,
these centers main activity directions determination, involves
the basic network creating principles implementation.

2. Methodology

Targeting is the first requirement for ITC. This means that the
created centers should not be an alternative to the system of
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educational, scientific and other institutions and organizations
that has been developed in Russia. Rather, it can be said that
centers are as an element of this system.
It is about filling a free cell in the field of scientific,
educational, informational, consulting and other types of
services in the innovative business area. Created centers
should solve specific problems of organizing and managing
innovative activities and developing innovative entrepreneurship. This requirement also means that centers have to solve
these problems in an integrated way, serving the entire
innovation process cycle.
The centers’ creation and functioning goals are (Damyanova,
2013):

 small high-tech entrepreneurship formation and development support in Russia and its capabilities implementation
to renewal of domestic scientific and technical potential
and technology transfer;
 small innovative companies’, technology centers’, business incubators’, technology parks’, etc. personnel
training, retraining and advanced training;
 information systems, databases and knowledge bases
creation focused on innovation and integrated into
relevant communication networks;
 international relations development in the field of
educational activities, technology transfer.

The second requirement is to ensure conditions for ITC’s
sustainable functioning.
This requirement’s implementation involves the use of various
organizational and legal forms of creating centers that provide
conditions for self-development in each case. Centers should be
independent in decision-making and provide self-financing.
However, income receiving based on the centers' own
activities in the field of mediation and other services should not
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exclude the mixed financing possibility. The main additional
financing sources, especially at the initial stage, include
founders’ and sponsors’ attracted funds, regional’s and federal’s
budgets funds, interested foreign partners investments, funds
and programs.
The carried out analysis showed that ITC’s existence and
development could occur in a complex form without explicit
typical models presentation of a business incubator, a scientific
and technological park, a production technological center, etc.
(Tslaf, 2012).
I. ITC using a business incubator model (Figure 1).

Figure 1. ITC using a business incubator model
ITC’s participants and divisions may include an advertising
service, a marketing service, an information and an analytical
group, a training department, a production and technological
section, a design and development group, a sales department,
etc.
The departments’ existence and interaction algorithm is
similar to their functions as firms in the business incubator,
provided that the work is carried out in accordance with ITC’s
management plans. Having gained considerable experience,
the ITC structural unit can organize its “own business”.
II. ITC uses a distributed structure in which units have
autonomy (Figure 2).

Figure 2. ITC, in which units have autonomy
Among the projects participants carried out by ITC, there
may be individual firms and organizations, as well as temporary
creative teams formed for the project duration, they are an
advertising center or firm, a marketing service, information and
analytical center, a training center, a plant’s production and
technological section, a design-construction group or enterprise’s
design division, a distributor, etc.
The structures’ existence and interaction algorithm is aimed
at specific innovative projects or works implementation. Project
management and interaction organization between companies,
project participants, is carried out by the ITC Directorate. In this
case, ITC acts as job requester and determines the conditions
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for financing the work.
It seems that strong regional ITC (RITC) are a necessary but
not sufficient condition for the effective entire centers system
functioning. Indeed, it is difficult to assume that regional centers,
no matter what opportunities they had, were able to satisfy all
the variety of needs that ensure the innovative entrepreneurship
development in the territory of influence.
Currently corporate network formation is becoming the only
feasible alternative to other organizational structures.
The integration processes study confirms that the innovation
development is based primarily on the pooling of potentials of
various organizations and firms sensitive to innovation.
The corporate network is a combination of various organizations to address certain corporate interests. In the field of
innovation and technological activity, such a network can be
represented by a system of regional innovation and technology
centers (RITC), united by virtue of corporate interests by the
parent organization.
Reasons for integration can be defined as follows:
a) technological processes unity;
b) interaction single space formation (single organizational
environment formation);
c) interaction on the principles of additions in various innovative programs;
d) corporate interests protection ability within competition;
e) centers’ single representation in government;
f ) search for financing from alternative sources;
g) innovative technologies support in education and their
joint use.

The ownership forms study shows that private capital does
not seek to participate in the new technologies development;
therefore, the founders of new RITC are most often state and
public organizations for solving specific programs. Such centers
legal form is different, however, it does not matter in principle for
integration into a corporate network.
Participation in the corporate network can be determined on
the basis of four factors:

a) industry’s head organization participation as the regional
center’s founder;
b) parent organization’s branch organization in the region;
c) regional organizations participation in the single project
implementation based on co-financing;
d) various innovative technologies investing.

This approach simplifies the entry into the corporate network
of various ownership forms organizations. Thus, the first
designed corporate network characteristic should be defined as
innovative activities participation freedom (Semenov, 2003).
Control refusal on the basis of the foundation institution
leads to the need to study the developed system second
characteristic, means sustainability. The corporate network sustainability is ensured by self-financing of regional elements at
least to the extent necessary to maintain the center in a healthy
condition (maintaining a minimum staff of performers, renting
premises, having an information connection with the parent
organization) (Novikov and Tikhonov, 2018).
Limited financial resources require rationality form the
developed structure.
The corporate network rationality should be expressed in the
minimum amount of financial resources consumed to ensure the
organization’s functioning.
The next characteristic is posed by the problem itself, it is
innovation sensitivity. It makes no sense to use structures that
are not sensitive to changes, or that require significant
resources to be used for organizing innovative activities, to
create a corporate network.
A mechanism for combining regional ITC in the form of a
“virtual corporation” model is proposed, this is the union of
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enterprises into more complex organizations, networks that act
as integrated whole, although they are independent legal
entities. The leading network enterprise (center) is a network
integrator that defines the strategy and external relations. The
network has a single streaming system (material and informational), which can significantly reduce logistics costs
(economies of scale and synergies are manifested). Enterprises
of this type have high reactivity and flexibility. Various
agreements types are possible between network enterprises
and the integrator (market contracts, joint venture, etc.). Such
agreements necessarily provide for terms of entry and exit from
the network, conditions for pooling resources, and other legal
and economic relations. At the first stage, these enterprises
have a control committee that monitors the contract terms
observance, the information secrecy and technological
changes. The enterprises included in the network, in turn, after
the conclusion of market agreements can become integrators of
other networks. Satellite enterprises establishment allows to
distribute risks, the further the circle to which the satellite
enterprise belongs, from the network integrator, the less is the
parent company’s share in their capital (Tebetkin, 2013).
Most often, satellite companies can be enterprises that
provide service operating on the same market, sometimes
consumer enterprises that have debts to the central company,
enterprises that have common interests in the economy, etc.
From the above it follows that there should be cooperation in
the regional centers work. A unified information base should be
created, a telecommunication system, a development exchange
scheme, a system of interregional and international transfer of
developments and technologies. The opportunity for the joint
development of targeted programs for small firms’ development
should be created as well as participation in international
projects. The common interests collective defense possibility
should be provided. All this allows talking about the combining
RITC’ feasibility within a single scientific and educational
system, means a RITC’ network.

3. Results and discussions

The network’s functioning effectiveness and its viability will
be determined by three points.
The first one is all centers goals and objectives unity
included in the network.
The second is a clear definition of the functions and powers
of all network management elements and levels.
The third is an association’s legal form choice that would
ensure the self-development mode network functioning.
Primarily the RITC network creating principles determines
these conditions achievement.
When developing the concept, the following were used as
such principles:

1. Network should represent an innovative policy instrument for supporting small business, based on scientific
potential, including higher education in the regions and
supported by federal and regional authorities;
2. Network is considered as a general system element for
innovative technologies development on the territory of
the Russian Federation; its creation should take into
account the existing structure of scientific and educational institutions and the emerging network of small
enterprises specializing in the innovative activity field;
3. Network should be created on the basis of the existing
scientific and technological potential and develop in
stages, gradually covering the entire territory of the
Russian Federation. Priority in the creation of centers is
given to regions with significant scientific and technical
potential, a significant market capacity for scientific and
technical products and the need for job creation;
4. Network should provide the free access possibility for
new centers, while the association should be voluntary;
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5. Network should be built taking into account the regions
industry specialization and the small business organization features.

At the same time, all RITC have to also solve other general
tasks for the integration implementation into the macro-logistical
system, means the Russian economy. Successful functioning
requires a special infrastructure and a single organizational
structure, which would make it possible to solve centers’ common tasks.
To this end, it is necessary to develop a regional centers
interaction mechanism among themselves, between regional
centers and higher bodies, between RITC and other structures.
Due to the fact that RITC work in the same activity field, in
the same services market, each in their own region and have the
above problems requiring joint efforts, in our opinion, as the
organizational model for the macro-technological innovationtechnological system interaction can be chosen “virtual corporation network” model.
In our opinion, the central authority, the higher school
Innovation Center (IC) (for example, the Center for Scientific and
Technical Entrepreneurship Promotion in a Higher School of the
Ministry of Education and Science of the Russian Federation)
should act as the network integrator.
The main IC center function should be innovative entrepreneurship support in Russia (Krajukhin and Shaibakova,
1995), but in the part that gravitates and is included in the
network. The relevant financial structures and funds under local
authorities are not interested in innovative projects investing,
and there are no competent organizations that can evaluate the
projects’ appropriateness and allocate funds for initial grants to
such entrepreneurs.
In our opinion, this center should take on the venture capital
founder and organizer role. This is primarily because all regional
centers, as a rule, are created on the leading Russian universities basis; they are centers for the best specialists attraction in
various knowledge fields. Regional centers have extensive
business relations with the leaders of all regional leading
enterprises, often acting as local authorities’ consultants on
various issues. At the same time, the centers’ legal autonomy
allows them to carry out various types of activities fixed in the
Articles of organization as free entrepreneurs, that is, firms free
from various legal restrictions and having organizational structures created within the state and municipal property framework
(Zayats, 2003).
Thus, regional ITC can also act from this point of view as
local venture capital structures, combining the models described
above with various other firms; they could fulfil this role of
supporting innovative entrepreneurship in the regions. Combining them into a “virtual corporation” would increase their
opportunities in this direction.
The advantages of combining regional centers into a virtual
corporation, a network with an integrator in the innovative center
for entrepreneurship in higher education form, in our opinion, are
as follows: in the high social status of higher education in
society, and therefore in the ability to influence and have political
and financial trust in federal governments than various other
foundations and structures that could do the same.
This organization will preserve the high intellectual and
scientific-technical society potential and the least socially protected at the present market relations development stage of
scientific and technical intelligentsia, scientific and technical
higher education personnel, industrial research organizations
scientific workers, large enterprises’ engineering and technical
workers, especially military and industrial complex, which
cannot, and many do not want to lose their professional specialization, but they do not have enough financial resources,
skills and legal guarantees for creating own business in the
innovative entrepreneurship field.
The IC would coordinate the regional centers’ activities in all
operations related to services and support provision in the
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innovative business field, would create a macroscopic system,
where virtual growth of all resources types for each regional
center (logistics, personnel, information) would be possible with
minimal financial costs for common strategic task solving,
means creating a intellectual corporation single image both in
Russia and around the world (Yevdokimov, Kozlova and
Pimoshenko, 1996).
From our point of view, this would contribute to international
business contacts revival and the wider Russian scientists’ and
entrepreneurs’ participation in foreign and federal innovation
and educational programs. This function cannot be independently performed by individual regional centers, since in Russia
there are few famous universities with foreign countries
business partners, mainly they are capital universities and
academic research organizations. Work with a single partner
with a name, high social status, state support and practically
“unlimited” intellectual and other resources to solve any
problems in the innovation sphere (Ivanova and Ivanova, 2013).
This organizational form also allows creating a unified
infrastructure for the Russian economy innovation sphere.
Solving scientific, technical and educational problems of various
difficulty levels, from the governmental point of view, any
company at the right time, in the right place in the right quantity,
of the right quality and at the lowest cost, i.e. this organizational
form allows implementing logistic approach at the macro level.
Any customer anywhere in Russia where there are RITC could
get a service in the educational and other services field that
support the highest quality innovative sphere, without complicating the search for other intermediaries.

4. Conclusions

The RITC unification in a network solves the problems of
developing both the centers themselves and other organizations
and firms working with them, either from the point of view of all
the above aspects, or from ensuring normal regulatory activities
for them and protecting intellectual property point of view. In the
network, all the relations between a person and a company can
be worked out, can be formed network standards and norms
internally, can be issued relevant documents and services licenses, teaching materials developed in the network, and after
can be submitted for legislative and executive state bodies’
approval. It is also possible to create and maintain a specialized
“Intellectual Property” database, similar to that created in developed foreign countries. The regional centers unification will
allow developing common standards for the educational and
supporting services provision in the network and, accordingly,
providing each of them with material, technical, personnel and
information potential standard level, as well as developing a
corporate spirit and culture within the network (Novikov and
Veas Iniesta, 2018).
The regional centers’ unification into a virtual corporationnetwork will also ensure a high competitive status for regional
centers, universities, and firms working with them in the system
of other training organizations that provide services to innovative
entrepreneurship.
Also important, in our opinion, is the fact that such
organizational structure allows corporation’s economic security
system creation, will ensure each network segment viability,
organize promotion and advertising of all activities types on a
national and international scale carried out by a virtual
corporation, process management exchange of experience and
intellectual labor products.
The virtual corporation performance should be determined
by the following:
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 all RITC unified strategy included in the corporation, the
main purpose of which to ensure minimum logistics costs
when providing clients’ services in the innovative
entrepreneurship field;

 all corporation’s enterprises retain the ability to join and
exit the network;
 central corporation network integrator, IC, in turn, can
represent either a joint stock company, a holding, or a
single company having the following functional units
forming the first network ring; if it is not a single company,
the innovative entrepreneurship center should own these
companies’ 100% shares block.

At the first stage, all the listed network first circle ITC
structures can be included as center’s functional units. With an
increase in network volumes, they can be distinguished into
separate legal and organizational units, but with the above
conditions.
With second circle organizations – RITC – the center can be
connected at first as a “joint venture”, i.e. shares exchange, but
with a smaller share than the first round organization or market
contracts.
In turn, RITC may organize associations and other firms with
different organizational and legal forms and new firms that will
constitute subsequent network circles, with or without center’s
financial direct involvement, but will be connected with it by
corporate network links into a single Logistic system, with
common corporate goals and culture (Novikov, 2018).
At the first organization stage, the center should necessarily
include, in our opinion, a control committee (management
team), which will monitor contract terms compliance, information
secrecy, uniform standards in service delivery technologies
compliance, etc.
The control committee should include specialists on these
issues, all regional centers directors and the center leadership.
At the same time, the control committee should act as an
arbitration committee in case of disputes during the network
operation.
The network head IC should include, in our opinion, the
following functional structures:
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.

Logistic center;
Information center;
Standards and Licensing center;
Marketing center;
Logistics development center;
Personnel development center;
Legal center;
Public relations center;
Publishing center;
Training center;
Network communication center;
Corporation planning center.

The RITC structure, to our point of view, should repeat the
ITC functional structure. This will always allow to resolve issues
in any corporation’s functional network (information, logistics,
etc.) quickly, with minimal cost.
The center’s organizational structure, in turn, should be
structured in accordance with activities and programs. This
structures multiplication makes it possible to obtain a synergistic
virtual effect and reduce logistics costs in the network.
In our opinion, a corporation could also be venture capital
center. The equity use and the possible phased financial
organizations and companies inclusion in the network, which
could invest in innovative entrepreneurship, accumulate funds
from state investment programs and attract funds from small
investors. Having developed guarantees system and incentives
for preferential service to them in the corporation.
Thus, a virtual corporation is a network that allows solving
many problems in the innovative entrepreneurship field and
providing customers with services with the lowest cost and
necessary quality, as well as providing integration benefits to
enterprises and firms, as part of the providing services
macroscopic system in the innovation field.
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Abstract

The aim of this paper is to provide a clear summary of motivational theories. It is known that in order to start and finish
a certain job, there must firstly be a motive that pushes the person to do something. This motive may be related to
the satisfaction that person has while performing the job, to his/her desire to act, or to his/her expectations of the
outcome. All of these are related to the motivation that a person has to perform in one way or another. The higher the
motivation, the better the result of a job done. In this way, motivation theories present explanations, each in its own
form, of how individuals should be motivated for better performance, respectively how employees in the organization
should be motivated so that their work results in achievement of organizational goals.
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1. Introduction

Employee Motivation is a widely practiced exercise today
across all corporate sectors regardless of their size of being
either big or small. The concept of motivation is derived from a
Latin word “movere” which means “to move”. Motivation is what
moves the employees from dullness to interest (Mohsan, et al.,
2004). Managers, in order to avoid and solve potential
challenges and problems, should use their knowledge, skills,
attitudes and experiences in formulating effective development
strategies that will enable the achievement of goals (Tahiri &
Kovaçi, 2017). When it comes to motivation, managers take
various actions and invest significant amounts of time, energy
and money in improving the employees’ labour performance. We
believe, however, that some practitioners focus on identifying
and satisfying the employees’ needs alone (of physiological,
material, social, professional, moral, spiritual, cognitive nature,
etc.), ignoring the fact the efficiency and effectiveness of a
motivational process are influenced by other constituents of the
motivational system, also. Motivation is considered to be the
process through which an employee is able to gain superior
work performance as a consequence of going through the
following phases: motivation, satisfaction, self motivation, work
involvement. The motivational system is an ensemble of very
diverse components that include a multitude of interconnected
physical, mental and moral (spiritual) variables, which influence
the process of motivation (Popa & Salanţă, 2012).
Motivation refers to the process by which a person’s efforts
are energized, directed, and sustained toward attaining a goal.
This definition has three key elements: energy, direction, and
persistence. The energy element is a measure of intensity, drive,
and vigor. A motivated person puts forth effort and works hard.
However, the quality of the effort must be considered as well as
its intensity. High levels of effort don’t necessarily lead to
favourable job performance unless the effort is channeled in a
direction that benefits the organization. Effort directed toward
and consistent with organizational goals is the kind of effort we
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want from employees. Finally, motivation includes a persistence
dimension. We want employees to persist in putting forth e ort to
achieve those goals (Robbins & Coulter, 2018). It is crucial to
admit that business organizations need proper motivation inputs
as a source of energy to produce outputs. Organizations are
systems created by people, who being motivated and in cooperation with each other achieve the set of objectives. The more
motivation an organization transmits to an employee, the more
rewards the employee will provide, being more effectively
involved in an organization (Lee & Bruvold, 2003) and at higher
output levels (Gardner, Van Dyne, & Pierce, 2004).
Considering the fact that human resources or organization
officials are an added value and the main and most valuable
source of the organization, it requires professionals and
motivated persons (Shoraj & Llaci, 2015). The real assets of the
organizations are employees (Mohsan, et al., 2004) and it’s
considered as the engine of any company. There is a growing
need to have staff doing their jobs properly and the organization
gets the required output from employees. To achieve those
objectives, we need employee who has a real desire to perform
their duties as well as has stimulus and incentive to attain the
required goal (Al-Madi, et al., 2017).

2. Literature review

2.1. Motivation Theories

There are a number of motivation theories which, in the
main, are complementary to one another (Armstrong, 2009).
Traditional motivation theories focus on specific elements that
motivate employees in pursuit of organizational performance.
However, current research on employee motivation is more
cross disciplinary and includes fields such as neuroscience,
biology and psychology. It seems that current research is aiming
to bring together and revolutionize traditional motivation theories
into a more comprehensive theory that encompasses the
traditional perspectives of management, human resources,
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organization behavior with new perspectives in neuroscience,
biology and psychology (Lee & Raschke, 2016). In the early
20th century, motivational theories were the major organizing
forces within both experimental and applied psychologies
(Ryan, 2012).
2.1.1. Maslow’s Hierarchy of Needs Theory

The best-known theory of motivation is probably Abraham
Maslow’s hierarchy of needs theory. Maslow was a psychologist
who proposed that within every person is a hierarchy of five
needs (Figure 1) (Robbins & Coulter, 2018):
1. Physiological needs: A person’s needs for food, drink,
shelter, and other physical requirements;
2. Safety needs: A person’s needs for security and protection from physical and emotional harm as well as
assurance that physical needs will continue to be met;
3. Social needs: A person’s needs for affection, belongingness, acceptance, and friendship;
4. Esteem needs: A person’s needs for internal esteem
factors such as selfrespect, autonomy, and achievement
and external esteem factors such as status, recognition,
and attention;
5. Self-actualization needs: A person’s needs for growth,
achieving one’s potential, and self-fulfillment; the drive to
become what one is capable of becoming.

Figure 1. Maslow’s Hierarchy of Needs
Source: Robbins, S. P. & Coulter, M., Management,
Fourteenth Edition, Pearson, New York, 2018.

2.1.2. Alderfer’s ERG Theory

Clayton Alderfer devised a theory of human needs that postulated three primary categories (Armstrong, 2009):
1. Existence needs such as hunger and thirst – pay, fringe
benefits and working conditions are other types of
existence needs;
2. Relatedness needs, which acknowledge that people are
not self-contained units but must engage in transactions
with their human environment – acceptance, understanding, confirmation and influence are elements of the
relatedness process;
3. Growth needs, which involve people in finding the
opportunities “to be what they are most fully and to
become what they can”.
2.1.3. McGregor’s Theory X and Theory Y

Douglas McGregor is best known for proposing two
assumptions about human nature: Theory X and Theory Y. Very
simply, Theory X is a negative view of people (Robbins &
Coulter, 2018) and summarizes these assumptions (Kasimati &
Manxhari, 2002):
 Employees do not like the job and whenever they can
they avoid it;
 Since employees do not like the job, they need to be
forced, controlled, threatened with punishment in order to
achieve the desired goals;
 Employees prefer the formal direction;
 Most employees place security above all other work
factors and they are not ambitious.
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Theory Y is a positive view (Robbins & Coulter, 2018) which
assumes that (Llaci, 2010):
 Spending physical or mental energy at work is as natural
as playing or resting;
 External control and threat of punishment are not the
only ways to make people work to achieve their goals.
People will exercise self-direction and self-control for
goals for which they are committed;
 Their commitment to achieve goals depends on the rewards that will be used;
 Under appropriate conditions, people will not only accept
responsibility, but will also demand it themselves;
 The imagination and creativity for solving organizational
problems is spread across a set of employees of the
organization;
 In the conditions of modern industry, the intellectual
potential of people has only been partially exploited.
2.1.4. Ouchi’s Theory Z

Theory Z represents management theory implemented in
Japanese management in the 1980s. This theory has been
formulated as genuine theory by William Ouchi (Ramosaj,
2013). McGregor’s concern with management styles is reflected
in later studies, including Ouchi’s notion of “Theory Z”. According
to Ouchi one of the key factors in the success of Japanese
manufacturing industries was their approach to the management of people (Worthington & Britton, 2006).
The essence of Theory Z lies in two basic conditions
(Ramosaj, 2013):
a) Complex knowledge of work and
b) High decentralization of responsibility and the right to
make decisions.
The characteristics of Theory Z are (Ramosaj, 2013):
 Long-term employment;
 Collective decision-making;
 Individual responsibility;
 Gradual employee progress system;
 Specialized professional career;
 Mechanism of indirect control;
 Care for all employees in the company taking into
account their families.
For Ouchi, the key to organisational effectiveness lay in the
development of a Japanese-style Theory Z environment,
adapted to western requirements (Worthington & Britton, 2006).
2.1.5. Herzberg’s Two-Factor Theory

Psychologist and management consultant Frederick Herzberg
developed the two-factor content theory of motivation. The two
factors are the dissatisfiers-satisfiers, the hygiene-motivators, or
the extrinsic-intrinsic factors, depending on who’s discussing the
theory. The original research testing this theory included a group
of 200 accountants and engineers. Herzberg used interview
responses to questions such as, “Can you describe, in detail,
when you felt exceptionally good about your job?” and “Can you
describe, in detail, when you felt exceptionally bad about your
job?” Rarely were the same kinds of experiences categorized as
both good and bad. This systematic procedure resulted in the
development of two distinct kinds of experiences: satisfiers and
dissatisfiers (Figure 2) (Gibson, et al., 2012).
Referring to Figure 2, several important managerial implications of Herzberg’s two-factor theory are apparent (Gibson,
et al., 2012):
1. Low job dissatisfaction, high job satisfaction: An employee
who is paid well, has job security, has good relationships with
co-workers and the supervisor (hygiene factors are present –
low job dissatisfaction), and is given challenging duties for which
he or she is accountable will be motivated. Managers should
continue to assign challenging tasks and transfer accountability
to high performing subordinates. Pay raises, job security, and
good supervision need to be continued.
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Figure 2. Traditional and Herzberg Views
of Satisfaction-Dissatisfaction
Source: Gibson, J. L., Ivancevich, J. M., Jr. Donnelly, J .M. &
Konopaske, R, Organizations: Behavior, Structure, Processes,
Fourteenth Edition, McGraw-Hill, New York, 2012.
2. Low job dissatisfaction, low job satisfaction: An employee
who is paid well, has job security, has good relationships with
co-workers and the supervisor (hygiene factors are present –
low job dissatisfaction) but is not given any challenging assignments and is very bored with his or her job (motivators are
absent – no job satisfaction) will not be motivated.
Managers should reevaluate subordinate’s job description
and enlarge it by providing more challenging and interesting
assignments. Pay raises, job security, and good supervision
need to be continued.
3. High job dissatisfaction, low job satisfaction: An employee
who is not paid well, has little job security, has poor relationships
with co-workers and the supervisor (hygiene factors are not
present – high job dissatisfaction) and is not given any challenging assignments and is very bored with his/her job (motivators
are absent – low job satisfaction) will not be motivated.
To prevent low performance, absenteeism, and turnover,
managers should make drastic changes by adding hygiene
factors and motivators.
2.1.6. McClelland’s Three-Needs Theory

David McClelland and his associates proposed the threeneeds theory, which says three acquired (not innate) needs are
major motives in work (Robbins & Coulter, 2018). McClelland
based it mainly on studies of managers. He identified three
needs as being most important (Armstrong, 2009):
1. The need for achievement, defined as the need for
competitive success measured against a personal
standard of excellence.
2. The need for affiliation, defined as the need for warm,
friendly, compassionate relationships with others.
3. The need for power, defined as the need to control or
influence others.
2.1.7. Locke’s Goal-Setting Theory

The term goal has long been used in scientific accounts of
motivation. The theoretical and empirical utility of goals has
been richly documented over the years, and it is difficult to
predict a complete account of motivation that does not take into
account, implicitly or explicitly, the goal driven by the nature of
the behavior. In fact, many theorists incorporate the inclusion of
purpose precisely in their definition of motivation (Shah &
Gardner, 2008).
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According to Edwin Locke, the goal “is what an individual
strives to achieve; it is the object or purpose of an action”.
Research shows that goals can be an important source of motivation (Kasimati & Manxhari, 2002).
Goal-setting theory says that specific goals increase performance and that difficult goals, when accepted, result in higher
performance than do easy goals (Robbins & Coulter, 2018).
Goal theory is in line with the 1960s concept of management by
objectives (a process of managing, motivating and appraising
people by setting objectives or goals and measuring performance against those objectives) (Armstrong, 2009).
To successfully apply this theory, managers must consider a
few key points (Kutllovci, 2004):
 Firstly, it is better to set goals in close collaboration between manager and subordinates;
 Secondly, the goals must be specified;
 Thirdly, goals must not only be specified, but must also
be achievable;
 Fourthly, managers need to provide continuous information to their subordinates.
2.1.8. Skinner’s Reinforcement Theory

Skinner proposed reinforcement theory which presupposes
that people behave in a certain way, which is conditioned by the
reinforcers or stimulus they have received for such behaviour in
the past. According to this theory, there are four types of
reinforcers that managers can use to influence people's behavior: positive reinforcers (salaries, bonuses, praise, awarding
a prize, etc.), negative reinforcers (reprimand), extinction
(disappearance) and punishment (Kutllovci, 2004).
Reinforcement theory ignores factors such as goals,
expectations, and needs. Instead, it focuses solely on what
happens to a person when he or she does something (Robbins
& Coulter, 2018).
2.1.9. Adams’ Equity Theory

According to the equity theory, the founder of which is
Stackey Adams, individuals are satisfied only in cases where
their inputs and outputs are equal. According to this theory,
employees compare their inputs and outputs with the inputs and
outputs of other members of the organization. In fact employees
start with an idea of what inputs and rewards has another
employee and then compare them to themselves. If the other
employee with the same effort in the workplace has the same
reward, then the employee comes to the conclusion that he is
treated fairly and equally with other employees of the
organization, while otherwise he will consider that injustice is
being done to him in the organization. It should be noted here
that in reality there may be equality between employees, but it
should not be understood as such by the respective employee.

Figure 3. Equity Theory Relationships
Source: Robbins S., DeCenzo D. & Coulter M., Fundamentals
of Management, Essential Concepts and Applications,
Eighth Edition, Pearson Education Inc., USA, 2013.
2.1.10. Vroom’s Expectancy Theory

The most comprehensive explanation of how employees are
motivated is Victor Vroom’s expectancy theory. Although the
theory has its critics, most research evidence supports it.
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Expectancy theory states that an individual tends to act in a
certain way based on the expectation that the act will be
followed by a given outcome and on the attractiveness of that
outcome to the individual (Robbins, DeCenzo & Coulter, 2013).
Expectancy theory describes the cognitive process that employees go through to make choices among different voluntary
responses. The theory suggests that our choices depend on
three specific beliefs that are based in our past learning and
experience: expectancy, instrumentality, and valence (Colquitt,
LePine & Wesson, 2015).
Expectancy is the probability perceived by the individual that
exerting a given amount of effort will lead to a certain level of
performance (Robbins & Coulter, 2018).
Instrumentality is the degree to which the individual believes
that performing at a particular level is instrumental in attaining
the desired outcome (Robbins & Coulter, 2018).
Valence represents the attractive (seductive) power, i.e. the
affective orientation of the individual according to a certain goal-

result. Valence or the value of goals can change: positively
(when the individual achieves a certain goal), has zero value
(when the individual is indifferent to the goal), and negatively
(when the individual wants to escape the achievement of the
goal) (Ramosaj, 2013).
2.1.11. Porter-Lawler Expectancy Theory

Expanding the concepts of expectancy theory offered by
Vroom, Lyman Porter and Edward Lawler III, proposed their
expectancy theory, which essentially appears to identify the
source of valences and expectations for different individuals, as
well as the link between effort, task performing and job
satisfaction (Kasimati & Manxhari, 2002). Porter and Lawler
start with the premise that motivation (effort or force) does not
equal satisfaction or performance. Motivation, satisfaction, and
performance are all separate variables and relate in ways
different from what was traditionally assumed (Luthans, 2011).

Figure 4.
The Porter-Lawler Motivation Model

Source:
Luthans, F. (2011).
Organizational Behavior,
An Evidence-Based Approach,
Twelfth Edition, McGraw-Hill, New York.

Figure 4 depicts the multivariable model used to explain the
complex relationships that exist among motivation, performance,
and satisfaction. It is important to note, however, that Porter and
Lawler point out that effort (force or motivation) does not lead
directly to performance. It is moderated by abilities and traits
and by role perceptions. More important in the Porter-Lawler
model is what happens after the performance. The rewards that
follow and how these are perceived will determine satisfaction.
In other words, the Porter-Lawler model suggests – and this is a
significant turn of events from conventional wisdom-that
performance leads to satisfaction (Luthans, 2011).

3. Methodology

The methodology of this paper also relies on direct market
research in addition to the theoretical approach based on the
study of literature, scientific papers and other relevant sources.
For the purpose of this paper, a research has been undertaken
in 50 enterprises of the Republic of Kosovo, be they production,
service or trade enterprises. We surveyed owners, managers
and employees. We have personally met with the managers of
these 50 companies in which case they have answered the
questions of the structured questionnaire and also given us
additional explanations by orienting us in the environments of
their businesses so that we could see more closely the work the

employees do. Meeting with employees gave us the opportunity
to conduct real-time interviews about their motivation in work.
This has helped us to assess how motivated they are in their
work and how their level of motivation affects the achievement
of organizational goals.

4. Results

Organizations, regardless of industry and size, strive to create a strong and positive relationship with their employees.
However, employees have various competing needs that are
driven by different motivators. For example, some employees
are motivated by rewards while others focus on achievement or
security. Therefore, it is essential for an organization and its
managers to understand what really motivates its employees if
they intend to maximize organizational performance (Lee &
Raschke, 2016).
Achieving organizational goals is an essential element of the
existence of organizations and to achieve this point employee
motivation must be at a high level. Employee motivation in
enterprises in Kosovo has proven to be in several ways. In table
and in figure below we present the factors that influence the
increase of employee motivation at work in the enterprises taken
as the sample of the research.
Figure 5 clearly shows the percentage of influence of factors

Table 1. Factors that motivate employees for better performance
Compiled by the authors
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Figure 5. Factors that motivate employees
for better performance
Compiled by the authors based on Table 1
that increase employee motivation for better performance. Thus,
the biggest impact on increasing employee motivation are monetary benefits and opportunities for promotion. Workers would
be motivated by obtaining the highest possible wages through
working in the most efficient and productive way (Mullins, 2010).
Another influential factor in the level of employee motivation is
the positive evaluation of work by managers, i.e. performing
tasks efficiently and effectively by employees and achieving
certain results made managers give positive evaluations to
them. In the 4% that refers to the “other” option, we received
additional explanations, respectively we asked what else motivates the employees besides the mentioned factors. And it turns
out that employee motivation increases when they are rewarded
with a day off (as a result of the good work they have done),
when they are given a gratitude for a certain project which has
been successfully completed, when highest scale collaboration is allowed between employees (for reasons of better
performance), when they are rewarded with any small gift that
symbolizes high positive performance and achievement of
organizational objectives and goals.

5. Conclusions

Motivation may be defined as a planned managerial process, which stimulates people to work to the best of their
capabilities, by providing them with motives, which are based on
their unfulfilled needs. Motives are forces which induce people
to act in a way, so as to ensure the fulfillment of a particular
human need at a time. Behind every human action there is a
motive. Therefore, management must provide motives to people
to make them work for the organization.
The purpose of motivation theories is to find out what drives
individuals to work towards achieving a goal or outcome. Thus,
organizations are interested in understanding which motivation
theory to follow in order for employees to be more motivated and
productive, leading to more economical use of resources.
Depending on the work being done, the motivating factors
may be different. We noticed that in the surveyed enterprises,
the employees were mainly motivated by the monetary benefits,
the opportunities for promotion and the positive evaluations they
receive after fulfilling their duties. What is worth noting is that
motivation is the key element that influences employees to show
their skills and work toward achieving organizational goals.
Motivation is one of the forces that lead to performance.
Finally, we say that employee efforts increase and their
performance improves when they are motivated to work. This
obviously leads to achieving organizational goals.
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Abstract

This article was designed to make the communication process as clear as possible, while knowing that
communication is an essential process in the lives of both individuals and organizations. Individuals as natural
persons and organizations as legal entities find it impossible to exist without effective communication. On the one
hand, individuals communicate with others in order to meet their needs, desires and requirements. On the other hand,
the communication process in the internal environment of the organization, depending on the direction of flow,
enables the distribution of power and authority, clarification of tasks and responsibilities, cooperation between
members of groups and work teams, while in the external environment, communication enables organizations to
share experiences, to collaborate, to create strategic alliances, etc. So, this article presents a theoretical and practical
overview of the communication process in organizations, and it is related to the study of this process in enterprises
in Kosovo.
Keywords: communication; management functions; organization; effectiveness; information; communication flow.

1. Introduction

The discipline of communication studies how people use
verbal and nonverbal messages to generate meanings within
and across various contexts, cultures, channels, and media. As
a discipline, there is no omnibus definition of communication, as
the philosophical perspectives that are a foundation for communication scholarship can be conflicting or complementary
(Keyton, J., 2017).
It is possible to have good human relations without communication. On the other hand effective communication is
required not only for human relations but for a good and
successful business. Managers spend majority of their time
communicating in several forms: meeting, face-to-face discussion, letters, emails etc. Also more and more employees realize
that communication is a very important part of their work because a lot of work activities are based on teamwork among
workers in different functional groups. This is the reason why
communication has become more important in companies.
Managers of new age must be good speakers in order to build
trust between them and employees as well as among
employees which will rather result in confidence in the company.
Managers sped some 80% of each working day in communication with others. Managers have huge responsibility in
communication by directing and controlling the organization and
effective managers establish themselves at the center of
information networks in order to facilitate the tasks completion
(Spaho, K., 2012).
Communication can be defined as the exchange of an
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information, thought and emotion between individuals of groups;
in other words, communication plays a fundamental role in balancing individual and organizational objectives. Communication
is the activity of conveying information. Communication has
been derived from the Latin word "communis", meaning to
share. Communication requires a sender, a message, and an
intended recipient, although the receiver need not be present or
aware of the sender's intent to communicate at the time of
communication; thus communication can occur across vast
distances in time and space. Communication requires that the
communicating parties share an area of communicative commonality. The communication process is complete once the
receiver has understood the message of the sender. Feedback
is critical to effective communication between parties (Agarwal,
Sh. & Garg, A., 2012).
Communication, from a management point of view, is the
process by which people are informed and guided to achieve the
best results. Communication makes possible the interaction
between members of the working team. A manager should be
the first to establish bridges between the members of the
organization, through a careful and effective communication.
Through communication, organization activities scroll correctly
(Bucáta, G. & Rizescu, A. M., 2017).
Definitions of organizational communication traditionally
employ dividing lines between internal/external and formal/
informal communication. Communication between managers
and employees has not changed, in spite of organizational
changes towards more decentralization and self-managed
groups (Johansson, C., 2007).
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Communication and organization are strongly complementary. Neither communication nor organization comes first; they
are the same event...the process of communicating is the act of
organizing, and efforts to organize are communication bound.
Therefore by understanding communication and organizational
activities as attached topics, it is easier to understand why
corporate culture can only be developed and maintained through
the support of a communication strategy. Communication is
widely used in running almost all organizations effectively.
Effective communication is essential for any business or
organization to prosper. It cuts out on wasted time and provides
both customers and employees with the necessary tools to
succeed and find satisfaction. When communication is not
effective, the end result is an increase in production time and a
decrease in the bottom line. In order to avoid this outcome,
effective communication must be in place. Effective communication is always a significant factor in successful management.
Experience shows that miscommunication brings about organizational confusion. In an organization, communication is a
process to link parts of a system (Kheirandish, M., Avilagh, H. A.
& Nazemi, N., 2017).

2. Literature review

Early discussions of management gave very little emphasis
to communication. Although communication was implicit in the
managerial function of command and the structural principle of
hierarchy, the early theorists never fully developed or integrated
it into management theory. At the same time, they did generally
recognize the role of informal communication in relation to the
problem of supplementing the formal, hierarchical channels. But
the pioneering theorist Chester Barnard, in his classic Functions
of the Executive, was the first to develop the idea of the central,
important role communication plays in the organization. Since
the original contributions by Barnard before WWII, the dynamics
of communication have been one of the central concerns of
organizational behavior and management theorists and especially practitioners. There has been a deluge of books and
articles that deal specifically with interpersonal and organizational communication. Unfortunately, practically all this vast
literature gives only a surface treatment of the subject and is
seldom an evidence-based approach. For example, there have
been complaints about an uncritical acceptance of the effectiveness of open communication, when a contingency perspective
would be more in line with the evidence (Luthans, F., 2011).
Communication is the social process in which two or more
parties exchange information and share meaning (Griffin, R. W.
& Moorhead, G., 2014).
Communication is the process by which information and
meanings are transferred from one person to another. Acceptance and understanding of information is the basis of communication. Communication in essence represents the transfer
(transformation), acceptance (reception) and understanding of
data, signals or information. Communication is an important
activity for all management functions (for planning, organizing,
staffing and controlling). The importance of communication for
the manager lies in the fact that he spends most of his time
communicating (Ramosaj, B., 2013).
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Figure 1. Communication
Source: Ramosaj, B. (2013). Management, Fundamentals
of Management (Adapted from the authors)

Organizations function by means of the collective action of
people, yet each individual is capable of taking independent
action which may not be in line with policy or instructions, or may
not be reported properly to other people who ought to know
about it. Good communications are required to achieve coordinated results. Organizations are subject to the influence of
continuous change which affects the work employees do, their
well-being and their security. Change can be managed only by
ensuring that the reasons for and the implications of change are
communicated to those affected in terms which they can
understand and accept (Armstrong, M., 2006).
The importance of effective communication for managers
cannot be overemphasized for one specific reason: Everything
a manager does involves communicating. Not some things but
everything! A manager can’t formulate strategy or make a
decision without information. That information has to be communicated. Once a decision is made, communication must
again take place. Otherwise, no one will know that a decision
has been made. The best idea, the most creative suggestion, or
the finest plan cannot take form without communication.
Managers, therefore, need effective communication skills. We’re
not suggesting, of course, that good communication skills alone
make a successful manager. We can say, however, that
ineffective communication skills can lead to a continuous stream
of problems for a manager (Robbins, S., DeCenzo, D. & Coulter,
M., 2013).
Communication is something that most of us take for granted
– indeed, we have been communicating for so long that we
really pay little attention to the actual process. Even at work, we
often focus primarily on doing our jobs and pay little attention to
how we communicate with others about those jobs. However,
since methods of communication play such a pervasive role in
affecting behavior in organizations and represent another vital
underpinning of interpersonal processes, we need to pay more
attention to the processes that effectively link what we do to
others in the organization (Griffin, R. W. & Moorhead, G., 2014).
Communication among individuals and groups is vital in all
organizations. Some of the purposes of organizational communication are shown in Figure 2.

Figure 2. Three Purposes of Organizational Communication
Source: Griffin, R. W. & Moorhead, G. (2014). Organizational
Behavior: Managing People and Organizations
(Adapted from the authors)
Achieving coordinated action is the prime purpose of communication in organizations. Sharing information properly and
expressing emotions help achieve coordinated action.
Employee relations are mainly affected by managerial and
internal communications, although external communications are
an additional channel of information. The strategy for managerial communications is concerned with planning and control
procedures, management information systems and techniques
of delegating and giving instructions. These matters are outside
the scope of this book, except in so far as the procedures and
skills can be developed by training programmes.
The strategy for internal communications should be based
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 what management wants to say;
 what employees want to hear;
 the problems being met in conveying or receiving information.

These analyses can be used to indicate the systems of
communication that need to be developed and the education
and training programmes required to make them work. They
should also provide guidance on how communications should
be managed and timed. Bad management and poor timing are
frequently the fundamental causes of ineffective communication
(Armstrong, M., 2006).
Communication is essential, especially for the internal functioning of the organization, because it realizes the integration
of all managerial functions. So communication is especially
important:
 to define the various goals of the organization;
 to draft plans;
 to organize human resources and all other resources
more efficiently and effectively;
 to lead and motivate individuals, as well as to create a
suitable climate, in order for the latter to give their maximum contribution;
 to help individuals better understand the decision-making
process;
 to realize the performance control.

Although it does not represent a significant visible activity of
the organization, communication plays the role of the blood that
gives life and makes it (the organization) exist (Kutllovci, E.,
2004).
The most important aspect for success is the existence of
effective communication. This means creating positive interpersonal relationships, effective problem solving and evaluating
each other. Managers meet with department heads to make
sure everyone is on the same side. Poor communication will
lead to poor implementation of goals in an organization (Tahiri,
A. & Kovaçi, I., 2017).
Communication within an organization is described as formal
or informal. Formal communication refers to communication that
takes place within prescribed organizational work arrangements. For example, when a manager asks an employee to
complete a task, that’s formal communication. Another example
of formal communication occurs when an employee communicates a problem to his or her manager. Informal communication
is organizational communication not defined by the organization’s structural hierarchy. When employees talk with each
other in the lunch room, as they pass in hallways, or as they’re
working out at the company wellness facility, they engage in
informal communication. Employees form friendships and communicate with each other. The informal communication system
fulfills two purposes in organizations: (1) It permits employees to
satisfy their need for social interaction, and (2) it can improve an
organization’s performance by creating alternative, and frequently faster and more efficient, channels of communication
(Robbins, S. P. & Coulter, M., 2018).
The ways that organizational communication can flow are:
downward, upward, laterally, or diagonally (Robbins, S. P. &
Coulter, M., 2018).
Downward communication flows from a manager to
employees. It’s used to inform, direct, coordinate, and evaluate
employees. When managers assign goals to their employees,
they’re using downward communication. They’re also using
downward communication when providing employees with job
descriptions, informing them of organizational policies and procedures, pointing out problems that need attention, or evaluating
their performance.
Upward communication is communication that flows from
employees to managers. It keeps managers aware of how
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employees feel about their jobs, their coworkers, and the
organization in general. Managers also rely on upward
communication for ideas on how things can be improved. Some
examples of upward communication include performance
reports prepared by employees, suggestion boxes, employee
attitude surveys, grievance procedures, manager-employee
discussions, and informal group sessions in which employees
have the opportunity to discuss problems with their manager or
representatives of top-level management.
Lateral communication is communication that takes place
among employees on the same organizational level. In today’s
dynamic environment, horizontal communications are frequently
needed to save time and facilitate coordination. Cross-functional
teams, for instance, rely heavily on this form of communication
interaction. However, conflicts can arise if employees don’t keep
their managers informed about decisions they’ve made or
actions they’ve taken.
Diagonal communication is communication that crosses both
work areas and organizational levels. A credit analyst who
communicates directly with a regional marketing manager about
a customer’s problem-note the different department and
different organizational level-uses diagonal communication.
Because of its efficiency and speed, diagonal communication
can be beneficial. Increased e-mail use facilitates diagonal
communication. In many organizations, any employee can communicate by e-mail with any other employee, regardless of
organizational work area or level, even with upper-level
managers. However, diagonal communication also has the
potential to create problems if employees don’t keep their
managers informed.

3. Methodology

The methodology of this article is based on the theoretical
research derived from the literature review that deals with the
process of organizational communication, as well as the
practical study conducted in enterprises in Kosovo. The results
of this article are taken from the questionnaire which was
addressed to a sample of 50 companies in the territory of
Kosovo. It was the managers and employees of these enterprises who helped us and enabled us to gather the primary
data on the issue under discussion so then we could analyze the
data and draw real and original results on how the communication process develops and flows in their enterprises.

4. Results

Communication is central to any study of what managers do,
and to the effectiveness or otherwise of organizations.
Managers devote much of their time to interactions with staff
(Tourish, D. & Hargie, O., 2004). It is also important for us to
complicate our thinking about communication if we are to deal
with the complicated world that confronts us. Communication is
not just about sending simple messages to one or more
receivers. Communication is also about the intricate networks
through which computers link us to others. Communication is
about the creation of meaning systems in families and cultures.
Communication is about understanding a market segment to
enhance persuasion and increase sales. Communication is
about the multiple ways information must flow to provide aid
when a natural disaster strikes. Communication is about framing
information about a possible threat so the public is warned but
not panicked. Communication is about coming to an understanding within a community about issues that both unite and
divide (Miller, K., 2012).
Successful achievement of organizational goals and
objectives are the main indicator of the effective process of
organizational communication and vice versa. In this regard, this
section presents the types and direction of communication flow
in enterprises in Kosovo.
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Table 1. Type of communication in enterprises in Kosovo
Source: Compiled by the authors from the results
of the questionnaire

Figure 3. Type of communication in enterprises in Kosovo
Source: Compiled based on the data on Table 1
From the table and figure above we notice that in enterprises
in Kosovo the type of communication that is used most is formal
communication in 66% of cases, while informal communication
is applied in 34% of enterprises.

Table 2. Direction of communication flow in enterprises
in Kosovo
Source: Compiled by the authors from the results
of the questionnaire

receiver. In order for the communication process to begin, there
must be a message that must be sent to others in order for them
to understand and to act in the direction of what is required to be
achieved. Thus, in an enterprise or organization, depending on
the direction of its flow, the communication process begins when
the top manager communicates goals, objectives, activities,
responsibilities, organizational decisions, etc. to middle level
managers, low level managers and operational employees, this
as characteristic of downward communication. The communication process also begins when employees report to the
relevant managers on the achievements in their work, then the
responsible managers of the various departments within the
enterprises report to the managers of a higher level, a process
that flows to the top management, upward communication.
Communication is also enabled in a horizontal flow, in which
case cooperation and coordination between different departments in achieving organizational objectives is ensured. Such a
process of organizational communication is current in enterprises in Kosovo.
An accurate understanding of the message or information is
essential to the effectiveness of communication. During communication, various obstacles may arise, among which we are
mentioning:

 Filtering – the manipulation of information by the sender
in order to be seen more favourably by the receiver;
 Selective perception – refers to the fact that the receiver
of information sees and hears it under the influence of
certain internal filters such as needs, motivation, experience, general formation and other personal characteristics;
 Emotions – represent the state of how the receiver of the
message feels and this emotional state affects the way
he will decode it;
 Language – is related to the fact that different words
have different meanings for different people. So everyone understands and communicates a message or
information in their own way.

All these obstacles make it impossible for the communication
process to be effective.
Finally, we say that communication is the key to the existence of people and organizations.
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Abstract

The purpose of this paper is to present a summary which deals with departmentalization, divisional structure and
strategic business units (SBUs). Of course, departmentalization has enabled enterprises to divide their operations
into different functions that these enterprises perform during their activities. On the other hand, the divisional structure
and especially the strategic business units (SBUs) have made it possible to expand the activities of enterprises in a
wider market, thus covering a larger part of market demand and supply. The theoretical part of this paper was
followed by a direct field survey of a sample of 65 different enterprises within the territory of Kosovo. The survey of
the leaders of these enterprises made possible the collection of data necessary for the design of this paper. The data
collected from the questionnaire were analyzed through the Social Package for Social Sciences (SPSS), version 23.
Keywords: departmentalization; divisional structure; strategic business units (SBUs), enterprises; parent enterprise.

1. Introduction

Each enterprise is uniquely guided and has unique internal
functioning. Different companies apply different organizational
structures, due to the fact that each enterprise is unique in doing
its job. Our focus in this paper will be mainly on clarifying
departmentalization, functional organizational structure, and
strategic business units (SBUs).
Departmentalization leads to the benefits of specialization. In
departmentalization, works are divided into different departments on the basis of their nature and responsibility is entrusted
to the skilled and efficient manager. When a manager is involved
in one specific function, his expertise, and efficiency increase in
that particular field. In departmentalization, the standard of
performance of each department and objective to be achieved is
planned. When actual performance deviates with planned
performance, corrective measures are taken to remove the
barriers. Departmentalization divides works into different units
on the basis of nature and responsibility is entrusted to
departmental managers. And the departmental managers are
accountable to the job performed by the staff of their concerned
departments and it also facilitates top manager to direct and
supervise the work performed by subordinate managers. It also
helps to divide work into different units on the basis of nature,
and responsibility is entrusted to departmental managers. Such
division of work, thus, is helpful for expansion of business.
Departmentalization helps to develop new managers by
providing them the opportunity to take independent decision and
initiatives. Consequently, a high skilled subordinate level
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manager can get the opportunity to promote to the higher level
(Ahmed, 2017).
Structure describes the form of departments, hierarchy, and
committees. It influences the organization's efficiency and effectiveness (Ahmed, 2017).
Most important, the divisionalized form relies on the market
basis for grouping units at the top of the middle line. Divisions
are created according to markets served and are then given
control over the operating functions required to serve these
markets. The decentralization called for in the divisionalized
form is highly circumscribed-not necessarily more than the
delegation from the few managers at headquarters to the few
more managers who run the divisions. In other words, the
divisionalized form calls for decentralization of the parallel, limited vertical variety (Mintzberg, 1993).
In general, the headquarters allows the divisions close to full
autonomy to make their own decisions, and then monitors the
results of these decisions. So the prime coordinating mechanism in the divisionalized form is the standardization of outputs,
and a key design parameter is the performance control system
(Mintzberg, 1993).
A discussion of conceptualisations of the strategic business
unit needs to begin with a characterisation of what it actually is
(Drożdż&Taraszka-Drożdż, 2015).First of all, strategic business
unit is a unit that functions within a larger company and “has a
separate mission and objectives”(Kotler et al., 1999). A business
unit can be distinguished on the basis of three characteristics
(Kotler, 2002):
 It is a single business or collection of related businesses
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that can be planned separately from the rest of the
company;
 It has its own set of competitors;
 It has a manager responsible for strategic planning and
profit performance who controls most of the factors
affecting profit”.

2. Literature Review

2.1. Departmentalization

An important task of a business process management
system is the coordination of work among the personnel of an
enterprise. To fulfil this, the system has to be provided with
information on the organizational structures in which the
business process will execute (Weske, 2007). In order for the
work in the enterprise to be carried out in a coordinated and
integrated manner, certain departments must exist within each
enterprise.
Grouping tasks and activities into specific units that can be
identified represents the departmentalization process (Ramosaj,
2013). As a result of the growth of the organization, managers
group jobs and develop functional structure, sectorial structure
or more complex structure, matrices that can be based on
production, market or according to geographical structure.
These in fact represent the methods of determining the various
departments in the organization (Zeqiri, 2013).

Figure 1. Types of organizational departmentalization
Source: Zeqiri, I. (2013). Management: Concepts, Practices,
Skills Development, Tringa Design, Tetovo, p. 231.
Departmentalization is a fundamental strategy for coordinating organizational activities because it influences organizational
behaviour in the following ways (McShane & Von Glinow, 2018):
 Departmentalization establishes the chain of command the system of common supervision among positions and
units within the organization. It frames the membership of
formal work teams and typically determines which positions and units must share resources. Thus, departmentalization establishes interdependencies among
employees and subunits;
 Departmentalization focuses people around common
mental models or ways of thinking, such as serving
clients, developing products, or supporting a particular
skill set. This focus is typically anchored around the common budgets and measures of performance assigned
to employees within each departmental unit;
 Departmentalization encourages specific people and work
units to coordinate through informal communication. With
common supervision and resources, members within
each configuration typically work near each other, so
they can use frequent and informal interaction to get the
work done.

2.2. Divisional structure

The divisional (decentralized) structure is the second-most
common type. Divisions are sometimes referred to as segments,
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profit centers, or business units. As a small organization grows,
it has more difficulty managing different products and services in
different markets. Some form of divisional structure generally
becomes necessary to motivate employees, control operations,
and compete successfully in diverse locations (David, Fred &
David, Forest, 2017).
The divisional structure is an organizational structure made
up of separate business units or divisions. In this structure, each
division has limited autonomy, with a division manager who has
authority over his or her unit and is responsible for performance.
In divisional structures, however, the parent corporation typically
acts as an external overseer to coordinate and control the
various divisions, and often provides support services such as
financial and legal (Robbins & Coulter, 2018).

Figure 2. Divisional organizational structure
Source: Ramosaj, B. (2013). Management: Fundamentals
of Management, University of Prishtina, Prishtina, p. 144.
The divisional structure groups employees into units by
product, service, customer, or geographical market area. It is
highly departmentalized. Sometimes this structure is known by
the type of division structure it uses: product/service
organizational structure (like units for cat food, dog food, and
bird food that report to an animal food producer), customer
organizational structure (like units for outpatient care, inpatient
care, and pharmacy that report to hospital administration), or
geographic organizational structure (like units for Europe, Asia,
and South America that report to corporate headquarters)
(Robbins & Judge 2017).

2.3. Strategic Business Units (SBUs)

According to Samuel and TrevisCerto, a strategic business
unit is a significant organizational segment that is analyzed to
develop organizational strategy aimed at generating future
business or revenue. Exactly what constitutes an SBU varies
from organization to organization. In larger organizations, an
SBU could be a company division, a single product, or a
complete product line. In smaller organizations, it might be the
entire company (Certo, S., & Certo, T., 2016).
A strategic business unit (SBU) is an organizational subunit
that acts like an independent business in all major respects,
including the formulation of its own strategic plans and its own
marketing strategy. An SBU may share its parent organization’s
corporate identity or develop its own brand identity, depending
on the degrees of freedom allowed to the management of the
division. A generalized, strategic approach would be inadequate
in large, diversified organizations and multinational companies.
Dividing the corporation’s operations into SBUs increases
efficiency and market focus and efficiently organizes the
business portfolio of a broadly diversified company (SammutBonnici & McGee, 2015).
As the number, size, and diversity of divisions in an
organization increase, controlling and evaluating divisional
operations become increasingly difficult for strategists. The
strategic business unit structure groups similar divisions into
SBUs and delegates authority and responsibility for each unit to
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a senior executive who reports directly to the chief executive
officer. This change in structure can facilitate strategy implementation by improving coordination between similar divisions
and channeling accountability to distinct business units. In a
100-division conglomerate, the divisions could perhaps be
regrouped into 10 SBUs according to certain common characteristics, such as competing in the same industry, being
located in the same area, or having the same customers (David,
Fred & David, Forest, 2017).
SBUs are found to be a viable form of organizational
sectioning because they insure that products and product lines
are given specialized focus, as if they were developed and
marketed by an independent company. Products with smaller
sales volumes and profit margins than a corporation’s top
performers would still be nurtured and promoted by its SBU. The
division would focus on a market sector that may be small in
comparison but still constitutes a profitable market niche. The
SBU is driven by its own mission, which would be independent
of that of the parent firm and the other SBUs in the organization.
It would operate in a competitive market space that is separate
from other divisions in the corporation. SBUs would typically
prepare their own financial, strategic, marketing, and sales
plans. Resources in the main areas of operation, such as human

resources, procurement, and outsourcing, are managed by the
SBU (Sammut-Bonnici&McGee, 2015).

3. Research methodology

This paper is designed as a need to statistically present the
issue of departmentalization, application of the divisional
structure and the number of SBUs in various enterprises in
Kosovo. This was made possible by our direct survey on a
sample of 65 enterprises. On this occasion, the leaders of these
companies were interviewed, who without hesitation gave us the
information we needed to make clear the issues discussed in
this paper. So, the results presented in this paper derive from
the primary data collected through the questionnaire.

4. Results

This section presents the statistical data collected from the
direct field survey, data that make the topic in question clearer.
The collected data were analyzed through the Statistical
Package for Social Sciences (SPSS), version 23. Below are the
results derived from SPSS.

Table 1.
Number of departments in the
enterprise SPSS output

Figure 3.
Graphic representation
of the number of departments
in the surveyed enterprises
When asked “how many departments are in your company”
the results are:
 6 enterprises have one department (these are small
enterprises run by one person dealing only with sales);
 18 enterprises have 2 departments (mainly stated to
have a functional sales department and accounting and
finance department);
 10 companies have 3 departments (sales, accounting
and finance, and marketing);
 8 enterprises have 4 departments (respectively sales,
accounting and finance, marketing and human resources);
 5 enterprises have 5 departments (more precisely the
department of production, sales, accounting and finance,
marketing and human resources);
 The other 18 enterprises have 6 functional departments
(which are production, sales, accounting and finance,
marketing, human resources and Research & Development).
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Due to the fact that in this paper we talked about the
divisional organizational structure, during the survey we asked
the respondents what organizational structure do their
enterprise applies and from the information received it resulted
that from a sample of 65 enterprises, 12 of them apply the
divisional organizational structure.

Table 2. Number of SBUs of the surveyed enterprises
SPSS output
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Table 4. SBUs independence in decision-making
SPSS output

Figure 4. Graphic representation of the number of SBUs
of the surveyed enterprises

The table and graph above present the results for the number of SBUs of the surveyed enterprises. As we can see, 12
companies do not have SBU, 28 companies have 1 - 5 SBU, 14
companies have 6 - 10 SBU, 6 companies have 11 - 15 SBU and
5 other companies have over 16 SBU in the whole territory of the
country.
Figure 6. Graphic representation of SBUs independence
in decision-making

5. Conclusions

Table 3. Impact of SBU decisions at the enterprise level
SPSS output

Figure 5. Graphic representation of the impact
of decisions made by SBUs at the enterprise level
Regarding the impact of SBU decision-making at the
enterprise level, the results from the sample of 65 enterprises
are:
 8 enterprise leaders answered with “not at all” option;
 10 leaders have said that the decision-making of SBUs
has “slightly” impact at the enterprise level (we say this in
terms of the impact on the parent enterprise);
 12 respondents said that the decision-making of SBUs
has an “average” impact at the enterprise level;
 And for impact at the highest level responded 19 leaders
with “enough” option and 16 others with “a lot” option.

In terms of how independent the SBUs are in decisionmaking, most respondents answered with the option “enough”,
followed by the option “on average” and “slightly”. With the
option “not at all” 5 respondents answered and with the option “a
lot” responded 8 of the heads of enterprises.
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Departmentalization has made it possible to divide departments within enterprises. Certain departments within enterprises are leaded by relevant managers who are entrusted with
this position. In Kosovo, as elsewhere, functional departments in
the enterprise are summarized in: production, sales, accounting and finance, marketing, human resources, and Research &
Development. Depending on the organizational form, enterprises in Kosovo had functional 1, 2 and up to 6 departments.
The divisional organizational structure consists of business
units or specific sectors. Each sector within the divisional
structure has limited autonomy, has a division manager who has
authority over his/her unit and is responsible for the work
performed in the respective division. From the sample surveyed
in enterprises in Kosovo, only 12 of them applied the organizational organisational structure.
A strategic business unit (SBU) is an organizational sub-unit
which acts as an independent business in all key aspects,
including the formulation of strategic plans and the marketing
strategy of that SBU. The SBU has its own autonomy and can
make decisions regarding its activity. The SBU can be an
enterprise division, a single product, or a complete product line,
or it can be the entire company. It depends on the size of the
enterprise. Regarding the number of SBUs of enterprises in
Kosovo, it turned out that most enterprises have from 1 - 5 SBU,
or 6 - 10 SBU, or they do not have any SBU.
The creation of a management structure which is strategically focused is mentioned as an advantage of the functioning
of SBUs. Acting strategically within the SBU has increased the
efficiency, specialization and importance of the work which is
performed by the staff of the respective SBU.
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Abstract

Micro and Small Enterprises have emerged as an important alternative for the generation of jobs and income, mainly
in countries that present serious market failures for the creation of productive jobs. However, the lack of commercial
and managerial skills, inadequate access to markets, as well as the absence of an entrepreneurial culture has led to
a high level of failure in these ventures. Additionally, the current competitive scenario has been increasingly based
on innovation, responsible for the destruction of traditional competitive barriers, requiring a new approach on the part
of Micro and Small Enterprises to be able to remain in the market sustainably. Accordingly, this research aims to
determine the influence that business management has on the degree of innovation of Brazilian Micro and Small
Enterprises through Structural Equation Modeling. As a theoretical contribution, the present investigation may point
to statistical evidence that may support a causal inference between business management, understood in the present
investigation as a decision process on strategic and operational aspects of a business, and the innovation capacity
of companies. Furthermore, this research can provide important practical contributions by highlighting the relevance
that business management has for Micro and Small Enterprises, also pointing to the need for Micro and Small
Enterprises to adopt systematic business management practices that raise their potential concerning the
development of innovations and the maintenance of a sustainable competitive position.
Keywords: micro and small enterprises; business management; innovation; structural equation modeling.

1. Introduction

The economic recession from 2014 to 2017 contributed to
the increase in entrepreneurial activity out of necessity in Brazil
(Babson College et al., 2019). In this sense, entrepreneurship
through the opening of Micro and Small Enterprises, characterized by enterprises with up to 49 employees for the trade and
services segment, and up to 99 employees for the industry
segment (Sebrae, 2016), has been characterized as a kind of
subterfuge for individuals to escape from a lack of employment
or to increase their income, in many cases not having adequate
preparation for this, including reduced management capacity,
understood in the present investigation as a decision process
about strategic and operational aspects of a business (Anholon
et al., 2007).
Corroborating this fact, Liedholm and Mead (2013) point out
that the increase in the number of people engaged in Micro and
Small Enterprises is a sign of the economy's failure to provide
productive jobs, forcing people to take refuge in activities that
provide support minimum subsistence.
Although these types of businesses represent a way out of
the economy's failures to provide jobs, the lack of commercial
and managerial skills, inadequate access to markets, as well as
the absence of an entrepreneurial culture and even competition
from large companies have brought about a high level of failure
in these ventures, thereby reducing their ability to generate jobs
and income (Sharma, 2017).
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Additionally, the current competitive scenario has increasingly been based on innovation, being responsible for the
destruction of traditional competitive barriers, requiring a new
approach on the part of Micro and Small Enterprises that present peculiar characteristics, among them the low managerial
level, informal management, shortage of employees and a lack
of resources (Cezarino & Campomar, 2006).
Despite this, it is emphasized that innovative companies,
whatever their size, tend to generate more value and be
responsive to the challenges imposed by technological and
market changes and consumer demands, as the successful
exploration of new ideas through a creative process that
generates innovation, allows the development of new products,
services, processes, and procedures, increasing the capacity of
companies to respond to their environments in a competitive
way (Dessie & Ademe, 2017).
Accordingly, and given the importance of innovation, as well
as the peculiar characteristics of Micro and Small Enterprises,
this research has as a main objective to present the Structural
Model for investigation of innovation in Micro and Small Enterprises, through Structural Equation Modeling, based on the
basic assessment of how business management influences the
degree of innovation of Micro and Small Enterprises.
The present investigation justifies whether or not it is only
through high investments in Research and Development (R&D)
and Technology that one can improve a company's innovation
capacity, but rather also through elements that are often already
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present within the company (Silva & Pedron, 2019), namely
management itself (Saunila & Ukko, 2012; Zawislak et al.,
2012). In this way, the study can contribute to filling a gap in the
literature on Innovation and Management of Micro and Small
Enterprises, presenting and validating a new construct that
relates these two small operationally empirical variables in the
literature on the topic.
In addition to the present introduction, the referred
investigation is structured in four sections. The following section
is a brief review of the literature on the management aspects of
Micro and Small Enterprises and their implications, as well as
how these ventures are configured in the face of innovation.
Subsequently, the structural model and the research hypotheses, constituting the core of the present investigation, are to
be found in the next section, followed by the method to be
adopted to achieve the objectives and, finally, the expected
contributions of the investigation.

the needs of their consumers identified in the market and not
necessarily through Research and Development processes
(Silva & Dacorso, 2013). Therefore, the promotion of innovation
in Micro and Small Enterprises, has as a fundamental pillar the
managerial support, which given the simplification of the
organizational structures present in Micro and Small Enterprises, goes back to the manager himself / herself (Claudino et
al., 2017).
Although the rational perspective is based on the premise
that innovation management is introduced by individuals to
make their organization work more efficiently (Sharma, 2017),
the behavioral characteristic denominated “Innovative” of
managers of Brazilian Micro and Small Enterprises is not
predominant, indicating that the managers of these types of
ventures are not oriented towards the implementation of innovations, but rather towards business continuity (Coda et al.,
2018).

2.1 Management Aspects and their Implications
in Micro and Small Enterprises

In an attempt to develop a theory that explained Economic
Development, Joseph Schumpeter established the concepts of
entrepreneurship, entrepreneur and his main tool, innovation, as
we know them today (Swedberg, 2002; Walter, 2017).
In the Schumpeterian view, innovation would be the
destabilizing element in a stationary production economy, characterized by the continuous production and consumption of the
same products, transforming it into a dynamic economy through
new combinations of elements existing in the economic system,
promoting “creative destruction”, totally breaking with the
standards that existed until then, giving rise to new standards
that would be followed by all economic agents that managed to
adapt to the new circumstances (Langroodi, 2018; Schumpeter,
1997).
Hence, Schumpeter (1997) establishes that innovation can
be characterized by (i) the introduction of a new product; (ii) the
introduction of new production methods; (iii) the opening up of
new markets; (iv) the development of new sources of raw
materials and other inputs and, (v) the creation of new market
structures, such as the creation of a monopoly structure or
fragmentation of a monopoly position.
Albeit, according to the Oslo Manual, a reference in studies
on the subject, innovation can be characterized by the
implementation of a new or improved product or service; by a
new or improved process; by a new marketing method, or a new
organizational method in business practices, as long as the
novelty requirement is true for the organization that implements
it, regardless of whether it already exists in other organizations
(OCDE & FINEP, 2005).
In today's business world, innovation is considered to be an
important factor for obtaining competitive advantages, as it
allows companies to develop and market new or improved
products before their main competitors, increasing their participation in the market and, consequently, the results achieved
(Distanont & Khongmalai, 2018).
However, innovation can be considered as a competitive
advantage as long as companies have the necessary resources
and skills to carry it out, that is, for innovation to exist within a
company, it must hold what is called innovation capacity,
understood as the availability of resources and the infrastructure
for problem-solving (Khurana et al., 2019). Thus, the contribution of resources for innovation can provide both an increase
in organizational learning and profitability, regardless of the size
of the company (Kato, 2019), allowing companies to achieve
sustainable competitive advantages (Hernández et al., 2017).
The challenges imposed by the integration of markets, by
technological changes at an accelerated pace and by the
reduction of product life cycles, compelled Micro and Small
Enterprises to develop innovations to remain sustainably
competitive in this new business environment (Khurana et al.,
2019).

2. Theoretical Framework

For Micro and Small Enterprises to thrive, they must develop
an awareness of what a management capacity is and the
corresponding tax burden on their products and services, as
levels of managerial knowledge and tax burden are important
predictors of the likelihood of bankruptcies of these companies,
doubling the chances of such an event occurring (Bohn et al.,
2018).
However, many Micro and Small Enterprises, especially in
Developing Countries, know very little about management,
resulting in the vast majority of an existing gap in managerial
skills and knowledge on the part of the managers of these
ventures (Mano et al., 2012; Woldearegai et al., 2019).
Accordingly, Micro and Small Enterprises have faced a
series of difficulties in the administration and control of their
businesses. These difficulties include the scarcity of credit,
market conditions and deficiencies in management training,
which represent elements of great influence regarding goals for
expansion. Indeed, these are difficulties encountered when
aiming to establish and prosper these enterprises, reflecting
over time high mortality rates (Oliveira & Oliveira, 2006; Santos
et al., 2016).
To prevent this from happening, Micro and Small Enterprises
should use management instruments, which represents an
active stance in terms of Business Management (Santos et al.,
2016), because although there is no exclusive factor for the
success of Micro and Small Enterprises, the presence or
absence of management practices can present itself as a
propellant or inhibitor of the business, so that managers must
continually seek their improvement in this area (Dutra &
Previdelli, 2005).
Although most of the managers who start a business have
only basic skills in business management, in most cases, they
can develop them during the fulfillment of daily routines
(Santarelli & Vivarelli, 2007), so that the management style
employed by a company can be one of the determinants of its
longevity (Ferreira, 2001).
Many managers and owners of Micro and Small Enterprises
are often authoritarian or have a centralized management style,
attenuating the creative and innovative talent of employees and
the company as a whole (Faherty & Stephens, 2016). In this
context, learning management techniques can improve the
productivity of Micro and Small Enterprises, especially in
Developing Countries (Mano et al., 2012), since the performance of Micro and Small Enterprises is more influenced by the
management skills of entrepreneurs than by any other factor,
such as capital resources (Berge et al., 2011).
Besides, Micro and Small Enterprises base their innovation
processes on the articulation between management skills and
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Despite the great pressure to innovate many Micro, Small,
and Medium Enterprises are unable to strategically establish
an innovation management process in their daily operations.
Despite resource limitations, such as a lack of manpower, a lack
of information, a lack of infrastructure and of financial resources,
greatly restricting the innovation capacity of these companies
(Lee et al., 2010), these ventures often focus more on operational functioning issues, meaning that they devote less
attention to strategic issues such as innovation activities
(Niewöhner et al., 2019).
Within this context, the degree of innovation in Micro and
Small Enterprises is low, so it is possible to affirm that it has not
been a usual practice in these enterprises (Berne et al., 2019;
Gomes et al., 2018; Oliveira & Duarte, 2018; Oliveira et al.,
2015). However, this does not mean that these ventures do not
innovate to some degree.
Given the greater proximity to its customers, as well as the
intensive use of labor, the innovation activities in these ventures

are concentrated in essence in the development of products and
services aligned to the needs of their customers and in innovations of an organizational nature, such as new arrangements
in business models or workplaces (Dessie & Ademe, 2017;
Hernández et al., 2017; Inan & Bititci, 2015; Liu & Cheng, 2018).

3. Structural Model and Research Hypotheses

The use of the Structural Equation Modeling technique is
suitable for estimating a series of separate multiple regression
equations, but interdependent, simultaneously, by specifying the
structural model used by the statistical program (Hair et al.,
2009).
Figure 1 presents the Structural Model for research
developed with the aid of the SmartPLS software to assess the
influence of Business Management on the degree of Innovation
of Micro and Small Enterprises.

Figure 1. Structural Research Model
 Business Management is a second-order latent variable,
unobservable, both dependent and independent of a reflective exogenous construct, measured by the unobservable
predictor variables of the (1) Market Orientation indicators,
understood as the systematic ability to supply products and
services in line with market needs in a profitable and lasting
way; (2) Financial Providence, characterized by the planning of short, medium and long-term financial needs; (3)
Management Team, related to the presence or creation of a
motivated, competent and well-managed work team; and (4)
Role of the Founder, based on constant reviews and updates
of the role exercised by the founder during the evolution of
the business;
 The capacity for innovation is an unobservable latent variable and depends on an endogenous reflective construct,
measured by the predictive and observable variables called
determinants of innovation, which will be found through an
Exploratory Factor Analysis of the thirteen dimensions that
make up the Innovation Radar, so in the model presented,
the factors named “1” to “n + 1” are merely illustrative of the
relationship between the latent variable and its predictors.

The Business Management model presented in the present
investigation was developed based on the characteristics
pointed out by some authors (Drucker, 1987; Inan & Bititci,
2015), which show that Micro and Small Enterprises have a high
involvement of managers at operational levels, using poorly
standardized and informal processes, and should, therefore, be
concerned with establishing a clear interface with the market,
with efficient financial controls, with the management of the
team of employees and with the continuous improvement of
their role within the business.
Additionally, it is emphasized a priori that the model is based
on reflective constructs, considering that both management and
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innovation are multifaceted constructs and may be influenced by
several other factors such as organizational culture and individual management styles (Faherty & Stephens, 2016; Inan &
Bititci, 2015).
The justification of the proposed model is based on the
conceptual framework of the Resource-Based View (RBV),
considering that the understanding of resources by managers
and entrepreneurs, as well as their proper use, allows for the
identification and exploitation of opportunities that enable the
development of sustainable competitive advantages, embodied
in the present investigation as an innovation per se, understood
as the efficient and creative recombination of resources for the
creation of new and valuable outlets endowed with a competitive
differential (Barney, 2001; Barney et al., 2001; Barney & Arikan,
2017; Felin & Zenger, 2014).
In this sense, it is assumed that the ability to understand,
identify and organize resources, materialized in the business
management itself, is one of the factors of great relevance for
the innovative performance of Micro and Small Enterprises.
Although there are studies (Cardoso et al., 2020; Costa,
2010; Crestana, 2019; Sepúlveda, 2013; Vasconcelos & Oliveira,
2018) that seek to point out management models for Micro and
Small Enterprises or to analyze their influence on innovation
capacity, as well as their business performance, the models
used to gauge managerial skills do not have adequate theoretical or empirical support, being sometimes developed based
on the models of the National Quality Foundation (NQF) for
large companies, unnecessarily complex and without conceptualempirical validity, models from the Brazilian Micro and Small
Business Support Service (SEBRAE, in Portuguese), also
without conceptual-empirical support, or supported by generic
theories.
To validate the Structural Research Model proposed in
Figure 1, as well as to provide answers to the objectives of this
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investigation, the following research hypotheses are established:

H1: The level of Business Management practices adopted by
Micro and Small Enterprises is low.

The conceptual framework of research hypothesis 1 is
based on the fact that a large part of Micro and Small Enterprises has emerged as an alternative for the generation of jobs
and income due to the economy's failure to provide productive
jobs, further aggravated by the recession of the period from
2014 to 2017, forcing people to take refuge in activities that
provide minimum subsistence support, in many cases not
having adequate technical training in terms of management, a
condition that is still expressed as one of the causes of high
rates of mortality of these types of enterprises (Anholon et al.,
2007; Babson College et al., 2019; Liedholm & Mead, 2013;
Ribeiro & Panhoca, 2005; Santos et al., 2016; Woldearegai et
al., 2019).
H2: Micro and Small Enterprises are heterogeneous concerning the Business Management practices adopted.

The conceptual framework of research hypothesis 2 is
based on the finding that a large part of managers who start a
business have only basic skills in business management, and
that, however, these are developed in the course of fulfilling
daily routines (Santarelli & Vivarelli, 2007). In parallel to this,
some managers can develop a managerial awareness, as well
as perceptions about the business environment that enable
them to identify the need for changes and to recombine the
existing resources to take advantage of opportunities and obtain
competitive advantages, ultimately consolidating themselves in
the creation of a dynamic capacity that explains why some
companies repeatedly manage to seize business opportunities
and others do not (Ambrosini et al., 2009; Lee & Yoo, 2019;
Teece et al., 1997; Zahra et al., 2006).

H3: Micro and Small Enterprises generally have a low
degree of innovation.

The conceptual framework of the research hypothesis 3 is
based on the fact that Micro and Small Enterprises face a series
of obstacles that prevent them from competing efficiently,
highlighting the lack of institutional support, the difficult access
to investment sources, qualified labor, little business vision on
the part of managers, low level of education among managers
and inability to recognize the problems faced by the company.
Besides, empirical studies on the degree of innovation in Micro
and Small Enterprises in Brazil have found results that point to
low levels of innovation in these ventures (Berne et al., 2019;
Franco & Haase, 2010; Gomes et al., 2018; Oliveira & Duarte,
2018; Oliveira et al., 2015).

H4: Micro and Small Enterprises are heterogeneous
concerning the level of innovation.

The research hypothesis 4 is based on the conceptual
framework that the innovation processes in Micro and Small
Enterprises are defined through the articulation between
managerial competencies, concerning prioritizing the use of
tangible and intangible resources, both internal and external,
and the recognition of consumer needs. In this sense, the
different perceptions of the use and prioritization of resources by
managers, as well as the development of dynamic capabilities,
justify the existing differences in the ability of some new and
established companies to create, define, discover and continuously explore business opportunities through innovation
(Moraes et al., 2019; Silva & Dacorso, 2013; Zahra et al., 2006).
H5: Business Management has a positive and strong
influence on the degree of innovation of Micro and Small
Enterprises.
The conceptual framework of the research hypothesis 5 is
based on the premise that it is not only through high investments
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in Research and Development, technology and capital resources that the innovation capacity of Micro and Small Enterprises
is built, but of elements which are often already present within
the company itself, such as managerial structures and supports,
management skills of entrepreneurs (Berge et al., 2011;
Claudino et al., 2017; Silva & Pedron, 2019) or Management of
the company itself (Saunila & Ukko, 2012; Zawislak et al., 2012).
Therefore, the manager is the main element of the innovation
process, with strong and significant evidence that managers
have a substantial impact on the likelihood of a company
innovating, being seen as the effective entity responsible for
managing and organizing the challenges that are linked to the
development of innovation in a company (Felin & Zenger, 2014;
Mel et al., 2009).

4. Method

To meet the purposes of the present investigation, the
collection of data regarding the innovation capacity of Micro and
Small Enterprises will be done through the application of a
survey composed of thirty-two questions that evaluate the
thirteen dimensions of innovation called the Innovation Radar
(Bachmann & Destefani, 2011; Chen & Sawhney, 2010;
Sawhney et al., 2006). The dimensions evaluated in the
Innovation Radar are (1) Offer; (2) Platform; (3) Brand; (4)
Customers; (5) Solutions; (6) Relationship; (7) Adding Value; (8)
Processes; (9) Organization; (10) Supply Chain; (11) Presence;
(12) Network and (13) Innovative Ambience, which will later be
reduced to Innovation Factors, through an Exploratory Factor
Analysis, according to the model proposed in Figure 1.
The Innovation Radar has already been validated as a useful
research tool, having been used to measure the degree of
innovation in several studies with Micro and Small Enterprises
(Gomes et al., 2018; Oliveira & Duarte, 2018; Oliveira et al.,
2015).
Data on Business Management will be collected through the
application of a survey questionnaire, consisting of twenty items
that assess the dimensions of Market Orientation; Financial
Providence; Management Team, and the Founder's Role in
Micro and Small Enterprises.
The survey questionnaire will be structured into two sections. The first section deals with the characterization of the
sample, while the second section consists of twenty items,
measured using a five-point Likert ordinal scale of agreement.
To validate the survey questionnaire on Business Management, at first Cronbach's Alpha was calculated, defined as a
measure to verify the proportion of variability in responses
(Maroco & Garcia-Marques, 2013), through the pilot application
to a random sample of 41 Micro and Small Enterprises, obtaining a Cronbach's Alpha of 0.728, which can be considered to
be of reasonable and satisfactory reliability, being between 0.7
and 0.8 (Freitas & Rodrigues, 2005).

5. Expected Results

In developing countries, there is a certain priority to assess
the impact of human resources, interactions with other
companies and the incorporation and use of information
technologies in the capacity for innovation, it being even more
pressing to examine more complex issues such as the types of
systems that assist in decision-making established by the
company's management and directors in the companies'
innovation capacity (OCDE & FINEP, 2005). In addition to this,
the factors of success or failure of Micro and Small Enterprises
cannot be summed up in a simple list, but they can be defined
in large part by the way managers and companies do things in
terms of their management (Viapiana, 2000).
In this sense, and considering that the management process
of an organization can be described essentially as the act of
making decisions about the use of productive resources to
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obtain sustainable competitive advantages (Barney, 2001;
Barney et al., 2001; Barney & Arikan, 2017), the present investigation is important because it continues the studies on
Micro and Small Enterprises, above all, concerning the influence
of Micro and Small Business management on their capacity for
innovation, starting from the use of a new conceptual model for
research.
Hence, the study may provide important practical contributions by highlighting the relevance that business management
has for Micro and Small Enterprises, also pointing to the need
for Micro and Small Enterprises to adopt systematic business
management practices that raise their potential concerning
developing innovations and maintaining a sustainable competitive position. This research may contribute also as a support
mechanism for the development of public policies that promote
and disseminate effective business management practices in
Micro and Small Enterprises, such as the implementation of
mentoring programs and management consultancies, fostering
the establishment of networks of cooperation between Micro
and Small Companies for organizational learning and the design
of awards for the recognition of business management based on
criteria appropriate to the reality of Micro and Small Enterprises
and empirically validated.
Regarding theoretical contributions, the present investigation can point to statistical evidence that can support a causal
inference between business management and the capacity of
innovation of Micro and Small Enterprises, through a new model
that is based on the differentiating characteristics of Micro and
Small Enterprises, proving empirically that in these types of
ventures limited by several factors, business management can
be of vital importance for the development of innovations.
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Fundaçajo para a Ciência e a Tecnologia.

References

[1] Anholon, R., Zoqui, E. J., de Souza Pinto, J., & de Carvalho
Moretti, D. (2007). Características Administrativas de Micro e
Pequenas Empresas: confronto entre a teoria e a prática.
Metrocamp Pesquisa, 1(1), 88-103.
[2] Babson College, Universidad del Desarrollo, & Korea
Entrepreneurship Foundation (2019). Global Entrepreneurship
Monitor (Global Report 2018/2019).
[3] Bachmann, D. L., & Destefani, J. H. (2011). Metodologia para
determinar o radar da inovação nas pequenas empresas. Curitiba:
(sn).
[4] Barney, J. (2001). Resource-based theories of competitive
advantage: A ten-year retrospective on the resource-based view.
Journal of Management, 27(6), 643-650.
[5] Barney, J., & Arikan, A. (2017). The Resource-based View. In The
Blackwell Handbook of Strategic Management (pp. 123-182).
[6] Barney, J., Wright, M., & Ketchen, D. J. (2001). The resourcebased view of the firm: Ten years after 1991. Journal of
Management, 27(6), 625-641.
[7] Berge, L. I. O., Bjorvatn, K., & Tungodden, B. (2011). Human and
Financial Capital for Microenterprise Development: Evidence from
a Field and Lab Experiment. Social Science Research Network,
61, 1-52.
[8] Berne, D. F., Coda, R., Krakauer, P., & Donaire, D. (2019). The
innovation challenge in micro and small enterprises (MSE): an
exploratory study at São Paulo metropolitan region. Innovation &
Management Review, 16(3), 235-252.
[9] Bohn, A. C., Gambirage, C., da Silva, J. C., Hein, N., & Iargas, A.
M. (2018). Fatores que impactam no encerramento prematuro de
empresas de pequeno porte: estudo no litoral de Santa Catarina.
Navus – Revista de Gestão e Tecnologia, 8(2), 43-56.
[10] Cardoso, H. H. R., Dantas Gonçalves, A., Dambiski Gomes de

QUALITY

Access to Success

Vol. 22, No. 183/ August 2021

[11]
[12]
[13]
[14]
[15]
[16]
[17]
[18]
[19]

[20]
[21]
[22]

[23]

[24]
[25]
[26]
[27]
[28]
[29]

Carvalho, G., & Gomes de Carvalho, H. (2020). Evaluating
innovation development among Brazilian micro and small
businesses in view of management level: Insights from the local
innovation agents program. Evaluation and Program Planning, 80,
101797.
Cezarino, L., & Campomar, M. (2006). Micro e pequenas
empresas: características estruturais e gerenciais. Revista Hispeci
& Lema, 9, 10-15.
Chen, J., & Sawhney, M. (2010). Defining and measuring business
innovation: The innovation radar. Proceedings of the American
Marketing Association Conference. Boston MA.
Claudino, T. B., Santos, S. M. dos, Cabral, A. C. de A., & Pessoa,
M. N. M. (2017). Fostering and limiting factors of innovation in
Micro and Small Enterprises. RAI Revista de Administração E
Inovação, 14(2), 130-139.
Coda, R., Krakauer, P. V. de C., & Berne, D. de F. (2018). Are small
business owners entrepreneurs? Exploring small business
manager behavioral profiles in the São Paulo Metropolitan region.
RAUSP Management Journal, 53(2), 152-163.
Costa, C. A. I. (2010). Modelo de Gestão para Micro e Pequenas
Empresas (J. A. Rodrigues (ed.)) [Master em Business
Administration]. ISCTE Business School: Instituto Universitário de
Lisboa.
Crestana, C. E. D. (2019). Práticas de Gestão em Micro,
Pequenas e Médias Empresas: uma avaliação do Modelo da
Fundação Nacional da Qualidade (L. A. L. Brito. (ed.)) [Master in
Business Administration ]. Fundação Getúlio Vargas.
Dessie, W., & Ademe, A. (2017). Training for creativity and
innovation in small enterprises in Ethiopia: Creative and innovative
training in Ethiopia. International Journal of Training and
Development, 21(3), 224-234.
Distanont, A., & Khongmalai, O. (2018). The role of innovation in
creating a competitive advantage. Kasetsart Journal of Social
Sciences, 1-7.
Drucker, P. (1987). Inovação e Gestão: uma nova concepção de
estratégia de empresa. Lisboa: Editorial Presença.
Dutra, I., & Previdelli, J. (2005). Fatores Condicionantes da
Mortalidade de Empresas: um estudo dos empreendedores de
Micro e Pequenas Empresas Paranaenses. Revista Capital
Científico, 3(1), 29-50.
Faherty, U., & Stephens, S. (2016). Innovation in micro
enterprises: reality or fiction? Journal of Small Business and
Enterprise Development, 23(2), 349-362.
Felin, T., & Zenger, T. R. (2014). Closed or open innovation?
Problem solving and the governance choice. Research Policy,
43(5), 914-925.
Ferreira, C. C. (2001). Fatores de administração que interferem na
longevidade de organizações do setor de móveis da região
metropolitana de Curitiba-PR (L. R. Klering (ed.)) [Master in
Business Management, Universidade Federal do Rio Grande do
Sul].
Franco, M., & Haase, H. (2010). Failure factors in small and
medium-sized enterprises: qualitative study from an attributional
perspective. International Entrepreneurship and Management
Journal, 6(4), 503-521.
Freitas, A., & Rodrigues, S. (2005). A avaliação da confiabilidade
de questionários: uma análise utilizando o coeficiente alfa de
Cronbach. XII Simpósio de Engenharia Da Produção, 1-12.
Gomes, R. R. M., Mendes, D. R. F., & Constantino, M. (2018).
Grau de inovação nas microempresas e empresas de pequeno
porte (MPE) do Distrito Federal (DF): um estudo do radar da
inovação. Economia, 6(2), 157.
Hair, J. F., Black, W. C., Babin, B. J., Anderson, R. E., & Tatham,
R. L. (2009). Análise multivariada de dados – 6ed. Bookman
Editora.
Hernández, H., Cardona, D., & Del Rio, J. (2017).
Direccionamiento Estratégico: Proyección de la Innovación
Tecnológica y Gestión Administrativa en las Pequeñas Empresas.
Información Tecnológica, 28(5), 15-22.
Inan, G. G., & Bititci, U. S. (2015). Understanding Organizational
Capabilities and Dynamic Capabilities in the Context of Micro
Enterprises: A Research Agenda. Procedia – Social and
Behavioral Sciences, 210, 310-319.

27

GENERAL MANAGEMENT

[30] Kato, E. L. (2019). Productividad e innovación en pequeñas y medianas empresas. Estudios Gerenciales, 35(150), 38-46.
[31] Khurana, S., Haleem, A., & Mannan, B. (2019). Determinants for integration of sustainability with innovation for Indian manufacturing
enterprises: Empirical evidence in MSMEs. Journal of Cleaner Production, 229, 374-386.
[32] Langroodi, F. E. (2018). Schumpeter’s Theory of Economic Development: a study of the creative destruction and entrepreneurship effects on
the economic growth. SSRN.
[33] Lee, K., & Yoo, J. (2019). How does open innovation lead competitive advantage? A dynamic capability view perspective. PloS One, 14(11),
e0223405.
[34] Lee, S., Park, G., Yoon, B., & Park, J. (2010). Open innovation in SMEs – An intermediated network model. Research Policy, 39(2), 290-300.
[35] Liedholm, C., & Mead, D. (2013). Small Enterprises and Economic Development: The Dynamics of Micro and Small Enterprises. In Small
Enterprises and Economic Development: The Dynamics of Micro and Small Enterprises.
[36] Liu, C.-W., & Cheng, J.-S. (2018). Exploring Driving Forces of Innovation in the MSEs: The Case of the Sustainable B&B Tourism Industry.
Sustainability: Science Practice and Policy, 10(3983), 1-19.
[37] Mano, Y., Iddrisu, A., Yoshino, Y., & Sonobe, T. (2012). How Can Micro and Small Enterprises in Sub-Saharan Africa Become More Productive?
The Impacts of Experimental Basic Managerial Training. World Development, 40(3), 458-468.
[38] Maroco, J., & Garcia-Marques, T. (2013). Qual a fiabilidade do alfa de Cronbach? Questões antigas e soluções modernas? Laboratório de
Psicologia, 4(1), 65-90.
[39] Mel, D., McKenzie, S., Woodruff, D., & Christopher. (2009). Innovative Firms or Innovative Owners? Determinants of Innovation in Micro,
Small, and Medium Enterprises. The World Bank.
[40] Moraes, I., de Souza, A. C. R., Maior, R., & de Souza Corrêa, M. I. (2019). Competências gerenciais e inovação: percepção de gestores de
Micro e Pequenas Empresas. Revista Brasileira de Gestão E Inovação, 7(1), 45-63.
[41] Niewöhner, N., Asmar, L., Wortmann, F., Röltgen, D., Kühn, A., & Dumitrescu, R. (2019). Design fields of agile innovation management in small
and medium sized enterprises. Procedia CIRP, 84, 826-831.
[42] OCDE, & FINEP (2005). Manual de Oslo: diretrizes para coleta e interpretação de dados sobre inovação (3a Edição). Organização para
Cooperação e Desenvolvimento Econômico.
[43] Oliveira, C., & Duarte, F. (2018). Inovação em micro e pequenas empresas de alimentos e bebidas: aplicação do radar da inovação. XXXVIII
Encontro Nacional de Engenharia de Produção, 1-19.
[44] Oliveira, D., & Oliveira, L. (2006). Perfil empreendedor e ações de apoio ao empreendedorismo: o NAE/Sebrae em questão. Revista Economia
& Gestão, 6(13), 1-21.
[45] Oliveira, M., Garcia, R., & Mendes, D. (2015). Ambiente de inovação em micro e pequenas empresas: uma análise sob a ótica do Radar da
Inovação. Multitemas, 48, 45-60.
[46] Ribeiro, L. E., & Panhoca, L. (2005). Estratificação das Características de Evolução da Maturidade na Gestão de Micro e Pequenas
Empresas. Anais Do IX Congresso Internacional de Custos. IX Congresso Internacional de Custos, Florianópolis, SC, Brasil.
[47] Santarelli, E., & Vivarelli, M. (2007). Entrepreneurship and the process of firms’ entry, survival and growth. In Industrial and Corporate
Change,16(3),455-488.
[48] Santos, V., Dorow, D., & Beuren, I. (2016). Práticas Gerenciais de Micro e Pequenas Empresas. Revista Ambiente Contábil, 8(1), 153-186.
[49] Saunila, M., & Ukko, J. (2012). A conceptual framework for the measurement of innovation capability and its effects. In Baltic Journal of
Management, 7(4), 355-375.
[50] Sawhney, M., Wolcott, R., & Arroniz, I. (2006). The 12 Different Ways for Companies to Innovate. MIT Sloan Management Review, 47(3), 7482.
[51] Schumpeter, J. A. (1997). Teoria do desenvolvimento econômico: uma investigação sobre lucros, capital, crédito, juro e o ciclo econômico.
Nova Cultural.
[52] Sebrae (2016). Sobrevivência das Empresas no Brasil. Serviço de Apoio às Micro e Pequenas Empresas Brasileiras.
[53] Sepúlveda, L. S. (2013). Capacidade e Inovação: a influência da Gestão no desempenho inovador das MPEs (F. L. C. Teixeira (ed.)) [Master
in Business Administration ]. Universidade Federal da Bahia.
[54] Sharma, N. (2017). Management of Innovation in Micro, Small and Medium Enterprises in the Middle East and North Africa (MENA). In N.
Faghih (Ed.), Springer book Entrepreneurship in the Middle East and North Africa - Dynamics in Trends, Policy and Business Environment
(pp. 1-26).
[55] Silva, E., & Pedron, C. (2019). Elementos Determinantes para a Capacidade de Inovação das Empresas: uma revisão sistemática da
literatura. Revista Brasileira de Gestão E Inovação, 7(1), 45-63.
[56] Silva, G., & Dacorso, A. L. R. (2013). Perspectivas de inovação na micro e pequena empresa. Revista Centroamericana de Economia, 13(33),
90-107.
[57] Swedberg, R. (2002). The Economic Sociology of Capitalism. Journal of Classical Sociology, 2(3), 227-255.
[58] Teece, D. J., Pisano, G., & Shuen, A. (1997). Dynamic Capabilities and Strategic Management. Strategic Management Journal, 18(7), 509533.
[59] Vasconcelos, R., & Oliveira, M. (2018). Determinants of Innovation in Micro and Small Enterprises: a management approach. Revista de
Administração de Empresas, 58(4), 349-364.
[60] Viapiana, C. (2000). Fatores de Sucesso e Fracasso da Micro e Pequena Empresa (R. H. Erdmann (ed.)) [Master in Business Administration].
Universidade Federal de Santa Catarina.
[61] Walter, C. E. (2017). Inovação em Micro e Pequenas Empresas: um estudo de caso múltiplo no Piauí, Brasil (C. Veloso & P. Fernandes (eds.))
[Master in Management ]. Instituto Politécnico de Bragança.
[62] Woldearegai, B. T., Asima, T., & Das, B. (2019). Prospects and Challenges of Micro and Small Scale Enterprises in Adama City, Ethiopia.
International Journal of Recent Technology and Engineering, 8(3S), 322-329.
[63] Zahra, S. A., Sapienza, H. J., & Davidsson, P. (2006). Entrepreneurship and dynamic capabilities: A review, model and research agenda.
Journal of Management Studies, 43(4), 917-955.
[64] Zawislak, P. A., Alves, A. C., Tello-Gamarra, J., Barbieux, D., & Reichert, F. M. (2012). Innovation Capability: From Technology Development
to Transaction Capability. Journal of Technology Management & Innovation, 7(2), 14-27.

28

Vol. 22, No. 183/ August 2021

QUALITY

Access to Success

GENERAL MANAGEMENT
The Methods of Social Impact Assessment:
The State of the Art and Limits of Application
1 Research

Eva CERIONI 1*, Stefano MARASCA 2

fellow in Accounting. Department of Management – Università Politecnica delle Marche,
Piazzale Martelli, 8 60121 Ancona, Italy
E-mail: e.cerioni@univpm.it
2 Full Professor in Accounting, Department of Management. Università Politecnica delle Marche,
Piazzale Martelli, 8 60121 Ancona, Italy
E-mail: s.marasca@univpm.it
* Corresponding author

Abstract

More and more attention is being paid to scholars and companies as regards to the phenomenon of Corporate Social
Responsibility (CSR) and to the measurement of social impact. The object of this review is to present and to shed
light on social impact assessment methods and their limits that still today are present in literature. The descriptive
review highlights that there is different classification of social impact assessment methods. Numerous studies have
focused on these methods and on limits of application. The current status of the discussion offers new opportunities
for future researches, which could be addressed toward the investigation of the real use of these methods by the
companies for test the diffuse or not application about any of each.

Keywords: corporate social responsibility; social impact; social impact assessment method; sustainability performance;
limits of application.

1. Introduction

For some time, it has been clear that the value produced by
each company is larger than that merely economic – financial
(Friedman, 2007). In fact, it is necessary to consider the social
value enjoyed by the different types of stakeholders with which
the company constantly relates.
When, in the context of the results achieved, companies do
not understand and do not verify, those of a social nature lose
important opportunities for innovation, growth and social and
environmental impact as well as economic (Porter and Kramer,
2011). The emerging phenomenon is that of Corporate Social
Responsibility (CSR) and Corporate Sustainability Integration
(CSI), which envisages the inclusion of the social and environmental aspect in the company strategy (Baskentli et al., 2019;
Boccia and Sarno, 2013; Engert et al., 2016; Muda et al., 2018;
Weerts et al., 2018) which is therefore no longer based only on
economic dimensions. Hence the need for companies to consider the social impact of the achieved actions. There are
several reasons why companies should be interested in
measuring their “social impact”. Among these, consider: the
contribution to the positioning and good reputation of the
company in the collective imagination and in the territory in
which it operates (Zamagni et al., 2015), the increase in the
productivity of the work of its employees (Oswald et al., 2013) or
according to recent studies by Hou (2019) and Man and
Bogeanu-Popa (2020) also an increase in the return on risk
capital through the integration of the social impact assessment
into the enterprise strategy.
The concept of “social impact” does not have a single
definition because over the years, scholars have defined it
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differently (Nicholls et al., 2015) emphasizing several aspects.
For example, they focused on the ability of an organization to
contribute to change (Perrini andVurro, 2013), the attribution of
the activities of an organization to the overall social results of the
longer term (EVPA, 2013), the non-economic change created by
business activities and investments (Epstein and Yuthas 2014),
the share of the total outcome obtained as a direct result of the
intervention (Clark et al., 2014) and finally the sustainable
change in the long term (Zamagni).
Recently, the question of social impact and its measurement
has been examinated in the studies of corporate doctrine
(Bonaga, 2017). This happens especially in relation to accountability processes and therefore to the processes of reporting and
communication of the company’s results related to its mission
and responsibilities towards the stakeholders and the referential
community (Gray, 2006; Bonaga, 2017; Bellucci et al., 2019).
The beginning of a process of social reporting, allows the
company to take action and then analyze its strategic and organizational dimensions, and to evaluate its efficiency (Matacena,
2012; Marks and Greek, 2016). During the last years, the
processes of measuring, monitoring and communicating the
achieved results by the organizations not only in economic and
financial terms, but also in non-financial terms, are becoming
increasingly important (Buffali and Ricciuti, 2017; Bellucci et al.,
2019). The evolution of the legislation is an example of this fact,
also considering of the recent Directive 2014/95/EU on nonfinancial information. Therefore, with a view to lasting success
for the company, compliance with the legislation, or adherence
to widely recognized guidelines, companies are increasingly
called upon to integrate impact assessment into their business
model.
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The main objectives of this paper are two. The first one is to
review the extant literature on social impact evaluation methods,
in order to offer a synthesis of the current status of the discussion and a base for further research in this field. The second
one is to highlight what limitations are present in the literature
about the social impact evaluation method. To this end, the paper is structured as follows: a general overview of the concepts
of social impact; then, a discussion of the different method exists
to monitoring and evaluate this value. After this introduction, it’s
presented the method used for the literature review. In the last
sections, the findings are presented and discussed, and the
conclusions are drawn.

2. Background

The issue of measuring social impact is highly debated both
from a conceptual point of view and in the instruments and
methods of evaluation used. The theme of social impact has
finally found its place also in the language and thought of private
companies and not only in non-profit organizations. Today’s
society launches continuous challenges for the companies,
profit and non-profit, inviting them to consider sustainability and
therefore the social, environmental and economic impact not as
a marginal concept, but as an inclusive one with the ability to
intentionally produce impacts capables of generating positive
externalities on the community, which is an integral part of its
strategy. It is certainly a fundamental step towards building a
society that is increasingly capable of generating value for each
individual.
The awareness of companies to monitor their social impact
is due on one hand to the spread of the emerging phenomenon
of Corporate Social Responsibility (CSR) and Corporate
Sustainability Integration (CSI) which foresees the inclusion of
the social and environmental aspects in the corporate strategy
(Boccia and Sarno, 2013; Engert et al., 2016; Muda et al., 2018;
Weerts et al., 2018).
In fact, CSR means integrating social and environmental
issues into the strategic vision of organization: it is a manifestation of the willingness issue in and out of their business
areas. Because it diffuses that firm’s objective is to generate
value for all its stakeholders and not only to its shareholders
(Boccia and Sarno 2013). CSR is defined by European Commission as “the responsibility of enterprises for their impacts
on society” (Europea Commission, 2011, p.6). On the other
hand, there is also the recent Directive 2014/95/EU, which
requires some categories of companies to report their nonfinancial performance and their economic, social and environmental impact.
For this reasons many companies began mandatory or voluntarily to provide CSR reports to their stakeholders to simplify
access to information on the company’s activities concerning
environmental and social issues (Fordham et al., 2018; Limbu et
al., 2019; Thorne et al., 2014; Tomaselli et al., 2020; Yang et al.,
2019). But before impact reporting it is necessary to measure it.
Assessing the social impact is not easy, especially because
of the difficulties in identifying qualitative and quantitative metric
for reporting information to stakeholders (Grieco et al., 2014).
But the evaluation process must not only be aimed at obtaining
results. What must be considered is above all the procedure
applied and the method through which certain results have been
achieved. The impact is the result of an inclusive, participatory
and co-production process (Venturi, 2017) and that is why the
issue of measuring impact should not be reduced to a simple
sequence of data, despite there have requests for adaptation to
a standardization approach by the world of the economy.
The concept of “social impact” does not have a single definition because over the years, scholars have defined it differently,
emphasizing several aspects. Who have firstly defined the
concept of social impact are Clark et al (2004) who have said
that the social impact is the proportion of total outcome that
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occurred as a direct result of the intervention, net of that part that
would have taken place even without the intervention. Perrini
and Vurro (2013) said that the social impact is the ability of an
organization to contribute to a change in a given field of action
by changing the status quo of a person or community targeting
social activity. EVPA (2013) describes the social impact as the
attribution of the activities of an organization to the overall social
outcomes of the longer term. Epstein and Yuthas (2014) define
the concept of social impact as the non-economic change
created by the activities of organizations and investments.
Finally, Zamagni et al (2015) speaks of social impact as longterm sustainable change (positive or negative; primary or
secondary) in the conditions of persons or in the environment
which the intervention has partly contributed to implement /
realize.
All those definitions emphasize a fundamental concept: companies and organizations have to ask themselves whether their
actions and projects have any effect on the public to which they
are addressing and how these effects really approach the
objectives set. Indicating what the impact is therefore a complex
operation because it means understanding how it is produced
and carrying out a work of identification of all the actors involved
in the process of achieving the change. In summary, we can say
that the impact is:

 the set of resources, inputs and actions put in place by
certain subjects, internal or external to the enterprise,
aimed at changing economic, social and relational
conditions of the persons involved, indirectly or not, in
those activities;
 the changes generated by the activities of the enterprise
or by an organization in the territory in the short or long
term;
 the differences that an intervention makes on the life of a
community or territory, also considering what would have
happened if the organization had not undertaken that
particular project.

Why is the issue of social impact becoming so relevant?
There are several reasons why companies should be interested
in measuring their “social impact”. Among these, consider: the
contribution to the positioning and good reputation of one company in the collective imagination and in the territory in which it
operates (Zamagni et al., 2015); the increase in the productivity
of its employees’s work (Oswald et al., 2013; Costache et al.,
2019) or according to recent studies by Hou (2019) and Man
and Bogeanu-Popa (2020) also an increase in the return on risk
capital through the integration of the social impact assessment
into the strategy enterprise. In fact, today’s society launches
continuous challenges for companies to consider their social,
environmental and economic impact not as a marginal concept
but as an integral part of their strategy.
Each company that decides to monitor the social impact
generated by its operations does so for different reasons (Chiaf,
2015): you may have an interest in evaluating ex ante specific
projects or evaluating ex post the outcomes and informing all
relevant stakeholders (Zamagni et al., 2015). This is a process
of accountability towards investors (Nicholls et al., 2015) but
also towards all other stakeholders with whom the company is
constantly related. It is precisely towards these entities that
companies are interested in strategically managing their own
initiatives and in fact “measurement is functional to the selection
of investments and allocation of resources, to the subsequent
management of the portfolio, to the processes of reporting and
to the internal and external communication of the effectiveness
of their investment models” (Perrini and Vurro, 2013, p 15).
The theme of social impact has finally found its place also in
the language and thought of private enterprises and not only in
non-profit organizations. This is certainly a fundamental step
towards building a society that is increasingly capable of generating value for each individual.
In order to transform intentions into actions, companies and

Vol. 22, No. 183/ August 2021

QUALITY

Access to Success

GENERAL MANAGEMENT

organizations are developing innovative tools with the aim of
generating social impact and assessing their effects. The
measurement methods currently in use are multiple and they
increasingly involve a combination of qualitative and quantitative
approaches. This it is due to the fact that organizations differ as
regarding to size, capacity, activities and focus. Consequently,
there is no single model that is suitable for all of them (Grieco et
al., 2014; Lerro et al., 2016).
The present contribution aims to retrace the different
classifications given by scholars in literature and to use one of
these to list and describe every method included. By analyzing
the literature, we also want to try to summarize the limits that
have been found over time.

3. Method

In the fields of accounting and economic research, there are
different types of revisions (Cooper, 1998; Hopper and Powell,
1985; Webster and Watson, 2002). This study proposes a
fundamentally conceptual descriptive revision (Webster and
Watson, 2002). Fink (2010) proposed four phases for a systematic review, enriching the structure proposed by Tranfield,
Denyer and Smart (2003). In the first phase, research issues are
better defined: “Which methods of social impact assessment
exist?” and “What are the limits that have been found over time
in the application of these methods?” The key words “social
impact”, “social impact assessment method”, “social impact
measurement methods” and “limits of social impact assessment
methods” have been subsequently defined as phrases. As a
matter of fact, these keywords have been selected in order to
restrict the scope of the publications to contributions closely
related to the topic in question. This literature review includes
empirical publications and conceptual/ theoretical publications
References

Year

Clark C., Rosenzweig W., Long D., and Olsen S. (2004).
Double bottom line project report. University of California, 2004
Berkeley.

(Atkinson et al., 1997) in fact, contributions have been sought in
Google Scholar and Google just as suggested by Tranfield et al.
(2003) to consider also non-bibliographic databases. The only
documents that have been selected in order to avoid any prejudice concerning the language were those written in English.
Furthermore, since the aim of the work is to present a complete
picture of the state of the art on the subject, quality criteria (such
as the classification of journals) have not been used for exclusion purposes. Publications which only mentioned the concept
of social impact were excluded, without discussing the methods
of evaluation.
In order to provide a complete overview, the elements of
interest extracted in relation to the different type of classification
methods are classified in the following categories: authors, years,
typology of research, methods of social impact assessment.
Table 1 shows the results of the analysis. In this table we can
see that are included the main studies, starting from a classification of the various known evaluation methods, to then
provide for their analysis.
After analyzing the classifications proposed by these scholars over the years, one of these proposed classifications has
been chosen: in particular, the one of Clark’s et al. (2004),
because in the opinion of the writer are systematically included
all the others. On the basis of Clark’s et al (2004) classification,
all the methods identified in the literature, based on the done
researches, have been reclassified, including these studies that
have analyzed only the limitations of one method of evaluation.
For “models” we mean the tools that companies can use to
measure their social impact. This concept includes both
“framework” and “methods”, the first ones are the qualitative
referential frameworks and the second ones providing quantitative indicators, often based on financial criteria (Zappalà and
Lyons, 2009).

Typology of
the research
Empirical
research

Object
of the study

Social impact

Classification assessment method
Process method, impact method and
monetization method.

Expected return-based methods,
experimental methods, logical methods,
strategic methods, participatory methods
and integrative methods.

Perrini F. and Vurro C. (2013). The evaluation of social
impacts. Approaches and application tools, Egea, Milan.

2013

Theoretical
research

Social impact

Grieco C., Michelini L. and Iasevoli G. (2014). Measuring
Value Creation in Social Enterprises. A Cluster Analysis
of Social Impact Assessment Models, Nonprofit and
Voluntary Sector Quarterly, 44(6): 1173-1193.

2014

Theoretical
research

Social impact

2015

Theoretical
research

Social impact

Output-based methods, positive and
intentional outcome-based methods and
holistic methods.

2015

Theoretical
research

Social impact

Synthetic Measures, Process-Based
Models and Dashboards and Scorecards.

Nicholls A., Nicholls J. E Paton R. (2015). “Measuring
Social Impact”, in Nicholls A., Emerson J., Paton R.
(eds.), Social Finance, Oxford University Press, Oxford.

Bengo I., Arena M., Azzone G. and Calderini M. (2015).
Indicators and metrics for social business: A review of
current approaches, Journal of Social Entrepreneurship,
7(1): 1-24.

4. Results

Table 1. The analyzed literature on the social impact assessment method

The literature shows that there are several studies which
classify the methods of social impact assessment in different
ways.
Clark et al. (2004) distinguishes the methods into three macro
categories:

 Process methods – that identify all variables and factors
leading to the creation of outputs (immediate and
measurable results of the various planned activities) as
well as monitoring the efficiency and effectiveness of
operational processes;
 Impact methods – they identify the outcomes (the set of
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Simple social quantitative, holistic
complex, qualitative screening and
management.
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changes generated on the territory and persons resulting
from the activities carried out) of the project being
analyzed. The result of the measurement is therefore the
identification of the social or environmental impacts of a
number of activities;
 Monetization methods – they assign monetary value to
outcomes, thus attempting to quantify social benefits
(normally devoid of monetary value) and to relate them to
measurable economic indicators.
Perrini and Vurro (2013) propose the distinction between:

 expected return-based methods: they aim to calculate
the expected value expressed, understood as the
increase or percentage decrease of the amount of a
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given investment over a precise period of time;
 experimental methods: aim to identify the effectiveness
of a particular local development program;
 logical methods: trying to assess the impacts of a given
project;
 strategic methods: similar to operational process management methods. It is more properly a tool for analysis,
monitoring and strategic management;
 participatory methods, based on the principle of relevance for stakeholders involved and supplementary
methods, which use advanced methodologies to control
as much as possible the intervention of a plurality of
concomitant factors.

A survey of evaluation methods was done by Grieco et al
(2014), based on a sample of 76 social impact measurement.
The author divided the measurement methods into four
categories: methods based on quantitative indicators (simple
social quantitative); methods characterized by qualitative and
quantitative variables (holistic complex); methods based on
qualitative variables (quality screening); methods that, using
both qualitative and quantitative variables, aim to measure
different types of impact for the management of the organization. Bengo et al. (2015) indicate in their research three types
of models:
 models that guide the construction of a synthetic indicator to measure the creation of social value;
 models that focus on the production process of a service/
social product, articulating the analysis of the performance of enterprises in input-activity-output-out-impact;
 performance indicators such as models to offer a
complete representation of the results of an organization
by size of performance.

Nicholls (2015) divides the existing methods into three
categories: output-based methods (which focus on the context
in which the activities take place and the resulting outputs rather
than outcomes); methods based on positive and intentional
outcomes (which later consider unintentional outcomes); holistic
methods (that link outcomes to activities – causality – and are
characterized by the strong involvement of stakeholders in
measuring and assessing impact).
So far we have highlighted the different classifications of
evaluation methods proposed by some scholars over the years
(Calrk et al., 2004; Perrini and Vurro, 2013; Grieco et al., 2014;
Bengo et al., 2015; Nicholls, 2015). Now, on the basis of the
classification proposed by Clark as the most complete, are analyzed all the methods identified by the analysis of the literature.
In fact, over the time, there have been developed different of
ad hoc measurement approaches and methods for the type of
organization which intended to use them, i.e. on the basis of the
activities, objectives and impact aspects to be measured
(Melloni, 2017; Bellucci et al., 2019).

4.1. Process Methods

By comparing, used inputs, carried out activities and outputs
produced by the company, it’s possible to monitor the efficiency
and effectiveness of the operating processes. The most widely
used process methods are proposed by:

 Best Available Charitable Option (BACO): It is a method that
aims to quantify the company’s actions that have an impact
on the company, related to a given investment (Acumen
Fund, 2007). In this way, it will be possible to compare the
results with some existing alternatives proposed by other
organizations that are dealing with the same issue. The
possibility of comparing investments taking into account also
variables that express the social impact makes the instrument particularly useful for investors. The BACO analyses
three parameters: Leverage, technology and efficiency of the
company (Zamagni et al., 2015). It is an instrument which is
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internationally spread, especially in the United States. From
the point of view of resources, it does not require excessive
effort, as it boasts that it benefits from the livelihood and
scalability of a project.
 Global Reporting Initiative (GRI). The GRI is an organization
that promotes the practice of reporting between companies
in order to improve their transparency. The GRI proposes
guidelines for social and sustainability reports, listing what
indicators are considered as best practices to monitor the
three dimensions of performance (Lamberton, 2005), i.e.
economic, environmental and social. Since the publication of
the 1999 framework, have been followed several updates,
the most recent is that of 2016. In May 2013, the GRI
released the G4 version of its guidelines. It is a version
consisting of two documents called “Reporting principle and
standard disclosure” and “Implementation manual” (GRI,
2013). In October 2016, GRI standards were published,
which will gradually replace the G4 guidelines;
 Impact Reporting and Investment Standards (IRIS). It consists of a catalogue of performance metrics that make it
possible to compile standardized reports with the aim of
increasing transparency, comparability, credibility and reporting capacity in social impact measurement practices.
IRIS provides standard indicators of social, environmental
and financial performance for the definition, monitoring and
reporting of investment capital performance (International
Trade Center, 2011);
 Global Impact Investing Rating System (GIIRS). It is a rating
tool that assigns values to the organizations and it is aimed
at assessing the social as well as environmental impact of
companies and actives investment funds in emerging or
developed markets, in terms of impact. This instrument is
part of the process methods precisely because it considers
impacts on processes and not on financial performance. It
was developed by B Lab that invented a customizable
platform, B Analytics, for measurement, benchmark construction and impact reporting (Works, 2014).

4.2. Impact Methods

The impact methods, unlike the previous ones, identify and
measure both the operating results (output) of an intervention
carried out by the company and the social benefit that derives
from it (outcome) (Ethics, 2016). The result of the measurement
is therefore the identification of the social impacts that the
initiatives bring out (Clark et al., 2004). The most common impact methods are:

 Business Impact Assessment (BIA). This method allows
companies to assess themselves in terms of sustainability
and transparency through the compilation of a questionnaire.
The B lab Institution, by awarding a score, assigns or not the
certification of Benefit-Corporation (Grimes et al., 2018);
 Theory of change. It is a rigorous and participatory model in
which different groups and stakeholders, during the company strategical planning, articulate their long-term objectives
and identify the conditions that should be deployed for these
objectives to be achieved (Kail and Lumley, 2012). The aim
of this model is to plan and evaluate projects that promote
social change through the participation and involvement of
stakeholders.
Unlike other models, this wonders what changes the
company wants to achieve, how and for the benefit of whom,
rather than just focusing on what actions people should take
in order to achieve the organization goals. The two main
strengths are its multidimensionality and flexibility. These
characteristics have allowed it to be adapted to multiple
fields and thus to be used for many purposes (Kail and
Lumley, 2012; Taplin and Clark, 2012);
 Analysis of the counterfactual based on the comparison
between two realities, with similar characteristics, that differ
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in whether or not they have implemented a given project
(Bonaga, 2017; Bellucci et al., 2019);
Miexied-method. This method involves the administration of
qualitative-quantitative research tools for the organization
and its stakeholders (Bonaga, 2017; Bellucci et al., 2019).
The benefit of stakeholder involvement during the evaluation
process can be very burdensome in terms of time and
resources (Venturi, 2017);
Measuring Impact Framework. The World Business Council
for Sustainable Development (WBCSD) has devised this
model with the aim of helping businesses understand the
effect of their social contribution. The application of this
model on long-term investment transactions and decisions
makes possible to obtain social and not only economic information, and to improve more relations with stakeholders.
Phases are planned: definition of the boundaries of analysis,
measurement of direct and indirect impacts, evaluation of
the actual contribution, implementation of response and mitigation actions (Ethics, 2016);
Social Impact Assessment (SIA): It is a method that allows
the updated impact assessment (Esteves et al., 2012). This
method involves three phases: definition of the objective in
terms of the social value of the company, fundamental to the
desired results of the enterprise; quantification of social
value by listing the three main social indicators most closely
related to the social results of normal business operations,
monetization of the social impact value that the company
aims to create over the next 10 years;
Ongoing Assessment of Social Impacts (OASIS): It is a comprehensive and continuous evaluation system (Olsen and
Galimidi, 2008; Bengo et al., 2015). It involves both the
design of an information management system that integrates
with the Agency’s information monitoring practices and
needs, and the implementation of the process to track progress on short- to medium-term results.

4.3. The methods of monetization

Monetization methods assign monetary value to outcomes
and are therefore applied more in business and financial
contexts (Ethics, 2016). These methods are based on monetary
valorisation and they have the important merit of being able to
bring back to a single and shared unit of measurement elements
that are by their nature difficult to measure and quantify (Millar
and Hall, 2013). Each social benefit is assigned to an economic
measure and it is related to measurable economic indicators
(costs and investments). Methods of monetization include:

 Cost benefit analysis (CBA). It is a method of economic
analysis in which the social costs and impacts of an
investment are expressed in monetary terms and then
evaluated and compared by one or more measures:
• Net present value: the aggregate value of all costs,
revenues and social impacts, updated to reflect the same
accounting period. Among the costs related to strategies
with social impact, there are: costs related to current and
non-current operational management; financial costs;
non-operating operating costs; non-monetary costs related to the use of business resources and opportunities
costs;
• Cost-benefit ratio. The discounted value of revenues and
positive impacts divided by the discounted value of costs
and negative impacts) and the internal return rate (the
net value of revenues plus impacts expressed as an
annual percentage return on the total investment cost)
(Clark et al., 2004). Among the benefits deriving from the
implementation of strategies with social impact, there are
those of a tangible and intangible nature. The first ones
are related to the improvement of short-term economic
results such as the increase in revenues and the reduction of costs. The latter are linked to the increase of
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the intellectual capital and to the growth of long-term
performance.
 Social Return on Investment (SROI). The SROI was founded
in the Anglo-Saxon world in the mid-90s by the Roberts
Enterprise Development Fund (REDF) and was tested by the
New Economics Foundation (NEF). It is the final result of the
input-outcome model through which one can communicate
how much economic, social and environmental performance
exists for every euro invested in a project or activity (Manetti,
2014; Buffalo et al., 2017; Bellucci et al., 2019). Applying the
method of calculation of SROI, involves the adoption of a
participatory approach (Manetti, 2014) aimed at the external
and internal stakeholders of the organization, presenting
itself as a useful tool of reflection for the organization and
from whose process it is possible to derive important decisions at the level of programming and control. The SROI
approach is based on seven basic principles (SROI Network,
2012): involving stakeholders; measuring and understanding
positive and negative changes; attributing monetary value to
intangible social changes, including what is relevant, not
overestimating; being transparent and finally verifying the
results by evaluating SROI through a clear, explicit and
accessible process. The SROI calculation procedure provides for the monetary assessment of the costs, benefits and
possible negative consequences of an activity, accompanied
by an account of the project’s effects. The guide issued by
The SROI Network (2012) individuates the phases of SROI
analysis: definition of the scope of measurement in terms of
boundaries, scale and amplitude pursued or to be pursued;
identification of key stakeholders; explanation of the causal
relationships between input-output and outcome; definition
of data collection indicators (KPI) and calculation of SROI.
The SROI ratio is the ratio between the cash flows of discounted social outcomes (discounting indicates the financial
process that makes possible to establish today the present
value of a capital that has, as its natural maturity, a future
date by applying a discount rate) and the value of the
investment. An alternative form of calculation of the net
SROI is obtained by dividing the net present value of social
outcomes by the value of the investment. The basic idea of
SROI is to build not only a metric but also a methodology
used above all for determining the value of the social, economic and environmental outcomes generated by a company.
This company should be able to give its usefulness also for
strategic planning and for investors who have to buy different
investment opportunities and promote the decision-making
process. There are two types of SROI: the evaluative one
and the forecast one. The evaluation consists in a downstream analysis to measure real outcomes already achieved;
the forecast, on the other hand, serves to estimate, upstream, how much social value will be created if the activities
allow to achieve the expected outcomes.

4.4. The limits of application of the methods
of social impact assessment

The analysis of the literature has also focused on the
limitations of these methods previously analysed. Although there
are many reasons for companies to include within their business
models social impact measurement practices, these are no less
than methodological limits and operational barriers that hinder
their diffusion and limit their actual benefits. The process methods have the limit of not providing an absolute measurement
of the desired final benefit (outcome) (Ethics, 2016). In addition,
Clark et al., (2004) argues that such methods require considerable resources for the organization of its own operational
processes and a they also have a great cultural willingness of
embrace the value of responsibility by exercising performance
assessment. The impact method has a high credibility in the
social sciences but at the same time requires a large amount
of resources that could develop it (Bengo et al., 2015). As
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regarding the method of monetization, the critical issues are
related to the high degree of subjectivity in its application and
the need of time and therefore the burdensomeness for smaller
organizations (Socialis, 2017). In relation to advantages and
disadvantages in the application the Social ROI, there are
different studies that focus on Social ROI. Yates and Marra
(2016) identify the main advantages in the application of SROI:
include information on the amount of resources used by the
project and on the society value related to the results achieved
by the project; show a possible net gain of resources resulting
from the operation of the project; represent the value of the
project for the society considered as a whole rather than a
specific stakeholder group. The SROI was born, in economic
and financial terms, as an indicator able to make comparisons
between several projects or between different outcomes within
the same project. Over time, however, it has been criticised for
its complexity, poor standardization and lack of objectivity (Maier
et al., 2015) for the quantification, in economic terms, of nonmonetary aspects and the identification of monetary proxies.
The calculation procedure leaves wide discretion to the
preparers (Maier et al., 2015) and, consequently, criticises the
comparability between the SROI indices of different organizations, as they are built through the use of specific proxy sets of
each company. Ryan and Lyne (2008) in their study, examinated
the application of SROI in seven different companies, pointing
out the impossibility of comparing results by not detecting
standardized indicators used in determining outcomes. Moreover, other experiences have shown that the application of SROI
requires important expertise in cost-benefit analysis, project
assessment, performance measurement and financial analysis
(Yates and Marra, 2016). This requires considerable resources
and expertise to undertake an analysis of SROI (Ardvison et al.,
2013; Millar and Hall, 2013; Cordes, 2017) which raises the
question: “The cost assessments required by SROI are worth
the effort?” (Herman et al., 2009). On the subjectivity of SROI
calculation, Cordes (2017) states that estimates of tangible
benefits and/or costs, in the best possible case, are highly
uncertain. It is difficult to devise quantitative measures of project
results and translate these results into currency (Millar and Hall,
2013; Bottero et al., 2017; Cordes, 2017). The greater limit of
the substantial resources needed to fully implement the process
required by SROI leads companies to use this methodology by
focusing mainly on identifying indicators that can support the
calculation of the ratio, and this seems to preclude an in-depth
understanding of the processes, underlying the measured
impact (Ardvison et al., 2013). As for the problem of uncertainty
in the estimates required by the SROI calculation process, some
authors (Perrini and Vurro, 2013; Cordes, 2017) propose the
introduction of sensitivity analysis with varying degrees of
complexity, with the objective of showing how SROI changes if
are made different assumptions about missing or highly
uncertain benefits or costs. In order to overcome the limit of
comparability, it could be constructed a database of specific
indicators that have been tested and adaptable. In such a way it
could be possible to have a shared track of indicators (Bonaga,
2017). Taking the path of standardization and the creation of a
shared model opens up to numerous opportunities both in the
field of impact measurement and in terms of improving
management (Bellucci et al., 2019), but this is a very difficult
way to undertake, also considering the variability and complexity
of the theme.
A recent study (Ethics, 2016) found that: at national and
international level there is a lack of regulation that does not
facilitate systemic application of evaluation and thus prevents
the spread of a single evaluation model; most of the models plan
a pre-stage subjective assessment; different models, designed
at a theoretical level, create numerous difficulties in the practical
application when the impact has to be translated into synthetic
quantitative indicators; and finally, in the measurement phase,
for the quantification of the impact, necessary data are not always available or identifiable. Montesi (2015) divides theoretical
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limits from operational limits in his writing. The theoretical limits
stem from the “quality nature of the social impact” (Montesi,
2015; p. 11) which entails difficulties in translating social value
into synthetic quantitative indicators. Despite from the assessment adopted, there is a need for a subjective estimation, at
least partly, which implies a simplification of reality. This depends
on the heterogeneity of the objectives and on measurement
systems and, in the end, it is possible to obtain uncomparable
final indices. So, very often, companies do not apply social
impact assessment to their initiatives due to the lack of management awareness or focus on short-term results. The author
also divides the operating limits of existing methods into three
macro categories.
The first category concerns the limit due to lack of culture
and knowledge. The measurement process is, in fact, particularly complex and requires specific skills, that generally are
not present in the company. Another category is related to the
limits due to lack of tangible infrastructure: measurement and
evaluation practices require a database that is very often not
present. The lack of these cost and benefits data, with the
purpose of monetizing social value, generates approximations.
Finally, the last category accepts the limits related to the lack of
incentives and sanctions. Without these elements, is ensured
less transparency of data, so unsatisfactory results will tend to
be covered by positive results. From the guidelines issued a few
years ago by Impronta Etica and the association SCS
Consulting (2016) emerge “recommendations” to properly
manage the process of measuring the social impact adopted by
organisations, regardless of the approach used. First of all, in
order to have a process of measuring the social impact as
efficiently as possible, the company needs to continuously
involve the key stakeholders of the company by implementing
their engagement practices (Owen et al., 2001; Bebbington et
al., 2007). It might be also appropriate that the company invests
resources with the aim of increasing internal professionalism to
carry out informed evaluation. For the purpose of calculating the
impact, an accurate process of selecting indicators is essential,
in order to use those most related to the impact and to the needs
of stakeholders. The main objective then is to allow to build a
control system that integrates the internal perspective with the
external perspective. Finally, the last recommendation suggests
that we should not focus only on numbers, because, although
they make possible the comparison between objectives and
what is measured, they are only the reflections of a much more
complex reality.

5. Conclusion

Because of the regulatory constraints and the market needs,
companies are called to a full communication of the services
considering, in addition to the traditional financial performance,
also social and environmental performance (Engert et al., 2016;
Weerts et al., 2018). The aim is to promote cultural change by
introducing the concept of CSR into the society in order to
integrate the impacts of society into the economic system.
The different methods of measuring social impact have been
validated over time. These methods were classified differently
by the authors (Calrk et al., 2004; Perrini and Vurro, 2013;
Grieco et al., 2014; Bengo et al., 2015; Nicholls, 2015) but a
common line distinguishes itself mainly in:

 Process method: Best available charity option (BACO),
Global Reporting Initiative (GRI), Impact Reporting and
Investment Standards (IRIS), Global Impact Investing
Rating System (GIIRS);
 Impact method: Business Impact Assessment (BIA),
Theory of Change, Counterfactual Analysis, Miexied
Method, Impact Measurement Framework, Social Impact
Assessment (SIA), Permanent Assessment of Social
Impacts (OASIS);
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 Monetization method: Cost-benefit analysis (CBA) and
Social Return on Investment (SROI).

In this analysis, there have been traced he main methods
found in the literature (as referring to the above classification)
with the aim of giving the reader a complete view of the current
situation about the methods of social impact assessment.
As regards the limits of the application of the literature, there
are limits which can be summarized in: dissemination of different
assessment models and strong subjectivity in the evaluation
which do not allow comparability of results (Bellucci et al., 2019;
Ethics, 2016; Maier et al., 2015; Tschopp D., & Nastanski M.,
2014) and difficulties in the practical application and translation
of the impact into quantitative synthetic indicators (Ethics, 2016;
Maier et al., 2015; Millar and Hall, 2013; Bottero et al., 2017;
Cordes, 2017).
This study presents some limitations, typical of literature
reviews. Using exclusively the databases provided by Google
Scholar and Google, this work may not have achieved full
coverage of all empirical articles in the field. In addition, in the
searching phase are used only phrases and keywords mentioned in the search method: no synonyms and related terms are
considered.
A possible future research could analyse which methodologies are used (among those found in this study) by most
companies to measure their social impact. It would be interesting to understand whether companies are more inclined to
describe their social impact than to measure and monetize this
impact by translating it into synthetic indicators.

References

[1] Acumen Fund (2007). The Best Available Charitable Option.
[2] Atkinson, A. A., Balakrishnan, R., Booth, P., Cote, J. M., Groot, T.,
Malmi, T., Roberts, H., Uliana, E., & Wu, A. (1997). New directions
in management accounting research. Journal of management
accounting research, 9. 79-108.
[3] Arvidson M., Lyon F., McKay S. & Moro D. (2013). Valuing the
social? The nature and controversies of measuring social return on
investment (SROI). Voluntary sector review, 4(1). 3-18.
[4] Baskentli, S., Sen, S., Du, S., & Bhattacharya, C. B. (2019).
Consumer reactions to corporate social responsibility: The role of
CSR domains. Journal of Business Research, 95. 502-513.
[5] Bebbington J., Brown J., Frame B. and Thomson I. (2007).
Theorising engagement: The potential of a critical Dialogic
approach. Accounting, Auditing and Accountability Journal, 20(3).
356-381.
[6] Bellucci M., Nitti C., Chimirri C. & Bagnoli L. (2019). Report on the
social impact. Methodologies, indicators and three cases of
experimentation in Tuscany. It’s management control.
[7] Bengo I., Arena M., Azzone G. & Calderini M. (2015). Indicators
and metrics for social business: A review of current approaches.
Journal of Social Entrepreneurship, 7(1). 1-24.
[8] Boccia, F., & Sarno, V. (2013). Consumer Perception and
Corporate Social Responsibility. Quality-Access to Success,
14(132).
[9] Bonaga G. (2017). Impact Assessment: The value of social
enterprises, in A. Matacena, Le cooperatives enterprises “altere”.
Mission, governance, accountability, Franco Angeli, Milan.
[10] Bottero M., Ambrosini G. & Callegari G. (2017). Valuing the impact
of social housing renovation programs: An application of the Social
Return on Investment (SROI). In Appraisal: From Theory to
Practice (pp. 291-302). Springer, Cham.
[11] Buffalo M.V., & Ricciuti E. (2017), Social Impact Assessment (VIS),
between academic debate, regulatory evolution and field
experience. The AVIS SROI.
[12] Chiaf E. (2015). An analysis of social impact indicators. Social
impact indicators identification, Centro Studi Socialis, Brescia.
[13] Clark C., Rosenzweig W., Long D., & Olsen S. (2004). Double
bottom line project report. University of California, Berkeley.
[14] Cooper, H. M. (1998). Synthesizing research: A guide for literature
reviews (Vol. 2). Sage.

QUALITY

Access to Success

Vol. 22, No. 183/ August 2021

[15] Cordes J. J. (2017). Using cost-benefit analysis and social return
on investment to evaluate the impact of social enterprise:
Promises, implementation, and limitations. Evaluation and
Program Planning, 64. 98-104.
[16] Costache, C., Plesea, D., & Buzatu, A. I. (2019). Social
sustainability and the impact in the business development. QualityAccess to Success, 20(S2). 202-207.
[17] EVPA (2013). A practical guide to measuring and managing impact.
[18] Engert S., Rauter R., & Baumgartner R.J. (2016). Exploring the
integration of corporate sustainability into strategic management: a
literature review. Journal of Cleaner production, 112, 2833-2850.
[19] Epstein M.J., & Yuthas K. (2014). Measuring and improving social
impacts: A guide for nonprofits, companies, and impact investors.
Berrett-Koehler Publishers.
[20] Esteves A.M., Franks D., & Vanclay F. (2012). Social impact
assessment: The State of the art. Impact Assessment and Project
Appraisal, 30(1). 34-42.
[21] Ethics I. (2016). Guidelines for the measurement of social impact.
A practical guide for organisations.
[22] Fink, A. (2013). Conducting research literature reviews: From the
Internet to paper. Sage Publications.
[23] Fordham, A. E., Robinson, G. M., & Van Leeuwen, J. (2018).
Developing community based models of Corporate Social
Responsibility. The Extractive Industries and Society, 5(1). 131143.
[24] Friedman M. (2007). The social responsibility of business is to
increase its profits. Corporate ethics and corporate governance.
pp. 173-178. Springer, Berlin, Heidelberg.
[25] Youth E., & Taffari G. (2017). Social impact: legal context and
regulatory developments.
[26] Gray R. (2006). Social, environmental and sustainability reporting
and organizational value creation? Whose value? Whose
creation? Accounting, Auditing and Accountability Journal, 19(6).
793-819.
[27] Grieco C., Michelini L. & Iasevoli G. (2014). Measuring Value
Creation in Social Enterprises. A Cluster Analysis of Social Impact
Assessment Models. Nonprofit and Voluntary Sector Quarterly,
44(6). 1173-1193.
[28] Grimes M.G., Gehman J., & Cao K. (2018). Positively Deviant:
Identity work through B Corporation certification. Journal of
Business Venturing, 33(2). 130-148.
[29] Herman P.M., Avery D.J., Schemp C.S. and Walsh M.E. (2009).
Are cost-inclusive evaluations worth the effort? Evaluation and
Program Planning, 32(1). 55-61.
[30] Hou T.C.T. (2019). The relationship between corporate social
responsibility and sustainable financial performance: Firm level
evidence from Taiwan. Corporate Social Responsibility and
Environmental Management, 26(1). 19-28.
[31] Hopper, T., & Powell, A. (1985). Making sense of research into the
organizational and social aspects of management accounting: A
review of its underlying assumptions. Journal of management
Studies, 22(5). 429-465
[32] International Trade Center (2011). Impact Reporting and
Investment Standards – IRIS.
[33] Kail A., & Lumley T. (2012). Theory of Change. The Beginning of
Making a Difference, New Philanthropy Capital, London.
[34] KPMG (2017). The KPMG Survey of Corporate Responsibility
Reporting 2017.
[35] Lamberton G. (2005). Sustainability accounting – a brief history
and conceptual framework. Accounting Forum, 29(1). 7-26.
[36] Lerro, M., Raimondo, M., & Freda, R. (2016). Determinants of
Corporate Social Responsibility support: A Consumers'
perspective. Quality-Access to Success, 17(S1). 172-180.
[37] Limbu, Y. B., Pham, L., & Mann, M. (2019). Corporate social
responsibility and hospital brand advocacy. International Journal
of Pharmaceutical and Healthcare Marketing, 14(1). 159-174.
[38] Maier F., Schober C., Simsa R. & Millner R. (2015). SROI as a
method for evaluation research: Understanding merits and
limitations, VOLUNTAS: International Journal of Voluntary and
Nonprofit Organisations, 26(5). 1805-1830
[39] Man M., & Bogeanu-Popa M.M. (2020). Impact of Non-Financial
Information on Sustainable Reporting of Organisations’
Performance: Case study on the Companies Listed on the
Bucharest Stock Exchange, Sustainability, 12(6). 2179.

35

GENERAL MANAGEMENT

[40] Manetti G. (2014). The role of blended value accounting in the evaluation of socio-economic impact of social enterprises. VOLUNTAS:
International Journal of Voluntary and Nonprofit Organisations, 25(2). 443-464.
[41] Matacena A. (2012). Accountability in lucrative and social enterprises, towards possible convergence, Online Business Economy, 4. 171-206.
[42] Melloni E. (2017). The social impact assessment: objectives, methods and evolutions. RIV Italian Review of Evaluation.
[43] Millar R. & Hall K. (2013). Social return on investment (SROI) and performance measurement: The opportunities and barriers for social
enterprises in health and social care. Public Management Review, 15(6). 923-941.
[44] Montesi F. (2015). Inside the black box: innovative models of impact assessment for social investment.
[45] Muda, I., Sidauruk, H., Siregar, H. S., Nurzaimah (2018). The Effect of Corporate Social Responsibility on Company's Value with Common
Effects Model (CEM), Fixed Effects Model (FEM) and Random Effects Model (REM) Approaches (Empirical Evidence in Indonesia Stock
Exchange). Quality-Access to Success, 19(165). 79-90.
[46] Nicholls A., Nicholls J. E, & Paton R. (2015). “Measuring Social Impact”, in Nicholls A., Emerson J., Paton R. (eds.), Social Finance, Oxford
University Press, Oxford.
[47] Olsen, S., & Galimidi, B. (2008). Catalog of approaches to impact measurement: assessing social impact in private ventures. The Rockfeller
Foundation.
[48] Oswald A.J., Proto E., & Sgroi D. (2013). Happiness and productivity, CAGE Online Working Paper Series, 108, University of Warwick.
[49] Owen D., Swift T., & Hunt K. (2001). Questioning the role of stakeholder engagement in social and ethical accounting, auditing and reporting,
Accounting Forum, 25(3). 264-282.
[50] Ryan, P. W., & Lyne, I. (2008). Social enterprise and the measurement of social value: methodological issues with the calculation and
application of the social return on investment. Education, Knowledge & Economy, 2(3), 223-237.
[51] SROI Network (2012). A guide to social return on investment.
[52] Taplin D. H., & Clark H. (2012). Theory of change basics: A primer on theory of change. New York: Actknowledge.
[53] Thorne, L., Mahoney, L.S., &, Manetti, G. (2014). Motivations for issuing standalone CSR reports: a survey of Canadian firms. Accounting,
Auditing & Accountability Journal, 27(4). 686-714.
[54] Tomaselli, G., Garg, L., Gupta, V., Xuereb, P. A., & Buttigieg, S. C. (2020). Corporate Social Responsibility Application in the Healthcare Sector:
A Bibliometric Analysis and Synthesis. International Journal of Information Systems and Social Change (IJISSC), 11(1). 11-23.
[55] Tranfield, D., Denyer, D., & Smart, P. (2003). Towards a methodology for developing evidence‐informed management knowledge by means of
systematic review. British journal of management, 14(3). 207-222.
[56] Tschopp D., & Nastanski M. (2014). The harmonisation and convergence of corporate social responsibility reporting standards. Journal of
Business Ethics, 125(1). 147-162.
[57] Venturi P. (2017). Value and potential of social enterprise, plural economies to generate progress and social impact.
[58] Webster, J., & Watson, R. (2002). Analyzing the Past to Prepare for the Future: Writing a Literature Review. MIS Quarterly, 26(2), Xiii-Xxiii.
[59] Weerts K., Vermeulen W., & Witjes S. (2018). On corporate sustainability integration research: Analysing corporate leaders’ experiences and
academic learnings from an organisational culture perspective. Journal of Cleaner Production, 203. 1201-1215.
[60] Works H.G. (2014). Global Impact Investing Rating System.
[61] Yang, Y., Orzes, G., Jia, F., & Chen, L. (2019). Does GRI sustainability reporting pay off? An empirical investigation of publicly listed firms in
China. Business & Society, 1-35.
[62] Yates, B. T., & Marra, M. (2017). Introduction: Social return on investment (SROI). Evaluation and Program Planning, 64, 95-97.
[63] Zamagni S., Venturi P., & Rago S. (2015). Evaluate the social impact. The question of measurement in social enterprises. Social Enterprise,
6. 77-97.
[64] Zappalà, G., & Lyons, M. (2009). Recent approaches to measuring social impact in the Third sector: An overview.
http://dx.doi.org/10.13140/RG.2.2.22056.26887

36

Vol. 22, No. 183/ August 2021

QUALITY

Access to Success

GENERAL MANAGEMENT
Corporate Governance in Various Albanian Companies
Rezart DIBRA 1*, Ylber BEZO 2

1 PhD,

Tirana Business University College, Albania
E-mail: rezartdibra@yahoo.com
2 Assoc. Prof., Tirana Business University College, Albania
E-mail: ybezo@kub.edu.al
* Corresponding author

Abstract

Today the corporate governance is very important the same as the governance of the state. All the company has their
strategy about the corporate governance. In the same time the companies has their code in the field of corporate
governance because the management today has became more responsible.
Corporate governance in Albania is at its beginnings because Albania has a new market economy. Corporate
governance today is very important, as with the government of states. Corporate governance issues have gradually
become important in Albania during the last decade. The corporate governance principles are very important in
maintaining, increasing and optimizing the invested funds, especially for the firms with the initial public offering. The
separation of ownership from control is at the top of corporate governance system and in the same time is the core
of the agency problems facing by the firms (Berle & Means 1932; Jensen & Meckling 1976). Theoretical discussions
and empirical research largely conclude that the problems are strongest influence on systems of corporate
governance, although many other factors affect corporate governance, including legal systems, cultural and religious
traditions, political stability and economic events. It has to be underlined that capital markets are a relatively new
experience for Albania. This paper provides an overview of empirical and theoretical discussions on specific corporate
governance issues in the economic environment in Albania and corporate responsible governance index.
Keywords: corporate governance; private company; corporate investment; ownership.

1. Introduction

Corporate governance is the organizational arrangement by
which a company represents and serves the interests of its
investors. It can encompass anything from company boards to
executive compensation schemes to bankruptcy laws. The need
for such arrangements arises from the structure of companies in
market economies. It is conventional to discuss the need as
arising from the separation of ownership and control characteristic of the modern publicly held corporation in market
economies. There is no single accepted definition of corporate governance. There are substantial differences in definition
according to which country is considered. Policy makers,
practitioners and theorists have adopted the general stance that
corporate governance reform is worth pursuing, supporting such
initiatives as splitting the role of chairman/chief executive,
introducing non executive directors to board, improving investor
relations etc.
Corporate of business is a relatively recent phenomenon,
which has emerged and evolved in response to particular
business needs. In legal terms, a corporation is defined as a
body of persons granted a chapter legally recognizing them as
a separate entity with its own rights, privileges and liabilities (as
distinct from those of its members). Corporate governance in the
business context refers to the systems of rules, practices, and
processes by which companies are governed. Poor corporate
governance is often associated with diffuse ownership, poor
regulatory control, and a legal system that is not able to protect
shareholder rights (Mbaabu, 2010).
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Four characteristics of the corporate form are particularly
attractive for investors: separate legal personality, limited liability of individual investors, transferability of investors shares,
and centralized management.
The Corporate Governance (CG) is one of the most
controversial issues today because it affects how it is managed,
administered and controlled by a private or public corporation. In
Albania a lot of companies have implemented the corporate
standards but in Albania there is a lot to be done in the field of
corporate governance because the state company has not been
listed in the stock exchange yet.
Corporate governance is one of the vital components of
successful businesses, which has been widely used by the
public. All the companies have adopted their strategy to adapt
good corporate governance, concretely best practices. Institutional shareholding and its impact on making financial and
managerial decisions (Rahanama Roudposhti and Aslani,
2008).

2. Methodology

Corporate governance is very important in market economy.
In Albania is at the beginning step. Corporate governance
continues to be a subject of significant market interest in both
transition and developed economies alike, including in Albania.
The global importance of good corporate governance has been
further brought under the spotlight due to some of the more
dramatic financial events of recent years – it is widely
considered that failures in corporate governance at various
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levels were among the key reasons both for the recent collapse
of a number of leading financial institutions, but also for the
financial and economic crises themselves. For this reason, the
importance of corporate governance worldwide will only
continue to grow, in the minds of not only governments and
regulators, but, in particular, of investors and the wider business
community.
The analyses of corporate governance will be made with
some methods. Albania has a new market economy, especially
the corporate governance. Corporate Governance Code for
Unlisted Joint-Stock Companies in Albania focuses on
specificities of corporate governance for unlisted companies.
The corporate governance of listed companies, which in
principle have large number of external minority shareholders
and may be run by professional managers, without significant
ownership stake, tends to focus on ensuring that external
shareholders can exercise effective oversight and control over
management and the board. This paper is based on data
obtained from some companies in Albania, joint stock companies. By title and by law, Albanian corporations are owned
by holders of stock corporate. This ownership entails control
privileges which economists call the residual rights of control:
the right to make any decisions concerning the use of corporate
assets that are not explicit by law or assigned to others by
contract. The data was analyzed using simple descriptive statistics. We have used the SPSS program for analysis of all the
information. Separation of ownership and control in a large stock
corporation would be of no particular consequence if the
interests of owners and managers coincided. In our study we
have used the questionnaires to analyze the corporate governance in Albanian Company. The questionnaires create the
opportunity to collect data only once from the selected group, as
it is difficult to re-enter those who completed the questionnaire
and to collect additional information (Saunders et al. 2009). This
means that the planning of the data to be collected, the way it
will be used for analyzing it and the design of the questionnaire
are critical moments for research. At the same time, we have
calculated CRG index for 76 companies and we have classified
the 10 best companies from 76. It is important to say that 76
percent of businesses that participated in this study have an
activity that lasts more than 10 years in the market. For example, in just 80.3 percent of the largest publicly traded Albania
which have a single large shareholder to begin with, this
shareholder's stock exceeds 25 percent of corporate equity.
In only 1 percent of cases its holdings exceed 75 percent.
Structure is only a means to end rather than an end in itself. The
point of a good structure is that it helps the dynamics of the
business, that is to say, the way in which the people in it relate
to each other in the execution of their responsibilities. It follows
that structure must be appropriate for the size and complexity of
the firm. There are various ways of measuring relative size, such
as by the capital employed or by turnover, or by the number of
employees.

Table 1. The way which companies are established
The table above shows that 80.3% are stock corporation
followed by 8 companies or 10.5% registered as a result of the
transformation of state-owned enterprises into business
organizations and 7 companies or 9.2% are created as a result
of the privatization of state-owned enterprises. This is the
structure of our study specifically for stock companies.
From 76 companies surveyed, 25% (19 companies) of them
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are service activities, the rest are the joint stock companies with
activity in the field of services, production (41%), commerce
(32%), construction (1%), others (1%).

Table 2. Distribution of businesses by level activity (grouping)
The distribution of the questionnaires was as follows: 37
questionnaires in Tirana 48.69%, 23 questionnaires in Durres
30.26%, 6 others are in Korça, Elbasan, Shkodra, Vlora.
From the analyses of corporate governance standards
concretely from the Corporate Governance Code for unlisted
companies only 40% (approximately) of companies has
implemented the corporate governance in their companies, concretely 30 from 76 companies. These companies are in Tirana
and Durres.
Tirana and Durres are cities with higher business activity in
Albania than other cities. In other cities corporate governance is
in its beginnings and there is a lot to do in the future. Concretely
in Elbasan there are 30% of companies that have implemented
corporate governance practices, in Shkodra 10%, in Lezha, 10%
in Fier, 5% in Gjirokaster, 5% in Lushnja.
In Albania, according to the study, all shareholders receive
information about the General Assembly Meeting, from 76
companies 99% responded Yes and only 1% No.
According to the table below, 16 companies or 21.7%
receive the information by mail, 35 companies or 46.1% by
email, 23 companies or 30.3% by phone, 2 companies or 2.6%
by newspaper, Table 3.

Table 3. Method of Notice of General Assembly Meetings
The corporate governance in Albania according to our study
is in its beginnings. There are very few companies that have
adopted the principles of corporate governance. According to
table 4 of our study, 30 companies or 39.5% of them have
expressed in the first steps, 26.3% at low level, 25% at average
level and I have no knowledge 7 companies or 9.2% of them.
In our study, the question about the level of corporate governance is very important. Corporate governance is essential in a
market economy, especially in Albania, because we are in the
first step of market economy.

Table 4. Level of Corporate Governance in Albania

Our methodology for calculating the corporate accountability
index is given below:

 Each value of the indicators gets points 0-100 (0 for
minimum value and 100 for maximum value);
 Normalization is a calculation which realizes the return to
numerical values in the segment [0; 1].
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 Normalization is achieved by applying the following
formula:

Pi = 100 * (Xi - valmin) / (valmax – valmin)

(1)

 Dimensions are added by multiplying the number of
points obtained during normalization by the coefficients
of weights to be measured using the following formula:

Pi/d = Pi * Cd

Ic = (66.7 + 100 + 100 + 100 + 32.5 + 100 + 65) / 7/100 = 80.595

Each of the companies has been identified with its own ID.
The results of the calculations of each index according to the
companies, the names of which for ethical reasons we are not
presenting, we are tabulating according to Table 5.

(2)

where:
Pi/d = points for the indicator after weighting, Pi = points for
the indicator i, Cd = weight coefficient;

Finally:
 The GCR (Corporate Governance Responsibility) index
is finally calculated by adding the points of each subindex, using the following formula (the total index will
have values in the interval 0 and 1).
Finally:
 The GCR index is finally calculated by adding the points
of each sub-index, using the following formula (the total
index will have values in the interval 0 and 1).

About the Corporate Responsible Governance Index
(Company Dimensions) for 76 companies that answered the
questionnaire operating in Albania, we will evaluate the
dimensions (D) of responsible corporate governance, specifically 7 dimensions to see where the companies are located,
dimensions that serve to determine the value of the governance
index of responsible corporate governance index = RCGI for
each company. The components of each dimension are subindices. After identifying the dimensions (D) we will follow for
calculation purposes the steps mentioned in the first chapter and
which have been implemented in the case of calculating the
GCR of developing countries. To calculate the GCR for each
company we followed the sequence of actions mentioned above
in the GCR analysis of developing countries, and the following
formula we explained first:
Ic = (Pi/d1 + Pi/d2 + Pi/d3 + Pi/d4 + Pi/d5 + Pi/d6 + Pi/d7) / 7/100

where Pi/di are the values calculated for each index after the
normalization of the sub-indices by the formula:
Pi = 100 * (Xi - valmin) / (valmax – valmin)

Knowing the answers to the questions we realized the
placement in Excel of weighting coefficients, where for example
the answer Yes is given the value 1, No is given 0, and when
there was N / A, it was characterized for study effect in the area
No Dimensions (D) are added by multiplying the number of
points obtained during normalization by the weight coefficients
to be measured using the following formula:
Pi/d = Pi * Cd

Normalization is a calculation that realizes the return to
numerical values in the segment [0; 1].
Ic = (Pi/d1 + Pi/d2 + Pi/d3 + Pi/d4 + Pi/d5) / 7/100

Let us analyze the calculations of the first and second
company according to the ranking. The calculations are the
same for others too.
At the beginning we follow the first step and the second step
as we explained above by applying the relevant formulas, and
finally the calculation of the index as follows:
Ic = (66.7 + 50 + 50 + 50 + 75+ 0 + 100) / 7/100 = 55.592
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Table 5. Ranking of companies based on GCR index value

Corporate governance is very important today in market
economy. The broad term describes the processes, customs,
policies, laws and institutions that direct the organizations and
corporations in the way they act, administer and control their
operations.
We have in this part 7 indexes which have the respective
sub-indices, therefore we have made the division for number 7.
Dimensions (D) case by case which make up the indices and
these themselves consist of sub-indices:
Dimension 1, D1 – “Shareholders' rights and their equal
treatment”;
Dimension 2, D2 – Investor protection;
Dimension 3, D3 – Internship and dismissal practice;
Dimension 4, D4 – Employer-employee relationship;
Dimension 5, D5 – Ethics of firm behavior;
Dimension 6, D6 – Strategy Attitude;
Dimension 7, D7 – Implementation of internal and external
control systems.

Applying the methodology described above, we have
determined the value of the corporate governance index (RCGI)
for each country where Albania is included. But until we reach
this value we have followed the following path. To assess the
dimensions of responsible corporate governance (D), and to see
where Albania is located, we used the report mentioned above,
The Global Competitiveness Report published by the World
Economic Forum. In this report, each of the selected countries
has a detailed Global Competitiveness Index (GCI). The report
contains the relevant value and ranking.
Despite the efforts made in Albania regarding CG (Corporate
Governance) with drastic changes in legal infrastructure, to the
best of our knowledge, empirical studies regarding CG published are sporadic and it is recognized that there is a lack of
knowledge and recognition of the benefits of implementing the
CG these practices.
The main reasons for this delay are:
1. Among the Southeast European countries, Albania has
the shortest history as a market-oriented economy, with
underdeveloped institutional infrastructure and political
and economic uncertainty.
2. Lack of strong investment groups.
3. Lack of guidelines or codes of good practice (Manual
approval in December 2011).
4. Poor corporate culture and lack of specialists in CC and
managerial labor market.

Improved corporate governance will definitely contribute to
the creation of a better, stronger and more sustainable Albanian
banking system. However, although corporate governance
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principles guided by best practices are globally strong and
important, their implementation in markets such as Albania
presents significant challenges.

3. The analysis of Chi Square

The analysis of chi square is realized by SPSS.
In our study if Sig. < 0.05 and if > 0.05 the variables are
independent.
The independent of variables is very important. The chisquare test of independence determines whether there is an
association between categorical variables. Statistical independence or association between two or more categorical variables
are shown in all the tables below for all the variables of our
study.

Table 6. Chi Square Test
Likelihood Ratio = 5.066. Hi-katror = 0.535 (p = 0.535 > 0.05).

Table 7. Chi Square Test

Table 8. Chi Square Test

4. Conclusion

Ownership structure, once characterized by Berle and
Means (1932) as "dispersed", has in recent times become more
concentrated. Corporate governance reform is vital for developing countries seeking to attract foreign investment and
consequently strengthen their economies. Contracts, corruption,
etc., present a challenge to the functioning of a market economy
as well as to a democratic society. The exercise of shareholder
rights is consistent with the recognition of these rights. There is
a good level of knowledge about the rights of other actors.
However, there is room for improvement and there is a need for
better awareness of other stakeholders and the role they can
play in improving governance and the impact they can have on
enhancing company transparency. Albanian owners are probably not very disposed to share ownership and consequently
control of the company with other persons where one of the
factors is the lack of an active securities market where buyers
'requirements and sellers' offers are harmonized for capital. We
think that for at least the next 10 years, the Albanian market
would find it very difficult to win (give confidence) an Albanian
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stock exchange due to the fact that the country is very small and
has no previous public investment experience Albanian in listed
companies. A real scholarship would give corporate governance
a broad meaning.
In the epilogue of work we emphasize once again the
agency theory as a very important theory in the framework of
corporate governance which is reflected from Nobel Laureate
Jean Tirol (2014), President of the School of Economics of
Toulouse in France, which is focused on the duration of contracts between the public and private sector, highlighting the fact
of difficulties that exist in their concrete modification, as well as
the real risks of collision and uncertainty through regulatory
authorities and corporate companies that need to be regulated
in their activity in these specific markets. According to him,
governments should make every effort to have maximum information on the activity and behavior of these actors in the
market. As an entrepreneur in the field of academics and
innovation research, Tirol emphasizes that: “managing the corporation effectively means that all structures are working well
and therefore the financial result of the company in the market
will be high cost to reduce the quality of services according to
the specifics”.
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Abstract

The purpose of this paper is to understand more clearly how the management of customer relationship is carried out.
Considering that the markets are changing dynamically and products are easily copied by competitors, companies
are increasingly focusing on customer. Today, globally, all businesses, of all industries and sizes, from large
multinational companies to small and private companies, are striving to establish good relationships with their
customers, as well as create loyal customers. Customer-oriented management philosophy is increasingly being used
by companies. The impact of customer relationship management on company performance is an issue that has
received attention recently. Although the international literature on customer relationship management and relevant
strategies is rich, the Albanian literature is very limited. It is particularly limited in terms of using customer relationship
management as a tool to improve company performance. Therefore, this study investigates the impact of internal
environmental factors on the management of customer relations and more specifically in maintaining companycustomer relationship.
Keywords: customer relationship management; marketing performance; financial performance.

1. Introduction

The majority of businesses operate in difficult and highly
competitive environment where consumer demand is constantly
changing, so the manager’s attention is increasingly focused on
attracting and retaining customers. It is precisely this situation
that converges with the marketing concept defined by Kotler as:
meeting consumer needs and desires with higher efficiency than
any other competitor. Marketing represents exactly the tools that
make it possible to meet customer satisfaction and has experienced the highest growth in recent decades. While the
market is fragmented into more heterogeneous segments, more
precise marketing techniques are required. These techniques
establish a dialogue with smaller groups of consumers, and
address nearly all individual needs. This situation, combined by
demo-graphic and lifestyle changes which increased the cost of
data processing and the cost of sale forces, has contributed in
the increase of direct marketing, and the use of Customer
Relationship Management (CRM). Inflation, technology, development of financial markets and many new and tumultuous
events set aside the old rules of Marketing. The market itself felt
the instinctive need to adapt to the economic environment and
did so without waiting for prior legal adjustments. Indeed, the
main reason that explains and forces all these changes is simply
competition. But, not all businesses feel the same way about
competition. That momentum comes when the process is fueled
by several other factors: economic development, market
position, population welfare level, and especially management
foresight. Today, banks and other financial institutions face several challenges including global competition for deposits, loans,
and signature fees; increasing consumer demand; narrowing
profit margins; and the need to be in constant contact with the
novelties in Technology (Gade, 2005).
The focus on CRM increases the skills to more clearly
understand the current needs of customers and also understand
the behaviors of these customers. Such a practice has further
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helped companies to design strategies based on each
customer’s preferences in order to meet their requirements
(Xu, 2002). Information about customers is important for banks,
and intelligent use of such information will establish long-term
bilateral relationship with customers (Crosby, 2002).

2. Literature review

2.1. Customer Relationship Management

The well-known concept "Customer Relationship Management or CRM”, refers to a business strategy with the focus on
customer, a broad process that integrates sales, marketing and
customer services, which creates and adds value for both
business and customer (Gordon, 1988).
Speaking about CRM, and before formulating some
definitions given in the literature reviewed, it is helpful initially to
determine what it is not. It’s not just software or a program that
a company installs to improve its sales. The CRM requires a
change of philosophy within the company and the satisfaction of
customer needs, as the cornerstone of its existence. If a
company wants to be competitive it has to shift its marketing
strategy from the focus to product to customer profitability
management. Products are already easily copied by competitors
and therefore what is needed is focusing on customer
relationship (Gade, 2005).
CRM is a strategy that is based on developing customer
relationship. In recent years, CRM has flourished and now it can
be considered essential for any company that wants to succeed.
The CRM is focused on retaining costumers by collecting data
through phone, e-mail and the Internet. The company can use
this information for specific purposes such as marketing, sales
and after-sales services. The basic philosophy is that everyone
in the company should focus on client. CRM is a comprehensive
approach in the service of customer to identify, access and
create loyal customers over time, through interpersonal
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relationship management system. CRM with its customerfocused philosophy, focusing on the diverse needs of each
client, creates new structures and processes, by changing the
contemporary thinking of business and activities especially in
the service sector (Porter, 1998).
Prior to the arrival of the Internet, the CRM was a specialized
activity only for large enterprises, due to its cost and complexity.
Today, CRM opportunities are offered to all businesses and its
benefits are now affordable for any business operating online,
regardless of its size. The Internet has helped firms and their
clients to make the CRM a reality. There are numerous definitions in the international literature to describe the CRM concept
(Gade, 2005).
In general, in relation to the definition of CRM, it would be
interesting to see how this term was conceived by various scholars chronologically. One of the first references to CRM is that it
is about marketing approaches oriented toward individual customers by creating strong stable relationships (Jackson, 1985).
(Gordon, 1988) has defined CRM as an ongoing process for
creating value for specific customers and taking advantage of
this ongoing and long-term process for parties, the company and
the customer. CRM involves understanding, focusing and
Point of view

managing an ongoing collaboration between the company and
its special customers for creating mutual values.
Gordon (1988) also develops several dimensions of CRM,
which have significant effects on the businesses. Initially, it
refers creation of new value for customers and distribution of
this value to both parties involved. It then refers to recognizing
the critical role of particular customers.
The CRM enables companies that are customer-focused, to
plan and regulate business processes, communication, technology, and human resources, in order to provide value for
customer and create value through it. CRM is an effort of
continuous collaboration between the client and the company
which is transformed in real time.
In addition, Gordon acknowledges that creation of long-term
value for customers is more important than simple transactions,
and therefore strives to build a chain of relationship between
business and its customers, as well as between businesses and
their key partners. The most intense references for CRM began
in 1997, where it is emphasized that CRM is the link between
information technology and marketing strategies, aiming to built
long-term and profitable relationship between the company and
the customer (Gordon, 1988).

Description

Success requirements

Concept

As a strategy

The value of the life period of the
customer with the institution determines
the amount and kind or resources that
the organization can invest in a
relationship.

CRM is the investment of the companies
in the customers who are expected to be
valuable for the institution, and the
reduction of investment in the valueless
customers of the company.

As a philosophy

Customer retention can be better
achieved through focusing on
establishing relationships and
maintaining them.

The institution should assess its
relationship with the customer
continuously. It should assign priorities
in dealing with him/her on basis of the
quantitative profitability during the life
period of the customer.

The company should possess a group
Profitable and long-term relationships
of tangible and intangible resources,
only arise when the companies are able
which the company uses to flexibly
to customize its behavior continuously
remodel its behavior towards the
towards every customer.
customer continuously.

CRM means the desire and ability of the
institution to customers behavior towards
every customer, on the basis of the
information the customer tells and what
the institution knows about that customer.

As a process

As an ability

As a technology

CRM is creating and enhancing the
Improving the relationships between the The institution should have the ability
engagement and relationships with the
seller and the buyer; this relationships
to discover the customer's desires and
external parties, specially the agents and
must be strong and endurable.
to respond to them.
end-consumers.

Knowledge management and reaction
represent the main resources that the
institution needs to establish profitable
and long-term relationships with the
customer.

The customer should be the focus of
the attention of the institution, which
should be oriented towards
understanding the changeable needs
of the customer.

The institution should be directed with
the functional method, and also the
user's acceptance of the technology
applied by the institution in order to
establish the customer's knowledge
and reaction management.

CRM is not a temporary project, but a
work philosophy, which aims at putting
the customer in the focus of the attention
of the organization.

CRM is the technology used to integrate
sales systems, marketing systems and
information systems to establish
relationships with customers.

Table 1. The most important concepts of CRM

Source: Hisham, Sayed Soliman (2011). Customer Relationship Management and its Relationship to the Marketing Performance,
International Journal of Business and Social Sciences, Vol. 2, No.10, June, p.168.

2.2. Customer Relationship Management
Strategies

From the definitions presented above it was clearly defined
what CRM means. Firstly, the relationship between CRM and
sales was revealed. The change in philosophy within any
company significantly affects the function of sales, as CRM is
about the company’s relationships with its important customers,
and sales in some way reflect the quality and importance of
those relationships. The definitions listed above contain some
common basic principles, such as customer relationship,
customer relationship management, customer retention, and
personalization according to each client's needs. Below are
briefly presented the main features of CRM through several
theoretical models of different authors (Porter, 1998).
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Figure 1.
CRM implementation model
by Sin et al. 2003

Figure 2.
CRM implementation model
by Sin et al. 2003
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2.3. Customer knowledge management model

Many authors consider that CRM and knowledge management are the approaches to which resources and efforts are

dedicated. So, the business based on these two elements will
provide a competitive advantage, and when they manage to
unite them at the procedural level, the benefit will be for both the
company and the client.

Figure 3. Customer Knowledge Management model by Gebert et al. (2003)
The figure above shows the basic elements included in this
theory. The basic features of the model are:

1) Emphasize the importance of marketing, sales and service as primary business functions;
2) Campaign management is the basic marketing process
during which the relationship marketing ideas are
implemented;
3) Management of "VIP" customer’s constitutes the foundation, identification and prioritization of contacts with
potential customers;
4) Supply management is the main sales process. Its
purpose is to create sustainable and personalized offers
that will meet all requirements;
5) Contract management is the process of creating and
maintaining contracts for the provision of products or
services;
6) Complaints management, and customer dissatisfaction
is considered, processed and transferred to business;
7) Service management is planning, implementation and
control of service delivery;
8) CRM requires activities for the design of interfaces with
customers, on the matters of interaction with them.
These activities are: interactive management, channel
management and opportunity management;
9) CRM and knowledge management have the potential for
significant collaboration and cooperation, as knowledge
management can act as a service feeder for CRM,
resulting in mutual benefit for both approaches.

2.4. A Framework for Customer Relationship
Management

The main question arising from this model is what companies need to know about their customers and how this
information can be used for the development of integrated CRM
activities. Given the above question, a model for CRM is
proposed which consists of seven key elements presented in the
following figure: Development of a database containing customer activities:
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 Database analysis;
 Based on this analysis, decisions has to be made on the
customers selected;
 Tools for target customers;

 Ways to build customer relationship;
 Terms of privacy;
 Measures to assess the success of the CRM program.

Figure 4. Model proposed by Winer (2001)

2.5. Development Strategies
for Competitive Advantage

During development of many theoretical models (Gebert et
al. 2003), it is mentioned that companies began to pay more
attention to CRM when they realized that this organization
manner could give them the opportunity to create a competitive
advantage and positively affect their performance and profitability. It would be of interest, to present strategies for creating
competitive advantage, and in particular the factors that refer to
the knowledge which constitutes the basic element of research
model.
The concept of competitive advantage is one of the most
common in the business strategy literature and many researchers got involved (Porter, 1998). Competitive advantage is
the result of strategies adopted by a company that aims to add
value to its customers. More specifically, a company has a
competitive advantage when the profit rate is higher than the
average percentage of businesses in the sector where the
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company operates, and has a constant competitive advantage
when manages to maintain this profit rate for a longer period
(Porter, 1998). When the customers value company products
and services, which exceeds their production cost, than the
company has fulfilled the basic conditions to secure a competitive advantage over its competitors (Porter, 1998).
Today, in a competitive environment, businesses are facing
many challenges, characterized by constant changes in technology, market forces as well as globalization process. So, the
companies in order to be able to manage with the contemporary
environment and achieve a competitive advantage, has to
constantly redefine their products and services and reorganize
processes and strategies. The strategies through which they
can create competitive advantages are as follows:
a)
b)
c)
d)

Knowledge Management;
Organizational learning;
Performance measurement indicator systems;
E-business.

In this thesis, only the first elements that are more in line with
the concept of CRM will be analyzed, but also with the research
model in the following chapter.

2.6. Knowledge Management

Defining the concept of Knowledge Management is difficult
as different perspectives can bring different dimensions. The
term “Knowledge Management” seems to have originated in the
mid-1970s. Nicholas Henry (1974) uses ‘knowledge management’ in a manner that resembles our current understanding of
the expression. More broadly defined “Knowledge management
is the process through which organizations extract value from
their intellectual assets”. Adopting this trust to the KN, another
more appropriate definition is given “Knowledge Management
refers to the critical issues such as organizational adaptation,
survival and competence in relation to increased environmental
change. Essentially, it embodies organizational processes that
seek synergic combination of data and information processing
capacity, information technologies, and the creative and
innovative capacity of human beings” (Meyer, 2005).
Initially, it would be good to define the concept of knowledge
management in relation with the business. It is the expertise,
experience, awareness, and skills that enable business executives to more easily accomplish their tasks, make faster
decisions, and produce new skills (Gorelick et al., 2005).
KM is planning, organizing, motivating, and controlling people,
processes, and systems from one organization, to ensure that
its knowledge-related assets are effectively improved (King,
2012). KM requires a mix of business awareness, creative
attitudes and practices, systems, tools, policies, and procedures
(Lehaney, 2004).
In this regard, we can say that KN can effectively help an
organization to succeed in building better relationships with
customers, and have a positive impact on the performance of
the organization.
Yim et al., (2005) thinks that we should take into consideration that the success of relationship management is heavily
dependent on collecting and analyzing customer’s information,
as such information is used to develop highly personalized
offerings (Sigala, 2005). KM is a process that helps organizations to identify, select, organize, disseminate, and transfer
important information and expertise, as part of the organizational memory, usually found in an unstructured way.
This knowledge structure enables effective and efficient
problem solving, dynamic, strategic learning, planning, and
decision making. Knowledge management initiatives focus on
identifying knowledge, dispersing them formally, and increasing
their value by reusing.
Through an organizational support climate and modern information technology, an organization can bring all its
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organizational memory and knowledge to touch upon problems
at anytime and anywhere. For an organizational success, knowledge, as a form of capital, must be interchangeable between
persons and increase continuously. Knowledge of how problems
are solved can be grasped, so knowledge management can
foster organizational learning, leading to creation of further
knowledge (Lehaney, 2004).
With regard to the KM term, it is used to describe the
administrative practices related to creation, edition and dissemination of knowledge and expertise. A short and concise term
definition represents ‘any process or practice of creating,
acquiring, capturing, hiring and utilizing knowledge, in order to
enhance learning and performance in the organization.
Furthermore, knowledge management can be defined as the
management of organization information resources, and
providing this knowledge to as many employees as possible, in
order to encourage better and more sustainable decision (Probst
et al., 2000).
The term knowledge cannot exist without information and
experience. With the right information, executives can engage in
delicate actions and support business processes and administrative decisions, and thus attract profitable customers.
Below are listed four main types of knowledge management
procedures, which show that knowledge management constitutes a complex process:
a) Procedures followed by the company aiming to create,
acquire and use important competitive knowledge to
ensure the leading position in the market;
b) Daily knowledge management processes, in order for the
business to function faster and more efficiently, ie to
produce and distribute quality products and services for
customer higher satisfaction with fewer efforts (Lehaney,
2004);
c) Processes for creation of knowledge in order to enable
the company to use innovation and experiences and
seek new opportunities;
d) Procedures that provide a clear picture of the knowledge
priorities for the business (Winer, 2001).

In conclusion, knowledge management is a business process that can determine important knowledge and create a
system for collecting and managing best practices and the right
information, by enabling managers to share their operational
experiences and create new knowledge.

2.7. Organizational learning

Businesses often, through reorganization of strategy and
offering of new opportunities, manage to reinforce their performance and develop further (Guth and Ginsberg, 1990).
Organizational learning can increase a company’s ability to
identify opportunities and use them to effectively pursue into
new business activities (Davis and Botkin, 1994). Organizational
learning as a factor for achieving competitive advantages is
emphasized as a source for creation of knowledge and learning,
as a unique, inimitable and endless resource-based theory.
Organizational learning is seen as a key factor in gaining
competitive stable advantage and good performance (Martinez
Costa and Jimenez-Jimenez, 2009).
Organizations that embrace strategies consistent with
learning organization have the opportunity to achieve higher
performance (Ellinger et al., 2002; Calantone et al., 2002). The
figure 5 shows Huber's organizational learning model (1991).
Organizational learning is defined as the process where
organization’s members actively use data to guide behavior in a
way to promote the ongoing adapting organization process
Figure 5. Organizational Learning Stages, Huber 1991
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(Edmondson and Moingeon, 1998). It is a process that requires
individual knowledge, and supports the suitability of the
company, as a key feature in applying CRM philosophy.
Furthermore, organizational learning is known as a critical
component for development and innovation of new products and
services, and it is recommended that before the company
manages to improve innovative behavior and relationship with
the customers, it should analyze its current organizational
learning (Saban et al., 2000). Organizational learning is associated with an interesting concept that is related to the idea
of strategy, since the process of creation of knowledge can
produce unique organizational skills, but also potential sources
of competitive advantage and retaining important customers. All
these are presented in another equivalent theoretical model
through which it is clearly reflected the central role of knowledge
dissemination concept in the organizational learning. The purpose of knowledge management is to accurately and promptly
take decisions, as a very important element in customer
relationship management. Below are briefly presented the four
knowledge stages in order to function efficiently during the CRM
process:

a) Identification and development of knowledge:
At this stage the client and his importance are identified
as well as the knowledge needed to have a successful
completion of CRM functions. Knowledge development is
the result of observing important customer patterns and
the actions of competitors;
b) Codification and knowledge retention:
At this stage the knowledge developed in the first step
are transformed into a format that can be read, stored
and incorporated into technology;
c) Knowledge dissemination phase:
This step consists of dissemination of knowledge throughout the company and using them in cases where a
hypothetical scenario appears with specific requirements
in terms of knowledge elements;
d) Knowledge use and feedback process:
During this phase, knowledge is identified and used, needed to solve a real problem. Using this knowledge in
solving problems can generate additional knowledge,
which can be stored and used in the future. The company
can provide feedback on the quality of stored knowledge,
and note the degree of difficulty for recovering this knowledge’s. At the same time it can present new types of
knowledge required, depending on the needs of the
company (Bose and Sugumaran, 2003).

The current application of CRM philosophy is possible only
through the use of knowledge management processes, which
are based on processes that focus on the client, and enables
businesses to improve their performance on key issues such as
customer satisfaction, loyalty and their profitability (Winer,
2001). These procedures will enable companies to meet the
needs of the target customers, based on the knowledge
collected, and not on collective conclusions about the customer
majority characteristics

3. Methodology

The methodology of this paper also relies on direct market
research, in addition to the theoretical approach based on the
study of literature, scientific papers and other relevant sources.
Efforts have been made to reach a representative sample of the
target population by contacting individuals and respondents
(Bryman 2004), which may be a “primary data collection
method, based on communication, with representative sample
of individuals” (Zikmund 1997 p. 202). The sample was selected
within the service sector (banking sector and specifically in the
bank branches selected in Prishtina). Selection of this industry
is due to the role, importance and weight it has in the service
sector and in the national market. In this research study, the
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main sample framework consists of a total of 27 bank branches
operating in the city of Prishtina, whose names were taken from
the Bank of Kosovo.

4. Results

The purpose of this paper is to reveal the factors that can
affect to maintain relationship
between the company and client and the impact of the latter
on the performance of bank. In order to achieve this goal, the
connection between environmental factors, maintaining companycustomer relations and bank performance were tested.
The focus of the information collected with the surveyed
individuals was on the number of employees working in the bank
branches selected for the study, employees working years, and
operations of these bank branches since their establishment.
The processed results showed that: 2.04% of bank branches
selected have up to 5 employees, 30.6% of them have 5-9
employees, 42.8% between 10- 20 employees and 24.5% have
more than 20 employees. With regard to the employees working
years, the results showed that 30.6% of them have less than 5
years of work in these banks, 57.14% between 5-10 years,
8.16% between 11-15 years, and 4.08% of them have more than
15 years. Referring to the operation of these bank branches
since their establishment, 32.65% were established between the
years 1990-2000, and 67.35% of them were established after
the year 2000.
Based on the research results, it would be appropriate to
conduct a further analysis of the general remarks and comments
regarding the progress of this research. Initially, it would be
reasonable to emphasize once again the main purpose of this
thesis. The reason for the development of the relevant model
was to illustrate and prove whether and to what extent some
internal environment factors of the company can affect the CRM
processes, respectively in maintaining the company-customer
relationship, and how CRM affects the company's performance
on both blocs’ economy and marketing. At the same time are
presented the basic elements of CRM practices and the intensity
they are used from the bank branches included in the study. In
the context of the internal environment, there are four research
hypotheses that need to be examined to identify the important
factors that influence the preservation of company-customer
relations in the bank branches included in the study.
The research findings showed that banks included in the
survey apply at a satisfactory level strategic methods related to
CRM, ranking their customers at the center of their business
processes. The findings also showed that companies make
huge investments in relation to their customer by creating longterm relationship, and at the same time integrating the clientcentric approach into the culture and structure of the company.
In the majority of the banks surveyed, there was a great
interest from managers for creative application of customeroriented activities, a fact that was evidenced, through the
investment made to promote innovations in CRM and to
systematically organize the process of organizational learning in
terms of market data and developments.
On the other hand, in some cases, incomplete CRM
processes were observed in several phases, respectively in
relation to the organization and integration of CRM within
business operations.
The banks surveyed were still at an early stage in terms of
CRM and the success in this direction, so as a result, increase
of investment for a significant growth should be projected.

5. Conclusions

In order for a company to achieve the desired results in
relation to CRM, organizational and economical environment
factors must be strengthened. For this reason, the company
should seek to create an organizational culture and structure,
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which places the customer at the center of business processes,
and consider the value of customers and their satisfaction at the
top of their activities, and not just use individual tactics in relation
to customer.
Therefore, it is very important for managers to emphasize
the various CRM processes and activities in banks. The bank
managers needs to understand who are the potential valuable
customers, what kind of services and products they need, why
the customer is connected with competitors, how they can keep
customers, and how they can attract valuable customers to

increase their performance. They should also seek to build a
long-term relationship with their current customers, convince
them to use banking services, take customer complaints and
solve their problems as soon as possible, and make customers
think constantly about products or services they offer.
Through improvement of these systems, the relationship
between the CRM and performance can be improved as well.
Without understanding this, it is difficult for a bank to determine
its specific activities around CRM, which can likely lead to a
different broader measured performances.
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Abstract

Human resource management is an important part of an organization. Since the early 1980s, human resource
management has been defined as a process that includes all decisions and activities that affect the nature of the
relationship between the organization and its employees (Beer et al., 1992). Over several decades, the field of human
resource management (HRM) has attracted a great deal of attention among various disciplines because of its
contribution and impact on issues within organizations. The concept of human resources and their management has
evolved in recent years. Until a few years ago it was considered an innovation, today the treatment and management
of human resources remains a sharp issue in organizations, whether private or public, because HRM practices are
considered as among the most important competitive advantages of the organization. The level of HRM impact on
organizational performance has been identified as a major research issue in the field of personnel / HRM (Becker, B.,
& Gerhart, B., 1996). As the first research results in this regard show that some human resource practices can have
a positive effect on organizational performance, human resources (HR) are considered as the most valuable asset in
an organization (Pfeffer, J., 1998).
In this period human resource management was presented in four different ways. First, as a radically new approach
to managing people, breaking away from the traditional personnel management approach, emphasizing technical
skills and functions such as recruitment and selection, training, payroll management, and employee relations (Storey,
J., 1989).
In this study, we will theoretically analyze and prove in practice the impact of human resource management practices
on the performance of the public organization. Therefore, the main focus of this study is the selection of a set of HR
practices that are supposed to have a major impact on the performance of public administration and in particular the
Albanian Customs Administration has been studied considering the role and importance of its maintenance and
improvement of financial and economic indicators for our country. Due to the direct impact that the customs
administration has on the performance of the Albanian economy and since the well-functioning or performance of this
administration is often parallel to the functioning of the state, it explains the reason for its selection in this study.
Keywords: human resources; human resource management; organizational performance; HRM practices; performance
evaluation.

1. Introduction

The evolution of human resource management concepts,
including "human capital theory", can be found in the literature
since the 1970s, but the modern HRM perspective gained
importance in 1981 with its introduction to prestigious MBA
courses at the University of Harvard in the United States. These
ideas then spread to the 1980s – '90s to other countries,
particularly Australia, New Zealand, northern Europe –
especially the United Kingdom, Ireland and Scandinavia – and
also to Southeast Asia and South Africa. Today, the HRM
approach is influential in many parts of the world.
Managerialism according to a new model of public
management involves the application of physical, financial and
human resources to achieve the objectives of good governance.
The rhetoric of the new public management is defined as the “art
of private sector management” which extends to the public
sector (Gray, A., & Jenkins, B., 1995). So, the new orientation of
public management and borrowing forms of the private sector
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should also affect the style of human resource management in
public organizations.

2. Literature review

The notion of "Human Resource Management" has its
origins in the US in the 1980s in some authors who embraced a
different approach to managing people, based on new
assumptions about employees, the changing nature of work,
and the best way to maximize the organization’s human
resource potential. Human resource management is defined as
a strategic and coherent approach to managing an organization's most valuable asset – the people it employs in whom it
individually and collectively contributes to the achievement of its
objectives. HRM can be considered as a set of interrelated
policies through ideological and philosophical support (Storey,
J., 1989).
According to these authors, good HR management is a
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feature of organizations with a vision, which want to invest and
develop their employees, as well as aim to establish good
employment relationships in order to encourage employees to
maximize the expected results (Beer M., et al., 1985). The
understanding of human resources changed over the years as
the concept of organizations expanded and employees began to
be treated more as human beings rather than as living materials
or organizational systems.
Human resources began to be seen as flexible and dynamic,
so organizations began to look for different ways in order to
motivate them and increase performance this led to increased
research in the field of human resources and recently taken
information and from the sciences of psychology, economics,
and political economy (Fisher D., 1989).

3. Statistical analysis of the collected data

To discuss statistical analysis, we must first make a clear
and distinct classification of variables as well as define the
appropriate statistical analysis for each level of measurement of
variables.

3.1. Econometric models

The general hypothesis of the study is constructed to verify
the cause-and-effect relationship between human resource
practices and the performance of the public organization
focusing on the Albanian customs administration. However, the
verification of this hypothesis will be realized by considering one
by one the human resource practices that we have considered
in this study in relation to their impact on the performance of the
organization. Thus, the operational hypotheses of the study
relate to the detailing of human resource management practices
and the verification of the impact that these grouped practices
have on the performance of the customs administration.
The selection in the study of this econometric model for the
analysis of results and testing of hypotheses has come as a
result of research of many studies that have a similar object of
study and the same methodology in the collection of primary
data. The method of data collection through the questionnaire
has its pros and cons in terms of the level of reliability and
consistency of the data at different times. For this reason, the
selection of the study sample was done in order for them to be
significant and as representative as possible for the entire
population taken in the study.
The econometric model selected for hypothesis testing is
simple linear regression, the statistical program for data
processing is SPSS / EFA, and to conduct this study 206
observations were made, in the form of interviews between the
design and distribution of the questionnaire.
The transform of group variables (4 + 4) gives us the
possibility that for example the variable B-recruitment that has
four indicators to be presented to us only in a column of
collapsed values.
There are two theoretical ways in which variables collapse:
1) Drawing from several columns of questions a column
with average values which takes into account the same
weight of each factor; or
2) Using SPSS / EFA through scoring using the regression
method.

The estimation method through SPSS / EFA has enabled us
to produce in addition to the collapse of the indicators of a
variable in a column of values and their transformation into
continuous values which produces two advantages:

1) Consider the weight of each indicator within the variable
to explain it by increasing the reliability of the test;
2) Creates the ability to use linear regression in our further
analysis.
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Regression analysis is a statistical procedure that can be
employed to express the relationship between variables by
means of a mathematical equation. Consistent with regression
terminology, the variable predicted by the equation is called the
dependent variable (Y), while the variable or variables used to
predict the value of the dependent variable are called the independent variables (X) (Statistics, 2005). Regression analysis
is a way to predict the outcome of a dependent variable through
an independent variable (simple regression) or through several
independent variables (multiple regressions). This method is
incredibly useful because it allows us to go one step further from
the data we have collected (Field, A., 2009).
Linear regression serves to model the relationship between
the dependent variable Y and one or more independent explanatory variables x. The case of an independent variable is
called simple linear regression. For more than one explanatory
variable, the process is called multiple linear regressions. The
variable or variables used to predict the value of the dependent
variable are called independent variables. The general form of
simple linear regression is:
Y= b0 + b1x

Where b0 – the intersection with the ordinate axis, b1 – the
angular coefficient, while Y – the value of the dependent
variable. These parameters, b1 and b0 are known as regression
coefficients. The line equation found by the least squares
method is an estimate of the line, or of the real regression
equation. The estimate for the linear regression equation has
the above form. To interpret the model of theoretical conceptual
relationships of the study according to the linear regression
model we will first make the division of dependent and independent variables. In this econometric model human resource
management practices are independent variables and are symbolically marked as: Xrk – Recruitment, Xtr – Training, Xm –
Motivation, Xsp – Job Security, Xvp – Performance evaluation,
Xpp – Job description, Xmk – Career opportunities, Xsh –
Reward. In this case, between HRM practices, the behavior of
human resource performance should be explained. So the
equation turns out to have 9 variables where one is dependent
and 8 independent, as follows:
Ypop = b0 + b1Xrk + b2Xtr + b3Xm + b4Xsp + b5Xvp + b6Xpp + b7Xmk
+ b8Xsh

HRM Practices – (Xrk – Recruitment, Xtr – Training, Xm –
Motivation, Xsp – Job safety, Xvp – Performance appraisal, Xpp –
Job description, Xmk – Career opportunities, Xsh – Reward)
Ypop – Public Organization Performance (POP)

In this study we will investigate the relationship between
these variables through the econometric model of simple linear
regression according to the least squares method that analyzes
the relationship between the variable whose behavior we want
to explain with the variable we think as related to the variable we
want to predict .
The econometric model selected in terms of data processing
as well as verification of hypotheses and research questions in
this study has been made as a result of browsing the literature
and studies by some authors who in their research have had a
study object similar to our study.
In statistics, the coefficient of determination is denoted R2
and indicates how the data fit into a statistical model. Thus, the
correlation coefficient, r measures the force of the linear relation
that exists within a test of n two-variable data. So how well does
this equation obtained from data analysis fit the real data.
Therefore, in simple regression we can take the square root of
this value to provide Pearson's correlation coefficient. As such,
the correlation coefficient gives us a good estimate regarding
the overall capability of the regression model and R2 provides
us with a good measure of the substantial magnitude of this
relationship (Field, A., 2009).
After doing the regression we obtain the following table:
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3.2. Model results

As mentioned above, the correlation coefficient, R measures
the strength of the linear relation that exists within a test of n
two-variable data. So how well does this equation obtained from
data analysis fit the real data. As such, the correlation coefficient
gives us a good estimate regarding the overall capability of the
regression model and R2 provides us with a good measure of
the substantial magnitude of this relationship (Field, A., 2009).
This coefficient is used for hypothesis testing, and ranges from
0 to 1 (r varies from -1 and 1).
To analyze the impact of the weight of each human resource
practice variable on the performance of the organization we
estimate the R Square & Adjusted R Square coefficient. In our
case we have an R2, with a value of 0.379 which means that the
model used explains about 40% of the variation with a significance level of 0.000 (p < 0.001), which shows a good
relationship between the dependent variables x and the
independent y. Specifically, there is a good relationship between
dependent variables, i.e. human resource management practices in the customs administration (Xrk – Recruitment, Xtr –
Training, Xm – Motivation, Xsp – Job security, Xvp – Performance
evaluation, Xpp – Description of work, Xmk – Career opportunities, Xsh – Reward) and dependent variable, organizational
performance, Ypop. This is indicated by the value of R2 (0.404)
which is between 0 and 1.
Correlation coefficient which takes values [-1; 1], where +1
means that the relationship is very strong and in a positive
direction, so as one variable increases, so does the other variable. Conversely a negative value means that the relationship
is in the opposite direction, so as one variable increases the
other variable decreases and if the value of the correlation
coefficient is 0, we say that there is no correlation / relationship
between these variables (no there is a connection). From this
analysis, our correlation value (0.379) indicates that the
indicators under consideration are correlated with each other
and are therefore dependent.
So, in this case we can conclude that we have confirmation

The table shows that the regression model predicts the
dependent variable significantly. In our case the value of F is
16.1 (> 1) which indicates how much the model has improved
the prediction of the result compared to the level of accuracy of
the model. In short, a good model should have a large value F.
This is shown in the statistical significance of the regression
model that was applied where p < 0.0005 value which is more
than < 0.05, which shows that in general, statistically the model
of regression significantly predicts the outcome of the dependent variable, organizational performance. (i.e., it is a good fit for
the data).
ANOVA tells us that in general, statistically the regression
model significantly predicts the outcome of the dependent va-
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of the hypothesis raised for this part of the study. Concretely:

 Hypothesis 1: HRM practices are perceived as important
in explaining the performance of the Albanian customs
administration.
Thus, HRM practices are perceived as important in explaining the performance of the Albanian customs administration
that in our case the value of correlation 0.404 shows that the
correlation between the variables is moderately good, otherwise
if we had a negative value we would have a correlation of weak
between them. The value of R2 is 0.379 tells us that human
resource management practices can account for 37.9% of the
variation in organizational performance.
The Durbin-Watson test results in a value of 2.054 out of
approximately 2 which is also the theoretical condition, which
means that it is an acceptable value. So, the model is important
because in our case the value of statistical significance
(significance) is 0.000 (p < 0.001) and the degree of freedom df
(freedom degree) is df1 = 8 and df2 = 191. However, analysis of
the value of F is also important, which shows how much the
model has improved the prediction of the result compared to the
level of accuracy of the model. In short, a good model must have
a large value F (Field, A., 2009).
The rest of the results analysis (SPSS) is the ANOVA test.
Analysis of variance (ANOVA) is a collection of statistical models
used to analyze differences between groups. In its simplest
form, ANOVA provides a statistical test of several equal groups,
and therefore generalizes the t-test to a maximum of two
groups. ANOVA is used in comparison (testing) of three or more
groups or variables to measure statistical significance. The
summary table shows the variable sums of squares as well as
the coefficients of freedom that accompany each of them. The
most important element of the table is the value of F which
shows how much the model has improved the prediction of the
result compared to the level of accuracy of the model. In short,
a good model should have a large value F (Field, A., 2009).
In our case, the ANOVA Table, which reports how well the
regression equation fits the data (i.e., predicts the dependent
variable) is presented below:

riable, organizational performance. (i.e., it is a good fit for the
data). However, ANOVA does not tell us about the individual
contribution of the independent variables of our study model.
This analysis is related to the verification of the operational
hypotheses that we raised earlier:
 Hypothesis 2: The HR-YES relationship is verifiable and
what are the practices that most influence this relationship.
H2.a: perceptions on recruitment have a positive impact on
YES
H2.b: perceptions on Career opportunity have a positive
impact on YES
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H2.c: perceptions on job security have a positive impact on
YES
H2.d: perceptions on motivation have a positive impact on
YES
H2.e: perceptions on training have a positive impact on YES
H2.f: perceptions on cont of labor have a positive impact on
YES
H2.g: Perceptions about reward have a positive impact on
YES

H2.i: perceptions on the process of performance evaluation
have a positive impact on YES
Below, the Coefficients Table provides the information
needed to predict performance from the 8 independent variables
of the study model, such as: recruitment, career opportunities,
job security, motivation, training, job description, reward and
evaluation performance determine whether they contribute statistically significantly to the study model (looking at the column
"Sig.").

This table provides us with elements of the model parameters (beta value) and the significance of these values. As we
saw above in the regression equation Y = b0 + b1x, b0 is the
point of intersection with the ordinate axis Y and this is the
constant value of B and from the table it turns out that the value
of b0 is 1.954. Here we can also read the values of b1 that
represent the angle of inclination of the regression line showing
the change in the result for each unit of change of the dependent
variable. In the case of the recruitment variable the value of b1
is 0.038 (if recruitment increases by 1) our model predicts that
performance will increase by a value of 0.038.
In this case it would be enough to substitute X and Y with the
names and values of the variables and only for the recruitment
variable we would have the equation:

the study model, the performance of the organization. In our
case, recruitment does not have a significant contribution and is
not significant (p = 0.531 > 0.05) for the study model and does
not regressively affect the performance of the organization in the
customs administration. So, from the analysis we can conclude
that the hypothesis:
H2.a crashes: perceptions on null recruitment have a positive impact on the performance of the organization. So, the
perception on recruitment in the customs administration does
not affect the performance of this organization.

Perf.Org. = b0 + b1 (Recruitment)
Perf.Org. = 1.954+ 0.038(Recruitment)

Based on the analysis of this table from the value of t we see
if the tests with b-value is very different from 0. In the simple
regression, a significant value of t indicates that the slope of the
regression line is very different from the horizontal one. This is
easier for t-tests to be conceived as measures if the independent study variables make a significant contribution to the
study model.
Therefore, if the t-test associated with a value of b is significant (if the value in the Sig. Column is more than < 05), then
the variable has a significant contribution to the model. So the
smaller the value of Sig. (and the larger the value of t), the
greater the contribution of the respective variable to explain the
regression relationship to the dependent variable of the study
model, the performance of the organization.
By analyzing the above indicators for each model variable
we can determine the importance and direct impact of each on
the dependent variable, the performance of the organization.
Let us analyze the results for each of the HR practices taken
in the study. From the analysis of each variable we notice that:

Recruitment, has a low value b1 (b1 = 0.038) which indicates
that the slope angle is almost negligible to affect the regressive
performance increase. On the other hand, its value is small
(0.628) and the value of Sig. = 0.531 (p = 0.531> 0.05) so the
variable is not significant in our model. Since the condition is that
the smaller the value of Sig. (P < 0.05) associated with a larger
value, the greater the contribution of the respective variable to
explain the regression relationship to the dependent variable of
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Career opportunities, has a value b1 different from 0 and
acceptable (b1 = 0.172) which indicates that the slope angle is
significant to influence the regressive performance increase. On
the other hand the value of t is a high value (t = 2.366) which
coupled with the value of Sig = 0.019 which is a value less than
0.05 (p < 0.05) indicates that this variable is significant in our
model. Since the condition is that the smaller the value of Sig.
(P <0.05) associated with a larger value of t, the greater the
contribution of the respective variable to explain the regression
relation to the dependent variable of the study model, the performance of the organization. In our case, the career opportunity
has a significant contribution and is significant (p = 0.019 < 0.05)
for the study model and has a regressive effect on increasing
the performance of the organization in the customs administration. So, from the analysis we can conclude that the hypothesis:
H2.b proves: perceptions on career opportunity have a
positive impact on the performance of the organization. So, the
perception on the career opportunity in the customs administration affects the performance of this organization.

Job security, has a negative value b1 (b1 = -0.007) which
indicates that the slope angle is completely negligible to affect
the regressive performance increase. On the other hand the
value of t is negative (t = -0.114) and the value of Sig. = 0.910 is
greater than the condition (p = 0.910 > 0.05) so the variable is
not significant in our model. Since the condition is that the
smaller the value of Sig. (P < 0.05) associated with a larger value
of t, the greater the contribution of the respective variable to
explain the regression relation to the dependent variable. In our
case, safety at work does not make a significant contribution
and is not significant (p = 0.91> 0.05) for the study model and
does not regressively affect the performance of the organization
in the customs administration. So, from the analysis we can
conclude that the hypothesis:
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H2.c crashes: perceptions on job security null have a positive impact on the performance of the organization. So, the
perception on safety at work in the customs administration does
not affect the performance of this organization.

Motivation, represents a value b1 high and different from 0
(b1 = 0.194) which shows that the slope angle is significant to
influence the regressive performance increase. On the other
hand the value of t is a high value (t = 3.097) which coupled with
the value of Sig = 0.02 which is a value less than 0.05 (p < 0.05)
indicates that this variable is significant in our model. So the
condition is that the smaller the value of Sig. (P < 0.05) associated with a larger value of t, the greater the contribution of the
corresponding variable to explain the regression relation to the
dependent variable of study model, organizational performance.
In our case, motivation has a significant contribution and is significant (p = 0.02 < 0.05) for the study model and has a regressive effect on increasing the performance of the organization
in the customs administration. So, from the analysis we can
conclude that the hypothesis:
H2.d is proven: perceptions on motivation have a positive
impact on the performance of the organization. So, the perception on motivation in the customs administration affects the
performance of this organization.
The training represents a value of b1 different from 0
(b1 = 0.409) which shows that the slope angle is significant to
influence the regressive performance increase. On the other
hand the value of t is a high value (t = 6.277) which together with
the value of Sig = 0.00 which is a value less than 0.05 (p < 0.05)
shows that this variable is significant in our model. So the
condition is that the smaller the value of Sig. (P < 0.05) associated with a larger value of t, the greater the contribution of the
corresponding variable to explain the regression relation to the
dependent variable of study model, organization performance.
In our case, the training has a significant contribution and is
significant (p = 0.00 < 0.05) for the study model and has a regressive effect on increasing the performance of the organization in
the customs administration. So, from the analysis we can
conclude that the hypothesis:
H2.e is proven: perceptions on training have a positive
impact on the performance of the organization. So, the
perception on training in customs administration affects the
performance of this organization.

The job description represents a value b1 different from 0
(b1 = 0.210) which indicates that the slope angle is significant to
influence the regressive performance increase. On the other
hand the value of t is a high value (t = 6.227) which coupled with
the value of Sig = 0.01 which is a value less than 0.05 (p < 0.05)
indicates that this variable is significant in our model. So the
condition is that the smaller the value of Sig. (P <0.05) associated with a larger value of t, the greater the contribution of the
corresponding variable to explain the regression relation to the
dependent variable of study model, organizational performance.
In our case, the job description has a significant contribution and
is significant (p = 0.01 < 0.05) for the study model and has a
regressive effect on increasing the performance of the organization in the customs administration. So, from the analysis we
can conclude that the hypothesis:
H2.f is proven: perceptions on job description have a positive
impact on the performance of the organization. So, the perception on the job description in the customs administration
affects the performance of this organization.

The reward has a negative value b1 (b1 = -0.102) which
indicates that the angle of inclination is almost negligible to
affect the regressive performance increase. On the other hand
the value of t is negative (-1.701) and the value of Sig. = 0.09
(p = 0.09 > 0.05) so the variable is not significant in our model.
Since the condition is that the smaller the value of Sig. (P <0.05)

52

associated with a larger value of t, the greater the contribution of
the respective variable to explain the regression relation to the
dependent variable. of the study model, the performance of the
organization. In our case, the reward does not have a significant
contribution and is not significant (p = 0.09 > 0.05) for the study
model and does not regressively affect the performance of the
organization in the customs administration. So, from the analysis we can conclude that the hypothesis:
H2.g crashes: perceptions about reward do not have a
positive impact on the performance of the organization. So, the
perception on reward in the customs administration does not
affect the performance of this organization.

The performance evaluation has a value of low b1 (b1 =
0.091) which indicates that the slope angle is almost negligible
to affect the regressive performance increase. On the other
hand the value of t is small (1.319) and the value of Sig. = 0.189
(p = 0.189 > 0.05) so the variable is not significant in our model.
Since the condition is that the smaller the value of Sig. (P < 0.05)
associated with a larger value of t, the greater the contribution of
the respective variable to explain the regression relation to the
dependent variable of the study model, the performance of the
organization. In our case, the performance appraisal has no
significant contribution and is not significant (p = 0.189 > 0.05)
for the study model and does not regressively affect the increase
of the organization's performance in the customs administration.
So, from the analysis we can conclude that the hypothesis:
H2.i crashes: perceptions on null performance appraisal
have a positive impact on the performance of the organization.
Thus, the perception on performance appraisal in the customs
administration does not affect the performance of this organization.

Regression Analysis for HRM Practices and Organizational
Performance
The table above summarizes the indicators in line with
the regression analysis we discussed above regarding the
impact or regressive relationship of independent study variables
(recruitment, career opportunity, job security, job description,
performance appraisal), training, motivation and reward) to the
independent performance variable of the customs administration.
Based on the regression analysis, it results that the Performance of the Public Organization, in our study of the Albanian
Customs Administration, can be predicted through these 4
variables (career opportunity, job description, training and
motivation) through the following equation:

Perf.Org. = 1.845 + 0.172 (Career) + 0.194 (Job Description) +
0.210 (Motivation) + 0.409 (Training)

Thus, improving the level of these human resource management practices in the customs administration, such as: career
management of employees, management of job description in
administration, management of the training process and management of the motivation process for employees, have a direct
effect on increasing the performance of the customs administration and can be used to predict and measure this variable.
However, despite the fact that in the regression analysis the
other 4 variables, such as: recruitment, job security, reward and
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performance appraisal, were not statistically significant (P >
0.05) we can say that since they have a correlation of all these
practices treated in our study model affect the level of performance of the public organization, in the case of our study of
the Albanian customs administration.

4. Conclusions and recommendations

The main purpose of this study was to assess the impact of
human resource practices on organizational performance, especially the performance of the Albanian Customs Administration.
In summary, a review of the existing literature finds that there
are human resource practices positively related to organizational performance (Pfeffer, 1998; Becker and Gerhart, 1996;
Guest, 1997; Cardon and Stevens, 2004).
Based on a comprehensive review of the existing literature,
we hypothesized in our study that human resource management
practices such as: (1) Recruitment, (2) Career Opportunities, (3)
Job Safety, (4) Training, ( 5), Motivation, (6) Job Description, (7)
Reward and (8) Performance Appraisal, are related to organizational performance.
Consequently, this paper argues that the selection of specific
human resource practices should be transformed into a strategic
decision-making plan within the organization. Therefore, human
resource managers should be able to report on the concrete
results of specific human resource practices on organizational
performance. In short, based on the analysis of data collected
through the questionnaire, we get the perception that human
resource management practices have an impact on the performance of the organization. The study findings demonstrate
an interesting overview of implications for Human Resource
Management theorists and practitioners.
The adoption of New Public Management Concepts would
create spaces and opportunities for managers to acquire or
develop modern human resource management techniques.
These new concepts require that within the public sector the
spirit and culture of orientation from the performance of private
sector market practices be rooted in order to minimize the costs
of quality of service, increase the level of accountability through
motivational strategies and increase competition. Thus, the
adoption of NPM principles allows for a more flexible and
accountable approach to the issues of recruitment, selection,
retention, training and career of public organization employees.
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Abstract

This study aims to understand the effect of corporate social responsibility (CSR) on corporate value with profitability
as an intervening variable. The corporate value (dependent variable), CSR (independent variable), and profitability
were measured by Tobin's Q referring to the Global Reporting Initiative (GRI) G4, and the ratio of ROA and ROE
respectively. The data were obtained from the financial statements of companies listed on the SRI-KEHATI index from
2014 to 2018. They were analyzed using regression with the intervening variable in the Smart-PLS program. The
results indicated that there was no influence of CSR on the corporate value directly or through profitability as the
intervening variable.
Keywords: corporate social responsibility; profitability; corporate value; SRI-KEHATI.

1. Introduction

Indonesia is the country with the highest stock index
increase in the world in 2017 (Lotulung, 2017). The increase in
the last ten years reached 227.60%. It illustrates the improvement in the value of publicly listed companies in Indonesia as
the share price reflects the corporate value (Suhadak, Kurniaty,
Handayani, & Rahayu, 2019). The corporate value can be
measured in many ways, one of which is through Tobin's Q
(Kang, Lee, & Huh, 2010; Bidhari, Salim, & Aisjah, 2013; Chen
& Lee, 2016).
Researches by Chen and Lee (2016), Jitmaneeroj (2017), Jo
and Harjoto (2011), and Servaes and Tamayo (2013) show the
influence of corporate social responsibility (CSR) on the
corporate value. The CSR has begun to be the focus of various
parties, including the government, consumers, local communities, the company itself and even investors who have also
begun to pay more attention to the CSR. In Indonesia, there are
many groups of shares of publicly listed companies or often
referred to as indexes. In this study, the object used is companies incorporated in the index with good CSR performance.
For example, the Sustainable and Responsible Investment
(SRI) – Indonesian Biodiversity Index (Keanekaragaman Hayati
(KEHATI)). The SRI-KEHATI is an index of results from collaboration between the KEHATI foundation and the Indonesia
Stock Exchange (IDX). The KEHATI Foundation establishes 25
companies that meet the criteria with strict selection. The
selection criteria cover aspects of aspects of core business,
finance and fundamentals. It mainly aims to select certain
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companies that can be categorized as a sustainable company
with a good social responsibility.
Lii and Lee (2012) found that the main purpose of companies
in conducting CSR is to attract public attention. By publishing
their CSR activities, investors will be interested to invest their
shares. Similarly, Braam and Peeters (2018) stated that the
shareholders prefer companies with good CSR performance.
Furthermore, Criso´stomo, Freire, and Vasconcellos (2011)
found a negative effect of CSR on corporate value. On the other
hand, Kang et al. (2010), Jo and Harjoto (2011), Bidhari et al.
(2013), Servaes and Tamayo (2013), Citraningrum, Handayani,
and Nuzula (2014), Dewi, Sudarma, Djumahir, and Ganis
(2014), Jitmaneeroj (2017) and Mentalita, Muda, and Keulana
(2019) found a positive influence of CSR on corporate value.
However, in contrast, Chen and Lee (2016) found that CSR had
no effect on corporate value.
The corporate value is not only influenced by the CSR, but
also profitability. Researches by Bidhari et al. (2013), Sutrisno
(2014), Putri, Darminto, and Dwiatmanto (2014) and Mentalita et
al. (2019) found a significant positive effect of ROA on corporate
value. This means that the higher the ROA of a company, the
higher the corporate value. On the other hand, several
researches examining the effect of profitability represented ROE
on corporate value had been conducted by Bidhari et al. (2013),
Sutrisno (2014), Sabrin, Sarita, Takdir, and Surjono (2016) and
Malino and Wirawati (2017). The results indicated a significant
positive effect of ROE on the corporate value. The positive
influence proves that the higher the ROE of a company, the
higher the corporate value would be.
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A survey conducted by Nielsen Global Survey (2014) shows
that 55% of consumers in 60 countries wanted to pay more for
products and services from companies with a good CSR
reputation. Increased company sales will increase the company
profitability. Based on the survey, one of the factors influencing
profitability is CSR. Researches by Bidhari et al. (2013),
Citraningrum et al. (2014), Dewi et al. (2014), Pan, Sha, Zhang,
and Ke (2014), Kolisch (2015), Putri (2015), Kamatra and
Kartikaningdyah (2015), Dewi and Monalisa (2016), and
Gantino (2016) found that positive CSR influenced ROA.
However, Yaparto and Eriandani (2013), and Prasetyo and
Meiranto (2017) found that a negative influence of CSR on ROA.
Meanwhile, Bidhari et al. (2013), Citraningrum et al. (2014),
Dewi et al. (2014) and Gantino (2016) argued that there was a
positive influence of CSR on the company ROE. In contrast,
Yaparto et al. (2013), Pan et al. (2014), Kamatra and
Kartikaningdyah (2015), Putri (2015) and Prasetyo and Meiranto
(2017) found the negative influence of CSR on the company
ROE. In fact, Criso´stomo et al. (2011) found that there was no
influence of CSR on the company profitability. This research is
important to analyze the influence of CSR on corporate value
directly and investigate the role of profitability in interpreting the
influence of CSR on the value of Sustainable and Responsible
Investment indexed companies.

2. Literature Review
and Hypothesis Development
2.1. Stakeholder Theory

A company has responsibilities not only to shareholders, but
also to each group and individual that can influence or be
affected in achieving the company's goals (Freeman & Reed,
1983). Fassin (2009) grouped the stakeholders into several
groups, including groups of management, financiers, employees, consumers, and external parties (for example suppliers,
creditors, related communities, the environment and others).
Therefore, it also has responsibilities to the social environment
affected by the company's activities. This form of corporate
responsibility action towards the social environment is often
referred to as corporate social responsibility (CSR). The SRIKEHATI index is an index in which there are issuers that have
good CSR performance. Therefore, it is expected that the
company has good relations with each group or individual that
influences and is influenced by the company in achieving its
goals. By having a good relationship with the social environment, it is expected that the company's performance can also
improve.

2.2. Corporate Social Responsibility (CSR)

The World Business Council for Sustainable Development
(WBCSD) defines CSR as a sustainable business commitment
to demonstrate good ethics and contribute to economic
development and improve the quality of life of employees along
with their families, local communities, general public and wider
community (Samy, Odemilin, & Bampton, 2010). The CSR can
be a company's consideration in decision making. The company’s decision-making process is not only based on economic
factors, but also the social and environmental factors in the short
and long term (Duarte, Mouro, & Neves, 2010). This can be
seen in the list of companies listed in the SRI-KEHATI Index.
These companies have their own strategies to be sustainable
which also consider the environment and social environment.
The Commission for European Communities through the
document of The Green Paper reveals that companies that are
socially responsible are not solely to obey the rules or comply
with applicable law, but they should also comply with applicable
legal provisions and allocate more investment in the
humanitarian and environment field, and maintain relationships
with the stakeholders.
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John Elkinton created a concept related to sustainability
called the Triple Bottom Line (TBL) in 1997. The TBL concept
was established based on three pillars that served as the
benchmarks for the success of a company (Elkington, 2004). It
claims that a company should not only focus on profit, but also
on the welfare of the company's employees and the surrounding
community (people) and also focuses on environmental
sustainability (planet). These three focuses are often referred to
as the 3P concept (profit, people, planet). Goel (2010) revealed
that the TBL serves to measure the success of a company by
using the 3P concept.

2.3. Disclosure of Corporate Social Responsibility

Disclosure of CSR in the company's annual report is not only
intended to meet existing regulations, but also as a way of the
company reporting to stakeholders on the CSR activities. The
Global Reporting Initiative (GRI) is an independent organization
that helps companies and governments to understand and
communicate about issues on sustainability. The GRI itself
issues sustainability reporting guidelines that can be used for all
companies. The reporting guidelines published always develop
following the latest issues on the company sustainability. In
2013, the GRI issued a G4 sustainability reporting guideline
which was the result of an update from G1, G2 and G3. The GRI
G4 Guidelines aim to enable companies to report on the
company sustainability activities and issues effectively. Basically, the GRI G4 divides reporting categories into three:
economic, environmental and social. The corporate social and
environmental responsibility reporting is not only done to meet
existing regulations, but is also aimed at the investors. Klerk,
Villiers, and Staden (2015) found that the CSR disclosures had
more relevant information for investors compared to accounting
financial information. A good CSR reporting will attract investors
to invest in the company.

2.4 SRI-KEHATI Index

The SRI-KEHATI index is an index that consists of public
companies in Indonesia that have a good sustainability
performance. It is the results from the collaboration of the
Indonesia Stock Exchange with the Indonesian Biodiversity
Foundation (Keanekaragaman Hayati (KEHATI)). The SRI
stands for Sustainable and Responsible Investment. The vision
of SRI-KEHATI is to become a trusted and influential change
agent in supporting the conservation and utilization of
biodiversity and the environment in a fair and sustainable
manner. For the investors, the SRI-KEHATI Index serves as a
comparison for a new index that includes issuers with good
performance in a sustainable framework, as well as caring for
the environment, social and good corporate governance.

2.5. Signaling Theory

Signaling theory is the act of management to disclose
company information to investors on the management's views
on the company's prospects (Brigham et al., 2001). With the
company's sustainability information, the investors are expected
to show interest in the company. Indirectly, the company's
sustainability reporting contained in the company's annual report
can be a signal for the investors to consider.

2.6. Hypothesis Development

The CSR is the company’s responsibility. Besides, it is also
a tool to attract the attention of investors. The company’s good
news will become the potential investors’ attention. The more
the investors offering to invest in these companies, the higher
the stock prices. The stock price is one part of the company's
value. Therefore, it can be concluded that the CSR will affect the
corporate value.
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Several studies have discussed the influence of CSR on the
corporate value. Bidhari et al. (2013) found a positive effect of
CSR disclosure on the corporate value. Improving the quality of
CSR disclosure of a company will increase the perception of
investors' assessment of the company, thereby increasing the
corporate value. Servaes and Tamayo (2013) also found a
positive influence of CSR on the corporate value. Their findings
found that the CSR disclosure activities in companies with high
public awareness could increase the corporate value. This is
consistent with the results of a research by Klerk et al. (2015)
which stated that the CSR disclosures provided more value to
the investors in terms of investment compared to the financial
information. The results were in accordance with the signaling
theory where the companies would disclose information about
their activities to attract the attention of stakeholders – in this
case is the investors. Therefore, the first hypothesis that can be
proposed is as follows:
H1: CSR has a positive effect on corporate value.

Profitability in the financial statements can affect the
corporate value. The shareholders will see the company's performance before making an investment. They hope that the
investment will develop and they will get maximum results. If the
company's performance picturizes positive condition on the
company sustainability, then the investors’ interest in the
company will also increase. This is in accordance with the law of
demand, where the higher the demand the higher the stock
price and corporate value will be. Bidhari et al. (2013), Sutrisno
(2014), Putri et al. (2014), and Mentalita et al. (2019) proved that
there was a positive influence of ROA on corporate value. This
was the result of the signaling done by the company where it
could manage their operations effectively and efficiently to obtain profit. The ROA described in the financial statements will be
assessed by the investors as the company's ability to be
sustainable.
Besides the ROA, ROE is also an indicator considered by
the investors to buy shares. This is because the ROE focuses
on showing how much profit can be given to the shareholders
(Hagel, Brown, & Davison, 2010). It is an indicator that shows a
company's ability to generate profits from its capital. By
considering the ROE, the shareholders can more easily
understand how the company performs. A good ROE will increase the investors’ confidence, thus increasing the corporate
value (Sutrisno, 2014). A high ROE gives a signal to the
investors about the good prospects of the company to generate
profits for the investors (Malino & Wirawati, 2017). This is in
accordance with the theory of signaling, where the company
management gives a good signal about the company's good
prospects for investors. Sutrisno (2014) found a positive effect
of ROE on corporate value in companies listed on the Jakarta
Islamic Index (JII). Malino and Wirawati (2017) also found a
positive effect of ROE on the corporate value of manufacturing
companies listed on the Indonesia Stock Exchange. Therefore,
the second hypotheses that can be proposed are as follows:
H2a: ROA has a positive effect on corporate value.
H2b: ROE has a positive effect on corporate value.

The corporate responsibility to all parties involved in the
company's business processes is in accordance with the stakeholder theory where the company is not only responsible to
investors, but also to all internal and external parties (Freeman
& Reed, 1983). The CSR includes responsibility for profit, people and planet. The profit includes responsibility for the product
being produced. The people include responsibilities to the
surrounding community and also employees. Meanwhile, the
planet includes responsibility for the environment that is in direct
contact with the company's business processes.
Profitability picturizes a company's financial performance as
it explicitly describes how the company can generate profits in
carrying out its business processes. The better the company's
profitability ratio, the better the performance of the company in
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generating profits. This illustrates the effectiveness of companies in managing assets and capital they have to generate
profits. The companies can increase the number of sales,
improve product quality, and maintain assets owned. The
stakeholders ranging from employees, consumers to suppliers
are all involved to increase profitability. Therefore, the companies need to pay attention to these parties. The CSR aimed at
the stakeholders is expected to increase the company's
profitability. Pan et al. (2014) found a positive influence of CSR
on ROA in mineral companies in China. The CSR activities were
considered helping the companies in reducing costs in the long
run. In addition, Kolisch (2015) also found a positive influence of
CSR on the increase in ROA conducted by German and
American companies. Similarly, Dewi and Monalisa (2016)
found that the CSR had a positive effect on ROA. Similarly, Dewi
et al. (2014) also found a positive influence of CSR on ROE.
Bidhari et al. (2013) also found a positive influence of CSR on
ROE in banking companies listed on the IDX. Therefore, the
third hypotheses that can be proposed are as follows:
H3a: CSR has a positive effect on ROA.
H3b: CSR has a positive effect on ROE

Further, the companies with a good CSR will increase the
company profitability. The better the profitability, the better the
signal for investors which picturizes the company's better
prospects in the future. The investors who receive signals from
the company will respond with interest in owning shares of the
company. The amount of interest from investors will increase the
market price of the company's shares and the corporate value
(Tobin's Q) simultaneously. Indirectly, the CSR will affect the
corporate value through the profitability. Therefore, the fourth
hypotheses that can be proposed are as follows:
H4a: The indirect effect of CSR on corporate value with
profitability as an intervening variable is greater than the direct
effect.
H4b: The indirect effect of CSR on corporate value with
profitability as an intervening variable is greater than the direct
effect.

2.7. Research Model

Figure 1. Research Model

3. Data

The population in this study was a total of 25 companies
listed in the SRI-KEHATI Index which were also listed on the
Indonesia Stock Exchange in the period of 2014-2018. The
companies were selected using purposive sampling. It was done
considering that not all companies listed in the SRI-KEHATI
index would be examined and they should meet the following
criteria:
1. Issuers during the period of 2014-2018 in the SRIKEHATI Index.
2. Had published annual reports during the period of 20142018.

The indicators of CSR used several keywords based on GRI
G4 (Tong, 2017). These indicators can be seen in Table 1.
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Table 1. Indicators of CSR

The corporate value could be interpreted as market value as
in this research, it was obtained from the Tobin's Q formulated
as follows:
Tobin’s Q =

Market Capital + Total Liabilities
Total Asset

The value of CSR variable was measured by carrying out
Content Analysis from each company's annual report. The CSR
performance could be seen from its conformity with the
indicators listed in Table 1 that referred to the GRI G4. Each
disclosure in the company's annual report that matched the
indicator would get 1 point and the one which did not match
would get 0 point. Thus, the company's CSR performance can
be formulated as follows:
CSR =

Total Points

Total Indicators

This study used the company profitability as the intervening
variable. It illustrates the company's ability to make a profit. It
can be described by 2 proxies, including Return on Assets
(ROA) and Return on Equity. The company's ROA and ROE are
formulated as follows:
ROA =

Net Profit

Total Asset

ROA =

The SRI-KEHATI companies had a good CSR performance.
The minimum value of the CSR variable is 0.467. It is really
close to half of the maximum CSR value, which is 1. Further, the
average CSR value is 0.611. This indicates that on average, the
SRI-KEHATI companies had conducted and reported their CSR
with more than half of the GRI G4 indicators. In the standard
deviation column, the CSR shows the smallest value of 0.079.
This illustrates the distribution of CSR data which is very close
to the average CSR value, while the ROE is a proxy that has a
very large data distribution of 27.893.

4.2. Multicollinearity Test

Multicollinearity test results show that there is no VIF value
of more than 10. In this test, the standard tolerance value is 10.
This proved the absence of collinearity on the independent
variables used.

Net Profit
Equity

4. Results

4.1. Descriptive Statistics

The following descriptive statistics show an overview of the
data used in the study. The data was obtained from 18
companies that had met the requirements with a period of 4
years.
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Table 2. Descriptive Statistics

Table 3. Multicollinearity Test

4.3. R-Square Test

This test illustrated the influence of independent variables on
the dependent variable. The value of R-Square on profitability
represented by ROA is 0.002 or 0.2%. This value suggests that
variations in CSR could only be explained by 0.2%. While the
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rest 98% could be explained by other factors outside the
independent variable. Similar to ROA, the value of R-Square on
profitability represented by ROE is 0.006 or 0.6%. This value
indicates that variations in CSR could only be explained by
0.6%. While the rest 94% could be explained by other factors
outside the independent variable. In addition, the value of RSquare on the corporate value is 0.931 or 93.1%. This value
indicates that variations in CSR could only be explained by
93.1%. While the rest 6.9% could be explained by other factors
outside the independent variable.

Table 4. R-Square Test

4.4. Hypothesis Testing

The hypothesis would be supported if the p-value is less
than the error tolerance value of 5%. The coefficient was also a
factor that needed to be considered because it shows the
direction of the influence of the independent and intervening
variable on the dependent variable.

Table 5. t-Test and Importance-Performance Map Test
H1: CSR has a positive effect on corporate value.
The p-value of hypothesis 1 is 0.199 or 19.9%. This value
exceeds the error tolerance value of 5%. It shows that the CSR
did not affect the corporate value. The CSR disclosures made by
the companies had not been proven to affect the investors’
interest to invest in the shares. The result is in line with the
research findings by Arshad, Anees, and Ullah (2015), Chen and
Lee (2016), and Masdupi and Yulius (2017) which stated that
there was no influence of the CSR on corporate value. This
indicated that the signaling done by carrying out CSR disclosures incorporated in the SRI-KEHATI index was still not
acceptable to the public, especially the investors. A research by
Klerk et al. (2015) proved that the better the company's CSR
disclosure, the higher the share price of the company.
The CSR tended to increase the company spending in the
short term, making the profits decreased. If the company had a
good quality CSR on its assets (human resources), the effect
obtained would be a long-term effect. Considering the influence
of the increase in CSR on the increase in the ROA in the short
term, the effect was not significant.

H2a: ROA has a positive influence on corporate value.
The p-value of hypothesis 2a is 0.006 or 0.6%. This value is
smaller than 5%. Therefore, the hypothesis 2a is supported
empirically. In other words, the ROA had a positive and
significant effect on the corporate value. The result is in line with
research findings by Bidhari et al. (2013), Putri et al. (2014),
Sutrisno (2014) and Mentalita et al. (2019) which confirmed that
there was a positive and significant effect of ROA on the
corporate value.
The higher the ROA of a company, the higher the corporate
value would be. This explained that the signaling theory was
successfully implemented by the company's management.
Information about the company's ability to generate profits from
its assets was able to attract the investors' attention. The good
ROA was picturized as a good signal for the company's future
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sustainability. Therefore, the investors’ interest in the companies
with a high ROA would increase, resulting in increased corporate value simultaneously.

H2b: ROE has a positive influence on corporate value.
The p-value of hypothesis 5 is 0.000 or smaller than the error
tolerance value of 5%. This shows that the hypothesis 2b is
supported empirically. In other words, the ROA had a positive
and significant effect on the corporate value. This is in line with
Sutrisno (2014), Bidhari et al. (2013), Sabrin et al. (2016), and
Malino and Wirawati (2017) who found a positive influence of
ROE on the corporate value.
The higher the ROE of a company, the higher the corporate
value would be. This showed that the signaling theory was
successfully implemented by the company's management. The
high ROE gave a signal to the investors about good prospects
of the company in generating profits for them (Malino &
Wirawati, 2017). The signals would lead to an interest in capital
investment in the company. The number of investors interested
in owning shares of the company resulted in an increase in the
corporate value (and was in accordance with the law of
demand). The higher the demand for an item whose quantity
remained stable, the higher the price would be. Thus, the
corporate value, as described by the Tobin's Q, would also
increase along with the increase in the company's stock price.
H3a: CSR had a positive effect on ROA.
The p-value of hypothesis 3 is 0.592 or equal to 59.2% which
is more than 5%. This explained that the CSR did not affect the
profitability of the company as described by ROA. Therefore, the
hypothesis H3a is not supported empirically. This could happen
as the CSR in Indonesia only served as an attractor of public
attention and a fulfillment of existing rules. On the other hand,
the employees were the best assets of the company (Choppin,
1996). The company should really pay attention to the employees, so that they could work harder and bring more profits
for the company. This indicated that the stakeholder theory in
the companies of SRI-KEHATI Index was not well implemented.
The companies were still not responsible for their assets, including the employees.

H3b: CSR has a positive effect on ROE.
The p-value of hypothesis 3 is 0.267 or 26.7% which
exceeds 5%. This indicated that the CSR did not affect the
profitability of company represented by the ROA. Therefore, the
hypothesis 3b is not supported empirically. This result is in line
with researches by Yaparto et al. (2013), Pan et al. (2014),
Kamatra and Kartikaningdyah (2015) and Matuszak and
Różańska (2017) which found that the CSR had no effect on
ROE. The investors tended to consider the profitability which
illustrated the company's ability to generate profits. A high profitability would help the investors to believe that the company
could run the business effectively and efficiently, showing that
the company was growing.

H4a: The indirect effect of CSR on corporate value with
profitability as an intervening variable is greater than the
direct effect.
The p-value of hypothesis 4a is 0.920 or 92% which is more
than 5%. This showed that the profitability represented by ROA
could not serve as an intervening variable on the influence of
CSR on corporate value. Therefore, the hypothesis H4a is not
supported empirically.
H4b: The indirect effect of CSR on corporate value with
profitability as an intervening variable is greater than the
direct effect.
The p-value of hypothesis 44b is 0.488 or 48.8% which is
more than 5%. This explained that the profitability represented
by ROE could not intervene the positive influence of CSR on
corporate value. The absence of the influence of CSR on
profitability was likely to be the reason for the inability of
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profitability to be such a bridge between the CSR and corporate
value. This result is consistent with a research by Wardhani
(2013) which confirmed that there was no direct effect of the
CSR disclosure on corporate value through profitability (ROE).
The low level of corporate CSR disclosure and the condition
where it was not in accordance with the GRI standards were
such a possible cause of the insignificant indirect relationship
between the CSR and corporate value (Wardani, 2013).
In addition, the results of the Importance-Performance Map
Analysis (IPMA) test show the value of -0.024. This indicated
that the CSR was not too influential in changing the corporate
value, both directly or indirectly.

5. Discussion and Conclusion

The results of this study prove that the CSR fails to affect the
corporate value or profitability. Furthermore, the profitability
influencing the corporate value cannot serve as an intervening
variable on the influence of CSR on corporate value. It was
because the research object (SRI-KEHATI index) was a
collection of companies with the best CSR performance in
Indonesia. This might lead to variations in the CSR variables
that were increasingly narrow. This is evident from the standard
deviation rate in the CSR which is very small (0.079). Therefore,
it fails to describe the effect of CSR on the corporate value or
actual profitability.
This present research only used the companies’ annual
reports, while their CSR reports were explained in detail in the
companies’ sustainability reports. Further, this study used the
measurement of CSR variables using the GRI G4 benchmarks
while not all companies were required to carry out and report
their CSR in accordance with the GRI G4. These limitations on

the research object made the findings failed to illustrate the true
influence of CSR. In this case, the object chosen was only SRIKEHATI-indexed companies with good average CSR performance. Therefore, the variance of CSR values is too narrow.
Future researches are suggested to consider using research
objects with various CSR performance to show the real
influence of CSR. Further, the CSR in Indonesia still could not
affect the company's value and profitability. In this study, the
profitability also cannot serve as an intervening variable on the
influence of CSR on corporate value. This was due to the fact
that most companies in Indonesia carried out their CSR to avoid
being penalized. The OJK regulations that required CSR
reporting was the main reason why they only reported instead of
carrying it out seriously. This showed that the companies in
Indonesia had not tried their best in carrying out the CSR. In
addition, the SRI-KEHATI companies which were considered to
have a good CSR performance apparently could not affect the
corporate value.
Another possibility was that the investors did not pay
attention to the CSR. The companies’ signals conveyed to the
public on the CSR had not been able to attract their attention.
They were more interested in focusing on the company profitability as a consideration for investing their money. This was in
contrast to the findings of this study which finds that profitability
represented by the ROA and ROE could positively and significantly affect the corporate value.
Practically, the investors need to pay attention to the company's profitability in determining their investment actions. This
has been proven that only profitability that could affect the
corporate value. Thus, the companies need to really carry out
their CSR. It can be understood that the CSR is a form of
corporate responsibility to the environment which is also useful
for the company's long-term investment.
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Abstract

The objective of this study was to empirically analyse the effect of the project managers’ competency and distributive
justice on the innovation behavior and project manager’s performance. Data were collected in the 135 construction
project managers listed on Construction Services Development Institution in special region of Yogyakarta, Indonesia.
The research model was tested using Structural Equation Modelling (SEM). The results showed that the project
managers’ performance is influenced by the managers' competence, innovation behavior and distributive justice, but
innovation behavior does not mediate the effect of managers competency and distributive justice on project managers
performance. Implications of this research are the competencies of managers need to encourage innovative behavior
and supported by a climate of justice to foster competitiveness in the context of a complex, dynamic and competitive
environment. The novelty of this research is in involving distributive justice and innovative behavior in the model of
the relationship of competence to performance. The relationship is tested in the context of the construction project
organization.
Keywords: construction project manager’s performance; competency; distributive justice; innovation behavior.

1. Introduction

The term "competence" first appeared in an article authored
by White (1959) as a concept for the organization‘s survival and
sustained competitive advantage. McClelland (1973) presented
data that intelligence scores may not be able to predict job
success. McClelland went on to argue that the best predictors of
outstanding on-the-job performance were underlying, enduring
personal characteristics that he called – competencies. He
defined competence as a personal trait that leads to more
effective or superior job performance. McClelland (1973, 1998)
was focused on applications in the educational sector. In recent
years, the role of competency-based performance management
is growing in significance in many sectors.
In the construction sectors, project managers now operate
for increased responsibility for the operational performance of
their projects (Chan & Chan, 2013). They must fulfil a number of
roles including those of managerial activities (Chan & Chan,
2013; Das & Ngacho, 2017) that affect the project performance.
This demanding and multifaceted role has necessitated the
development of more sophisticated approaches to managing the
performance of project Managers. Construction organizations
have sought to develop evaluative criteria that can be used to
measure managers’ performance, provide a basis for reward,
determine training and development needs, facilitate goal
setting amongst their project Managers (Dainty et al., 2005).
These criteria effectively form competency profiles for
occupational roles against which performance can be evaluated
and improved.
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For over four decades now, competencies and competency
models have become an inseparable part of human resources
management and have been widely used as a means for
increasing personal and organizational performance (Dainty et
al., 2005; Ryan, Spencer, Bernhard, 2012; Araujo & Taylor, 2012;
Young & Dulewicz, 2009; SANG et al., 2018). Competency
models are effective measurement tools that help employees
agree on a common language and comprehend what is understood by superior performance. Before 1970 – an organizational
environment remains relatively stable, but at this time of change
in the organization's environment is increasingly complex, dynamic and competitive emphasized the importance of maintaining
human resources unique and valuable in the social relations in
the long-term relationship and the importance of behavioral
innovation as the basis of performance and company competitiveness (Roblek, Meško, & Pejić, 2014). Studies in general
consistently find a relationship between competence on the
performance, however the role of distributive justice and innovation behavior on the competency-based performance model
has not been justificated. This is the gap of this research.

2. Literature Review

Performance literature at the personal level has developed
from ability-based, competency-based (ability x motivation) and
behavior (what causes individuals to behave in certain ways).
Theory of performance at the level of individuals and organizations at the beginning of the era of mass industrial and

Vol. 22, No. 183/ August 2021

QUALITY

Access to Success

GENERAL MANAGEMENT

scientific management of which suggests the importance of talent and ability in predictor certain level of performance. Furthermore, the human relations approach (Viteles, 1953) suggests
that ability alone is not enough to predict the performance
without being accompanied by a willingness (motivation). There
is a difference between ability (capacity to work ) and willingness
(the will to work) and both are determinants of performance level
(Viteles, 1953). Performance (P) is a function of the ability (A)
and motivation (M) (Maier & Hoffman, 1964) : The ability and
motivation as a component of competency that distinguishes
someone competent or incompetent to a specific task (Tuuli
2012 ; White, 1959) .

2.1. Effect of managers competency
on innovation behavior

The higher the managers' competence (knowledge and skills),
the more it supports innovation activities. Project managers
competency is a key factor that determines the success of a
project. Project managers play a large role in determining how
the strategy in achieving project objectives. Behavior is
performance on an individual level (Bartram, 2014). In this case,
managers competency does not directly influence managers
performance but through innovation behavior. Previous studies
generally tested the effect of competence directly on performance (Dainty et al., 2005; Ryan, Spencer, Bernhard, 2012;
Araujo & Taylor, 2012; Young & Dulewicz, 2009; Poovathingal &
Kumar, 2016; Sang et al., 2018), while research that tested
innovation behavior in mediating the effect of managers
competencies on performance was still limited. The research
hypothesis can be formulated as follows.
H1. Managers’ competence has a positive and significant
effect on innovation behavior

2.2. Effects of distributive justice
on innovation behavior

Perceptions of positive distributive justice will increase
Managers' willingness to behave positively as in innovative
behavior, while innovation provides added value to the organization and has the opportunity to improve performance.
Research that examines innovation behavior in mediating the
effect of distributive justice on performance is carried out by
(Salman et al., 2016) and (Balkar, 2015). There is the influence
of organizational justice to innovative behavior and performance
of innovation in the telecommunication sector of Pakistan
(Salman et al., 2016). In another study found association
between climate justice on behavior and the innovation and
performance of teachers elementary and secondary schools
that work in the province of Adana, Turkey (Balkar, 2015). The
next research hypothesis can be formulated as follows.
H2. Distributive justice has a positive and significant effect
on innovation behavior

2.3. Effect of managers competence
on managers performance

The results of previous studies (Dainty et al., 2005; Ryan,
Spencer, Bernhard, 2012; Araujo & Taylor, 2012; Young &
Dulewicz, 2009; Sang et al., 2018), show that competence successfully predicts superior performance. The project managers
has a role in planning, implementing, monitoring and evaluating
resources in project implementation so that the project is in
accordance with the plan (quality, cost, time). Project managers
also play a role in communication, motivators, and networking
so that projects are effective and efficient. The results of
previous studies (Dainty et al., 2005; Ryan, Spencer, Bernhard,
2012; Araujo & Taylor, 2012; Young & Dulewicz, 2009; Sang et
al., 2018), can be found that manager competencies have a
positive effect on performance. The next research hypothesis
can be formulated as follows.
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H3. Managers’ competence has a positive and significant
effect on project managers' performance

2.4. Effect of distributive justice
on managers performance

In addition to managers’ competence, performance needs to
be supported by distributive justice. Distributive justice is found
to be an important motivating factor for employees to show or
not show certain performance. If an employee feels that he is
treated unfairly, his obligation to do work effectively can decrease, performance can influence and ultimately his contribution to work can also be reduced (Momeni, 2014). The results of
previous studies (Balkar, 2015; Salman et al., 2016) found that
the effect of distributive justice on performance. In another study
(Momeni, 2014) found a strong correlation between the four
dimensions of justice, namely distributive, procedural, interpersonal, information fairness and work behavior. Distributive and
procedural justice also moderates the relationship between
innovative work behavior and stress (Janssen, 2004a). Justice
in all forms is important for increasing individual commitment (Tjahjono, 2010; Tjahjono, et al., 2019), job satisfaction
(Tjahjono, 2010; Tjahjono et al., 2019) as a driver of behavior
(Balkar, 2015; Salman et al., 2016) The next research
hypothesis can be formulated as follows.
H4. Distributive justice has a positive and significant effect
on project managers' performance

2.5. Influence of innovation behavior
on managers performance

Innovation is a conceptualization activity and the idea of
solving problems by bringing economic value to the company
and social value to the community. Innovation is something that
already exists, then added value. The application of innovation
itself can be individuals, groups or companies, meaning that it
can occur within companies there are individuals or groups. The
company becomes an institutionalized place for people who are
gathered to exploit new ideas. Previous studies (Zhang et al.,
2018) found influence innovative behavior of employees on
performance. This research contributes to the positive and
negative effects of employee innovative behavior. In another
study (Dedahanov et al., 2017) find the influence of innovation
behavior and performance in 140 managers of Korea manufacturing companies. The next research hypothesis can be
formulated as follows.
H5. Innovation behavior has a positive and significant effect
on project managers' performance

2.6. Innovation behavior mediates the effect
of managers’ competence on project managers
performance

Competence contains two components, namely the ability
and willingness to behave in certain ways. Managers who have
high competence have the ability and motivation to behave in
certain ways such as innovation behavior, while innovation
behavior provides opportunities to improve performance.
Conversely, low competence becomes an obstacle to certain
behaviors such as innovation behavior, so that indirectly also
becomes an obstacle to achieving performance. In this case,
Managers competency does not directly influence managers
performance but through Innovation behavior previous research
generally tests the effect of competence directly on performance
(Spencer & Spencer, 1993; Mcclelland, 2012; Sang et al., 2018),
while studies that test innovative behavior in mediating the effect
of managers competence on performance is still limited. The
next research hypothesis can be formulated as follows.
H6. Innovation behavior mediates the effect of managers’
competence on project managers’ performance
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2.7 Innovation behavior mediates the effect
of distributive justice on project managers
performance

Distributive justice has an indirect effect on managers’
performance through innovation behavior. Positive perceptions
of distributive justice will increase managers' willingness to
behave positively as in innovative behavior, while innovation
provides added value to the organization and has the
opportunity to improve performance. Research that examines
innovative behavior in mediating the effect of distributive justice
on performance is carried out by Salman et al. (2018) and
Balkar (2015). Salman et al. (2018) found the effect of
distributive justice on innovative behavior and innovation performance in the Pakistan telecommunications sector. Balkar
(2015) found the relationship between justice climate on
innovation behavior and the and performance primary and
secondary teacher in the province of Adana, Turkey. The next
research hypothesis can be formulated as follows.
H7. Innovation behavior mediates the effect of distributive
justice on project managers’ performance

3. Materials & Methods

Quantitative approach was used in this study. This approach
aims to construct and develop mathematical model of data
analysis to prove the hypotheses. The study population
consisted of managers working at the Yogyakarta province of
Indonesia. Project managers filled in the questionnaires to
measure their innovation behaviour and distributive justice. The
corresponding top managers completed the questionnaires to
assess of managers’ competence and managers’ performance.
The four-item project managers’ performance scale was
developed by Chan & Chan (2004). Examples of the scale items
include: “I complete my tasks on time” and “I respond quickly
when problems come up”.
The measurement of distributive justice was carried out by
modifying four items developed by Colquit (2001) Briefly, work
schedule, work load, pay level, rewards and job responsibility in
distributive justice 5 item scale, ranging from strongly disagree
(1) to strongly agree (5). For measuring employee innovative
work behavior, a 10 item scale developed by Klesyen & Street

(2001) was employed. This scale have three dimensions namely
idea generation, idea promotion and idea implementation or
realization. Unless otherwise noted, responses to all items were
measured on five-point likert-type scales, ranging from strongly
disagree (1) to strongly agree (5).
The data were analysed using Structural Equation Modelling
(SEM). SEM is a mathematical model combining algorithms and
statistics to find relationships among the variables. This model
includes factor analysis, path analysis and regression. This
analysis has an advantage regarding the characteristic of SEM
focusing more on latent constructs in the form of abstract
psychological variables. In this study, the variables were divided
into two categories, exogenous and endogenous. Exogenous
variables were managers’ competency and distributive justice,
while endogenous variables were innovation behaviour and
project managers performance. For determining the model fit,
this study used the comparison between the testing value and
the cut-off value of indicators including goodness of fit index
(GFI), Tucker-Lewis index (TLI), CMIN/DF (comparative fit index)
and RMSEA (root mean square error of approximation) (Hu &
Bentler, 1999). Finally, to test the hypotheses, this study used
critical value (CR) value and significance level less than 0.05 at
95% confidence level.

4. Empirical Results

We applied a confirmatory factor analysis (CFA) to
demonstrate the unique factor structure of each study measure.
Table 1 shows that the indexes of the four factors model are better than the alternative models, thus confirming the uniqueness
of each independent variables. Value of CR (Construct
Reliability) is greater than cut-off value (0.70) and VE (Variance
Extracted) is greater than cut-off value (0.50). Based on these
results, the model can be categorised as reliable (Table 1).

CR = Construct Reliability, VE = Variance Extracted
Table 1. CFA test Summary

GFI, goodness of fit index; TLI, Tucker-Lewis index;
CFI, comparative fit index; CMIN/DF, comparative fit
index/degrees of freedom (the minimum discrepancy);
RMSEA, root mean square error of approximation.
Figure 1. Full Model of Structural Equation Modelling
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The testing results show that the value of chi-square
(386.023) is smaller than the value of r table (133.476) with a
significant degree of 5%, the probability value (0.059) above the
0.05 criterion; the value of GFI (0.838) and AGFI (0.809), is
greater than cut-off value (0.80); the value of CFI (0.978), is
greater than cut-off value (0.90); TLI value (0.976), is greater
than cut-off value (0.90); the value of CMIN/DF (1.122) and
RMSEA value (0.030) is below the cut-off value (2.00 and 0.08,
respectively). Based on these results, the model can be categorised as fit (Figure 1).
The testing result of the relationship between the Managers
competence and the innovation behaviour shows the value of
CR is 7.375 with the probability of 0.000 (see Table 2). Thus, the
first hypothesis is accepted. This result reveals that the better
the Managers competence is, the bigger the innovation
behaviour. The testing result of the relationship between the
distributive justice and the innovation behaviour shows the value
of CR is 1.149 with the probability of 0.251 (see Table 2). Thus,
the second hypothesis is rejected.

KM = Managers Competence, KD = Distributive Justice,
PI = Innovation Behaviour, KIM = Project Managers
Performance, CR = critical ratio
Table 2. Hypotheses testing
The testing result of the relationship between the managers
competence and the managers project performance shows the
value of CR is 4.525 with the probability of 0.000. Thus, the first
hypothesis is accepted. This result reveals that the better the
managers competence is, the bigger the managers project
performance. The testing result of the relationship between the
managers’ competence and the managers’ project performance
shows the value of CR is 4.525 with the probability of 0.000.
Thus, the third hypothesis is accepted. This result reveals that
the better the managers’ competence is, the bigger the managers’ project performance. The testing result of the relationship
between the innovation behaviour and the managers’ project
performance shows the value of CR is 3.463 with the probability
of 0.000. Thus, the third hypothesis is accepted. This result
reveals that the better the innovation behaviour is, the bigger the
managers’ project performance. The testing result of the relationship between the distributive justice and the managers’
project performance shows the value of CR is 2.485 with the
probability of 0.000. Thus, the hypothesis is accepted. This
result reveals that the better the distributive justice is, the bigger
the managers’ project performance.

KM = Managers Competence, KD = Distributive Justice,
PI = Innovation Behaviour,
KIM = Project Managers Performance
Table 3.
Standardized Direct Effect and Standardized Indirect Effect
Standardized direct effect of managers competence on
managers project performance (0.535) is greater standardized
indirect effect (0.259) (Table 3). Based on these results, Thus,
the hypothesis of innovation behavior mediates the effect of
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managers competence on managers project performance is
rejected. Standardized direct effect of distributive justice on
managers’ project performance (0.176) is greater standardized
indirect effect (0.033) (Table 2). Based on these results, Thus,
the hypothesis of innovation behavior mediates the effect of
distributive justice on managers project performance is rejected.

5. Discussions

Construction project manager has the task to plan, coordinate, control and control various jobs related to construction
(Chan & Chan, 2013). Based on Competency Theory (McClelland,
1973; McAshan, 1981; Spencer & Spencer, 1993), if the project
manager has the competence then associated with specific job
assignments according to his competence, then it will be able to
produce or realize performance goals that are (Chan & Chan,
2013): quality according to the standard and quality/specification, finished within the specified tempo and cost specified.
Competence consists of: aspects of knowledge (cognitive domain or knowledge), aspects of ability (psychomotoric domain or
skill) and aspects of work attitude (affective domain or attitude/
ability), or definitively the definition of competence is mastery of
scientific discipline and knowledge and skills in applying methods and certain techniques are supported by appropriate work
behavior attitudes, in order to achieve and/or realize certain
results independently and/or in groups in carrying out work duties. These indicators are important to ensure the quality of
Human Resources clearly, straight forwardly and measurably,
and to measure performance associated with quality, cost, time
and work safety that can determine competitiveness. Empirical
studies (Bartram, 2005; Sang et al., 2018; Rajiani et al., 2016;
Hwang & Ng, 2013) show the importance of competencies for
performance improvement
The findings of this study can be caused by the influence of
the environmental characteristics of the construction sector
today. Project organizations in the construction sector are facing
challenges in the industrial environment with increasing competition intensity in the global era, an increasingly complex and
dynamic industrial environment in the knowledge era, the digital
era and the creative industry era. Project managers in the construction sector to compete in an increasingly complex, dynamic
and competitive environment can not only rely on competence,
but also innovative behavior and support for a climate of justice
to foster performance and competitiveness. Various policies and
regulations that exist in the construction sector so far have not
yet optimally accommodated the behavior of innovation and there
is a stagnant tendency.
The findings of this study emphasize the importance of
developing innovation behavior and fair systems in developing
the competence and performance of project managers in an
increasingly complex, dynamic and competitive environment.
Competence and performance that only meets the industry's
minimum average standard will not make project managers in
Indonesia competitive. Innovative behavior is needed in the
industrial era and the creative economy, while a fair system is
needed to maintain an organizational climate that supports
competitiveness.
Innovation is a conceptualization activity and the idea of
solving problems by bringing economic value to the company
and social value to the community. Innovation is something that
already exists, then added value. The higher the innovation behavior, the more it supports Managers performance. Innovation
is often seen as implementing better solutions that meet new
requirements, new needs. This can be achieved through more
effective product, process, service, technology or business
models available for the market, government and society.
Innovation as something original and more effective, so
innovation performance is needed. Innovation is the production
or adoption, assimilation and exploitation of new value added in
the economic and social fields; product, service and market
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updates and expansion; development of new production
methods; and the establishment of a new management system.
Innovation consists of process and product innovation.
The results found that the innovation behavior has a
significant effect on the performance of project managers. The
construction industry environment has undergone many changes and. Rapid development in the use of internet technology
(Internet of Things) for project monitoring and collaboration , the
development of material technologies that are lighter, easily
movable and environmentally friendly, fabrication technology,
zero waste, and issues (circular economy), namely the use of
resources; material, water and energy in a continuous cycle.
The construction industry is not only the work of architects and
civil engineering, but will involve a broader field (informatics
engineering, geophysics, finance, sociology, agriculture), as in
the application of agricultural land use in urban areas to
overcome the water crisis in China (Sang et al., 2018). The
development of prefabricated technology such as in Europe,
Japan and China has made project managers able to build high
rise buildings in a matter of days. Project managers competency
in Indonesia is not only important to produce time, cost, quality
and work safety performance that is in accordance with contract
standards, budget standards and time deadlines that have been
set, but needs to have innovative behavior in various sectors
Innovation behaviors is a process that is not instantaneous,
but it is a continuous process. Financial resources, networking,
open innovation and access to market information will be easy
to obtain in the digital age. Digital technology facilitates the
transfer of information and knowledge between organizational
stakeholders, between organizations and their supporting
collaborations such as: financial institutions (banks, non-banks,
fintech), financiers (such as: crowfunding), open innovation
access, collaboration with sub-contractors, suppliers, owners,
marketers and government agencies. This will facilitate
cooperation and support (research, finance, human resource
development), so that such capital resources, market demand
information, commodity prices, open innovation will be easier to
obtain even for small scale organizations.
The digital age facilitates resources and activities in construction projects to be codified, configured and digitalized. This
will facilitate planning, monitoring and collaboration activities. A
managers will easily carry out monitoring activities of several
projects at once in one place. Digitalisation of resources and
activities will easily connect the project with investors, financial
institutions, owners (owners), government or donor agencies.
The project owner can also be involved in project monitoring
activities as planned. The findings of this study emphasize the
importance of developing innovation behavior and fair systems
in developing the competence and performance of project
managers in an increasingly complex, dynamic and competitive
environment. Competence and performance that are only in line
with the industry's minimum standards and in accordance with
contracts, will not make project managers in Indonesia have
competitiveness. However, competence needs to encourage
innovation behavior. Innovative behavior is needed in the
industrial era and the creative economy, while a fair system is
needed to maintain an organizational climate that supports
competitiveness.
Although this study found a significant effect of managers
competence, innovation behavior and distributive justice on
project managers performance, this study has not yet
succeeded in proving innovation behavior as a variable
mediating the effect of managers competency and distributive
justice on project managers performance. Distributive Justice
has no significant effect on Managers Performance (KIM)
(ρ = 0.251 > 0.05). Although managers competence (KM) has a
significant effect on Managers Performance (KIM) (ρ = 0.000
< 0.05), however, the direct effect of managers competence
(KM) on managers performance (KIM) is 0.535 or greater the
indirect effect is 0.259. Likewise, the direct effect of distributive
justice (KD) on managers performance (KIM) of 0.176 or greater
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the indirect effect of 0.033. In fact, theoretically distributive
justice is important to encourage behavior and performance
(Adam, 1965) and innovation behavior (Kim & Lee, 2013). The
finding of the insignificant influence of distributive justice on
innovation behavior can be caused by there is no specific
compensation for innovators, while this distributive justice is
related to effort and compensation

6. Conclusions

The results of this study generally found that managers’
competence, innovation behavior and distributive justice had a
positive and significant effect on Project managers performance.
Competency managers significantly influence innovation behavior, but distributive Justice no significant effect on the
behavior of innovation. Behaviors innovation can not mediate
the influence of the managers’ competency and distributive
justice to the performance of the project managers.
This research provides implications through the development of competency-based performance management theory
by incorporating the theory of justice and the theory of innovation behavior. Innovative behavior and distributive justice are
effective tools to improve the performance of construction
project Managers in an increasingly complex, dynamic and
competitive environment. Innovative behavior and distributive
justice are proven to have a direct influence on performance
besides managers’ competence. The environment of the project
organization in the construction sector is characterized by
increased competition intensity in the global era, an increasingly
complex and dynamic industrial environment in the era of
creative industries and the era of circular economy. Project
managers in the construction sector to compete in this environment cannot only rely on competencies that are in line with
industry average standards. However, managers competence
needs to encourage innovative behavior and supported by a fair
climate to foster competitiveness.
The findings of this study emphasize the importance of
developing innovation behavior and fair systems in developing
the competence and performance of project Managers in an
increasingly complex, dynamic and competitive environment.
Innovative behavior is needed in the industrial era and creative economy, while a fair system is needed to maintain an
organizational climate that supports competitiveness. The
environmental organization of projects in the construction sector
is characterized by increased competition intensity in the
global era, an increasingly complex and dynamic industrial
environment the era of creative industries and the era of circular
economy. Project managers in the construction sector to compete in this environment cannot only rely on competencies that
are in line with industry average standards. However, Managers
competence needs to encourage innovative behavior and
supported by a fair climate to foster competitiveness. This
research has practical implications in developing the competence of construction project managers to improve the
competitiveness of construction human resources in the global
era. Incorporate innovation behavior in managers' competency
and performance standards.
This study has several limitations. First, researches do with
the approach survey through the design of cross sectional.
Research with a survey approach has weaknesses over a
period of time, such as due to the influence of technology,
changes in the economic, social and regulatory environment.
The results of research can change along with the development
of time (technology, social, culture, policy), so that further
research needs to be done, along with technological, social,
cultural, and policy developments.
Second, this research was conducted in the context of the
construction project organization. Research can produce different results with different organizational characteristics. The
study was conducted in the province of Yogyakarta with the
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assumption of representing the characteristics of general
construction organizations in Indonesia. This research has not
included geographical area factors, for example technological,
social and cultural infrastructure. Researh further can be done
on the characteristics of different organizations, representing
several sectors, different regions or different country with a
different climate of innovation.
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Abstract

Currently, the dental healthcare industry in the Russian Federation is characterized by the following characteristics:
a variety of organizations of various types of ownership; the development of the private sector, which is more focused
on the needs of patients and has better service capabilities in contrast to the public sector; high resource intensity;
the emergence of new regulatory documents; and a large number of dentists.
Most of the patients with low ability to pay, turn for help to the state dental clinics (Shestakov, 2008; Manasherov,
2013), which have significant financial and technological constraints that do not allow providing modern dental care
and organizing the work of doctors at the required level.
The primary reason is due to the fact that in healthcare, and in dentistry in particular, there is no single integrated
assessment of the activities of a medical organization that takes into account the interests of all categories of subjects
interacting with the dental clinic. In addition, the methods used to assess the activities of organizations in other
industries are often not applicable to healthcare institutions due to a number of specific features.
Therefore, the development of a system of indicators to assess the effectiveness of state dental clinics is very
relevant.
Keywords: comprehensive assessment; performance indicators; state health organization; dental clinic; material and nonmaterial motivation mechanisms; social efficiency.

1. Introduction

State dental clinics currently play a large role in ensuring the
dental health of the population of the Russian Federation. But in
modern conditions state dental clinics have encountered
problems in organization and effective operation due to a budget
deficit, the rapid development of private dental clinics, and the
complication of the patient’s status.
Personnel with sufficient qualifications, as well as relatively
low prices allow state dental clinics to operate in the market of
dental services. However, significant depreciation of fixed
assets and aging equipment do not allow the introduction of new
technologies and attracting patients to a paid appointment,
which plays an important role in the income structure of state
dental clinics. In addition, currently there is no universally recognized system of indicators characterizing the effectiveness of
the healthcare institution. The presence of a large number of
indicators during such an analysis complicates the process of
making timely and necessary managerial decisions.
Analysis of studies in the field of performance evaluation and
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development prospects of private and public medical organizations, including those providing dental services to the population
(Linna et al., 2003; Kurbanov, 2005; Leontiev, 2007; Kitsul and
Agafonova, 2012; Shamshurina et al., 2012; Shishkin et al.,
2012; Romanov and Kevorkov, 2013; Nesterova et al., 2015;
Kastenbom et al., 2019; Nguyen et al., 2019; Eow et al., 2019),
showed that the absence of a set of indicators to analyze the
effectiveness of activities, taking into account the features of
state dental clinics, as well as a lack of funding, lead to poor
management and difficulties in making timely decisions.

2. Methodology

This study was carried out with the aim of developing a
system of indicators for a comprehensive assessment of the
effectiveness of state dental clinics. The following tasks were
solved during the study:
1. We have identified the problems that state dental clinics
face in the process of their activity;
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2. We have studied the existing methods of analysis of
the financial, economic, organizational and managerial
aspects of organizations and formed a system of indicators for a comprehensive assessment of the effectiveness
of the state dental clinic;
3. We have proposed a system of indicators that is
necessary for a comprehensive assessment of the
effectiveness of state dental clinics.

3. Results and Discussion

The problem of efficiency is among the most important
problems for the society. Any business entity seeks to increase
the efficiency of its activities, while relying on the rational use of
resources, increasing the volume and quality of products or
services (Ballantine, 1998; Niven, 2003; Hofmarcher, 2007).
The analysis of the effectiveness of state dental clinics has
characteristics that distinguish it from the analysis of other
organizations. Among these characteristics, the following can be
noted:
1. Healthcare specifics. The service sector does not have
stocks of finished products, services cannot be produced
for the future. This is a social sphere that provides vital
benefits, and this, in turn, determines the specifics of demand elasticity;
2. The combination of budget financing and a market mechanism. The consequence is the need to differentiate
income and expenses by source of funding, various
performance evaluations, etc.;
3. The property status of state dental clinics. They are not
the owners of the property used and do not have the right
to independently control this property, which does not
allow the sale of a certain part of the property to increase
the volume of current assets;
4. Entrepreneurial activity and profit arising as a result of
this activity is used to solve problems of achieving a
socially significant goal – providing medical and social
assistance to the population.

Based on the analysis of various methods for assessing the
effectiveness of non-profit organizations, we can distinguish the
basic principles for constructing an assessment of the
effectiveness of a dental clinic:

1. The principle of priority of achieving the goals of a dental
clinic over financial criteria (Kravchenko et al., 2012;
Khristyuk, 2013; Shilova and Levin, 2002);
2. The “profitability” of a dental clinic can be defined as the
difference in the cost of its implementation with the
method used and the cheapest (but equivalent in other
respects) alternative methods already used (that is, the
desire for an even less expensive option is reflected than
is already widely applied in practice);
3. The effectiveness of the expenditure of resources of a
dental clinic should be evaluated by a large number of
different parameters, which can be combined into the
following groups: medical efficiency, social efficiency, and
economic efficiency.

It is worth considering that any analysis of the economic
entity activities is carried out from certain positions, and what is
perceived as a positive characteristic in one case may turn out
to be completely unacceptable in another. For example, the
reduction in the cost of issuing shoe covers to patients can be
positively assessed by the owner of a medical organization, but
will not be accepted by patients (Shilova and Levin, 2002). In
addition, it should be noted that the first of the principles on the
priority of criteria for achieving a social goal can drastically
reduce, if not minimize the principles of economic efficiency, but
that is why such structures are non-profit. For example, the
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treatment of diseases of the oral mucosa is expensive for the
dentist. But at a low cost of treatment, it is completely ineffective
from an economic point of view. Nevertheless, the principle of
prioritizing the social goals of a medical institution will require
the provision of such assistance, despite the economic cost
inefficiency.
Thus, three types of efficiency can be distinguished:
1. Medical – the ratio of the medical result with the funds
spent;
2. Social – the ratio of the social result achievement with the
resources spent;
3. Economic – the ratio between economic results and the
cost of achieving them.

It is necessary to distinguish the interests that the above
described entities pursue in order to form indicators for assessing the performance of state dental clinics.
The state is interested that citizens receive a certain amount
and quality of a medical care with a certain medical efficiency.
Maximizing social efficiency and developing a dental clinic is the
state’s goal in terms of the social effectiveness of dental care.
The state’s interest in economic efficiency lies in its maximization for the dental clinic and in optimizing the cost of the
medical care.
Insurance medical organizations (compulsory medical insurance and voluntary medical insurance) are also interested that
citizens receive a certain amount and quality of a medical care
(medical efficiency), as well as in patient’s satisfaction with the
help received (social effectiveness). As for economic efficiency,
insurance medical organizations (compulsory medical insurance
and voluntary medical insurance), like the state as a whole, are
interested in optimizing the cost of the medical care.
The administration and staff of the state dental clinic treat
medical efficiency as providing a certain amount and quality of
the medical care to citizens. They treat their own well-being and
the development of a dental clinic in terms of social and economic efficiency.
Patients, being the final recipients of the services provided
by the state dental clinics, are also interested in a certain
amount and quality of medical care and proper service (medical
and social effectiveness).
Another subject are suppliers of materials and equipment.
They are interested in receiving payment for supplies from
dental clinics, and, accordingly, in their high economic efficiency.
It is noteworthy that the interests of all considered subjects
coincide in assessing medical effectiveness. The remaining
types of effectiveness of the state dental clinic – social and
economic efficiency – directly or indirectly affect the interests of
all participants in question.
Based on the data obtained, let us consider three groups of
indicators for individual types of efficiency.
1. Medical efficiency

-

-

Indicators of the volume of assistance provided. The
characteristic of the volume of medical care provided by
the public medical institution to the population is the main
component of the official reporting of dental clinics to the
state, since it is from these positions that the main
customer of medical services and the owner of the organization assess the overall effectiveness and efficiency
(Kadyrov, 2000; Manasherov, 2013).
Indicators of compliance with standards. The level of
quality of medical care is an extremely complex and
ambiguous concept. It is therefore quite difficult to reflect
it with certain quantitative characteristics, especially in
direct form, without special rather expansive studies to
evaluate it. For this reason, it is necessary to choose a
form of characteristic that would allow to minimize the
cost of funds and time to obtain the necessary and
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-

-

sufficient data. An alternative, but quite consistent characteristic is the assessment of the quality of care carried
out by the experts of insurance medical organizations of
the compulsory medical insurance system (Korotkova,
2004).
The frequency of refusal of insurance companies to pay
bills. The indicator is the ratio of the number of refusals
from the compulsory health insurance organizations to
the total number of bills issued. A refusal to pay the bill
follows in the event of unsatisfactory medical care
according to the examination.
Indicators of patient satisfaction with medical care. When
analyzing the quality of medical care, the subjective
component of patient perception is also very significant.

2. Social efficiency

-

-

-

Indicators of overall patient satisfaction. The evaluation
includes impressions of medical care as such, behavior
of medical personnel, and of the hospital (hotel) service
(Sheiman, 1998; Bondarenko, 2005). This group of indicators can be estimated based on the method of
selective questioning. The following questions can be
included in the questionnaire: availability of medical care,
adherence to the time of appointment, patient satisfaction with the completeness of information provided by
the doctor about the state of health, examination and
treatment methods, its consequences, satisfaction with
the sanitary and hygienic condition of the clinic, and the
attitude of the medical dental clinic staff.
Indicators of staff satisfaction. Assessment of staff
satisfaction should be comprehensive and multifactorial,
at least to avoid complication, in the main areas that
determine it (Taranov et al., 2000; Viktorov et al., 2013;
Smirnova and Lobanova, 2013).
Indicators of staff qualifications. This indicator should
differ from the generally accepted one. Firstly, the
change in the number of all specialists is estimated,
separately for doctors and nurses. Secondly, it is
necessary to include persons who have changed their
qualification category to a higher one according to the
results of certification. In addition, those specialists who

only confirmed the existing category or received a
category lower than they had should be excluded from
this number.

3. Economic efficiency
-

-

-

-

Indicators of labor usage. Since these characteristics are
very arbitrary and difficult to determine, it is advisable to
use a generally accepted, but somewhat modified indicator, to assess the usage of labor.
Indicators of income structure. They have an absolute
priority in practical importance in the assessment by the
heads of state medical institutions and their applicability
(Savitskaya, 2008).
Indicators of cost structure. Evaluation of the distribution
of costs by type, as well as income, is very important for
determining economic efficiency from the standpoint of
interests of influencing parties, since it allows you to
evaluate costs of the institution.
Indicators of fixed assets usage. Medical equipment
creates a significant part of the added value of medical
services. The current state of fixed assets in healthcare
is extremely unfavorable, since depreciation reaches
58.5% (Taranov et al., 2000). Accordingly, the characterization of the process of updating them turns out to be
the most important indicator for the prospects of the
institution, which is included in the group of ensuring the
interests of the most important party – the state, in its role
as the owner of a dental clinic (Vorobiev et al., 2003).
Profitability indicators. In the analysis of the activities of
commercial enterprises and organizations, the key factor
is profitability, defined most often as the percentage of
profit to cost (depreciation of equipment, expendable
supplies, salaries, etc.).
Indicators of unit costs. They are used in evaluating the
activities of dental clinics, being fundamentally important
for all influencing parties, because it determines the cost
of medical care, and at the same time it is significant for
the heads of healthcare institutions.

All indicators we offer to analyze the performance of the
state dental clinic are presented in Table 1.

Table 1. Performance indicators of the state dental clinic
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The development of a system of indicators to assess the
performance of the public dental clinics will allow for a comprehensive analysis of the activities of a healthcare institution. At
the same time, the interests of all parties interacting with the
public dental clinics will be taken into account, which will make
it possible to make competent management decisions based on
the results obtained, and, ultimately, will contribute to the improvement of its activities.
Moreover, it is important to take into account the results of
the analysis of each type of effectiveness not separately, but in
a comprehensive manner. This approach, from our point of view,
will allow managers to make competent management decisions
to optimize costs and improve the material and technical base of
the state budgetary institution that provides medical services to
the population.
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Abstract

The article discusses the processes of labor movement and presents the theoretical foundations and types of global
labor mobility. The components of the international labor mobility are investigated and a conceptual scheme for the
formation of labor mobility is presented. The global key factors of international labor mobility are presented. The
positive and negative consequences for all participants in international labor mobility are considered.
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1. Introduction

The most significant advantage of globalization is the
creation of a new, human-oriented economy and the general
increase in the role of human capital in modern economic
systems as a strategic resource of competitiveness. The labour
force management has a significant impact on the results of
business activities (Gallo et al., 2019). Under this influence,
there is a noticeable transformation of human factors of production. Human capital with its inherent capacity for creativity
and the creation of innovations is simultaneously experiencing
the impact of globalization and is its conductor. In the era of
rapidly changing economic environment are important innovative methods for measuring human resource performance
(Cabinova, 2019).
The formation of globally competitive human capital in many
respects contributes to the growth of intensive economic growth,
the level of employment and the well-being of the population, the

development of innovative industries and modern energy-saving
industries. The development of human capital is becoming the
determining factor characterizing the viability of national
economies and the world economy as a whole. The search for
the formation of human capital, its structural components,
hierarchical levels, qualitative and quantitative characteristics
that determine its competitiveness becomes one of the priority
directions of development of economic systems in the context of
global integration.

2. People on the move

The movement of labor is happening due to a number of
factors: economic, technological, social, demographic. Forms
and types and movements of labor are diverse. In the general
movement of labor resources, two types of movement can be
distinguished: vertical and horizontal (Figure 1).

Figure 1.
Classification of the dynamics of labor resources

Source:
(Weissburd, 2011)
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Depending on the context mobility of the population can
be defined as the willingness and ability of the population to
change social status, professional affiliation, place of residence
(Weisburd, 2011).
According to the definition given by the demographic conceptual dictionary (Rybakovsky, 2003), migration is any territorial
displacement that takes place between different localities of one
or more administrative-territorial units, regardless of its regularity, duration, and target orientation.
As applied to the labor force – the economically active part
of the population – the terms “labor mobility” and “labor migration”
are used. Labor migration is a type of migration, which is a set
of territorial movements of people associated with employment
and job search. Labor migration can be caused by the desire to
change the parameters of their own workplace or external
conditions in relation to the place of residence: socio-cultural,
housing, environmental, natural and climatic.
Among the key theories and concepts in the study of staff
migration processes can be identified neoclassical concept. This
concept of migration focuses on country differences in wage
levels. In his study Theory of Wages, Hicks (Hicks, 1932) considered migration as a solution to a rational individual who is
able to correctly assess his prospects on the basis of complete
and reliable information.
Researcher Stark (Stark, 1984) identified such a factor provoking the movement of workers as the income level of others
and the desire to take a higher position in a certain social group.
In the context of the globalization of the economy, the study
of international migration continues in the concept of the global
migration system and labor market change (Paun & Bogan
2011). Researcher Wallerstein (1976) considers the world
system as a multicultural territorial division of labor, based on

the methods and conditions of production and leading to the
selection of three regional zones: core, semi-periphery and
periphery. The periphery in this context is characterized by
labor-intensive industries, while the cores are capital-intensive.
A stronger and more economically healthy core exploits the
periphery. The development of peripheral zones occurs in a direction that does not allow them to get out of their “subordinate”
position. The expansion of the economic core can change the
technology of the periphery in the direction of reducing the share
of labor utilization, which generates waves of labor mobility
which is ready to move to other regions of the world.
The human capital model is the core of most research works
on migration and worker mobility. Conducted research allows to
summarize the conceptual apparatus of the studied issues.
At the tangible level, a wider focus on labor mobility requires
a distinction between two broad categories of mobile citizens
utilizing the freedom of movement principle: labor mobility
and non-work-related mobility. The second group encompasses
pensioners, students, job-seekers and accompanying family
members. None in this latter group should be referred to as
‘labor’ mobility. Of course these two forms of mobility are often
closely linked:





family members accompanying the mobile worker;
students become mobile workers after graduation;
pensioners retiring (post mobile work);
job-seekers becoming mobile workers.

Being a mobile citizen naturally increases the likelihood of
later employment in another country, as many studies have
shown with respect to students.
In the remaining part of this study we focus on labor mobility
(see Figure 2).

Figure 2. Benefits of labour mobility

Source: (Barslund & Busse, 2016)

The most common form of labour mobility involves a citizen
who moves from one member state to another to take up work.
These regular mobile workers enter the domestic labor market
with the same rights and obligations as nationals. One may
pause to ponder the global uniqueness and wide-ranging
implications of this right. However, it is important to stress that
this is only one segment of labor mobility.
It is not necessary for a mobile worker to take up formal
residence in another member state to be counted as a mobile
worker in the broader sense. Cross-border workers are a case
in point. They provide labor in one member state while residing
in another, but they are fully integrated in the domestic labor
markets, pay labor taxes and social contributions. A final category of mobile workers are the so-called posted workers and
posted self-employed persons. An employee may be sent abroad
to perform his/her work in another member state on a temporary
basis. In many cases the worker is subcontracted by a company
in the receiving country. One key difference between a posted
worker and a regular mobile worker is the fixed temporary
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character of employment and specific EU law that applies to this
type of mobility.
Most notably, posted workers do not fall under the social
security system of the country of work but instead maintain their
membership in their national system. The same construct also
applies to self-employed persons who provide their services
abroad. Both are effectively mobile ‘workers’, but their essence
lies in the freedom of services due the fact that they are not
directly employed in the country of destination but rather maintain a link to their domestic employer. Each category of labor
mobility is important in terms of its size and how it affects public
perceptions.

3. Components of international labor mobility

In accordance with the note of the Task Force on Measuring Labor Mobility of the Economic Commission for Europe
(Measuring international labor mobility, 2018), international labor
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mobility includes all movements of individuals from one country
to another for employment or services. But, this approach does
not focus on a significant amount of potential labor and a
component of labor mobility – student mobility. The conceptual
diagram of the formation of labor mobility is shown in Figure 3.
Figure 3 presents a conceptual overview of major population
groups related to labor mobility and their relationship to existing
definitions of habitual residence, migration, and labor. If you look
at the population that is currently present in the country in terms
of labor mobility, then the following two broad groups are of
primary interest:
1. “Migrant workers” who have changed their place of usual
residence from one country to another and are part of the
labor force of the country of destination.

2. “Foreign non-resident workers” who have moved across
the border for the purpose of finding employment or
providing services and who are not ordinary residents of
the country of destination.

Migrant workers could come to the country for any reason. When measuring the flow of migrants, it is important to
distinguish them by purpose of stay. This would allow the
identification of “labor migrants”, that is, persons who arrived
with a documented or declared intention to start work or look for
work while entering the country of destination. Although those
who migrated for reasons other than work (for example, as
dependents, refugees, or students) do not directly participate in
labor mobility during their relocation, they can later contribute to
the number of migrant workers.

Figure 3. Relation of the concepts of usually resident population,
International migration, labour force and labour mobility
Source: Developed by authors based on (Measuring international labor mobility, 2018)

4. Global key factors in international labor
mobility

Nowadays, global key factors influencing the formation of
trends in the field of labor resources are (Trends in the field of
personnel management, 2013):





economic climate;
demographic shift;
technology and databases;
the gap between the supply and demand of staff in the
world.

Changes in the economic climate of the post-crisis period
give a new sound to globalization. The growth engine is emerging markets. New labor markets and new demand markets are

emerging as a result of demographic shifts. In developed countries, there has been a decline in the birth rate and an aging
population, while in emerging markets there is an increase in the
birth rate, an increase in life expectancy and an increase in the
quality of life. The speed of development and use of high
technologies, in particular technologies of communication and
information transfer is growing exponentially (Botelho &
Kulishov, 2018).
The gap between the supply and demand of personnel is
determined by the shortage of personnel in various regions of
the world. The acute shortage of experts in specific markets and
in specific areas determines the priority of labor mobility as a
fundamental production resource. Rapid growth in emerging
markets creates a significant increase in the number of professionals working outside of their own country (Figure 4).

The average number of employees involved in staff
mobility in large organizations is increasing
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Figure 4. The average number of workers involved in labor
mobility in large organizations
Source: (Price Waterhouse Coopers, 2012)
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To solve the problem of non-spacing distribution of labor
resources in the context of integration, many solutions are being
developed to bring mobility programs into line with the realities
of tomorrow's business:

1. Short-term staff relocations lasting one year or less are
becoming increasingly popular, 20% of relocations now last
less than 12 months, compared with 10% in 2002. Shortterm travel is usually more attractive for young workers who
want to expand their experience than for older adults who
have families and are looking for stability.
2. Project-oriented travel. Organizations bring together selected
specialists from different departments to work together on a
specific project that requires temporary relocation or
frequent business trips throughout its implementation.
3. Extended business trips, long business trips allow you to
work anywhere in the world without having to move. This has
become an acceptable alternative for workers with families.
4. In-country mobility develops in accordance with the desire of
organizations to maximize their investment in mobility. It is
more efficient and easier for a company to translate skilled
workers than to attract them from other developed markets.
5. Employee rotation programs are often used in staff
development with high potential in specific industries and are
becoming more international.
6. One can single out the category “global nomads”. Regional
leaders often find that their role requires frequent business
travel, therefore, they are constantly on the move. In
addition, some specialists are so quickly moving from one
international project to another that, in a certain sense, the
concept of a “home” country is alien to them in their work.
7. Unilateral relocation. Organizations are moving their regional
or global headquarters closer to the fastest growing markets
where their business interests are concentrated. This
involves the constant movement of key managers and their
families.
8. The "borrowed" labor is increasingly used by organizations
to meet the short-term demand for certain professionals.
9. Virtual mobility – technological innovation allows employers
to unite the best professionals wherever they are, so that
they work and train together.
Some candidates for foreign mobility may not be willing to
change their place of residence. In such cases, alternatives to
traditional mobility such as virtual meetings and short trips
become relevant (Bahashova, Puriy & Kotane, 2018).
Mobility is developing in many new forms and manifestations. At the same time, the complexity of managing global
mobility programs is greatly enhanced, which may include a
diverse set of approaches in which organizations must quickly
select talent, conduct risk monitoring, verify compliance, analyze
cost and return on investment.

5. Consequences of International Labor
Mobility

According to ILO Global Estimates on International Migrant
Workers (2018), in 2017, migrant workers comprised 164 million
of about 258 million international migrants in the world. Migrant
workers contribute to growth and development in their
destination countries, while countries of origin benefit greatly
from their remittances and skills acquired through their migration
experience. Nevertheless, the migration process involves
complex problems in terms of management, protection of
migrant workers, links between migration and development and
international cooperation. The ILO is working to develop policies
aimed at maximizing the benefits of labor migration for all
involved parties.
According to the data provided by Eurostat (Residence
permits for non-EU citizens, 2018), in 2017, about 3.1 million
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first residence permits were issued in the European Union (EU)
to non-EU citizens. The number increased almost by 4% (or 112
000) compared with 2016. Employment reasons accounted for
almost one-third (32%) of all first residence permits issued in the
EU in 2017, family reasons for 26%, education reasons for 17%,
and other reasons, including international protection for 24%.
The increase in the total number of first residence permits in
2017 in comparison with 2016 was mainly due to the increasing
number of first permits issued for employment reasons (up by
155 000 or 18%), family reasons (up by 49 000 or 6%) and
education reasons (up by 30 000 or 6%), whereas the number
of first permits issued for other reasons decreased by 123 000
(-14%). First residence permits issued in the EU by reason,
2008-2017 (1 000 persons) (fig. 5).

Figure 5. First residence permits issued in the EU by reason,
2008-2017 (1 000 persons)
Source: (Eurostat, 2018)
Highest number of first residence permits issued in Poland,
Germany and the United Kingdom In 2017, one out of five first
residence permits was issued in Poland (683 000 or 22% of total
permits issued in the EU), followed by Germany (535 000 or
17%), the United Kingdom (517 000 or 16%), France (250 000
or 8%), Spain (231 000 or 7%), Italy (187 000 or 6%) and
Sweden (130 000 or 4%). Compared to the population of each
Member State, the highest rates of first resident permits issued
in 2017 were recorded in Malta (23 permits issued per thousand
population), Cyprus (22), Poland (18), Sweden (13) and Luxembourg (12). For the EU as a whole in 2017, 6 first residence
permits were issued per thousand population.
As the latest static data show 3.7% of European Union
citizens of working age (20-64 years of age) lived and worked in
2017 not in the member state of the Commonwealth they are
citizens of. This share increased by 1.3% in the last 10 years.
Graduates of higher educational institutions are generally more
mobile than the rest of the population. The level of employment
of mobile citizens of the EU is also higher than the total
population: 76.1% compared to the total employment in the EU,
which makes up 72.1%.
According to Eurostat in 2017 Romanian citizens of working
age (20-64 years old) living abroad in the EU accounted for
about a fifth (19.7%) of their fellow citizens living in Romania.
Further, the largest outflow of workers was observed in Lithuania
(15%), Croatia (14%), Portugal (13.9%), Latvia (12.9%) and
Bulgaria (12.5%) (Eurostat, 2018).
EU Member States with the smallest share of mobile citizens
(from the total population of the country) – Germany (1%), Great
Britain (1.1%), Sweden and France (1.3%). At the opposite end
of the scale, the proportion of Cypriot citizens living abroad,
which decreased from 7.1% in 2007 to 3.9% in 2017.
Changes in the structure of the workforce inevitably entail
positive and negative consequences for all participants in
international labor mobility.
The positive effects of international labor mobility for
importing countries are:
 growth of the national economy;
 increase in the volume of the national product;
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Table 1. First residence permits issued in the EU by reason, 2017
Source: (Eurostat, 2018)
 development of economically backward sectors of the
economy;
 provision of labor resources and solving labor shortage
problems in the labor market;
 significant savings on the formation of own labor
resources, achieved through the mobilization of readymade mobile labor resources;
 growth of intellectual capital and growth of innovations;
 increase of incomes and welfare, etc.

The positive effects of international labor mobility for
exporting countries are:
 growth of the average wage;
 large volumes of money transfers, which are more
reliable sources of foreign currency;
 reduction of unemployment and part-time employment;
 reduction of poverty, etc.

Negative consequences for importing countries are
manifested mainly in the socio-cultural sphere:

lower real wages;
multinational population of the country;
racial conflicts, the growth of crime;
cultural integration and the loss of the cultural identity of
the nation;
 growth of the morbidity of the population due to high
turnover of personnel from other countries;
 reduction of the level of information security of the
country, etc.
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More serious negative consequences of international labor
mobility in exporting countries:

 decrease in the volume of the national product;
 decrease in the number of working-age population;
 "leakage of conditions" and reduction of innovative
potential of countries;
 increase in unemployment;
 decrease in the number of qualified working population;
 increased pressure on public finances;
 deterioration of business activity etc.

It should be noted that the processes of international labor
mobility have a number of positive and negative consequences
for the migrants themselves and their families. This may include
the additional costs of moving, the cost of adaptation to a new
culture, language, climate, etc. Despite the difficulties, labor
mobility allows people to get higher wages in the exporting
country, gain work experience and qualifications, it also
improves the living standards of mobile workers and their
families, etc.

6. Conclusions

The combination of demographic changes, the aging of the
workforce in many countries and the evolution of multinational companies localized in one country into truly global
organizations creates fundamental changes in how and where
business is conducted today. A clear consequence of this is the
sharp rise in international mobility – organizations work hard to
make sure that they have the people they need and where they
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need them. These demographic changes are intensifying. The
aging of the workforce and the upcoming retirement of the baby
boomer generation will create serious problems for the most
developed countries and even for some emerging markets.
Forecasts of migration processes suggest an increase in the
level of labor mobility in the world, which is due to demographic
processes. The United Nations Population Division predicts a
constant level of migration until 2050 (United Nations. Population Division, 2017). According to the UN, in high-income
countries net migration, including labor migration is projected to
provide 82% of population growth. Researchers at the Vienna
Institute of Demography predict that the total number of migrants
in the world will remain almost constant during the next 50 years
(Sander et al., 2013). Migration scenarios developed by the
Organization for Economic Cooperation and Development
(OECD, 2018) among other things, suggest that the global
migration will increase or at least remain constant due to
population growth in the low-income countries coupled with

labor market shortages and population aging in high-income
countries (OECD, 2018).
Mobility develops in a variety of new forms and manifestations. At the same time, the complexity of managing global
mobility programs increases significantly, which can include a
diverse set of approaches in an environment where organizations need to quickly pick up talents, monitor risks, verify
compliance, analyze costs and return on investment.
Studies show that labor mobility in the context of economic
integration is no longer a migration process, but an economic
phenomenon. The rapid growth of unregulated labor mobility of
personnel causes the emergence of imbalances in the labor
market.
Opportunities for international labor mobility are now
recognized as a key element in attracting, retaining, engaging
and developing talents in human resource management practices. The mobility preferences and expectations of employees
deserve the constant attention of company management.
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Abstract

The emergence of Generation Z inside the workforce represents an important shift in how the organizations function,
communicate, and solve problems. The main aim of this paper is to identify the readiness of today’s organizations to
face the changes and challenges that Generation Z brings to the workplace, and analyze how the human resource
specialists deal with Gen Z in the workplace. Research is based on a qualitative approach, namely individual
interviews, applied to four human resources professionals from Romania. The respondents work in companies with
a total number of employees ranging from 50 to 700, whereas generation Z represents between 11% and 58%. This
study indicates that according to the interviewed human resource professionals, their organizations are ready to face
the changes and challenges that Generation Z brings to the workplace. Efficient management of the changes brought
by Generation Z to the workplace is closely linked to the level of knowledge and openness that both managers and
HR specialists detain about the new generation. In order to attract, motivate and retain the young employees, the
abilities, values and perspectives of Generation Z must be harnessed and transformed into opportunities.
Keywords: generation Z; workplace diversity; organisational behaviour; human resource management; Romania.

1. Introduction

The contemporary organizations are exposed daily to a
great deal of change given mainly by workforce diversity, the
continuous innovations and technological evolutions. Retaining
Generation Z employees is becoming an increasingly difficult
task, as the new generation is far more demanding than
previous generations. Prossack (2019) believes that one of the
main reasons behind Generation Z behavior is the unique desire
to drive change and not settle for the status quo. The main focus
of the paper on Generation Z in the workplace through the
lenses of Human Resource (HR) specialists is chosen because
this cohort represents today’s major influencer inside all types of
organizations, and we find it essential to observe the perspective of the people who, starting with the recruitment phase,
work directly with the new generation, having the duty to understand, motivate and retain this new critical generation.
There is no consensus between academics regarding the
starting point for the development of Generation Z, however,
Wood (2013) suggests that Generation Z is formed of those
individuals born in the decade after the emergence of the World
Wide Web phenomenon, approximately in the period 19952010. Generation Z represents the most connected and educated generation in the world. Demographically, there are over 2
billion people who belong to the Generation Z, and it is
forecasted that in the next decade, this cohort will represent
the largest professional segment on an international scale
(McCrindle & Wolfinger, 2014). Today, there are four different
generations active within an organization, namely: Baby
Boomers, Generation X, Y and Z. Nowadays, the workforce is
undergoing major changes, one of them being the fact that Baby
Boomers are in the process of retiring from their professional
careers, being replaced by Generation Z (Kapoor & Solomon,
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2011). Therefore, due to demographic change, age has become
one of the most relevant diversity dimensions, the handling of
age-diverse workforce is seen as a new challenge for companies. Diversity management advocates for confronting with the
differences and capitalize on them, in order to obtain positive
results for both the individual and the team, as well as for the
organization as a whole (Barak, 2017). The author also suggests that managers and HR specialists must capitalize and
maximize their employee potential, as it represents the main
driver for business performance. Organizations with a high level
of performance and the least performing ones differ on the ability
to manage diversity, and not on the exclusive focus on the
presence or absence of diversity (Leca & Vrânceanu, 2014). The
previous reasoning explains the motive of following the process
of diversity management when taking into account Generation
Z, their specific needs, the changes they implement and lastly
how HR specialists perceive these young individuals entering
the workplace.
This paper aims to answer the following research question:
How do HR professionals deal with Gen Z in the workplace? The
main objectives of this paper are: (i) Identify the main characteristics of Generation Z employees, according to the HR
professionals. (ii) Identify the managerial actions taken by
managers in order to attract, motivate, and retain Generation Z
workforce. and (iii) Identify the impact of Generation Z in the
workplace (positive or negative).
In order to answer this question, we made a literature review
on the characteristics, needs and expectations of Generation Z
at the workplace. We also refer to diversity management as an
important aspect of present-day organizations. The practical
part of this research is based on a qualitative method (interview). In-depth interviews were conducted with four Romanian
HR professionals, to investigate their perspective on the

Vol. 22, No. 183/ August 2021

QUALITY

Access to Success

GENERAL MANAGEMENT

following aspects: the main characteristics of Generation Z, the
managerial actions taken by them in order to attract, motivate,
and retain Generation Z and the impact of this generation in the
workplace (positive or negative).
The paper is structured as follows: Section 2 provides the
literature review on the main characteristics, needs and
expectations of Generation Z, and a brief presentation of the
diversity management in organizations. Section 3 is concerned
with the methodology of the study. The qualitative research and
results are presented in Section 4, followed by discussion and
limitations in Section 5 and lastly, in Section 6, the conclusions
of the paper will be presented.

2. Literature Review

Generation Z is formed of those individuals who were born in
the period after the emergence of the World Wide Web
phenomenon, between 1995-2010 (Wood, 2013). This cohort is
known by many other names and the majority are directly
related to technology and implicitly to the Internet and social
media, such as Internet Generation or IGen (Dorsey, 2016),
Post Millennials, Centennials (Dorsey, 2016), Digital Natives
(Mohr & Mohr, 2017; Seemiller & Grace, 2016), Plurals, Gen
Wii, Generation Text (Flippin, 2017). The use of such names for
Generation Z can be explained by the fact that this is the first
generation born in an integrated and internationally connected
world, where the Internet has always been present and is
considered an indispensable tool in everyday life (Turner, 2015).
Moreover, the way Generation Z learns and behaves as
employees, respectively, is influenced by a number of events
that are strictly specific to this generation, namely the lack of
experience when entering the labor market, the emergence of
mobile phones and social media, social justice movements and
the fact that they have grown up in a culture of security (Schroth,
2019).
The entry of Generation Z into the labor market means
candidates with specific characteristics, regardless of whether
we refer to their skills and needs, expectations from employers,
or behavior at work.
Those who are part of Generation Z are truly global (Bolser
& Gosciej, 2015). These individuals are characterized by
flexibility and independence, they are more open to diversity
compared to previous generations, learning to accept differences related to religion, social class, race, or ethnicity (Kapil &
Roy, 2014). Those in Generation Z are pragmatic, and have the
status of digital natives (Grow & Yang, 2018; Lanier, 2017).
Representatives of Generation Z manage to avoid more
successfully the barriers related to cultural differences in the
professional environment, compared to previous generations
(Bharat & Rajendra, 2018). According to Half (2015) Generation
Z members are good listeners, creative, constantly learningoriented, accustomed to providing input, but have poor writing
skills (growing up in an era of shorthand via social media:
abbreviations, emoticons and lack of punctuation marks are
advantageous on social media but can raise issues at work).
They are aware of the importance of in-person communication
and their shortcomings in this area (Jan Ferri-Reed, 2016
quoted by Deloitte’s Center for Integrated Research, 2017). All
these characteristics of Generation Z have an impact on their
behavior at work, and the degree to which employers take these
aspects into account decisively influences whether their presence in companies is an opportunity or a challenge for those
who work with them.
Regarding the work schedule and the activities that
Generation Z have to undertake at work, we note the lack of
limits on the location of the workplace, they easily accept the
geographical distance or different time zones in the work they
do, or in relation to the team /company in which they work
(Seemiller & Grace, 2016). Moreover, compared to previous
generations, members of Gen Z are the first to expect and
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embrace diversity in the workplace, whether we bring into question cultural, ethnic, generational, or gender differences (Lanier,
2017). The main aspects that Generation Z representatives
consider when looking for a full-time job are: “opportunities for
career growth, generous pay, making a difference or having a
positive impact on society, structured/stable work enviroment /
job security, good healthcare benefits/insurance, flexible hours/
remote work options" (Half, 2015, p. 16)
Scientific studies on Generation Z in Romania provide a
number of relevant information for those studying this subject.
Thus, the representatives of Generation Z present in the
companies on the Romanian market are characterized by
conscientiousness, individualism, flexibility, perseverance in the
tasks they assume when they are motivated, but also the fact
that they get bored rather quickly in their activities (Bunei, 2016).
According to the same source, Generation Z has well-defined
criteria for professional choices. For those in Generation Z in
Romania, free time and personal experiences play a very
important role in their development (Sandu, Stoica & Umbreş,
2014). Taking into account the aspects that they consider
important for the development of their professional life, Gen Z
members value soft skills more in comparison to hard skills
(Iorgulescu, 2016). The author states that, paradoxically, members of this generation face difficulties in the case of soft skills,
such as time management and teamwork, but want to attend
various training programs to master these skills. Regarding the
presence of Generation Z on the Romanian labor market, there
is a lack of easy compliance with a standard work program, the
main argument being the existence of access to technology
anytime and anywhere, which allows communication and
remote activities (Sandu, Stoica & Umbreş, 2014). The need
of Generation Z for a flexible work schedule (Bunei, 2016)
underlies this characteristic, a need that we associate with the
context in which this cohort grew and live, namely a dynamic
and globalized society. Those in Generation Z rarely work
overtime compared to other generations on the labor market,
either due to the types of work performed or due to higher
education concomitant with the professional occupation (Sandu,
Stoica & Umbreş, 2014).
According to the same source, in the process of choosing a
job, the most important factor is the salary, followed by the
safety offered by the job and the satisfaction for the work that
this generation performs. They were observed to have a permanent need for development, alongside the expectation to be
mentored by superiors, the desire to develop good working
relationships, and the need for security (reflected in their desire
for secure and well-paid jobs) (Sandu, Stoica & Umbreş, 2014).
The presence of several generations in contemporary companies is one of the many aspects of diversity in organizations,
a diversity that refers to visible and less visible personal traits
such as age, gender, ethnicity, religion, sexual orientation,
education, work experience, physical appearance, socioeconomic past, personal abilities and any other characteristics
that could represent a difference between individuals (Jones &
George, 2011). In this context, diversity management advocates
for confronting differences and capitalizing on them, in order to
obtain positive results both for the individual and for the
team/group and the organization as a whole (Barak, 2017).
Moreover, diversity management involves the integration of all
ideas and practices of diversity in managerial processes, so
members of a company can develop through communication
and learning, but only by accepting all the differences and
similarities of all people in the professional environment (Micu,
2009).
Thus, companies that integrate diversity management as a
basic organizational strategy, taking into account the differences
between employees and their needs, will be able to meet their
organizational objectives more easily, presenting a high level of
performance, being able to obtain competitive advantages (Keil
et al., 2007). The focus of an organization on diversity management brings a multitude of advantages to the organization,
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such as numerous perspectives and diverse information that
lead to an increased level of customer satisfaction, positively
influencing the company's financial gains; greater creativity due
to the heterogeneity of team members; attracting valuable
candidates due to its reputation for diversity management; the
defeat of resistance to change and greater flexibility of internal
policies, which can be considered outdated and unproductive;
improving the motivation of existing staff. (Aninoșanu, Marțiș &
Sorescu, 2008).
In addition to the series of benefits mentioned above, in the
organizational framework, diversity can be associated with certain problems, such a lack of team cohesion due to conflicts, the
common example being distrust of others; the existence of
stereotypical preconceptions about different cultures or other
personal differences; different work styles; communication
difficulties due to differences in vocabulary and different interpretation of certain situations (Luthans & Doh, 2015). All this
leads to various challenges and barriers in communication and
collaboration in organizations that can be characterized by
diversity.
As with previous generations, hiring Generation Z brings
both challenges and opportunities that can forever change the
field of organizational work (Lanier, 2017). The impact of
Generation Z on the workplace is a positive one, knowing that
new employees are characterized by “new levels of digital
competence, dedication, and drive to achieve a goal” (WGU,
2019).

3. Methods

As we state in the Introduction, the research question of this
study is: How do HR professionals deal with Gen Z in the
workplace? The main objectives of this paper are: (i) Identify the
main characteristics of Generation Z employees, according to
the HR professionals. (ii) Identify the managerial actions taken
by managers in order to attract, motivate, and retain Generation
Z workforce. and (iii) Identify the impact of Generation Z in the
workplace (positive or negative).
The theoretical part of the present study, consisting of the
review of the specialized literature, represents the reporting
framework of the practical part. Therefore, to achieve the
research objectives, we used the qualitative method of semistructured interviews. Therefore, the present paper is based on
qualitative research because, compared to the quantitative
research methods, we focus on a small number of subjects,
from which we obtain a substantial amount of information
(Șandor, 2013), acquiring the ability to get a deeper understanding of the literature review and the chance to highlight the
similarities and differences of the obtained responses. The
semi-structured interview is a versatile and powerful qualitative
research method (Giletta, 2013) being the best option for the
present paper, addressing a series of key questions in
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accordance with the theoretical framework, allowing new ideas
to be brought up during the interview, removing any possible
limitations in answering the presented questions.
A first step in collecting the primary data was to develop the
data collection tool, namely the Interview Guide. Thus, it
included a number of 13 questions, of which only one was a
closed question, the aspects concerned being those that fall
within the research objectives of the present study. The next
step was to identify suitable candidates to take part in the
interview. To be eligible, the subjects had to be HR specialists
with more than 3 years of working experience with individuals
from Generation Z and their organization must have at least
10% of employees part of Gen Z. We chose these coordinates
for the profile of the interviewees considering that experience in
the HR field is important to understand the issues involved in
this complex activity and reporting about Generation Z is
relevant when working with employees from this generation.
Thus, a series of four interviews were conducted with four HR
specialists, all within the established profile (see Table 1). The
interviews were taken personally by one of the authors, in
February-April 2019, except for one interview which was
conducted online, in April 2019. The four respondents were HR
specialists, having a working experience ranging from 3 to 18
years. All were employed in Cluj-Napoca, Romania, being part
of four different organizations, each having a different field of
activity, but all in the field of services. The interviewees were
themselves part of Generation Z, Y and X. In their organizations,
the average age of employees was under 40 years in 3 out of 4
organizations and the percentage of employees’ part of
Generation Z ranged from 11% to 58%. We remark the fact that
3 out of 4 HR professionals are employed in large companies
(see Table 1), therefore their opinions are based on their great
experience collaborating with this generation.
The research was completed with the analysis of the data
collected through interviews. In the next section of the paper, we
are directly oriented towards the answers received to the applied
interviews. The results are interpreted drawing conclusions and
answering the research question. To get the most relevant
information we used content analysis where we examined the
interviews to identify the key concepts and characteristics regarding Generation Z, alongside the managerial actions taken to
attract, motivate, and retain Generation Z and the perceived
impact of Generation Z in the workplace (positive or negative).
We have decided to conclude our research with the fourth
interview because the information started to repeat itself
revealing the final deductions and leading concepts.

4. Results

In this part, the results of the semi-structured interview are
being shared. The summarized responses of the four interview
respondents (all HR specialists) are presented in Table 1.
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Table 1. Content analysis of the data obtained from the semi-structured interviews
Source: the authors

4.1. Characteristics of Generation Z
in the workplace

Based on the interview responses (see Table 1), Generation
Z is seen as dynamic, transparent, creative, innovative, involved,
tolerant, socially responsible, emotional, knowledgeable, and
individualistic. Two out of four respondents consider that the
attitude of Generation Z in the workplace is inconsistent, and
they also argued that Gen Z employees need a long period of
accommodation in order to assimilate the values, organizational
culture and work style adopted by their company.
All the interviewed HR specialists believed that Generation Z
members have unrealistic wage expectations, especially if we
consider those without working experience seeking their first
employment contract. According to them, besides wage, among
the most expected elements from the workplace include flexible
work program (the main argument being that most Generation Z
employees are enrolled in a higher education program), transparent communication, other salary benefits, the opportunity to
advance in the company and access to challenging projects.
Regarding the style of work, all the respondents considered
that members of Generation Z entering the contemporary companies are inexperienced, but nevertheless, they want to receive
feedback after each activity is undertaken (2 out of 4) and at the
same time they want to express their opinions openly and
directly (2 out of 4). Also, half of the respondents believed that
Generation Z employees are resistant to standard procedures
and authority.
The interviewees mentioned that the work style of Generation Z is strongly influenced by technology and the internet
(including social media). Half of the respondents observed this
influence as a constant desire for progress and change, explaining why the repetitive tasks are not to the liking of Generation
Z, opting for a new employer in a short period of time when their
needs are not satisfied.
A characteristic considered negative identified by one of the
respondents is the constant need for support, feedback and
training, Generation Z becoming the most difficult generation to
retain and to motivate. Two out of four interviewed specialists
found that most of the time, those in Generation Z find it difficult
to work according to the standard procedures of the organization.

4.2. Managerial actions (Attraction, motivation
and retention of Generation Z)

The respondents offered a significant number of managerial
activities that lead to attracting, motivating and retaining the
employees of Generation Z (See Table 1). Most commonly, the
concept of transparency appears, both in the communication
with the members of this generation and in the transparency
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related to the way the activities are carried out. As reported by
the interviewed HR specialists, for Generation Z, the power of
example is considered to be extremely important to motivate;
from this point of view the quality of the leader, their behavior
and actions can represent an ideal code of conduct example for
the young employees. Other mentioned actions include public
recognition for the Z employee, a failure-tolerant leader, involvement in challenging projects and delegation of activities.
And finally, the four HR specialists believed that to motivate this
generation, there is a need for a personalized career plan, the
support to pursuit personal and professional goals and how they
can be achieved effectively. At the same time, wage and extrawage benefits such as recurring feedback and flexible working
hours are methods imposed in the companies of which the
respondents belong.
In the event of an inter-generation conflict at 3 of the 4 companies (represented by the 4 HR specialists), there are specific
procedures aimed at diversity management. In all 3 examples,
the activities undertaken to resolve inter-generational conflicts
involve the intervention of the manager, the HR department, or
the team leaders. The actions undertaken by the three companies include one-to-one meetings with the manager, process
improvement practices, or diversity training. In order to increase
the degree of empathy and understanding between the values
and characteristics of each generation at 2 companies, a special
diversity training is used in order to reduce prejudice and
discrimination, but also to highlight the characteristics of each
generation and the added value brought by each individual,
regardless of culture, age, ethnicity, gender, sexual orientation
or religion.
The majority of the respondents (3 out of 4) believed that
recurring feedback is very important in order to keep Generation
Z focused and motivated. The HR specialists also realized that
the constant need for support and feedback is one of the main
characteristics of the generation. The reasoning of this perspective is given by the fact that those in Generation Z, compared to
previous generations, want constant support, and the annual or
biannual feedback is no longer sufficient for them. In the case of
organizations in which the respondents operate, one-to-one
feedback methods or 360-degree evaluation are used. A positive
aspect, from a respondent point of view, is that those in
Generation Z are receptive to feedback and observations,
whether they refer to work processes, inter-generational relationships or attitude towards organizational culture, however,
he/she suggested that the feedback should be personalized and
transmitted in an informal manner.
When asked about turnover rates, all respondents said that
reducing staff turnover has been a problem they have been
struggling with for years, especially when considering employees from Generation Z. At the time of the interview, only one
respondent stated that the turnover rate of Generation Z
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employees is very high in his /her organization. Among the
actions of the 3 companies that managed to significantly reduce
turnover rates of Generation Z the respondents mentioned:
granting an attractive extra-salary package, internal job transfers, advancement opportunities, involvement in activities meant
to offer the sense of belonging at work or engaging in manageremployee meetings in order to identify specific needs. Another
respondent mentioned his/her company’s efforts to provide
niche benefits for Generation Z, such as ticket discounts for
access to music festivals, as well as activities that promote
social responsibility.
In the general context given by the managerial activities at
the level of the companies of which the 4 interviewed HR
specialists are part, we followed the way in which two of the
most specific needs of those from Generation Z are met, namely
training programs and work schedule. According to the collected
data (see Table 1), 3 out of 4 of the HR specialists mentioned
that in their company there is a special budget for external
training programs, but the way in which they are granted and
their purpose differs in each case. In the first respondent
organization, the process of accessing a training program is an
annual event, in which each employee sets out their training
needs, and if there are a significant number of people who wish
to participate in the same type of activity, the human resources
department contacts a specialized training company that offers
its services. The second respondent revealed that no external
training is funded in the organization. We have the organization
of the third respondent that offers periodically a variety of
professional training programs, with a focus on the development
of personal skills. In the fourth respondent organization, where
only 11% of the employees are part of Generation Z, there is an
extremely small number of training requests, but, within the
budget, they have the opportunity to participate in different
training specific to their professional responsibilities. Among the
training programs that the Generation Z employees require are:
specialized training on improving language skills, such as
English, or German (mentioned by 2 out of 4 interviewees);
specific programming languages (2 out of 4), personal skills
improvement, respectively soft skills, such as time management, conflict management, and communication skills (3 out of
4), training to improve digital skills, for example, using Microsoft
Excel (2 out of 4). Most respondents (3 out of 4) mentioned that
they use internal training programs, as workplace mentorship
and On-the-Job training, where experienced employees transfer
know-how and provide support to new employees or those who
moved to different departments.
Referring to the work schedule, three respondents mentioned that Generation Z had specific requests for a flexible work
schedule. The fourth respondent stated that there were only a
few requests to change the work schedule, the program in the
organization being a fixed one, considering the field of activity
(security services), and the fact that the highest percentage of
employees belongs to the Generation X. One respondent
believed that the flexible program from 8-10 AM is not sufficient
for the needs of the new generation, and from this point of view,
his/her company created the option of working from home
(Telecommuting) within the limit of two days per month, with the
mention that this term can be extended depending on experience and individual performance. For this last example, we
emphasize that the activity of the organization is the implementation of software programs, which is why in the case of this
organization it was easier to implement such drastic changes in
the work program.

4.3. The Impact of Generation Z in the workplace

According to the gathered data (see Table 1), most
respondents (3 out of 4) believed that Generation Z can improve
the level of professionalism and productivity in the company,
resulting in a positive impact. The reasoning behind this view is
given by the attractiveness of young people in technology and
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innovation, which gives them a different view from the other
generations when companies are faced with solving problems or
finding new methods of resolving a task that is no longer
considered to be efficiently solved. The difference in vision helps
the entire company to overcome certain organizational obstacles, including reporting on innovation, technological progress
and targeting new market segments.
The HR specialist who gave a different answer, a member of
Generation Y, argued that in order to contribute to increasing
productivity and professionalism, the members of Generation Z
require an accommodation period from 6 months to 1 year, in
order to allow sufficient time for integration into the professional
team and for assimilating organizational values. Half of those
interviewed believed that the level of professionalism can be
heavily improved at the organizational level by Generation Z if
they receive support and guidance from colleagues with more
professional experience or leaders who can familiarize them
with internal procedures.
In the series of opportunities that Generation Z could bring to
the company, the interviewees included: openness to change
and acceptance of change as part of the organizational culture
of the company (2 out of 4), the introduction of technological
elements that can help to automate and replace some activities/
positions considered inefficient (2 out of 4), as well as the
enthusiasm, ambition, and dynamism specific to the age of this
generation (2 out of 4). According to the interviewed HR specialists, the other generations can learn from Generation Z the
ability to adapt, innovate, be more flexible and think "out of the
box". An element found throughout all the interviews is the
indisputable ability of Generation Z to connect to technology and
to use the benefits of technology, which is why all interviewees
believed that other generations can learn from Generation Z
how to more easily achieve professional goals using technology.
Taking into account all the above-mentioned information, we
consider that we achieve the research objectives (see the
section Discussion).

5. Discussion

The presence of Generation Z on the labor market is a reality
at the level of contemporary companies, age diversity being one
of the primary dimensions of diversity. Those of this generation,
born between 1995-2000 (Wood, 2013) were the first to grow up
in an integrated and internationally connected world. Dorsey
(2016) mentions that although millennials, also called Generation Y, were the first generation to develop alongside digital
evolution, Generation Z is made up of young people who grew
up surrounded by these “I-everything” devices, thus assuming
the role of person focused on continuous development with the
help of information from technological sources. Thus, according
to the same author, those in Generation Z are the promoters of
smart devices and trendsetters among the new ways of
integrating into the digital world. The reference to technology
also emerges from the name given to this generation, namely
Technoholics, the other generations being called digital natives
for Generation Y and digital immigrants for Generation X (Vilas,
2016).
Employers must be prepared for the presence of Generation
Z on the labor market (Schroth, 2019). This involves adapting
organizational processes and policies to this new global reality
(Lanier, 2017). In this context, the present study aims to identify
the methods by which HR professionals deal with Gen Z in the
workplace. The primary research consisted of semi-structured
interviews conducted with a number of four HR specialists from
4 companies based Romania (of which 3 are companies with
over 350 employees) and it aims to achieve the three proposed
research objectives, namely: (i) Identify the main characteristics
of Generation Z employees, according to the HR professionals.
(ii) Identify the managerial actions taken by managers in order to
attract, motivate, and retain Generation Z workforce. and (iii)

Vol. 22, No. 183/ August 2021

QUALITY

Access to Success

GENERAL MANAGEMENT

Identify the impact of Generation Z in the workplace (positive or
negative).
Regarding the first research objective, from the perspective
of the four HR specialists interviewed (see Table 1), Generation
Z employees are dynamic, transparent, creative, innovative,
involved, tolerant, socially responsible, emotional, knowledgeable and individualistic. Considering that the HR
specialists interviewed are the ones who hire and work with
those from Generation Z, we appreciate that this result is a
useful one, bringing relevant information about Generation Z
employees. The opinions of the four HR professionals are
largely in line with those identified in the literature, as follows.
Seemiller and Grace (2016) characterize Generation Z as
dynamic, active, and that they can produce more in a shorter
amount of time compared to other generations. Vilas (2016, p.
12) mentions that the need for transparency of this generation is
due to the fact that they “grew up in a world that’s more
transparent than ever”. We observe, thus, that this characteristic
of Generation Z influences the way they choose their employers.
Creativity is another characteristic of Generation Z (Mohr and
Mohr, 2017; Half, 2015), those in Generation Z describing
themselves as being creative (Flippin, 2017). Creative employees are wanted by contemporary companies, regardless of
industry (Lee and Tan, 2012), and a work environment in which
creativity is capitalized leads to innovative solutions to achieve
the desired organizational goals (Fischer and Montalbano,
2014). Regarding Generation Z, innovation is both a feature
(Merriman, 2015) and one of the values, along with being
entrepreneurial and passionate (Half, 2015). Involvement,
another characteristic of Generation Z is seen in the context of
other traits, namely the tendency to offer suggestions, being
good listeners, and being learning-oriented (Half, 2015). Human
resources specialists are concerned with obtaining and
maintaining employee involvement, this aspect having a positive
impact on the implementation of change and innovation
(Brzeziski & Bak, 2015). Tolerance is an important feature of
Generation Z and we associate it with the fact that diversity in
the workplace is an expectation of this generation (Kapil & Roy,
2014). Generation Z grew up in an environment characterized
by access to information, the learning of global history, and also
by the phenomenon of social networks, which meant connecting
with people from different cultures, who have a different past
and who developed in different circumstances (Lanier, 2017).
We associate the integration of diversity in the life of Generation
Z with the fact that they grew up being taught that all people are
equal and therefore the opinion of each individual is valid and
worthy of consideration (Saldek & Grabinger, 2013). Social
responsibility is one of the actions that Generation Z values
(Half, 2015; Mohr & Mohr, 2017) and as a result, it has become
a feature of this generation. Individualism, another characteristic
of those in Generation Z (Bunei, 2016; Iorgulescu, 2016) can be
explained by the adoption of virtual communication by this
generation, a mode of communication that affects their social
skills (Iorgulescu, 2016).
Given the above, we note that the results of this study are
consistent with studies already established. Thus, this study
contributes to the consolidation of knowledge about the
characteristics of Generation Z, as a workforce.
Regarding the expectations at work of those in Generation Z,
we note the unanimous opinion of the HR professionals
interviewed regarding the unrealistic expectations of salary. The
information is useful, knowing that the salary is mentioned as
the most important factor in the process of choosing a job
(Hăhăianu & Tudose, 2017), respectively on second place after
“positive workplace culture” (Deloitte, 2018). For Generation Z
“value earning power and job security” is also important (KPMG,
2018, p. 6). This unrealistic expectation at work is mentioned in
various articles by those working in the field of human resources
(Lam, 2019; Dune, 2020) but we do not find it in scientific
studies. As a result, this article complements the level of
knowledge in the field with this result. One possible explanation
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could be that “Gen Z is not as prepared for the realities of the
workplace as past generations” (Schroth, 2019, p. 14) implicitly
in terms of salary expectations. Returning to the data collected
in this study, the other job expectations of Gen Z employees are
in line with the results of studies already published, namely
flexible work program (Saldek & Grabinger, 2013; Bunei, 2016)
, transparent communication (Adecco, 2016), other salary
benefits (Hăhăianu & Tudose, 2017), the opportunity to advance
in the company (Iorgulescu, 2016).
Referring to the second research objective, namely to
identify the managerial actions taken by managers in order to
attract, motivate, and retain Generation Z workforce, the data
collected (see Table 1) indicate the following. Considering the
specific features of Gen Z employees, in the companies of which
the interviewees are part, a series of managerial decisions are
adopted and implemented, which aim at attracting, motivating,
and retaining young employees. Thus, transparency
characterizes these companies, both in terms of communication
and the way in which activities are carried out. The result
obtained by us is in line with the already existing results, so,
according to a survey conducted by Glassdoor quoted by Vilas
(2016), 90% of respondents said that it is important for them to
work for a company where there is transparency. Other factors
that motivate young employees are the importance of the power
of example, mainly of the leader (in terms of qualities and
behaviors), public recognition, tolerance of failure of the leader,
involvement in challenging projects, the delegation of activities,
a personalized career plan, salary, and a flexible work schedule,
respectively. All these managerial actions are also found in the
literature, which indicates that the results of this study
strengthen the studies already conducted. Thus, 3 of the 4
respondents to the interview mention the importance of
providing permanent feedback to young employees to keep
them focused and motivated, the interviewees prove that they
know that the constant need for support and feedback is an
important feature for Generation Z. Within the organizations of
which the respondents are part, a series of measures are
adopted that lead to the reduction of the turnover rate of the
employees, especially focused on those who are part of
Generation Z, namely: attractive extra-salary packages, the
possibility of internal transfers, opportunities for advancement,
involvement in the life of the company in order to offer them the
feeling of belonging, respectively the development of individual
meetings with the leader to identify specific needs.
Regarding the training need of young employees (see Table
1), the existence of a budget for external training programs for
the company where 3 of the 4 interviewees work is another
aspect that shows the adaptation to the needs of Gender Z. In
the case of the work schedule, 3 out of 4 companies offer the
possibility of a flexible working schedule, thus responding to the
needs of Generation Z.
Regarding the third research objective, namely to identify the
impact of Generation Z in the workplace (positive or negative),
the data collected (see Table 1) indicate the following. Most of
the interviewees (3 out of 4) appreciate this impact as positive,
the arguments being that the young employees improve the
level of professionalism and productivity in the company. The
ease with which Gen Z uses technology, the openness to
innovation and the involvement of young employees which
makes them contribute to overcoming various organizational
challenges are some of the arguments given by the respondents
on why this generation can improve the level of professionalism
and productivity in their firm. Other positive aspects associated
with the presence of young people employed in companies are
openness to change and acceptance of change, orientation
towards new technologies that contribute to the automation and
replacement of inefficient activities/positions as well as
enthusiasm, ambition and dynamism. Added to this is the fact
that other generations in the company can learn from young
employees to connect with technology, use its benefits, adapt,
be innovative, be more flexible and think "out of the box".
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According to the HR specialists interviewed, these elements
associated with the Z generation at work have an impact on the
organizational culture and on the company in general. The
positive impact of Gen Z on the workplace, which is mentioned
by 3 of the 4 interviewees, leads us to the idea that the companies in question are prepared for this generation, adapting to
its needs and expectations.
Thus, the respondents to the study mention an organizational culture in which change is encouraged, in which there is
support and guidance of young employees by more experienced
colleagues and in which a good relationship with leaders is
important in order to familiarize them with internal procedures.
The results of this paper are in line with the studies already
published, the support and guidance of Gen Z employees by
colleagues but especially by managers being ways that
employers can adopt to attract, develop and retain young
employees (Grow & Yang, 2018; Schroth, 2019; Workforce
Institute at Cronos, 2019)
We acknowledge the fact that over-generalizing a certain
generation may be harmful, this being the reason why we
consider it necessary to address that the perspectives of the
respondents together with the research analysis and results
may be prone to stereotypical views that clearly not apply
exclusively to all individuals, being aware that individual needs
may differ from generational characteristics.
One of the difficulties of the paper is related to the process
of gathering relevant data considering the lack of references at
the national level on the topic of Generation Z, in particular how
the Romanian employers relate to Generation Z entering the
workforce. As such measurements are not available, as far as
we know, in Romania from the perspective of the employers (in
our case HR Specialists with the duty to employ members of
Gen Z) a limitation of this paper concerns the fact that findings
cannot be backed up by statistical data.
Another limitation of the present paper is that the interviews
were conducted in Romanian, thus appearing certain concepts
and terms difficult to translate/interpret in another language.

6. Conclusion

The high interest regarding the presence of Generation Z in
companies is explained knowing that this generation will
represent 36% of the global workforce, in 2020, according to a
projection from 2014 (Link, 2014). Our concern is to identify and
analyze the perspective of HR professionals on the presence in
contemporary organizations of the young generation. We
appreciate that the opinion and experience of the HR specialists
is very important as they represent the first in a company that
approach and collaborate with those in Gen Z.
In this context, this paper aims to answer the following
research question: How do HR professionals deal with Gen Z in
the workplace? The obtained results indicate that the interviewed HR professionals are aware of the main characteristics
of Generation Z employees, their organization has adapted in
order to attract, motivate and retain the young employees and
the general impact of this generation on organizations is positive.
According to the interviewed HR specialists, the main
characteristics of Generation Z employees include ambition,
dynamism, creativity, resistance to standard procedures, interest in innovation and social responsibility. As reported by the
respondents, Generation Z is characterized by unrealistic wage
expectations and the need for continuous development, through
various internal or external training programs.
Most of the HR professionals (3 out of 4 who took part in the
semi-structured interview) are ready to attract, motivate and
retain those from Generation Z, as they focus on learning about
the specific characteristics and demands of the new generation.
An indicator validating our opinion is their point of view
according to which the general impact of Generation Z in the
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workplace is positive. We consider that the HR professionals
’openness to young employees is a reality in today’s organizations. Moreover, their organization has adopted a number of
issues that are very important for Gen Z, such as transparency
(in terms of communication and activities), public recognition,
involvement in challenging projects, the delegation of activities,
opportunities for promotion, a personalized career plan, salary,
and a flexible work schedule, respectively. To these is added the
provision of trainings that respond to the need for professional
development that characterizes Gen Z. Generation Z is focused
on career advancement, and this desire may be influenced by
the constant need for change that Generation Z manifests.
When their needs are not met, the tolerance of Generation Z is
reduced, and the probability of searching for another employer
is very high. Generation Z needs constant evaluation and feedback, does not work without the help of technology, and focus on
solving problems using the most efficient and creative methods.
Generation Z will soon be the most active age group present
on the labor market, and from this point of view, managing all the
changes in the professional environment depends on the
behavior, expertise and activities that the management and HR
specialists undertake in order to ensure a productive, motivating
and smooth transition for all parties involved in the professional
framework.
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Abstract

Every start-up starts with an idea it later transforms into a business model. However, building a start-up from scratch
is a truly unique journey. Starting a successful start-up undoubtedly requires talent, expertise, technological knowhow and financing. The aim of this paper is to identify the relationship between the degree of awareness among
potential young entrepreneurs about what a start-up entails and the motivation to establish their own start-up. The
survey sample consisted of 100 respondents and the results of the analysis showed that the degree of awareness
among the emerging young generation about this type of business is not sufficient. The low level of awareness may
later be reflected in the low effectiveness of a start-up. However, this negative phenomenon usually manifests itself
in the advanced stage of a star-up, hindering its ability to keep up and keep ahead for the months or years to come,
thus ultimately heading towards serious economic and social problems.
Keywords: management; start-up; business; motivation.

1. Introduction

The relative stability of the economic and legal environment
supports business development. On the other hand, instability of
the economic and legal environment poses an obstacle to
business development. Blank's (2013) statement that "start-ups
are not small versions of big companies. Rather they are
different in every possible way" is well known. Thanedar (2012)
distinguishes start-ups from small businesses based on five
criteria, which are profitability, long-term value, revenue, growth
potential and scalability. Small businesses aim at profitability
and stable long-term value, while start-ups focus on revenue
and growth potential. According to the available information, we
can state that start-ups are a very specific type of business in
which, in addition to the innovative idea, it is necessary to have
sufficient capital to start a business. In Slovakia, support for this
type of business is not yet widespread, as evidenced by gaps in
support on the part of the state. State support would certainly be
very appreciated, especially at the beginning.

2. Literature review

One of the greatest experts on the creation of new companies, Steve Blank (2013), states in his definitions that: “A
start-up is an organization formed to search for a repeatable and
scalable business model”. The founder of a start-up W. P. N.
Blumenthal has a different view of what a start-up is: “A start-up
is an organization that works to solve problems where the
solution is not clear and success is not guaranteed” (Blumenthal
2013). According to Eric Ries, a well-known Silicon Valley
businessman, a start-up is primarily intended to create a new
product or service under particularly uncertain conditions. When
a start-up hits the market, it still doesn't know if it will succeed
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(Ries 2011). In his understanding, English businessman and
programmer Paul Graham explains a start-up is a company
designed to grow fast. Being newly founded does not in itself
make a company a start-up. At the same time, he emphasizes
that start-ups do not necessarily work on technologies. The most
important thing in this business is growth (Graham 2005). The
company has several stages of life. These are as follows:
Speed phase – it is the initial phase in the life cycle of a
company; Spin-off phase – represents the separation of the
company from the parent company; Start-up phase – an already
established and registered company, but it has not yet started
the commercial sale of its products or services and makes no
profit; Initial growth is the stage when a company strengthens its
position and starts producing; Company expansion – a company
knows how to operate in the market and expands its reach
(Brušík 2019). Start-ups bring about innovations. Innovations,
however, are usually associated with a high degree of uncertainty and risk, and therefore traditional methods of financing are
out of the question. CB Insights (2020) grouped the reasons why
start-ups fail in the market into a “top 20” chart. Reasons such
as: insufficient demand on the market, lack of funds and wrong
people behind the idea made it to the top positions. In this
regard, Mansfield (2020) outlines reasons start-ups are established. The most common are the readiness to take care of
yourself, a desire to follow one's passion or even a desire to
seize an opportunity. The perspective of possible application of
lean start-up methodology to product development in large
companies, which was investigated by Jesemann et al. (2020),
is also interesting. They found that this method could also be
used in large companies which want to make their product
development more agile and flexible. In the context of start-ups,
Riepe and Uhl (2020) examined their need for non-financial
resources. They focused mainly on start-ups in Europe and
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Latin America. They found that the demand for these resources
is proportional to the size of a start-up, its business model and
the current financial situation. Jesemann (2020) also pointed out
the role of start-ups in the emergence of new business sectors.
She demonstrated how local start-up programs help boost
innovations in regional industries and how a new economic
sector can be born. Kutzkerz et al. (2020) point out that while
start-ups are successful in using available resources as a first
line of protection during the COVID19 crisis, their growth and
rate of innovation is at risk. Therefore, they must also think
about the survival strategies. Goji et al. (2020) found that startups operating in some sectors seek inspiration in and apply
results of academic research. Berg et al. (2020) investigated the
factors of agility and quality in hardware start-ups in their
comparative study. They found that agility in start-ups is not just
based on fast product development as it is not enough in itself.
They pointed out that especially in hardware start-ups, the mindset and strategies lag behind. Noelia and Diaz-Carrion (2020)
examined different types of obstacles that start-ups face and, in
parallel, analyzed the impact of the business ecosystem on
reduction of these obstacles. In their work, they identified a set
of relevant agents of the business ecosystem necessary to
reduce these obstacles. Roche et al. (2020) analyzed a dataset
of 2,998 founders who founded 1,723 innovative start-ups. They
found that the chances of increasing liquidity are lower for
academic start-ups when compared to non-academic ones.
However, academic start-ups produce the same amount of
patents and receive the same amount of funding as nonacademic start-ups. Oe and Mitsuhashi (2013) found that startups are able to reach their break-even point faster if their
founder has previous work experience in the industry. Other
authors who researched related issues are Mansoori et al.
(2019) and their analysis of lean start-up methodology, Cohen
et al. (2019) examined the design of start-up accelerators,
Kuckertz et al. (2019) examined value creation in ecological
start-ups, Ahluwalia et al. (2020) investigated the application of
blockchain technology in start-up financing, Xu et al. (2020)
worked with network-based recommendation methods for startup investors, Ghezzi (2020) examined the use of lean start-up
methodology in traditional business, Prommer et al. (2020)
analyzed future of start-up leadership development, Mollick
(2014) examined dynamic crowdfunding in the field of start-ups
on a sample of 48,500 projects, Prohorovs et al. (2019)
researched the success of start-ups when attracting funding,
Banerji and Reimer (2019) analyzed LinkedIn profiles of start-up
founders and their connections, and last but not least a study by
Ewens and Marx (2018) in which they pointed to the fact that
changing a leading figure in the initial phase of a start-up may
beneficial in the evaluation of the project by venture capital
funds.

3. Methodology

For the purpose of our research, we collected data using an
online questionnaire. The research sample consisted of 100
respondents, 44% of men and 56% of women, in the age range
of 18-30 years, while 47% had a high school diploma and 53%
had a university degree. The analysis targeted a sample of
Slovak respondents. Data collection took place in the period
from April to June 2020. The aim of this survey was to identify
the relationship between the level of awareness among
potential young entrepreneurs of the new form of starting a
business – a start-up and the motivation to establish their
own business.
We examined the motivation for establishing own start-up in
a young generation of potential entrepreneurs, bearing in mind
two variables, namely:
a) the degree of awareness of the concept of a start-up;
b) the level of education attained.
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For the purpose of verifying the relationship between the
degree of awareness among potential young entrepreneurs of
start-ups and the motivation to start their own start-up, two
hypotheses were formulated:

H1: There is a statistically significant relationship
between the level of awareness about start-ups and the
motivation to start own business.
H2: There is a statistically significant relationship
between the education attained and the motivation to start
own business.

A regression model was applied to verify the relationships in
question, namely the correlation analysis (in the first step) and
subsequently the output of regression analysis. The H0 focuses
on the significance of the constant and the regression
coefficient. H0 claims that the relevant coefficient is statistically
insignificant. The alternative hypothesis H1 confirms its significance. The P-value will be used to evaluate the statements.
Hypotheses were tested at a significance level of 0.95. Therefore, the value must be less than 0.05.

4. Results and discussion

From the data obtained, it is clear that awareness of startups is poor. The next generation of potential entrepreneurs is not
sufficiently informed about this type of business. Respondents
admitted they do not have enough information on and lack the
basic knowledge of the issue. Based on this finding, a
hypothesis was formulated examining the relationship between
the level of awareness of start-ups and motivation to start own
start-up.
H1: There is a statistically significant relationship
between the level of awareness about start-ups and the
motivation to start own business.

In the research, we examined whether the respondents are
familiar with the term start-up and whether they can define it. Of
the 100 respondents surveyed, up to 20% chosen “certainly
not”, 14% stated “not”, 12% “could not judge”, 43% said “yes”
and 11% said “certainly yes”. The survey also showed that only
27% think about starting their own start-up, while 68% think
about offering an innovative service and 32% think about
product development. In the case of respondents who know the
term and were able to define it (54%), the method or communication channel through which they became acquainted
with the term was further surveyed. We observed the highest
frequency of responses stating they know the term from the
Internet, followed by print and radio, from their acquaintances
and the least effective appear to be traditional print forms of
promotion such as billboards, banners, leaflets or posters.
From the available data on EU member states, StartUP
Monitor (2018) compiled a profile of a potential founder of a
start-up – he is mostly a man (82.8%) aged 35 years, university
educated (84.8%), finances the idea from own resources (77.8%)
(Mauer and Steigertahl 2018 In: StartUP Monitor). StartUP
Monitor (2018) also examined the motivators for starting a startup. In our survey sample, the main motive for establishing one's
own start-up is money – having a start-up as a source of income
(72%), benefits of the innovation for the population (48%),
introduction of innovation to the domestic market (30%,) taking
innovations from another company (28%), creation of a micro
enterprise (18%), breakthrough on the foreign and Slovak market 14%, to satisfy one’s own needs 5%. According to the Start
Up Monitor (2018), the motives are as follows: internal rewards
(self-realization) 79.1%, external rewards (making money)
63.0%, independence, 62.9%, maintaining the family tradition
45.3%, opportunity (market opportunity) 7.6%, necessity
(unemployed people) 6.0% and others 4.4%.
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Table 1. Regression analysis – the dependence of the awareness of start-ups and the motivation to start own business
In this case, the independent variable X represents the
awareness about start-ups and the dependent variable Y is the
motivation to start own start-up, the P-value is 9.67*10-7 < 0.05.
Thus, the correlation is statistically significant. The P-value of
the regression coefficient is 3.91*10-40 < 0.05, therefore we talk
about statistical significance. The value of Multiple R (correlation
coefficient) is equal to 0.914, this coefficient representing a high
degree of relationship between awareness of start-ups and the
motivation to start one's own start-up. The R Square value is
83.51% – the rest is unexplained variability and the effect of
random factors. Therefore, the given hypothesis can be accepted – we talk about a statistically significant relationship
between the examined variables. The coefficient represents a
strong relationship between awareness of start-ups and the
motivation to start one’s own start-up. We can state that the
degree of awareness of start-ups affects the motivation to start
own start-up.
In order to identify the potential founder of a start-up, we
focused on education of potential founders of start-ups. Clercq
and Arenius (2006) examined the relationship between education attained and the likelihood of participating in start-up
activities in a sample of 4,536 individuals in Belgium and
Finland. The results indicated that education affects the pro-

bability of starting one’s own start-up to some extent. More
specifically, individuals with high school education are more
likely to set up start-ups than people with a lower education. In
addition, a positive relationship was found between the subjective perception of skills at the beginning of the business and
the probability of starting this innovative type of business. For
the purposes of verifying the relationship between the examined
variables, we formulate the following hypothesis.
H2: There is a statistically significant relationship
between the education attained and the motivation to start
own business.

In the analysis of the data provided by StartUP Monitor
(2018), we noticed that founders of start-ups are, from the point
of view of the EU average, mostly university-educated people
(84.83%), followed by those having a high school diploma
(12.84%). The aim of our hypothesis is to verify the statistical
significance of the relationship between education attained and
the motivation to start own start-up. Our survey sample consisted of respondents with a high school diploma (47%) and
college/university desgree (53%). We can state that the principle of proportional sampling has been upheld.

Table 2. Regression analysis of the relationship between the level of education and the motivation to start one's own business
In this case, the independent variable X (explanatory) represents the education attained and the dependent variable Y
(explained) is the motivation for starting own start-up, with a
P-value of 1.38*10-22 < 0.05. Thus, we can state that the P-value
is statistically significant. The P-value for the regression coefficient is 2.65*10-38 < 0.05, – it is also statistically significant.
The value of Multiple R (correlation coefficient) is equal to 0.906,
and thus this coefficient represents a strong relationship
between the education of respondents and the motivation to
start own start-up. The value of R Square in this case is 83.51%;
the rest is unexplained variability and the influence of random
factors. We therefore reject H0 and confirm the alternative
hypothesis H1, which states that the education of respondents
has an impact on the motivation to start own start-up. The
statistically significant relationship was confirmed and thus we
can state that the higher the attained education, the higher the
probability of starting one’s own start-up.
Over the last decade the attention has been paid to two
important issues: education of the next generation and start-ups
(Ouimeta and Zarutskie 2014; Lee, Sin-Jeong; Lee, Young-Min
2015; Moroni et al. 2015; Dwivedi 2016;). The country's
“ecosystem” plays very important role in terms of education of
the next generation and business conditions (especially with
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regard to start-ups). The European ecosystem set up favorable
conditions for starting a star-up, especially by creating space for
educational institutions, which, through their departments and
their specializations or programs, focus intensively on the
education of future entrepreneurs. It is academic institutions that
have the highest potential to promote entrepreneurship through
the education of students by helping them create and identify
business opportunities. Etzkowitz et al., 2000, expects that
institutions and universities will play a new role in society – in
addition to teaching, training and research these institutions are
projected to implement the “third mission” of economic
development. As the current generation is characterized by the
advent of the knowledge economy and the information age, the
rapid growth of start-ups around the world indicates a tremendous need to revitalize the education system, which would,
in turn create a positive environment for start-ups (Dwivedi
2016). It is the young potential entrepreneurs who are more
likely to take risks and enter the market with new creative ideas.
However, new ideas are not always a guarantee of sustainable
success. New start-ups usually lack information on how to
manage a business. Such inexperience may not manifest itself
at the beginning, however, as the time goes by, cracks may
begin to show. The potential of the next generation, which is the
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focus of this study, is also evidenced by the findings of Hellmann
and Puri (2000 In: Ouimeta 2014). They state that investors
choose innovative companies with young employees who have
recently acquired skills particularly valuable for innovation. It is
young companies that employ a large number of young employees that subsequently show a higher growth rate (conditioned
by survival). These results correspond to the unique abilities and
greater tolerance of risk among young workers. Specifically, in
the European environment, the start-up ecosystem is growing
rapidly (Herrmann, Marmer, Dogrultan, & Holtschke, 2012).
European capitals such as Berlin, London and Paris are home
to a significant number of start-ups (Cerati, et al., 2012 In:
D’Avino et al. 2014). We talk about advanced economies. The
European Digital City Index (2016) which evaluates the best
ecosystems for start-ups included 12 ecosystems of Eastern
Europe in the list of 60 start-up-friendly countries in the following
order: 18. Estonia (Tallinn); 33. Hungary (Budapest); 37. Czech
Republic (Prague); 38. Poland (Warsaw); 41. Slovak Republic
(Bratislava); 47. Slovenia (Ljubljana); 49. Lithuania (Vilnius); 50.
Bulgaria (Sofia); 51. Poland (Krakow); 52. Romania (Bucharest);
57. Croatia (Zagreb); 58. Latvia (Riga). Slovakia and its metropolis are at the center of the rapidly developing start-up scene.
Starting in 2011 with the first national "Start-up Awards", the
Bratislava’s start-up ecosystem has developed rapidly over the
last five years. While Bratislava achieves exceptionally good
results in terms of digital infrastructure and skills (in the top 5 of
the European Digital City Index in respective categories), in
other categories it fails, especially in terms of access to information, finance, where it ranks in the bottom five. Nevertheless
Slovakia has been following the worldwide trends of online
communication, the growth of social networking, and online
shopping (Soviar et al. 2019). The survey we conducted also
confirms that awareness about the notion of start-ups is low,
despite the fact that the respondents have personal or
reproduced experience with start-ups. Nevertheless, 46% of
respondents in the survey sample could not define the term
start-up. The problem seems to be the respondents do not have
enough information on the topic despite the fact that they use
social networks, where start-ups are really strong, on the daily
basis. With regard to the start-up awareness rising, D’Avino et
al. (2014) in their study “Guidelines for e-Start-up Promotion
Strategy” proved that offline formats such as newspapers, leaflets and direct marketing are less effective than online formats
in terms of cost-benefit. The best results have been achieved
through online formats due to their lower cost and their ability to
engage users when using a computer or smartphone, thus allowing them to try out the service offered. According to the survey
results, most people get acquainted with the issue of start-ups
via the Internet, followed by print and radio, from their acquaintances and the least effective appear to be traditional print
forms of promotion such as billboards, banners, leaflets or
posters. When it comes to raising awareness, we cannot just
stick to the topic of communication channels, the key is to build
awareness. Since the alternative hypothesis was accepted due
to a strong relationship between the variables awareness of
start-ups and motivation to start one's own start-up (P-value
9.67 * < 0.05), we state that the degree of awareness of start-ups
has an impact on the motivation to start one. If we want to raise
awareness on the issue, it is necessary to target young people
still attending school (increased attention and specialization of
subjects). Many young people are full of creative ideas, want to
be actively involved in issues that interest them and are interested in doing something for a good cause that will benefit
others. It is a young generation that has an above-standard
knowledge of information technology, has access to information
and has no problem adapting to different situations. This generation shows high potential. Therefore, it is necessary to raise
awareness of business opportunities, especially of start-ups in
order to strengthen the innovative capacity of the economy.
Focusing attention on this type of business can help bring new
creative business ideas, attract foreign investors and funds from
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abroad, strengthen competitiveness. Such opportunity will also
help the labor market and reduce unemployment. Although this
is a frequently discussed topic, awareness of the issue is still
very low, as evidenced by the questionnaire survey. Respondents lacked information about Slovak start-ups. Of course, we
cannot place emphasis only on the young generation, which,
although showing a high potential for the future of the economy,
is not the yet productive. We have to inform the generation that
is already working or planning to start a business about the
issue of start-ups. The education attained is closely linked to
raising awareness, as the survey confirmed the relationship
between the education attained and motivation to start own
start-up also. We emphasize that raising awareness is an
absolute must in this regard.

5. Conclusion

The aim of the paper was to identify the relationship between
the level of awareness among potential young entrepreneurs
about the new form of doing business - a start-up and the
motivation to one’s own business. In both hypotheses the
statistically significant relationship was confirmed and thus we
can state that the higher the attained education, the higher the
probability of starting one’s own start-up, as well as the degree
of awareness of start-ups affects the motivation to start own
start-up. Despite the fact that Slovakia as a whole has one of the
highest shares of micro-enterprises in Europe (OECD), the
country has not yet been able to produce any significant startup. This is partly due to regulations that hinder business
development and lack of information among seasoned business
people who have the required know-how. Another reason may
also be the fact that the local market is in many cases too small
to sustain innovative products. Thinking big while trying to
improve access to capital can help unlock more of the potential
of a highly skilled workforce.
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Abstract

This paper summarizes the arguments within the scientific discussion of method 5S – Seiri, Seiton, Seiso, Seiketsu,
Shitsuke and her using in the manufacture processes. Failures and losses represent unnecessary activities that do
not increase the value of the product. The relevance of the decision of this scientific problem is connected by state
of production process. The basic precondition for reducing failures and losses in manufacture process is the use of
effective quality management tools such as the 5S method (Seiri, Seiton, Seiso, Seiketsu, Shitsuke). The aim of this
paper is to point out the possibilities of eliminating losses in the company and to approach the application of the 5S
method to set up a lean workplace – layout, which would be a basic prerequisite for improvement in the company and
creating conditions for building a "lean company". The object of research was production process in the selected
engineering firm in Slovakia. We used economic analysis methods, compare analysis before change and after
change of layout of workplace. We evaluated benefits of method 5S and economical aspects. Based on the change
in the layout of the workplace, there were significant changes in losses. The benefits were a 37% reduction in times
and downtime, a 40% elimination of errors, a 60% reduction in workplace movements and a 20% reduction in total
operating costs. The results of the research can be useful for important to fill the main goal of reducing losses and to
achieve high performance in production process. The 5S method can improve and simplify material flow, equipment
deployment, and material, stocks placement.
Keywords: layout; ergonomics; efficiency; losses; failures.

1. Introduction

Failures and losses is an unnecessary activity that does not
increase the value of a product or service and the customer is
not willing to pay for it. The losses is also reflected in the
financial side, because it represents an increase in cost items,
which then significantly affect the generation of profit. The aim of
this paper is to point out the possibilities of eliminating losses in
the company and to approach the application of the 5S method
to establish a lean workplace – layout (infrastructure) which
would be a basic prerequisite for improvement and creating
conditions for building a "lean company".
Infrastructure is part of the revised standard of the quality
management system STN EN ISO 9001: 2016. In the beginning
of the standard STN EN ISO 9001:2016 is element 7.0 –
Generally (fig.1) where are defined potential benefits of the
implementation of a quality management system. In element
7.0. Support – It is the support in terms of resources that the
company needs to implement its processes. 7.1.1. Element
represents general resource requirements. 7.1.3. Element
represents infrastructure. This element also points to the layout
of the workplace, transport at the workplace, transport of
material, water, energy, gas, and inspection of products, visual
inspection and other activities by standard STN EN ISO 9001:
2016.
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Figure 1. Infrastructure by ISO standard
Source: own source by ISO standard STN EN ISO 9001:2016
The implemented 5S method eliminates times in the
workplace, which arise e.g. by searching for tools, work aids,
material translation is eliminated, responsibilities for the
workplace and the cleanliness of the workplace are established,
employees acquire habits and a sense of order, accuracy,
precision (Markulík, Sinay, Pačaiová, 2019). This effective tool
means improving the working environment, cleanliness, order in
the workplace, improving the culture of the workplace, increasing transparency in the production process, but on the
other hand it brings increased costs, increased workload in
compliance with established standards (Sutoová, Segiňáková,
2018). Improving processes in companies brings an effect
especially to customers, it is reflected in increased quality of
products, services, higher speed of delivery, cost reduction, then
owners, business shareholders by increasing business
performance and the last group are employees, where the effect
of process improvement in their active involvement by submitting improvement proposals (Tureková, Mičieta, 2010).
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The subject of improvement in the company can be products,
services, systems, processes, social relations, infrastructure,
communication, performance of employees. As part of the
improvement, it is necessary to focus on eliminating 9 types of
losses such as overproduction, waiting, transport, excess inventory, errors – overhauls, movement, insufficient communication,
excess work, non-ergonomic working methods (Nenadál, 2008).
The complex process (fig. 2) of improvement in the company
deals with the following issues.

Results are confirming that 5S method is very important and
have a positive correlation to overall performance of production.
Kanamori et al. (2015) said that 5S is a lean method for
workplace organization; it is an abbreviation representing five
Japanese words that can be translated as sort, set in order,
shine, standardize, and sustain. The 5S management method
has been recognized as a potential solution for improving the
quality of healthcare services in low- and middle-income countries.
Titu et al. (2010) said that in research in post-sale services
that 5S method. This method brings increasing the storing
places with 30%; creates and preserves standards and service
procedures, reduces unproductive times with 10% and other
benefits. Very important part of using 5S method is her
evaluation. The 5S audit is a standard tool used for periodical or
permanent reviewing and verification of the 5S method.
Following a 5S audit evaluation, it can be to examine if the
situation has improved or has worsened against previous
auditing.

3. Methodology

Figure 2. An overview of basic issues for improvement
Source: own source by (Hrubec, Virčíková, 2009)
Implementing the 5S (seiri, seiton, seiso, seiketsu, and
shitsuke) method is carried out through a study whose purpose
to analyse and deployment the management performance in
order to emphasize the problems and working mistakes,
reducing waste (stationary and waiting times), flow transparency, storage areas by properly marking and labelling,
establishing standards work (everyone knows exactly where are
the necessary things), safety and ergonomic working places
(Filip et.al., 2015). The basic step to eliminate losses is the 5S
methodology, which creates space for building a "lean
workplace" (fig. 3). The definitions and significance of the five
words are given: SEIRI – Sorting – making the difference
between necessary and useless things in GEMBA, giving up the
useless ones. SEITON – Ordering /Arrangement – the ordering
of all the items after SEIRI. SEISO – Cleaning and disturbance
detection – the working areas/equipment will be clean.
SEIKETSU – Standardizing – the extension of the cleaning
concept to each individual alongside with the continuous
practice of the three steps 3S. SHITSUKE – Disciplining –
getting self-discipline and getting used to be each involved in the
5S actions through standard application (Titu et al., 2010).

Figure 3. 5S method activities
Source: own source
Method 5S (seiri, seiton, seiso, seiketsu, and shitsuke)
method is possible to use in various area of industry, services or
in public services. Implementing 5S in various areas is
described below.
Veres et al. (2018) said that is important to use significant
management models for example 5S as part of Toyota
Production System. It is the most used management model in
automotive industry. This method develops discipline and
cleanliness at workplace, maximizing efficiency and productivity.
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In the research, we used the algorithm of the 5S method in
a selected engineering company in the process of material
handling. The content of individual steps is activities that needed
to be implemented and carried out directly in the company. The
5S method is a summary of the basic steps for eliminating
losses in the workplace, an essential element of improvement.
In a hierarchy called "lean manufacturing", it is part of the area
of process standardization and "lean workplace". In the 5S
method, losses are reduced. Overproduction is marked by
minimum and maximum levels. Errors are addressed through
equipment and visual management. Adjustments are made
using standardized techniques and the search for necessary
things is simplified, etc. The aim of this paper was to point out
the possibilities of eliminating losses in the company and to
approach the application of the 5S method to set up a lean
workplace – layout, which would be a basic prerequisite for
improvement in the company and creating conditions for
building a "lean company". Creating good basic working
conditions is a starting point for any improving process (fig.4).
Many companies use the 5S method to improve and standardize
physical conditions in the workplace.

Figure 4. Algorithm of 5S Method
Source: own source
The 5S method can improve and simplify material flow,
equipment deployment, material placement, and inventory. The
benefits also include improved quality, productivity and safety, a
better corporate culture, people's attitudes, less apathy, an improved work environment, and benefits from the implementation
of the 5S method. Workers have everything in place, they take
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the workplace clean between changes, and they know what they
should have in the workplace and how to keep the workplace
clean (Pačaiová, Ižáriková, 2019).

3.1. Model step algorithm in selected company

SEIRI – In this step we will sort individual items that are not
needed in the workplace, which must be in the workplace and
those that can be removed or placed in alternative storage
areas. To do this, we used the "Red Labels" technique to identify
unnecessary items to which a red label will be attached.
Unnecessary items must be removed. The sorting process was
evaluated based on the frequency of use with low, medium, high
priority.
SEITON – In this step, the company has determined the
appropriate location for each required item. After moving items,
temporary lines, labels, and signboards are applied to indicate
the new location. The idea is: "Everything has its place and
everything belongs to its place". If this principle is followed,
employees will not waste time looking for tools and items.
Subsequently, the work environment itself is better organized by
selecting redundant tools and items in the work environment.
SEISO – This step mainly represents the cleanliness of the
workplace, including the cleanliness of the equipment.
Cleanliness is the inspection of equipment during the cleaning
and maintenance process to identify as soon as possible the
symptoms of problems that can lead to malfunctions or
accidents. The cleaning process focuses on the questions: What
needs to be cleaned? Who will perform this activity? When and
how often?, What resources will we need ?, How long will the

Figure 5. Workplace layout before 5S implementation
Source: own source
SEIRI – The classification of the workplace was carried out
on the basis of a system of red labels. In this way, every tool, tool
in the workplace, equipment was marked. During the weekly
production, the tools used were selected. Tools and aids that
were marked with red labels after a certain time interval were not
necessary for the optimized workplace. Tools and gadgets have
been removed.
SEITON – The necessary tools and aids have been
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activity be performed? These activities will be reflected in the
standard of a clean workplace.
SEIKETSU – In this section 5S, workers have identified
improved conditions as a working standard to be followed and to
avoid negligence. It is necessary to take over the standards of
the workplace and approach them responsibly. A method of
visual control is adopted, ensuring compliance and comprehensibility of standards at each workplace.
SHITSUKE – The last part of the 5S uses communication
and practice to maintain and monitor improved conditions
(standards). The principle applies here; order is not carried out,
but maintained. The benefits include lower losses and greater
safety in the workplace. Part of this step is the control, which is
carried out through regular audits to motivate employees,
assess compliance with standards, the establishment of a remuneration system for meeting the responsibility of implementing
standards, which also took place in the selected company.

4. Results and Discussion

The aim of the research was to eliminate losses in the
workplace in the selected company and to implement the 5S
method for the establishment of a lean workplace – layout,
which would be a basic prerequisite for improving the process of
material handling. The workplace before the introduction of the
5S tool into practice looked as follows (fig. 5).
By means of the 5S method, according to the algorithm of
the steps, measures have been taken to put the 5S method into
practice in the operation where the material is delivered (fig.6).

Figure 6. Workplace layout after 5S implementation
Source: own source
assigned to a specific location. The cabinet at the workplace is
used to store auxiliary tools, aids for performing inspections.
Each shelf was marked with a label for the respective tool, an
aid for carrying out the inspection. As part of this step, the
location of individual equipment of the operation was visualized.
Changes to equipment, access routes, and material storage
locations were recorded in the new workplace layout. The
proposed changes were made on the basis of better use of
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operating space and shortening of handling performance. The
relocation of work desks was carried out in order to gain more
space for storing material, the possibility of increasing efficiency,
work efficiency that can be performed by two employees at one
desk. The transfer of the zone for NOK material (failures) meant
a greater distance from the OK zone (quality material), this
move contributed to reducing the possibility of exchanging
quality material from failures, better handling of material in the
zone, better use of space and thus increase storage space for
failures. The office desk was moved closer to the information
board. The cabinet with auxiliary tools and aids for performing
the inspection remained in its original place.
SEISO – Workplace cleanliness is the basis for the
introduction of the standard. As part of this step, the purchase of
the right aids and preparations for the performance of cleaning
operations was planned, and a place for storing these aids
(broom, bucket, clean cloth) was marked. The territory of the
workplace was divided into areas that are the responsibility of
the responsible employees. On the information board, there
were documents with a daily schedule, where the responsible
employee wrote down the performed cleaning operation, the
date, he signed after performing the cleaning work.
SEIKETSU – Within the design of zones at the workplace,
the standard of the workplace was determined. In the zone of
quality material and failures, materials of various types were
mixed with inspected and damaged material. The workplace
standard should eliminate this problem when handling material.
The workplace standard was also placed on the information
board at the workplace, processed by visualizing activities and
describing instructions for employees.
SHITSUKE – As part of this activity, a plan for cleaning and
inspection (audits) of the workplace was proposed, with the
acquaintance of employees on the information board. The
effectiveness of the implementation of the 5S tool appeared in
practice only after repeated inspections, which found the
maintenance of the established system and compliance with
standards for employees.

4.1. Economic benefits of 5S method
implementation

After the audits, it was possible to state that the 5S approach
brought an increase in the efficiency of the material handling
process, shortcomings in material exchange were eliminated,
materials were not mixed, employees were appropriately motivated to comply with standards in the form of optimal
remuneration system, material handling time was shortened, the
workspace changed and the level of movement at the workplace
decreased, which relieved employees of physical exertion,
which was also reflected in their labour productivity and later in
the company's financial results (table 1).

Figure 7. Benefits of 5S method implementation
Source: own source
the level of 30-50%. The elimination of deficiencies represents
40% in the company, while surveys declare benefits at the level
of 15%, which represents a positive change for the company
and maintaining a good reputation with the customer. The
reduction of movement in material handling represents 60% in
the company, which was created on the basis of a change in the
overall layout of the operation, while surveys present 30%.
Supply costs have been reduced by 20%, with surveys showing
a reduction in stocks by 80% in quantitative terms. Due to the
change in the layout of the workplace, the time of material
transfer in operation was reduced.

5. Conclusion

For companies, a lean workplace represents a reduction of
additional costs, efficient use of company resources, motivation
of employees and increasing their performance and, last but not
least, satisfaction of customer requirements. Losses in companies represent unnecessary activities that do not increase the
value of the products. The basic precondition for reducing losses
in companies is the use of effective quality management tools
such as the 5S method (Seiri, Seiton, Seiso, Seiketsu,
Shitsuke). Change of layout of production is one alternative of
solution for improvement of processes and for building a "lean
workplace". Results of 5S method implementation brings
reduction of movement in the workplace by 60%, at the same
time ergonomic layout of the workplace, which brought better
movement of employees when handling material. This method
brought the company positive results, which were reflected in
the company's financial indicators, where operating costs were
reduced by 20% which may ultimately affect increasing of
profits.
Acknowledgements
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Table 1. Economic aspects of 5S method implementation
Source: own source
As part of the implementation of the 5S tool in the field of
quality management, percentage improvements in individual
areas of business processes were presented in various surveys
and their comparison with the results in the selected company is
presented (fig. 7).
Based on the conducted surveys, we can state that the
company has reduced its time by a total of 37%, which is at the
level of benefits from the surveys, where the improvement is at
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Abstract

This article concerns the study of transformation processes in quality management systems of companies under the
influence of digital technologies. The formation and development of digital companies, as drivers of digital
transformation of the economy, stacks up with a number of external and internal organizational problems. In
particular, the transfer of product chains to the digital space is hampered by the insufficient level of development of
automation processes, the lack of the necessary infrastructure and the degree of cooperation of stakeholders, and
the low level of IT literacy of employees. First of all, the solution of the highlighted problems is hindered by gaps in
the field of knowledge about the mechanisms and directions for improving product quality, increasing efficiency and
effectiveness in quality management systems and forming the competitive advantages of a digital company. In this
study, an attempt is being made to eliminate this gap, which caused the need to study three aspects in the
development of quality management systems of companies under the influence of digital technologies: first, to study
the changes in the nature of cooperation of stakeholders of a digital company in the quality management system;
secondly, the development of tools for assessing the cost of these transactions of a digital company; thirdly, the study
of methods to increase the efficiency of the formation of competitive advantages of a digital company with new forms
of cooperation of stakeholders in the quality management system, as well as the identification of risks and threats of
digital transformation of quality management systems.
Keywords: digital companies; quality management system (QMS); risks and threats; added value of the company.

1. Introduction

The formation and development of the digital economy in our
country affects all spheres of public life. The transformational
processes of digitalization are most clearly manifested in the
change in business models of modern enterprises and organizations. Digital companies are becoming the driving forces
behind the digital transformation of the economy. The term
‘digital company’ has appeared relatively recently and was
originally used in relation to the IT business. Currently, a digital
company can be called an enterprise or organization in which
the main source of growth in profitability and competitiveness is
computer capital. Computer capital is a supporting and connecting link between other company capitals (organizational,
financial and human) based on the formation of platforms for
conducting business activities (software, information systems,
storage and processing systems, as well as information
protection). The most important attribute of a digital company is
the creation of an informational ‘clone’ of an enterprise or
organization on the network, as opposed to automation, which
made it possible to simplify the work of the company. With the
help of digitalization of the company, the physical economic
activity is transferred to the digital space [2., p. 45-54].
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When introducing digital technologies in companies, it is
necessary to take into account the specifics of their economic
activities. Currently, quantum technologies, neurotechnologies,
distributed ledger systems, wireless communication technologies, digital production technologies, quantum technologies,
robotics and sensorics components are widely implemented.
The degree of use of new digital technologies in Russian
companies is shown in Figure 1.
The emergence of new digital technologies is modifying
consumers’ preferences, the way products and services are
purchased, stored, used and disposed of, and the way they are
produced and delivered. Currently, modern enterprises and
organizations are increasingly using and developing digital
technologies, such as artificial intelligence, Internet of things,
chat bots, virtual and augmented reality, blockchain, which form
a new landscape of economic activity and changes the nature of
relationships in the quality management system (QMS), as well
as the structure of transaction costs. As can be seen from Figure
1, by 2020, in general, a small number of companies are introducing new digital technologies into their activities. The reasons
for this may lie in such aspects as: first, low demand for products
which were created using digital technologies; secondly, weak
financing of digital business transformation projects; thirdly, the
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Figure 1. The degree of use of new digital technologies in Russian companies, % of companies for 2020
gap in the speed of digital transformation of the economy and
companies [6., p. 24]; fourthly, problems within companies
associated with insufficient level of development of automation
processes, lack of necessary infrastructure, low level of ITliteracy of employees [7, p. 184]. The elimination of the above
imbalances in digital development within the company, as well
as between various subjects of economic and public life, is the
main task of the effective implementation of the digital economy
development program.
The digital transformation of companies especially affects
the quality management system. In the course of studying
transformation processes in quality management systems of
companies and under the influence of digital technologies,
several modern concepts can be distinguished that give an
understanding of their essence and content:

1. The concept of noonomics explains the general trend in the
development of production, which consists in a significant
decrease in the attraction of material resources (natural, raw
materials and materials, natural energy) for its manufacture.
At the same time, the role of more and more complex tools
and knowledge necessary and used in its production
increases sharply in the structure of production [3, p. 50];
2. The concept of wikinomics describes the emergence of new
forms of mass cooperation in the invention, production,
promotion and distribution of goods at different levels of the
market using low-cost collaboration tools (Internet telephony,
open access programs, etc.) [10, p. 25-78];
3. The concept of econotronics and “cellular economy” form the
institutional design of transactions in a digital company and
methods of their institutional modelling [8, p. 4-7];
4. The concept of a shared economy is a model of reasonable
management, in which consumers of products or services
actively participate (form their share of participation) in the
development of these products or services [9., p. 767];
5. The concept of decamling, explains the tendencies of the
dematerialization of production, the need to reduce the consumption of material resources in the activities of economic
entities.

The highlighted modern concepts and theories explain that
the use of digital technologies helps to replace the relationship
between the company and the consumer, as well as other
interested parties, for the formation of economic transactions
between equal participants in the relationship. So, we can
conclude that this area of scientific research is of great interest.
In particular, the issue of studying changes in quality management systems creates the need for additional study of the
nature of cooperation between stakeholders of a digital company in the quality management system, research of methods to
increase the effectiveness of the formation of competitive
advantages of a digital company with new forms of cooperation
of stakeholders in the quality management system, as well as
identification of risks and threats of quality management
systems’ digital transformation.
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2. Materials and Methods (Model)

Within the framework of the article, the authors assessed the
nature of cooperation between stakeholders of a digital
company in the quality management system; the effectiveness
of the formation of competitive advantages of a digital company
with new forms of cooperation of stakeholders in the quality
management system, as well as the identification of risks and
threats of digital transformation of quality management systems.
When assessing the effectiveness of a model of a quality
management system for digital companies, the value added
coefficient (VAC) should be calculated. It is the growth of the
added value of products that serves as an indicator of increased
production efficiency and, as a result, the profitability and
competitiveness of the company. An increase in the added value
of products is facilitated by a decrease in production costs. The
value added coefficient of production of material resources
(computer capital) and intangible resources (human capital) is
proposed to be calculated by the formula:
VAC = CEE + HCE + SCE

(1)

where, CEE (Capital employed efficiency) is the added value
of physical capital, measured by the ratio of value added to
investment capital and showing the amount of added value of
one unit of physical capital;
HCE (human capital efficiency) is the added value of human
capital, determined by dividing the added value by labour costs
and showing the ability of the labour force to create added value;
SCE (structural capital efficiency) – structural capital has an
inverse relationship to human capital and is calculated by the
ratio of the difference between value added and human capital
to value added.
When calculating the value added coefficient, it should be
understood that the growth rate should be maximum and
increase from year to year. According to the results of a study by
KPMG, a direct correlation was found between the volume of
investments and the waiting time for a return. The more
resources are invested, the higher the expected rate of return,
the average payback period should be no more than 3 years. So
this ratio of transaction costs and gross income can be
expressed in the formula:
max(R;IC) =

∆R

∆IC

=1

(2)

where, ∆R is the rate of growth of transaction costs;
∆IC is the rate of growth of gross income.

According to formula 2, the rate of increase in transaction
costs should be equal to the rate of increase in gross income.
Thus, an increase in IC costs by 1% should lead to an increase
in income by 1% [8].
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The modern quality management standard ISO 9000-2015
identifies several interested parties (stakeholders) involved in
the process of creating the quality of a product or service:
owners, consumers, suppliers, staff, regulators and bankers,
labour market, partners or competing communities, science
community, investors. Stakeholders are resource owners in a
cooperating team created by concluding formalized and nonformalized agreements, the purpose of which is to obtain
cooperative income through the implementation of a separate
transaction through an appropriate permanent form of
management [5]. In the QMS of a digital company, stakeholders
combine their individual production advantages and in this way,
through cooperation, achieve a higher level of profit than if they
disposed of their resources individually. Co-production of a
product or service means that stakeholders, through a specific
fusion of resources and competencies, gain a competitive
advantage, which in turn leads to the fact that cooperative

income can and should be distributed among stakeholders in
accordance with the contribution of resources made by each of
them. When considering the issue of identification and prioritization in the relationship of stakeholders, the problem of
identifying all those who are potentially “involved” arises [11., p.
47-48]. According to Freeman's concept, all the stakeholders
can be divided into the primary (definitional) – these are the
stakeholders with whom the company has a contractual
relationship and they are responsible for the formation of added
value, and secondary (instrumental) ones – stakeholders, the
contract with whom can be established or potentially they can
participate in the formation of added value [1].
Table 1 clearly shows that as part of the transition from the
"supplier model" to the "ecosystem driver model" in a digital
company, the instrumental (secondary) stakeholders are transferred to the definitional (primary) category. The categorization
of priority in relations with stakeholders in different models of the
QMS of a digital company allows for a more objective assessment of the cost of transaction costs.

Table 1. Priority of stakeholders in different models of quality management systems for digital companies
There are the following types of transaction costs and the
nature of their change during the transition from the "supplier
model" to the "ecosystem driver model" of the QMS of a digital
company:

 The costs of working with information flows are increasing, a more detailed and large-scale analysis of the
market and customer needs is required for their fuller
satisfaction and selection of a supplier;
 The costs of concluding contracts can be reduced by
saving the legal costs of completing the transaction,
costs of negotiations when using digital communication
channels, online presentations for ecosystem participants;
 The costs of producing and promoting a product or service may increase due to the development and updating
of channels of interaction with the consumer, updating
programs and upgrading the product or service;
 The costs of opportunistic behaviour of ecosystem participants are reduced due to a more complete understanding and reflection of the contribution of each participant
to the final result;
 The costs of control and motivation can be reduced due
to the savings from reducing the opportunistic behaviour
of stakeholders;
 The costs of a digital company on strategic planning are
increasing because it is constantly necessary to monitor
customer needs, modernize the systems for using technical resources to improve the quality of work, introduce
new technologies and equipment, and train specialists.

In a digital company, product quality is shaped more by the
technical sphere than by natural and material components. The
technical sphere includes the conditions for the implementation
of production activities – knowledge, skills, relations between
stakeholders in the production process. Accordingly, the quality
of a product in a digital company can be determined by its complexity, determined by the multiplicity of stages of its production
and processing and the corresponding volume of knowledge
embodied in it [3].
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In these conditions, the process of interaction of stakeholders in the process of creating the quality of products of a
digital company changes significantly. There are four models of
transformation of quality management systems for digital
companies: "Supplier model"; “Omnichannel model”; "Modular
manufacturer model"; "Ecosystem driver model" (Fig. 2) [4., p.
18-25]. Each of them has specific features of interaction between stakeholders, delineation of their priority for the company,
as well as different ways of forming financial indicators of a
digital company (Table 1).

Figure 2. Directions of transformation of digital companies’
quality management systems
The models of transformation of quality management systems of digital companies highlighted in Figure 2 in their
classification basis have two components – awareness and the
consumer, his goals, needs, features and the level of control
over value chains. The supplier model is used by manufacturing
companies selling their products through other companies, the
impact on the consumer is minimal, the number of transactions
is minimal (for example, the sale of household appliances
through a dealer network). In the omnichannel model, an integrated value chain is used, a multi-product, multi-channel
customer experience is created basing on the analysis of events
in the life of a consumer. In such companies the relationship with
the consumer is "appropriated" (for example, the sale of
insurance, banking services). Companies with a modular manufacturer model use omnichannel system and are able to adapt
to any system of economic relations and "integrate" into it (for
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example, the PayPal electronic payment system). The most
advanced in terms of leveraging customer experience and
controlling the value chain is the ecosystem driver model. As an
ecosystem driver, a digital company itself forms a knowledge
base about the client, selects a supplier for the client's requests
and regulates the interaction of stakeholders within the value
chain and distributes cooperative income between the participants in the relationship (for example, online stores).
In a digital company, the development of quality management systems is moving towards a transition from a "supplier
model" to an "ecosystem driver model". The change occurs in
two planes. There is a concentration of control over the value
added chains from the network interaction of stakeholders and
an increase in awareness of the consumer, his needs and
stages of the life cycle, which leads to better contact with him. In
the ecosystem driver model, it becomes necessary to individualize the consumer properties of a product or service, which
entails a transition from a simple offer of products or services to

solving problems and satisfying the needs of a particular
consumer.
According to the data obtained, from a theoretical point of
view, with the transition of the company to the ecosystem driver
model, the transaction costs of the participants in the relationship increase to a greater extent. At the same time, from
a practical point of view, the issue of the development of
performance indicators for the application of a particular model
of quality management systems for digital companies, taking
into account the cost of transaction costs, is being actualized.
Viewing the company as a unity of stakeholder resources,
effectively identifying and prioritizing and managing these
resources and knowledge becomes a prerequisite for the
company's competitiveness and its ability to create added value
and cooperative income.
The results of calculating the value added ratio for various
models of quality management systems in different types of
digital companies are presented in Table 2.

Table 2. Results of VAC calculation in QMS of digital companies
In our opinion, it is impractical to compare the effectiveness
of the models of the quality management system with each other
in terms of the value added coefficient due to the fact that the
companies represented differ in different sizes, specific activities
and other characteristics. However, according to the results of
the calculation, it can be seen that the growth rate of VAC for
each model of the quality management system of a digital
company increases. Therefore, there is a positive effect of increasing the rate of cost recovery and income generation.
The most advanced companies in terms of control over the
value chain and customer experience are those using the ecosystem driver model. As an ecosystem driver, a digital company
itself forms a knowledge base about a customer, selects a

supplier for customer requests and regulates the interaction of
stakeholders within the value chain and distributes overall income between the participants in the relationship (for example,
online stores). The main directions of digitalization of companies
and the risks when using different business models are
presented in Table 3.
According to the data presented in Table 3, it can be observed that with the transition from the “supplier” model to the
“ecosystem diver” model and the growth of the added value of
the participating companies, the possible negative impact of
economic security risks associated with the underdevelopment
of digital tools and competencies may increase as well as risks
in formation of digital infrastructure.

Table 3. Risks and threats to economic security in different QMS models
Today, only 20% of enterprises and organizations have a
clear business digitalization strategy, which includes not only
digitalization directions, but also the effects the company receives from the introduction and use of digital technologies in
the short and long term. Of the 80% of companies that have a
website and use cloud services and broadband, most use it to
search for information and transfer files, only 40% use Internet
technologies for business development, employee training, negotiations and meetings, and only 8% of companies use it for
developing business processes and stakeholder interaction [6.,
p. 44-51].
Modern enterprises are not sufficiently involved in ensuring
economic security, in particular information security. According
to statistics [6., p. 44-51], organizations pay special attention to
updating anti-virus programs (87.8% of organizations) and introduction of electronic digital signatures (83.7% of organizations).
To a lesser extent, organizations are implementing spam filters
(59.3%), encryption tools (51.3%), biometric user authentication
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tools (5.7%), which indicates the risk of underdeveloped digital
tools to combat and prevent risks in modern organizations.
It is clear that today we need people who can not only drive
digital transformation, but also develop new business models for
digital enterprises. Thus, digital transformation and the emerging
digital economy require new specialists with different skills and
key competencies, which inevitably entails reforming the education system, the emergence of modern educational institutions
and the proposal of relevant training programs in the educational services market. Based on the results of an assessment
of personnel risks, it was revealed that they currently constitute
a significant threat to the economic security of digital companies.
These risks include an insufficient number of specialists in the
labour market in professions related to digital technologies, an
insufficient level of automation of work functions in modern
companies and organizations, the absence of programs for
attracting and retaining talents in companies, companies developing digital competencies of employees [6., p. ... 152].
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Summing up what has been analyzed and mentioned in this
study, the following theoretical and practical results are being
obtained:

A. The digitalization of companies is taking place in two
dimensions, characterized by: firstly, the growth of control over
the value added chain within the ecosystem based on increasing awareness about the consumer and establishing better
contact with him; secondly, the individualization of consumer
properties of products, transition from mass production to a
proposal to satisfy specific consumer needs, solve a problem or
achieve a specific goal. The process of digitalization of companies is characterized by the transition from the “supplier”
model to the “ecosystem driver” model. Secondly, as part of
such a transition the instrumental (secondary) category stakeholders are transferred to the definitional (primary) category,
which increases the transaction costs for the constant updating
of communication channels, software, modernization of products
or services, work with large information flows.
B. A digital company acting as an "ecosystem driver" uses

an expanded list of digital technologies, including the development of digital infrastructure, the introduction of digital tools
and the formation of digital competencies, which can reduce the
costs of concluding deals, negotiations, opportunistic behaviour
of stakeholders, since each of ecosystem participants is
interested in creating added value.

C. When a company moves to the ecosystem driver model,
there is a greater increase in transaction costs of the participants in the relationship. The growth rate of added value
increases with each model of the quality management system of
a digital company. Therefore, there is a positive effect of increasing the rate of cost recovery and income generation.
D. With the transition from the “supplier” model to the
“ecosystem diver” model and the growth of the added value of
the participating companies, there may be an increase in the
possible negative impact of economic security risks associated
with the underdevelopment of digital tools, competencies and
digital infrastructure. In this regard, the issue of identification,
assessment and minimization of the negative impact of risks and
threats to economic security for a digital company is being
actualized.
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Abstract

Companies develop strategies of promoting innovativeness relating to productivity improvements in their production
processes. These may require radical changes aimed at improving short-to long-term growth in productivity. This
sentiment describes the concept of business process re-engineering (BPR).
South Africa has, over the years, been experiencing low productivity growth in its manufacturing industry. Its labour
productivity level is low when compared with BRICS countries like Russia, India and China. Hence, this study focuses
on BPR, given low productivity levels in the South African automotive and manufacturing industries. The automotive
company that has adopted a BPR strategy participated in the study. The collection of data was carried out in two
phases. This includes the collection of pre- and post-BPR quarterly data from company records on overtime and
spoilage rates. The pre-BPR results were quarterly data of the company’s performance over a three-year period prior
to BPR implementation. The post-BPR data reflect the company’s performance for three years after BPR was
implemented. Hence, the study examined the production and related experiences of the automotive assembly
organisation that has adopted a BPR strategy. The company operates in the eThekwini District Municipality in
KwaZulu-Natal.
The results established that BPR has a positive relationship with labour productivity. It has an influence on the levels
of overtime and spoilage rates. Hence, the automotive companies in South Africa should assess their performance
and implement structural changes that help achieve new business goals. These include the job structure, as well as
the administrative procedures. The implementation of such changes must be based on an understanding of the
economic factors affecting labour productivity.
Keywords: automotive assembly organisation; business process re-engineering; labour productivity; overtime; spoilage.

1. Introduction

The drive to improve productivity has heightened international interest in the techniques associated with business
process re-engineering (BPR). Hence, many large manufacturing companies are undertaking major BPR programmes on
their operations (Childe, Maull & Benett, 1994). Since 1990,
there has been an increased use of BRP (Hammer & Champy,
2006), as well as business restructuring to improve profitability
and return on capital employed.
Emanating from a widespread interest of BPR among
manufacturing and service sector companies, the importance of
its use has been recognised by many United Kingdom
consultancy organisations. Their work, in this area, was initially
presented at the 1993 British Production and Inventory Control
Society (BPICS) conference (Childe et al., 1994). Hence, Foster
and Ganguly (2013) define BPR as a method of making rapid,
radical changes to a company’s organisation and processes.
Similarly, Martin and Cheung (2005) indicate that restructuring
and downsizing take place in many organisations to reduce
costs and management layers. The aim is to structure for a
leaner, more customer-focused and flexible organisation thus
meeting the competitive challenges in the global economy.
While many different views of BPR and related approaches
have been presented, a unifying theme is the focus upon the
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sequence of activities that form various processes involved in
doing business (Dekker, 2018). This is quite different from
existing improvement schemes that generally fail to go beyond
the functional boundaries that exist in organisations structured
along traditional lines. The ideas underpinning the concepts of
“time-based competition” and “lean production” are of
considerable importance to BPR. Tang, Pee and Lijima (2013)
claim that time is the contemporary company’s most important
competitive weapon. The exploitation of time in the manner
suggested by Tang et al. (2013) requires organisations to slash
the elapsed time involved in the performance of each of their key
business processes. Time-based competition is, by its very
nature, process oriented in that it aims to reduce radically the
time required for an entire process to be carried out. Concomitant benefits include increased productivity and price,
reduced risks and increased market share (Chai, 2014). The
movement towards lean production cannot be made without
understanding how processes operate. In the absence of such
an understanding, no attempt can be made to identify added
value.
BPR is also related to Kaizen, a process-oriented philosophy
of continuous improvement from Japan (Pedraza-Acosta,
Pilkinton & Barnes, 2016). Dekker (2018) contrasts radical and
innovative change, which is often associated with Western
management, and Kaizen, which focuses on managerial, group
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and individual continuous improvement. Kaizen does not
replace or fundamentally change the status quo, however,
Dekker (2018) asserts that organisations should consider the
radical change option as soon as Kaizen’s marginal value begins to decline. In turn, continuous improvement efforts should
follow as soon as any programme for radical change has been
initiated. One consequence of the widespread interest in BPR
and related approaches has been the emergence of a number
of BPR “gurus” (Tang et al., 2013). Despite the existence of a
growing body of work in this field, very little have assessed the
impact of BRP on labour productivity in the automotive assembly
organisation in South Africa.
The remaining sections of this study discusses the problem
statement, as well as the literature review. It elaborates on the
methodology employed in the study, the results, summary of
results and the related discussion. The implications of results for
policy and practice, study limitations, conclusion, as well as
future research required concludes the study.

2. Problem Statement: Low Labour
Productivity Level in South Africa

South Africa’s productivity at the shop-floor level is low and
companies are faced with competitive challenges of promoting
innovativeness relating to productivity improvement amongst
employees (Zondo, 2018). It has a low labour productivity level
in its manufacturing sector when compared with its BRICS
counterpart countries like Russia, India and China (CEIC, 2020).
Brazil, Russia, India, China and South Africa (BRICS) are five
major countries with emerging national economies. The South
African manufacturing industry achieved only -0.65 per cent as
compared with 1.79 per cent for Russia, 3.64 per cent for India
and 6.27 per cent for China in 2019 (CEIC, 2020). It is against
this background that the study focuses on the BPR approach,
given a low labour productivity level in the South African
manufacturing industries. Hence, this study investigates
whether a BPR has the ability to improve labour productivity in
the selected automotive assembly organisation in South Africa.

3. Literature Review

This section presents an overview of the historical perspective of BPR. It elaborates on the BPR as a radical change,
as well as business performance during BRP. The participative
BPR concludes the theoretical framework of the study.

3.1. Overview of the historical perspective of BPR

The BPR advocates radical change to the ways in which
business is currently conducted in order to create performance
and economic improvement. Foster and Ganguly (2013) define
it as a fundamental rethinking and redesign of business processes. It was made popular by Michael Hammer and James
Champy with their book, Reengineering the Corporation
(Verdouw, Beulens, Trienekens & van der Vorst, 2011) and their
management theories have been referenced as the model for
“business revolution”. Although BPR has gained popularity in
business management as an innovative approach, many of its
premises are similar to previous management theories that have
failed (Verdouw et al., 2011). Specifically, BPR relies on the
process and not the people that will make businesses successful. However, there is a contrary view that proven success
of any business is getting people to perform efficiently together.
The true benefit of BPR, if implemented successfully, will be in
the human element (or the people) and not solely processes
(Foster & Ganguly, 2013).
Frederick Taylor, in the 1880s, suggested that management
use process engineering techniques to discover the most
efficient methods for performing work (Tang et al., 2013). They
suggested that such processes be continually improved to
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increase the productivity of workers. Taylor’s work with business
process led to dramatic increases in the productivity of workers
by focusing on efficiency. If there were shortcomings of the work
done by Taylor and other management scientists (who followed)
was that their methods, like BPR, focused too much on the
theoretical process of work in an organisation (Pedraza-Acosta
et al., 2016). Very little attention was given to the human
element of the business process. The human factor plays a
critical role in the long-term success and productivity of any
business. It was not until the work of Marry Follett (1868-1933),
Elton Mayo (1880-1949), Fritz J. and Chester Barnard (18861961) that management scientists realised that the true success
of an organisation depends fundamentally on the human
resource. BPR may seem to be a new methodology for change
in a world where fast change is a requirement to maintain global
competitiveness. It is the human element of any change that will
act as a catalyst to promote successful and sustained performance improvements in the long term (Curatolo, Lamouri,
Huet & Rieutord, 2015). Consequently, this study assesses the
impact of BPR on labour productivity.

3.2. BPR as radical change

BPR is a radical change, rather than an incremental change.
Suárez-Barraza and Smith (2014) explain that re-engineering is
about rejecting the conventional wisdom and receive assumptions of the past. It is the search for new models of organising
work. Similarly, Dekker (2018) advocates that the radical change
objectives of 5% or 10% improvement in all business processes
each year must give way to efforts to achieve 50%, 100%, or
even higher improvement levels in a few key processes. It is the
only means of obtaining the order-of-magnitude improvements
necessary in today’s global marketplace. The existing approaches to meeting customer needs are so functionally based that
incremental change will never yield the requisite interdependence (Curatolo et al., 2015). One reason the change in BPR
is radical rather than incremental is “to avoid being trapped
by the way things are currently done” (Lemańska-Majdzik &
Okręglicka, 2015). Dr Robinson of IBM in United Kingdom
highlights rapid Information Technology (IT) innovation and
increasingly intensive global competition as two main reasons
organisations have had to consider the introduction of radical
change (Sundberg, 2013). Chai (2014) concludes that the
radically re-visioned processes do drive the shape of the
organisation, rather than current structures. Even though such
radical changes are not limited to internal processes, one organisation can forge with other organisations that generate new
views of an organisation (Lemańska-Majdzik & Okręglicka, 2015).
The radical changes facilitated using the BPR methodologies in the organisation are not limited to internal re-orderings
(Sundberg, 2013). Links can be forged with other organisations
even though they are competitors. This leads to a view of the
organisation as a fluid mix of interests rather than a fixed entity.
It is recognised in BPR literatures that advances in technology
bring opportunities that were difficult to imagine before the
technology has been created (Chai, 2014). There is a sense of
innovatory solutions looking for problems and the exploitation of
unexpected consequences that cannot be predicted by a purely
conceptual approach. At its best, BPR can be seen as a mix of
conceptual thinking and practical experience gained through
creative experimentation (Dekker, 2018).

3.3. Business performance during BPR

Managing performance of a re-engineered organisation plays
an important role for two main reasons (Chai, 2014). First, the
new value systems and the new roles of people will translate
into new skills and changed accountabilities. A new system to
measure employee contribution can be used as a driver to
motivate employees and encourage high levels of performance
from employees. Secondly, in a re-engineered organisation
there will not be the same typical boss and subordinate
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relationship, but the employee will be a member of teams or
workgroups made up of peers from inside (and occasionally
outside) the organisation (Tang et al., 2013). In designing a new
system to measure all aspects of employee performance,
management must be aware of the limitations of human
performance (Verdouw et al., 2011). Humans react to changes
in organisation structure with high levels of stress. The fear of
personal loss, uncertainty and loss of control are the specific
factors that contribute to these stresses. The fact that BPR will
cause dramatic changes to organisational structure, the human
reaction towards these changes must be carefully planned and
monitored (Smart, Maddern & Maull, 2009). Management must
be sensitive to the range in stress and performance for each job
classification and individual, so that performance at all levels of
employees can be maximised without unnecessary levels of job
stress during BPR. Consequently, the following sub sections
discuss variables that play a role in BPR. These include the
human element and process improvement.
3.3.1. The human element

People should be the focus of any successful business
change (Curatolo et al., 2015). Thus, BPR is not a recipe for
successful business transformation if it concentrates only on
computer technology and process redesign. In fact, many BPR
projects have failed because they did not recognise the importance of the human element in implementing BPR. The reengineering business processes should be more efficient and
cost-effective in order to compete in today’s global marketplace
leading to the survival of most companies (Pedraza-Acosta et
al., 2016). However, understanding the people in organisations,
the current company culture, motivation, leadership and past
performance is essential to recognise, understand and integrate
into the vision and implementation of BPR. If the human element
is given equal or greater emphasis in BPR, the odds of successful business transformation increase substantially (Tang et
al., 2013).
BPR aims at the change in the organisation that is for the
best. However, as BPR is a radical rather than incremental
change, it is not surprising that ‘resistance to change’ has been
identified as a major barrier to the success of BPR (Sundberg,
2013). Dekker (2018) indicates that to avoid this situation, many
companies try to introduce Total Quality Management (TQM)
prior to BPR for the reason of less resistance to change.
Consequently, Suárez-Barraza and Smith (2014) indicate that
“you cannot do re-engineering without an environment of
continuous improvement or TQM”. BPR can only work when
those in the company who have to work with the new design
have a role in creating it, and thus support such changes.
3.3.2. Process improvement

Process improvement involves the analysis of existing processes and suggestions for change. Dekker (2018) believes that
process improvement need not be radical. A process can be
corrected, simplified or re-engineered. Typically, all three factors
are used along the path of a process. Smallest in scope is
process correction. Correction involves returning the process to
traditional levels of performance. Simplification involves streamlining the existing process (Dekker, 2018). If analysis of the
process calls for removal of one or more steps, simplification is
being used. Thus, re-engineering involves radical changes to
the existing process. It forces a change in the team’s thought
processes. They have to rethink the way a job is currently done.
The use of brainstorming techniques are key to successful
process improvement (Curatolo et al., 2015). Hence, the next
section discusses the participative BPR.

3.4. Participative BPR

BPR will not be successful without the support and active
participation of the people (Curatolo et al., 2015). Even after all
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persons agree to go with BPR, it is still a hard task for everyone
to carry on. According to Sundberg (2013), the BPR process is
a ‘walk in the fog’ because of the difficulty involved in reaching
agreement among many stakeholders about the current situation and future needs. Suárez-Barraza and Smith (2014)
indicate that an important question in all programmes for change
is “what is required to bring about changes on how people relate
to each other?” This suggests a reason for the high rate of
failure of BPR, as it is not possible to change relationships without working within them. The IT tools and techniques chosen for
BPR can only be the starting point. However, the change will not
be successful without people’s learning, participation and adaptation in order to understand the requirements and processes
and then take responsibilities for such change (Chai, 2014).
According to Tang et al. (2013), business processes are purposeful processes, in the sense that they are people-controlled
and subject to human behaviour. Dekker (2018) has a similar
viewpoint. Each business process has some inputs and outputs.
They identify the outputs as a combination of people and task
outcomes. The inputs are the combination of people and task
preconditions. Thus, business processes rely on the interaction
of their participants. Hence, BPR is people-centred and driven
by business needs since people have the ability to decide the
value of the redesigned process according to their understanding and objectives. As Chai (2014) advocates, administrative
systems involving people should not be re-engineered but participatively re-designed. Such a participative approach respects
the culture and social context of an organisation. This is due to
the fact that BPR should ensure that the redesigned processes
fit the organisational context and are acceptable to their people.
This demands a high degree of communication and evaluation. Participative BPR is similar to one main theme of TQM:
employee involvement (Pedraza-Acosta et al., 2016). This aims
to involve persons from all levels of an organisation in problemsolving techniques. The difference is that the improvements
of TQM are generated bottom-up whereas BPR is commonly
viewed as a top-down solution imposed by management. However, the participative BPR, which combines both top-down and
bottom-up, provide a comprehensive and shared understanding
of current processes. It is a method that allows progress from
the present situation to meet the demands of the future. As a
result, this study explores the suitability of BPR as an
appropriate strategy for labour productivity improvement in the
automotive assembly organisation in South Africa.
Hypothesis

The study is based on the following assumption:
H1: The implementation of the BPR leads to labour
productivity improvement in the automotive assembly
organisation.
H1o: The implementation of BPR does not lead to labour
productivity improvement in the automotive assembly
organisation.

The following are sub-hypotheses:
H2: An increase in the overtime rate increases labour
productivity in the automotive assembly organisation.
H2o: An increase in the overtime rate decreases labour
productivity in the automotive assembly organisation.
H3: An increase in the spoilage rate increases labour
productivity in the automotive assembly organisation.
H3o: An increase in the spoilage rate decreases labour
productivity in the automotive assembly organisation.

4. Methodology

The method for this research will be discussed under the
following headings, namely: research design and approach, the
company that participated in the study, data collection, as well
as the measurements and data analysis.

103

QUALITY MANAGEMENT

4.1. Research design and approach

This study was quantitative in nature. It examines the relationship of labour productivity as a dependent variable to
overtime and the spoilage rates. Bryman and Bell (2007) explain
that the quantitative approach involves the use of statistical
procedures to analyse the data collected. Consequently, after
the measurements of the relevant variables, the scores were
transformed using statistical methods. In addition, the study
adopted a panel data analysis. According to Curwin and Slater
(2002), panel data analysis is the statistical analysis of data sets
consisting of multiple observations on each sampling unit. It
contains more degrees of freedom and less multicollinearity
than cross sectional data thus improving the efficiency of econometric estimates (Bryman & Bell, 2007). For this study, the
pre-and post-BPR data that were collected overtime from the
automotive assembly organisation were analysed using the
regression model. The study was also conclusive in design.
Conclusive studies are meant to provide information that is
useful in decision-making (Yin, 2008).

4.2. Company that participated in the study

A convenience sample from one large automotive company
situated within the eThekwini District Municipality in the province
of KwaZulu-Natal in South Africa was used. The company that
made radical changes on its processes, agreed to participate in
the study. During the period prior to the radical change, 19.7%
of the total vehicle units per week were bypassing the production process into the assembly repair division. This resulted
to an increase in units with defects. This includes scratches,
electric defects, poor paintwork, as well as the rejected parts
fitted on them. Other vehicle units that ranged from 17.3% to
37.9% per week entered into the assembly repair division with
missing parts. During this period, the paint, assembly and body
shop repair sections were separate areas. Considering the
extent of the problem by management, these different processes were integrated. The strategy was expected to improve
labour productivity on its blue-collar employees whose jobs
require manual labour. Hence, the impact of radical change to
labour productivity was investigated. The company has 1207
employees. It operates a three-shift system. Table 1 presents a
percentage breakdown of employees in terms of their level of
activities.

Table 1. Percentage breakdown of employees in terms
of their level of activities
Source: author’s own analysis

changes. This includes data from the first quarter of 2013 to the
final quarter of 2015. The post-BPR data reflect the company’s
performance for three years after BPR was implemented. This
includes data from the first quarter of 2016 to the final quarter of
2018.

4.4. Measurement and data analysis

The company’s quarterly time-series data on overtime and
spoilage rates were used. The measurements were based on a
total of 72 observations. According to Westland (2010), there is
no rule regarding the minimum number of observations for a
balanced data panel. However, 50 observations are acceptable
but more than 100 is recommended (Bryman & Bell, 2007). The
regression model used was of the Ordinary Least Square (OLS)
variety. The choice was influenced by data constraints. However, the model provided the statistical method that enabled the
researcher to examine the relationship between the variables
effectively.
A dummy variable which assumed the value of 0 and 1 to
represent the pre- and post-BPR, respectively, was introduced
into the ordinary least squares (OLS) model. The aim was to
isolate the pre- and post-productivity effects. Consequently, if
BPR proved to be a useful strategy in raising productivity levels,
this would result in a statistically significant coefficient on the
dummy variable.
The OLS model used was as follows:

Labour Productivity = Bo + B1 overtime + B2 spoilage +
B3 Pre- and Post-Dummy
where Bo is the constant
B = coefficient of the independent variables

The above model identifies labour productivity as a function
of overtime and the spoilage rates, as well as the BPR strategy.
Data was analysed using Statistical Package for Social
Sciences (SPSS) version 25. It enabled the BPR data that was
obtained, quarterly, over the multiple period of time from the
same company to be appropriately analysis. Hence, the results
provided the unbiased estimations (Yin, 2008). Furthermore, the
OLS was based on the fixed effects model. The fixed effects
is a statistical model in which the model parameters are fixed
(that is, non-random quantities) (Curwin & Slater, 2002). Consequently, the variables were collected, quarterly, from the first
quarter of 2013 to the last quarter of 2018 from the same
company. For this study to achieve its objective, the normality
test was conducted using Kolmogorov-Smirnov and ShapiroWilk for the overall score of the constructs. Table 2 present
results for normality tests for overtime and the spoilage rates.

4.3. Data collection

The collection of data from a single company that participated in the study was carried out in two phases, that is, the
collection of pre- and post-BPR results by a quality control team
leader from the operational records of the assembly plant. The
data for overtime and spoilage rates were kept on the System,
Applications and Products (SAP) version 6.0 data management
programme. The collection of such data over time provided a
greater capacity for capturing the complexity of BPR changes
than using the one group post-test design that involves the
collection of only the post-data after the changes have been
implemented resulting to threats in internal validity (Bryman &
Bell, 2007). The validation of data from SAP programme were
done by the researcher. This was achieved by comparing data
from SAP with the documented data kept on files for accuracy.
The pre-BPR results were quarterly data reflecting the
company’s performance over the three-year period prior to BPR

104

Table 2. Normality tests for overtime and spoilage rates
Source: author’s own analysis
Statistical tests indicate that the data were normally distributed (p>0.05). Hence, the results were analysed using
parametric tests, that is, the t-tests.

5. Study Results

This section presents results for pre- and post-BPR means
comparison, as well as labour productivity.
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5.1. Pre- and post-BPR means comparison

Table 3 compares the means (in percentages) of overtime
and spoilage rates.

Table 3. Pre- and post-BPR percentage means comparison
Source: author’s own analysis
Table 3 indicates that the percentage mean data for pre-BPR
on overtime and spoilage rates are 24.42% and 54.75%; respectively. In addition, the percentage mean data for post-BPR
on overtime and spoilage rates are 22.58% and 53.75%; respectively. The results shows a decrease in mean values for both
variables (that is, the overtime and spoilage rates) when postBPR is compared with pre-BPR periods. This indicates an
influence of BPR on labour productivity.

5.2. Labour productivity results

Table 4 presents the results for labour productivity as a
dependent variable to the overtime and spoilage rates, as well
as post-BPR dummy.

Table 4. labour productivity results for overtime, spoilage,
as well as post-BPR dummy
Source: author’s own analysis

Note: Regression data: 2013–2018 for 72 observations. The
following OLS estimation is based on the equation:
Labour Productivity = Bo + B1 overtime + B2 spoilage +
B3 Pre- and Post-BPR Dummy

5.2.1. Labour productivity as a dependent variable
to overtime rate

Table 4 shows that the overtime rate has a relationship and
is statistically significant to labour productivity as shown by its
t-value of 2.427 and the p-value of 0.025. The t-value is above
the critical t-value of 2.015 at the 5% level of significance
(Curwin & Slater, 2002) and the p-value is below the 0.05 level.
The positive relationship indicates that any increase in the
frequency of overtime rates resulting from radical changes in
business, improves labour productivity.
5.2.2. Labour productivity as a dependent variable
to spoilage rate

Results show that the spoilage rate has a relationship and is
statistically significant to labour productivity. This is shown by its
t-value of -4.115, which is above the critical t-value of 2.015 at
the 5% level of significance. The p-value is also 0.001 and is
below the 0.05 level. The negative relationship indicates that
any decrease in spoilage rate would result in an increase in
labour productivity.
5.2.3. Labour productivity as a dependent variable
to BPR dummy variable

The results in Table 4 also show that BPR has a relationship
and is statistically significant to labour productivity. This is shown
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by its t-value of -8.896, which is above the critical t-value of
2.015 at the 5% level of significance. The p-value is 0.000 and
is below the 0.05 level. The negative relationship indicates that
any reduction of the BPR activities improves labour productivity.
This result discourages the frequency of BPR activities in the
automotive assembly organisations for labour productivity improvement. It has an adjusted R2 of 0.861, which implies that
BPR explain approximately 86% of the variance in labour
productivity. Furthermore, the serial correlation is also low at
1.381 when compared to the standard value of 1.73 at the 5%
level of significance (Curwin & Slater, 2002).

6. Summary of Results:
Statistical Tests and Box Plots

This section analyses data using factorial designs. It
incorporates box plots to determine whether the factorial
ANOVA assumptions of normality and homogeneity of variance
have been met. Porkess (2005) explains that the populations
represented should be normally distributed (that is, the
normality), making the mean an appropriate measure of central
tendency. However, the homogeneity of variance indicates that
the population from which the data are sampled should have the
same variance.
The Bartlett’s test was used to verify whether the variances
were equal for all the samples (Curwin & Slater, 2002). The
following Figure 1 presents a summary of the results from the
Bartlett’s test for homogeneity of variances.

Figure 1. Bartlett's test for homogeneity of variances
Source: author’s own analysis

Table 5 presents detailed results of Bartlett’s test for homogeneity of variances for overtime and the spoilage rates.

Table 5. Bartlett’s test for homogeneity of variances
Source: author’s own analysis

The p-value in the Bartlett’s test (at p<0.05) shows that a
homogeneity of variances has occurred thus rejecting the null
hypothesis. The p-value at 0.001 is low when compared with the
significant level of 0.05. It can be concluded that there are
distribution changes between the two parts of time-series. This
is confirmed by Levene’s test of equality shown in Table 6.
Table 6. Levene’s test of equality
Source: author’s own analysis

Note:
Fisher-Snedecor (F); t-statistics for equality of means (T);
significant (sig)

Porkess (2005) defines Levene’s test of equality as an
inferential statistic used to assess the equality of variance on
different samples. In Levene’s test of equality, the statistical
procedure assumes that variances of the populations from
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which different samples were drawn are equal. Consequently,
the results in Table 5 shows that the obtained similarities between
the variances in the samples for pre- and post-data at p-value
0.001 have occurred. They are below the statistical significant
level of 0.05. The results are confirmed by box plots in Figure 2.

Figure 2. Box plots determining the normality
and homogeneity of variance
Source: author’s own analysis
Figure 2 shows that the mode of change from pre-to postBPR period is homogeneous. Box plots indicate a similar spread
of BPR results. Statistical tests suggest that the conditions for
homogeneity of variances between the pre- and post-BPR have
been met.

7. Discussions

This study investigates the impact of BPR on labour productivity in the automotive assembly organisation in South
Africa. It examined the production and related experiences of
the automotive assembly organisation that has adopted a BPR
within its processes. Quarterly time-series data on overtime and
spoilage rates were used to analyse data.
According to Verdouw et al. (2011), the proven success of
any business is getting people to perform efficiently together.
Thus, the true benefit of BPR (if implemented successfully)
will be in the human element (or the people) and not solely on
the processes. Hence, the results indicate that overtime and
spoilage rates have a relationship to labour productivity in the
automotive assembly organisation in South Africa (after the radical changes were implemented). Any increase in the frequency
of overtime, results in an improvement in labour productivity. On
the other hand, any decrease in spoilage rates results in an
increase in labour productivity. It must also be noted that Tang
et al. (2013) indicated that management use BPR strategies
to increase productivity of workers.

8. Implications of Results for Policy
and Practice

The automotive sector in South Africa should assess their
performance and implement structural changes that help
achieve new business goals (Dekker, 2018). These includes
organisation’s hierarchy, chain of command, job structure and
the administrative procedures. Hence, BPR is people-centred
and driven by business needs since people have the ability to
decide the value of the redesigned process according to their
understanding and objectives (Chai, 2014). Thus, the assessment of business performance must be based on an understanding of the economic factors affecting labour productivity.
Besides the achievement of study objectives, the following
conclusions can be made about the BPR strategy:
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1) It is the strategy that discovers the most efficient
methods of performing work.
2) BPR has the ability to improve labour productivity.
3) It is a people’s centred approach driven by business
needs (Dekker, 2018).

9. Study Limitations

The study was limited to an automotive assembly organisation situated within the eThekwini District Municipality.
The investigation was conducted in a single company that has
adopted the BPR strategy. As there are eight registered
assembly companies in South Africa (SAinfo, 2018), the results
cannot be extrapolated to other companies within the sector.
Secondly, it did not examine the process followed during the
BPR implementation including (amongst others) the individuals
that participated in the radical change process. It only used
quarterly time-series data to determine the pre- and post-labour
productivity effects resulting from BPR strategy. Lastly, the
econometrics model used was of the OLS variety, solely due to
data constraints. Future studies ought to use the more advanced
Johansen VAR methodology or panel data analysis, both of
which rely on large datasets.

10. Conclusion

Business Process Reengineering (BPR) creates a working
environment that encourages worker participation and commitment. Properly implemented and managed, the system results
in labour productivity improvement. The fact that BPR will cause
dramatic changes to organisational structure, the human reaction towards these changes must be carefully planned and
monitored (Smart, et al., 2009). Management must be sensitive
to the range in stress and performance for each job classification and individual, so that performance at all levels of
employees can be maximised without unnecessary levels of job
stress during BPR. However, BPR has the ability to create a
situation where employees have the capabilities to solve
organisational problems (Tang et al., 2013).

11. Future Research Required

During the course of this study, issues relating to the longterm survival of the BPR strategy were not covered. These
include the applicability of BPR to a wider sector of the
economic activity, including the public sector. The nature of this
research did not allow these areas to be covered in depth. It is
recommended that future research should examine the following
issues in greater depth:
 when to use and when not to use the BPR strategy;
 the use of the BPR approach to other industrial sectors;
 the process followed during the implementation of the
BPR strategy;
 a more comprehensive investigation should be carried
out using a randomised sample of the registered
automotive manufacturers that use BPR strategy, to see
if the results can be generalised; and
 the levels of change on employee stress and the quality
of work life.

This study investigated the impact of BPR for the improvement of labour productivity in the automotive assembly
organisation in South Africa. The pre- and post-BPR quarterly
data from company records were collected. It established that
BPR has a relationship with labour productivity. It improves cost
efficiency and service effectiveness.
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Abstract

The Machinery & Equipment industry in Slovakia represents one of the key pillars of the Slovak economy. This
industry can be ranked among the most demanding industries because it is characterized by a wide range of
production and it has impact on many suppliers. The success of businesses depends primarily on the efficient
production process, the quality of the offered products. To achieve an efficient production process, it needs to be
constantly improved. And it's up to businesses just how they can provide the upgrade the optimization of individual
production processes.
Keywords: production process; production; optimization; engineering company.

1. Introduction

The Machinery & Equipment industry in Slovakia represents
one of the key pillars of the Slovak economy. It has a strong
historical background and maintains its stable position in the
Slovak industry. This industry can be ranked among the most
demanding industries because it is characterized by a wide
range of production and it has impact on many suppliers.
The main part of the Machinery & Equipment industry in
Slovakia is the automotive industry, which is one of the key
sectors of industry and the economic pillar of other Central and
Eastern European countries. This is mainly because investors
use a relatively cheap but skilled and productive workforce and
strategically good and high-quality connections with Western
European markets.
Success in the Machinery & Equipment industry depends
primarily on the efficient production process, the quality of the
offered products, the ability to respond flexibly to customer
requirements and their satisfaction. In order to achieve an
effective production process, it is therefore necessary to
constantly improve it through optimization of the processes.

2. Production process

Effective production process is impossible to achieve without
scientific management, which is a part of the production
management at the operational level. Scientific management
should be based on scientific achievements and best practices
to ensure increased productivity and preservation of workers'
health. (Silaban, 2018; Veselovský et al., 2018).
Scientific management is a process of improving the labor
organization by the systematic introduction of scientific
achievements into the workplace. Scientific management allows
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combining modern technology and human capital into the labor
process. (Rovňák et al. 2013, Mitreva et al., 2018, Bosák et al.,
2019)
According to Samuelson and Nordhaus (2000), efficiency is
achieved when human needs are met through economic
resources so that all capacities are fully utilized. It is possible to
say that the production is efficient if it is impossible to produce
one good without limiting the production of another good.
(Axinte et al., 2018)
Efficiency increases when productivity indicators are increasing. On the contrary, efficiency decreases when the indicators
of difficulty are increasing. (Sekerin et al., 2018)
The beginnings of the company that produces Zetor tractors
dates back to the post-war period, the first tractors were
produced as early as the beginning of 1946. The first model,
which was mass-produced, left the production line in September
1946 and its production lasted until 1947. During this period
about 3400 tractors had been produced. The company's tractors
have always been valued and recognized around the world.
Proof of this is the 97,000 tractors exported in years between
1949 and 1961. In its most successful period, the company
produced 30,000 tractors per year.
Tractors are motor vehicles used mainly in agriculture and
the mining industry, they are designed to work in more difficult
terrain. Its production consists of 24 production steps, that result
in a serviceable tractor ready for shipment to the end customer.
Assembly takes place in all work positions, production processes, which are accompanied by preparatory processes, during
which pre-preparation of components is required, e.g. radiators,
hoses, bowdens. Three preparatory workplaces are needed for
the preparatory processes. The line consists of a total of 25
operators, two managers and staff in preparatory workplaces.
This sis required for the production to run smoothly and to be
able to meet the set plans.
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The aim of optimization is to evaluate the current state of
production and the proposal of solutions for its improvement. For
this reason, the individual work processes are divided into

individual tasks in order to better identify the problem and at the
same time make a proposal for optimization with the best
possible work efficiency.

Figure 1.
Production steps,
production operations

The figure 1 shows the times in minutes required to perform
the individual work operations in the range of 9:57 – 20:20 min.,
i.e. there is a large time variance. The result is considered to be
optimal if none of the work processes exceeds the limit of 18
minutes and if the total working time will be as short as possible,
this brings us the highest production efficiency.
After performing all 24 work processes, the tractor is ready
for testing and subsequent expedition directly to the customer.
By optimizing individual production processes, it is possible to
increase production efficiency, which means that the productivity
of workers will be higher and the company will be able to produce products at lower production costs.

a) Original state

3. Optimization of the production processes

Based on the analysis, the problem areas in individual production processes are mapped and at the same time an optimization solution are proposed, which will be beneficial for the
company's production process. All 24 production processes can
be optimized through concrete proposals and as an example we
used the 4th Production step – Assembly of small parts and the
21st and 22nd production step – Assembly of wheels, which can
be characterized as follows:
 When assembling small parts, the layout of items and
tools is poor (misalignment of items and tools), the

Figure 2. Changing the layout of the workplac
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solution is to reorganize the workplace, which will result
in following the standardized time.
 In figure 2a we can see the original status of item layout
in the workplace. It can be seen that the worker is forced
to make an excessive amount of walking, and also that
there are many sites with material that is not logically
arranged. In figure 2b we can see the reorganized workplace with the marking of employee movements, which
will make his work much more efficient.
 Repeated waiting of the worker for the appropriate
position of the tractor to fit the front wheel on the tractor

axle, securing the crane even on a small wheel or
adjusting the tractor lift to make it easier to fit the wheel
will significantly reduce time. Low movement variability
of the tightener, causes unnecessarily long downtimes
while the worker is waiting for the position of the rear of
the tractor to tighten the rear wheels. The ideal solution
to this problem is to increase the variability of the tightener.

The reorganization of the workplace is shown in the following
figure 3.

Figure 3.
Changing the layout of the workplace

4. Evaluation of the optimization proposals

After analyzing the individual processes and design of optimization solutions, the company is able to save considerable
time, thereby increasing production efficiency. The results that
the company is able to achieve after the proposed optimization
can be seen in the following figure 4.

In the figure we can see a graph of labor after optimizing the
individual processes that are currently being performed. One
solution is to use optimized processes in the same order as they
are at the same time. The second and more efficient solution is
to adjust the production process so that the efficiency increases
as much as possible, by adjusting the production processes, the
results of which can be seen in table 1.

Figure 4. Working time of individual operations

Table 1. Current state and proposed state – basic parameters
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After applying all the proposals to the individual production
steps, it is possible to reach the parameters from table 1. The
production process will be optimized, reduced to 18 working
processes, the duration of which can be seen in figure 5, thereby
balancing the line, i.e. the time of individual production processes is more even in time than the original state.

The proposed optimization of individual production processes
has an impact on the efficiency of the production process.
By applying the proposals, it is possible to eliminate the
shortcomings of the company in the production process and at
the same time save a lot of money and make the production
process more efficient, whether in terms of labor or total costs
required for production.

References

Figure 5. Balancing the line

5. Conclusion

Production efficiency is an important part of the functioning
of any company. The goal of every manufacturing company is to
minimize costs and maximize profits. As technologies move to a
higher level, it is also necessary to constantly optimize production processes. A detailed analysis of the production process
and the proposal of appropriate measures are needed for
optimization.
The individual production processes were analyzed in detail
and compared with the set times that make the production
process efficient. The result was the identification of deficiencies
or actions that can be performed much more efficiently.
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Abstract

Purpose: the objective of this work is to measure customer satisfaction in the Sicilian agritourism. Design/methodology/
approach: in order to collect the necessary data, an ad hoc questionnaire was realized. The questionnaire, that was
anonymous, was directly distributed with the face-to-face method. Questionnaires were given to 200 men and women
aged under 30. The data collected were processed through Probit estimation. Findings: although the objective of our
research is to analyse the measurable customer satisfaction only for the real users of farm structures, we believe it
is important not to neglect, at least preliminarily, those individuals who have never experienced the stay in a farm.
This allows us, therefore, on one hand, to verify through a Chi-Squared test, whether or not there is a connection
between having stayed or not on a farm and the social-demographic and the behavioural characteristics of the
respondents belonging to the two groups; on the other hand, through the estimation of a Probit model which takes
into consideration only people who actually stayed on a farm, we will be able to identify the factors that could have
influenced, positively or negatively, "customer satisfaction". Originality/value: the originality of the research consists
mainly in a deeper knowledge of customer satisfaction in Sicilian agritourism. This information is useful to better
define the rural tourism market and to allow, especially to small businesses, to establish effective marketing strategies
in relation to the real preferences of tourist and the decision-making process of choice put in place by them.

Keywords: customer; satisfaction; agritourism; rural economics; tourism.

1. Introduction: tourist satisfaction

Tourism is a leading sector of the Italian economy, so it is
necessary to analyse the tourist’s satisfaction and the related
parameters already applied to other types of goods, bearing in
mind that the "tourist" goods or services are not intended
exclusively for tourists but for the entire host community of the
place and other categories that cannot be connected directly to
the tourist (Yin and Xiao, 2017. Soldić Frleta, 2017). In the light
of the above, the customer satisfaction process, and in particular
tourism satisfaction, should be addressed to tourists-consumers
(Fernández-Hernández, et al., 2016. Lanfranchi et al., 2014a).
A quality tourist offer must take into account certain elements, including:
 perceived quality, or the process that, through the analysis of customer needs, identifies the quality obtained;
 the types of products that can meet customer needs;
 the processes able to verify the correct application of the
quality standards and the processes able to ensure a
process of continuous improvement.

There are four elements that characterize tourist satisfaction:
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(1) the intellectual part, or all of the behaviour of the individuals from whom the mental functions, such as the
desire to discover a territory derive;
(2) the social component, which is the set of relations
between all the individuals involved in the activities;
(3) the component of mastery-competence, i.e. the level of
commitment of the subjects into actions aimed at maintaining and increasing the control of situations;
(4) the stimulus avoidance component, i.e. the individual's
ability to keep calm, escaping from a hyperactive situation and social relationship.

In this perspective, tourist satisfaction provides parameters
applicable to the various types of products/services that are
examined. As for the entire process, it is necessary to analyse
consumer satisfaction with regard to the global tourism product.
Finally, with regard to the individual product/service, it will be
appropriate to focus on the degree of customer satisfaction
on individual elements that make up the overall tourist offer
(Lanfranchi et al., 2014. Asciuto et al., 2013. Loureiro and
Gonzalez, 2008).
In order to measure tourist satisfaction, it is essential to
measure the difference between perception and expectation of
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the tourist/consumer (Nghiêm-Phú 2018. Marrese-Taylor et al.
2013). If the comparison between expectation and perception
has a negative value, it means that the tourist product has not
satisfied the customer. If, instead, the value of perception is
higher than the expectation, satisfaction will be positive
(Ryglová et al., 2017. Theodore et al., 2017).
In the light of the above, the failure to achieve the expected
quality could have a negative impact on tourism services. Conversely, a high perceived quality could become an element of
differentiation and source of competitive advantage (Hu, 2015.
Farmaki, 2014).
Moving our attention towards the destination, we can affirm
that the tourist is satisfied if the destination attractiveness factors
exceed his expectations (Lanfranchi et al., 2014c. Devesa et al.
2010). In order for a destination to reach the developmental
stage, it is necessary to analyse the consumer psychology. The
study of certain psychological concepts, in fact, helps us understand two fundamental elements: the hospitality and the
leisure service (Simpson, 2000). According to recent studies, life
satisfaction is related to the individual's satisfaction issues such
as health, family, work and leisure (Lanfranchi et al., 2014d).
Precisely for these reasons the tourism satisfaction provides
useful elements with which it will be possible to study the
psychological profile of the tourist and to adopt a model that can
identify the feedback, the intentions and the interrelationships of
the tourist himself.
In this sense, it is necessary to evaluate three elements:
(1) evaluate the degree of the individual's life satisfaction
after taking a vacation;
(2) evaluate the possible existence of a relationship between
tourist satisfaction and real life satisfaction;
(3) identify the services who have contributed to increasing
the tourist satisfaction process.

Tourism satisfaction is therefore defined as a crucial element
of life. Numerous studies show that if tourists are satisfied they
will tend to repurchase or recommend the product/service (Kim,
2018. Chinnici et al., 2013). This obviously creates benefits for
both tourists and the local community. This consideration highlights the relationship that develops between tourist satisfaction
and life satisfaction (Gallarza et al., 2017. D'Amico et al., 2013).
Although tourist satisfaction has a positive effect on life, any
stress, and therefore dissatisfaction during the holiday could
cause negative repercussions in real life. A high level of tourist satisfaction means a higher subjective well-being (Loureiro,
2010. González et al., 2007).

2. Context Analysis and rural tourism in Sicily

Rural tourism includes the various types of tourism characterized by the direct connection of tourist-receptive activities
in rural areas, or all those forms of tourism in which the rural
culture is the most important component. In rural tourism,
agritourism is one of the most successful models in the Italian
tourist scene. The farm is a kind of typical Italian hospitality, so
you cannot make a comparison with other countries, where
instead we talk of rural hospitality. Agritourism in Italy was
regulated for the first time by the Law 730/1985 and after several
amendments and additions it finds its expression in the framework law 96/2006, according to which agritourism activities are
considered as "the activities of reception and hospitality
practiced by farmers through the use of their own farm, in
connection with the activities of cultivation of the land, forestry
and animal husbandry." Moreover, the law states that the
agritourism activities include hospitality in an accommodation or
open spaces for campers, the provision of meals and drinks, the
tasting of local products and the organization of recreational
activities. According to the latest ISTAT surveys, in Italy 22,661
agritourism farms were authorised to operate in 2019 – an
increase of 423 structures compared to the previous year. The
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attendance in the farms amounted to 12 million (+ 6.6% compared to 2015), so there is a positive trend in the agritourism
industry growth, which involves the number of facilities and
attendances. The companies that provide the service of
accommodation are equipped with 245,473 beds (+ 3% compared to 2015). The accommodation offer is completed by
11,367 areas for camping (+ 7% compared to 2015). The seats
are a total of 444,117 (+ 3% compared to 2015). Housing
remains the main activity proposed in 2016. 80% of the companies offer hospitality, 50% offer meals and drinks, 20% organize
product tasting activities and 55% offer recreational sports and
cultural activities. Therefore, entrepreneurs tend to diversify the
supply of services providing integrated formulas of hospitality
(Lanfranchi et al., 2015a). The Northern Italy is the main area for
providing accommodation and catering. In 2019, 46% of the
companies operated in the North, 34% in the Centre and 20% in
the South. The offer of tasting of local agri-food products and
other entertaining activities, however, is more developed in the
centre and in the north. Compared to 2015 the most significant
increase was recorded in the South, with an increase of the offer
of tasting (+32%), recreational activities (+13%), accommodations (+7%) and catering (6%).
Also in the south, compared to 2015, the highest increase of
beds, seating and parking spaces were recorded. In Sicily the
agritourism activities are regulated by the LR 26th February
2010, according to which, in addition to the classic forms of
activity specified at national level, the forms of land use for
which there is a financial compensation is specified by the
European Union within the framework of the Common Agricultural policy and are included among the agritourism activities.
The person who intends to start an agritourism business must
be a farmer, registered with the chamber of commerce and must
produce this document after which the certificate will be issued
by the Region. In 2019, agritourism farms in Sicily were 691
(table 1). The beds were 11,878 (+ 5% compared to 2015), while
the rest areas were 1,046 (+ 20% compared to 2015). The
companies authorized to provide meals and drinks were 537,
which were equipped with 26,311 seats (+ 3% compared to
2015). Among the 695 companies which propose other
activities, sports activities and excursions stand out (table 1).

Table 1.
Agritourism
in Sicily

3. Objective of the study

The objective of the following work is to measure customer
satisfaction in the Sicilian agritourism through the identification
of a model (estimation of a Probit model) that studies the
behaviour of tourists who stay in such structures and who use
the website of the agritourism as a booking tool or as a source
of information. This presupposes an analysis of the data relative
to the Sicilian agritourism structures. In particular, it will be
necessary to analyse the accommodation capacity, the offer of
services distributed at national and regional level and the related
flow of tourism.

4. Data and methods

In the period September – December 2019, questionnaires
were given to 200 men and women aged under 30. The
questionnaire, prepared specifically for this research, has been
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divided into four sections: 1) general information; 2) evaluation
of the tourist preferences; 3) approach to the agritourism products; 4) evaluation of the quality of services and staff. While the
questions that make up the first part of the questionnaire and
some questions included in Section 2 were addressed to all
respondents, the last two sections collect information only on
those who have stayed at least once in a farmhouse. Although
the objective of our research is to analyse the measurable
customer satisfaction only for the real users of the farming
structures, we believe it is important not to neglect, at least
preliminarily, those individuals who have never experienced a
stay in a farm (Lanfranchi et al., 2015). This allows us, therefore,
to identify several characteristics that can be used to understand
better the behaviour and the attitude of both groups. The sociodemographic characteristics of the two sub-samples (those who
have never stayed and those who have stayed at an agritourism) are shown in the following table (Tab. 2).

interviewee out of two (51% if they have not stayed at a farm,
48% if they have stayed), while only 24% of those who have
never stayed at a farm often consume zero km products. The
percentage rises to 40% if we consider the second group, and
the association between these two variables is significant
(Pearson χ2 = 6.067; p-value: 0.048; Spearman’s rho = 0.130;
p-value: 0.067). Finally, we consider the connection between
either having or not having stayed in a structure and the
subject's desire to spend a "vacation in nature". Only 40.50% of
respondents would "often" want to take a vacation in nature. The
percentages increase to 54% considering the subjects who have
already stayed. (Pearson χ2= 15.430; p-value: 0.000).
In order to study the customer satisfaction in the Sicilian
agritourism, we analysed what factors affect the customer’s
judgment of the overall experience of the holiday spent, through
the estimation of a Probit model where the dependent variable
is equal to 1 if the overall experience was rated as 'excellent',
and 0 otherwise. The independent variables considered in our
model are the following: a dummy variable referred to the gender of the respondent (Woman = 1 if the respondent is a woman;
0 = otherwise), the age of the subject (Age = 1 if age is between
26 and 30; 0 if the subject's age is inferior to 26), a dummy
variable that indicates if the structure has a website clear and
easy to use (Website: 1 = yes; 0 = otherwise). Moreover, among
the covariates that we considered, the three dummy variables
Education to product, Facilities, Expectations were constructed
using the cluster procedures reported in the next section (Sect.
4.1). These variables, grouping subjects according to their level
of appreciation/opinion towards certain issues, take on the
general value 1 if subject reports a high score in the several
items included in the clustering process and 0 otherwise.

4.1. Clustering procedures

Notes: # p <0:10; * P <0.05; ** p <0.01; *** p <0.001
Table 2. Descriptive analysis of the full sample

In general, 46.5% of respondents claimed to have stayed at
an agritourism. Considering the full sample, 58.5% of respondents are women, those aged between 21 and 25 are 53.5% of
the cases. If the percentages between men and women who
have never stayed at a farm are not very different (53% and
47%, respectively), these percentages change if we consider
the second sub-sample (28% and 72%). Moreover, the two
variables “gender” and “stay in a farm” are positively associated
(Pearson χ2 =13.1327; p-value: 0.000; Spearman’s rho = 0.256;
p-value: 0.000). The preferred time for holidays for both subsamples is summer, while 37% of those who have never stayed
and 39% of those who have stayed say they would go on holiday at any time. For most respondents, the sea appears to be a
preferred place to spend their holidays (62% and 56%, respectively). The countryside is preferred by 26% of the subjects
who have never stayed on a farm, while among those who have
stayed there, 25% prefer the mountains. In addition, in this case
the association between the favourite place for holidays and
either having or not having stayed in a farm is positive and
significant (Pearson χ2 = 5.6604; p-value: 0.059). Regarding eating habits, the table shows that while there is no association
between having stayed and the type of food products purchased
(great distribution, with quality brands, typical products), the
association exists when we consider the propensity to consume
“zero kilometre” products. We can observe that, in both cases,
the consumption of typical products is preferred by one
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As suggested by Oliver (Oliver, 1981), customer satisfaction
refers to ‘‘the summary psychological state resulting when
the emotion surrounding disconfirmed expectations is coupled
with the consumer’s prior feelings about the consumption experience’’. Therefore, satisfaction can depend not only on how
the customer judges the services received after using them
or what is offered during the holiday, but also on what the
customer's expectations identify as desired attributes of a
product or service that could change with experience (Halstead
and Page, 1992). Moreover, several studies suggest that the
concept of service quality is subjective and personal and can
depend on the consumer perception (Mahdzar et al., 2017).
In order to assess the influence of behaviour, attitude and
perception, we hypothesized that the propensity to satisfaction
changes according to the ideology or personal judgment and
expectations of the subjects, formed also before their experience. Therefore, taking into account the moderating effect of
these latent variables, we performed a Cluster analysis, a process that attempts to determine the natural groupings (or
clusters) of observations, to classify subjects into homogeneous
groups, evaluating their adherence to several statements. In our
study we applied a general hierarchical clustering approach
(Ward, 1963), where groups were joined to maximize an objective function, while the Calinsky-Harabasz pseudo-F test is
applied to choose the optimal number of groups (Calinski and
Harabasz, 1974).
In particular, we considered three separate cluster procedures: 1) the customer's expectations; 2) the opinion expressed
on the quality of services and staff offered during the stay; 3) the
level of judgment on the activities offered by the structures that
can "educate" customers to the product “agritourism”. In this
way, we obtained two groups from each clustering process and
we used the results of these procedures to obtain three different
dummy variables (Expectations, Facilities, Education to product)
that would be used as covariates in our Probit model. The descriptive statistics of the items used in each clustering process
are reported in the following tables (Tables 3-4 -5):
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 Expectations:
The respondents were asked to indicate the weight given
to the three statements “Importance given to the variety
of services”, “Importance given to the quality of services”,
“The services offered have affected the booking”, using a
3-point scale (1 not important – 3 very important). Therefore, Group 1 is formed by subjects that give great
importance to the quality and quantity of the offer, attributes that are decisive in the choice of the reservation
itself. These are very demanding people with high expectations. Disappointing these expectations could negatively
affect the customers satisfaction rating. For the other
group (Group 0), the levels of importance are lower.

 Facilities:
Also in this case, the customers were asked to indicate
the judgment, using a 3-point scale (1 Poor – 3 Good), on
several facilities, such as the waiting time spent at the
reception, the judgement on the Common areas and the
cleanliness of the rooms, and the ability to help customers.
 Education to product:
In general, the level of judgment was expressed by the
customers using the 3-point scale (1 Poor – 3 Good). For
several questions, the customer had to report the frequency with which the services were offered (1 Never –
3 Often) (table 3-4-5).

Table 3. Results of the clustering procedure – Expectations

Table 4. Results of the clustering procedure – Facilities

5. Results

Table 5. Results of the clustering procedure: Education to product

The 46.5% of the respondents claimed to have stayed at a
farmhouse. By focusing on this sub-sample, we have analysed
what factors have influenced the customer’s judgment on the
overall experience of the holiday spent.
Before proceeding with the exposition of the Probit estimation results, we would like to briefly analyse the relationship
between the excellent level of satisfaction (No or Yes) and the
group variables previously constructed through the cluster
analysis (DeLone and McLean, 1992). The following table (Table
6) shows the percentages of satisfied customers clustered in the
group with the highest level of judgment.

In all the three cases considered, a test of proportions was
carried out, to assess whether there are statistical differences
between the two groups. The differences in proportion between
unsatisfied and satisfied are always negative and statistically
significant.
The results of the Probit model estimation (Table 7), show
that the probability of judging the holiday as "excellent" is higher
for women and for older subjects (in both cases, however, the
coefficients are not significant). The probability of being satisfied
increases for subjects who declare a high level of importance to
the quality and variety of services offered by the structure during
the booking process (Expectations) if the coefficient is not
significant.
Table 6.
Descriptive Statistics:
key variables by overall
experience of the holiday

Notes: # p <0.10; * P <0.05; ** p <0.01; *** p <0.001
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Notes: # p <0:10; * P <0.05; ** p <0.01; *** p <0.001; dy / dx for factor levels is the discrete change from the basic level
Table 7. Probit results and marginal effects

The higher level of judgment of the services really offered by
the structure and evaluation on the quality of services and staff
affect satisfaction in a positive and significant manner. In particular, for the subjects that reported a higher level of judgment
regarding the services offered by the farm that educate the
customer to the "agritourism" product (Education to product), for
example, by educating and approaching the customer to the
production techniques, the probability of being satisfied increase
by 17 percentage points, moving from 0.35 for the subjects with
a low level of judgment to 0.54 for the customers with a high
level of judgment (Tab. 7). While for those subjects who declared
high levels of assessment on the waiting time and courtesy at
the reception, the ability to solve problems by the staff and to
find alternative solutions, the cleanliness of the rooms, etc.
(Facilities), the probability increases by 33 percentage points
(from 0.40 to 0.73, Table 8).
Finally, we considered the importance for the structure to
have a clear and easily accessible website (Wu, 2017). Even in
this case the variable considered has a positive and significant
influence, with an impact equal to 17 percentage points (from
0.38 to 0.54, Table 8). Finally, in the following table (Table 8) we
show the values of the predictive margins, (Campón-Cerro et al.,
2017).

faithful behaviour occurs. In other words, the purchase of a
farmhouse holiday repeated by a customer is synonymous to
loyalty only if the customer himself combines the satisfaction of
the moment to a kind of satisfaction, the cumulative satisfaction,
which results from the set of his positive experiences. For these
reasons, tourism satisfaction provides useful elements through
which it will be possible to trace the psychological profile of the
tourist and to adopt a model that can identify the feedback,
intentions and the interrelationships of the tourist himself.
The study conducted in this work has shown that offering
services that educate the customer to the product “agritourism”
(Education to product), by educating and approaching him to
production techniques and product quality, increases the probability of being satisfied in an "optimal" way, while a quick,
courteous staff able to deal with any problem, along with a
positive evaluation of common areas and the cleanliness of the
rooms (Facilities) increases the probability of getting a positive
evaluation from the customer, by 33 percentage points. Rather,
a lesser impact on customer satisfaction is the importance of the
variety and quality of the services offered (Expectations). To the
customer, it is of significant importance for the structure to have
an effective website.
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Abstract

In tourism, online guest’ reviews are becoming increasingly popular, having the capacity to provide data on the quality
of hotel services, and to influence tourists' decision to book a hotel. These data are also useful in the process of rating
and/or awarding quality marks in tourism. The purpose of this paper is to make a global assessment of the quality of
hotel services in Romania based on the online tourist reviews. The study uses statistical methods, and consists of
collecting primary data from the guest' reviews on the travel and booking websites, and investigating how the quality of
hotels can be assessed based on these data. In this respect, a framework model was developed, including a set of
analysis criteria associated with the defining features of the hotel services’ quality. A sample of 1528 hotel units was
taken into consideration. Based on the research results, some recommendations and strategic directions for improving
hotel services in Romania are formulated. The novelty of the study consists of the using of online guests' reviews in the
assessment of hotel services quality at national and regional level.
Keywords: quality evaluation in tourism; online guest’ reviews; evaluation criteria; statistical analysis.

1. Introduction

Tourism, seen through the eyes of the consumer, is the sum
of the experiences of his journey. Within the tourism literature it
is widely accepted that tourism primary sells a “stage” experience and, accordingly, the managers of the tourism businesses
may seek to influence the tourists’ experience (Tsiotsou, &
Goldsmith, 2012, p.215). According to Foris, Popescu and Foris
(2018), the main mission of any tourism organization is to
provide memorable experiences for their customers, resulting in
customer satisfaction, superior value, and competitive advantage. In this regard, focusing on quality has become one of
the key success factors for tourism service providers all around
the world.
Each quality-oriented organization must have an adequate
feedback process, aiming towards the evaluation of customer
satisfaction and setting priority actions for improving quality. The
quality schemes usually measure the quality through customer
satisfaction survey, the presence of a system to constantly
control the quality for tourists being necessary (Foris, 2014a).
There are many ways to monitor customer satisfaction: customer
complaints, questionnaire surveys, and direct communications
with customers. In tourism, besides these methods, the online
guest reviews are becoming increasingly popular, as instrument
that provides data on the overall consumers ’rating for a
particular establishment.
Online quest reviews are internet-based applications, being
done through social media websites (Buhalis and Law, 2008;
Tuominen, 2011). Many social media websites assist consumers
in sharing their travel-related comments and personal
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experiences, and also provide an effective mechanism for
consumers to complain. The most important travel sites are
TripAdvisor, Booking.com, Expedia, Hotels.com, Travelocity, etc.,
but their number continues to rise.
The information based on online guest reviews has multiple
uses (UNWTO, 2014; Mayer, 2015; Pacheco and Moreira,
2020). First of all, these reviews help customers in choosing a
travel location and/or booking a hotel. Statistic reports indicate
that each year hundreds of millions of potential hotel visitors
consult review sites, and more than 80% of these visitors have
the hotel choices influenced by the online quest’ reviews
(TripBarometer Survey, 2018). The feedback from guests is also
collated in order to provide data on the services’ quality of tourist
units and support improvement actions at the organization level.
As a TripBarometer Survey (2016) states, 93% of hoteliers
worldwide say that online reviews have an impact on their future
business. Finally, the online guest’ reviews are useful in the
process of rating and awarding quality marks in tourism. In this
regard, it must be noted the actual trend of the systematic use
of online guests’ review to the hotels classification and/ or quality
certification (UNWTO, 2014; Hensens, 2015).
The above perspectives are found in more studies conducted in the last decade on the use of online guest reviews
(e.g.: Park and Nicolau; Anderson, 2012; Lackermair, Kailer and
Kanmaz, 2013; Anderson and Han, 2016; Singh, Torres, and
Robertson-Ring, 2016; De Pelsmacker, van Tilburg and Holthof,
2018). These studies mainly address the impact of these
reviews on customers’ decisions and sales, but also hotel
market ranking. Likewise, some papers present a look over of
studies on this topic (Schuchert, Liu and Law, 2015; Komsic and
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Dorcic, 2016).
The present paper aims to make a global evaluation of the
hotel services’ quality in Romania using online tourist reviews.
The novelty of the study consists in using the online reviews of
tourists in the assessment of hotel services quality at national
and regional level.
The study includes a literature review of the tourism quality
in Romania and a statistical analysis. The statistical analysis
allows identifying the areas with the greatest deficiencies, the
degree of homogeneity of service quality at the regional level,
and which are the biggest shortcomings. The results of the study
are useful for formulating recommendations and strategic
directions for improving hotel service in Romania.

2. Literature Review

Romania, the 7th country in the EU based on the number of
inhabitants, has a great touristic potential (INS, 2019), but the
performance in tourism, including quality, is low competing with
other countries. According to Nicula and Spanu (2018),
“Creating quality products and services is crucial in order to
have Romania aligned with European development requirements, as well as in order to increase its attractiveness and
competitiveness as a tourist destination”.
There are only a few studies regarding the quality in tourism
in Romania (e.g.: Butnaru, 2009; Cristea, 2009; Muresan, 2011;
Atanase and Schileru, 2014; Popsa, 2014, Foris, 2014b,
Gheorghe, 2017). A small number of publications are focused on
the use of online guest’ reviews, presenting general considerations (Chitu and Albu, 2013), respectively empirical studies on
one or more hotels (Rus and Negru, 2014; Baltescu, 2016;
Capatana and Schin, 2017; Tanase et al., 2018).
Globally, the overall situation of tourism in Romania is
assessed by the Travel & Tourism Competitiveness Index
(TTCI), published biennially by the World Economic Forum’
platform. The TTCI is a composite index that includes more
criteria associated with tourism quality characteristics, but without an explicit reference to quality. The specialists appreciate
that the situation is not encouraging, the Romanian TTCI
emphasizing the existence of numerous weak points: the
governmental politics, the high taxation, the quality of transport
infrastructure, the education and the continuous training of the
personnel (Mahika, Bran and Tigu, 2014). According to the last
survey, Romania occupied in 2018 the 56th place out off 140
countries (Calderwood and Soshkin, 2019), in evolution to the
previous years (Crotti and Misrahi, 2016, 2017). Other official
tools and reports on the quality of tourism in Romania do not
exist.
Taking into account that in Romania there are no global
analyses on the quality of tourism services, the present paper
aims to evaluate the quality of hotel services at the region and
national level, based on online guest reviews. According to
Mayer (2015), the quests’ reviews reveal many aspects of how
the hotel meets the guests’ expectations. More and more hotel
managers are using online reviews to identify gaps in their
service offerings and initiate improvement actions to better
satisfy their clients. But this information can also be used at a
higher level of management, namely the tourism management
structures of the destination, region or country. In this regard, the
global review conducted annually by ReviewPro based on the
Global Review IndexTM is relevant. The results of this analysis
are given for each hotel, but also for regions and categories of
hotels. As Mayer states, hotels are primarily interested in the
results of such analyzes for improving their quality and
reputation management, but this data is also useful for the
destination management. Although tourism coordination
structures do not have a direct influence on service quality, they
can assure a general framework for operators to provide
excellent services, providing feedback and supporting them in
improving services. In Romania, such an analysis may be the
first step in introducing management tools to enable the
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development of a national quality system in tourism.

3. Research Methodology

The case study includes quality analysis based on statistical
data provided by tourism websites. This study was conducted
using the observation method, by collecting primary data and
investigating how the quality of hotels in Romania can be
assessed based on online tourist reviews. A sample of 1528
hotel units was taken into consideration. In order to observe the
opinion of tourists, a comprehensive framework for evaluating
the quality of tourist services at the level of hotels in Romania
was elaborated. The model includes a set of analysis criteria
associated with the defining features of the hotel tourist
services. In this respect, 9 analysis criteria were identified, as
follows:
(1) Distribution of hotels at the region level. This criterion
refers to the official classification of developing regions in
Romania established by the Law no. 151 of 1998 as subsequently amended (Parliament of Romania), which defines the
next eight regions: North-East Region (NE),South-East Region
(SE), South Region (S), South-West Region (SW), West Region
(W), North-West Region (NW), Center Region (C), and the
Bucharest-Ilfov Region (B-IF).
(2) Hotel classification category: from 1 to 5 stars.
(3) Evaluation of the scores obtained from the guest' reviews
on the travel and booking websites. Two travel websites
(TripAdvisor.com and AmFostAcolo.ro) and a booking website
(Booking.com) were selected for analysis. Tripadvisor.com is a
specialized travel website that provides reviews on accommodation, food, sightseeing, etc. from all over the world. The
reviews evaluation is made starting from grade 1, representing the weakest score, up to grade 5 (TripAdvisor.com).
AmFostAcolo.ro represents the most important travel website in
Romania. The reviews evaluation is made on a scale from 1 to
10 (Amfostacolo.ro). Booking.com is the world leader in online
booking engines, and also provides tourists with a complex
system of reviews, with notes for accommodation units ranging
from 1 to 10 (Booking.com).
(4) Evaluation of accommodation services. The following
ratings were used: “very dissatisfied” (tourists were outraged by
the dubious quality of services offered within the unit);
“dissatisfied” (tourists were disappointed with the tourist
experience); “satisfied” (tourists had a predominantly pleasant
experience with insignificant negative events); “very satisfied”
(the services were impeccable).
(5) Evaluation of food services. The rating scale has four
levels as well as the previous criterion.
(6) Evaluation of tourist services. The services that are not
associated with the accommodation and food services were
evaluated, more precisely: leisure, spa, internet connection,
parking spaces, etc. The evaluation scale is the same as those
used for accommodation and food services.
(7) Online activity. To assess the hotel presence in the online
environment the following criteria were used: website (existence
of a hotel website), online presence (the hotel promotion on other
profile sites than own one), and finally, the presence in social
media through the Facebook.com platform (Facebook.com).
(8) Degree of recommendation. Two answer options were
used: “recommend” (for hotels where most consumers appreciated the experience as a pleasant one or suggested to the
readers to choose the unit in question), and “do not recommend”
(for hotels where most consumers appreciated the experience
as unpleasant or mentioned that they do not recommend the
respective unit to other tourists).
(9) Staff related issues. This criterion was chosen to assess
the staff's readiness and attitude towards the client. The hotels
that had positive reviews in terms of staff were marked with
“positive mentions”, and those with mostly negative reviews
were marked with “negative mentions”.
Data analysis was accomplished using the SPSS software.
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For the presentation of relevant information in a structured
way, the results are grouped according to evaluation criteria in
Table 1 and the analysis of the results is presented in a logical
sequence.

(1) Distribution of hotels at Region level
The regional distribution of hotels in Romania is synthesized
in Figure 1 and presented below.

Table 1.
The results obtained from the evaluation of the criteria

West Region, 111 (7.26%) – in the South-West Region, 269
(17.60%) – in the Center Region, 156 (10.21%) – in the South
region, 401 (26.24%) – in the South-East Region, 125 (8.18%)
– in the North-East Region, and 155 (10.14%) in the BucharestIlfov Region.
(2) Hotel classification category
The identification of hotels in terms of classification and their
distribution by region are presented in Table 2.

Figure 1. Regional distribution of the hotels
165 hotel units, representing 10.80% of hotels, are concentrated in the North-West Region, 146 (9.55%) are in the
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Regional distribution of the hotels based on their ratings
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The results of this analysis shows that in Romania the 3 star
hotels are majority.

(3) Evaluation of the scores obtained from the guest'
reviews on the travel and booking websites
The evaluation of the scores obtained from the
TripAdvisor.com, AmFostAcolo.ro and Booking.com is presented in Table 3.

Table 3. The results of the analysis of the scores registered
on the travel and booking websites
Note: The scores on TripAdvisor.com have values between
1 and 5, and those for Booking.com and AmFostAcolo.com
between 1 and 10.

The results of the analysis show that the website preferred
by Romanians in terms of hotel reviews is Booking.com, which
is also the largest online booking tool worldwide, and thus has
certainly contributed to the significant number of reviews. It
should be mentioned that the grades were taken into account
only if at least 10 users contributed to their average, in the case
of Booking.com and TripAdvisor.com, and in the case of the
Romanian website AmFostAcolo.ro the evaluations of the hotels
that had at least two reviews since 2012.
The results regarding the average score obtained from the
national tourist reviews, TripAdvisor.com (3.85), Booking (7.92),
AmFostAcolo.ro (7.75), highlight that in terms of quality tourist
services are at a satisfactory level. Major discrepancies can be
observed between the highest scores recorded and the lowest,
which highlights the fact that from a qualitative point of view, the
tourism in Romania is not homogeneous.
The analysis shows that many of the hotel units are not
registered on the review websites, namely 1034 (67.7%) are not
available on TripAdvisor.com, 941 (61.6%) are not registered on
AmFostAcolo.ro, and in the case of Booking.com website –
results are better, with only 569 (37.2%) of the hotel units not
being registered.
The analysis of the online guest reviews took into account
the sum of the scores for each region. The results are homogenous: on the TripAdvisor.ro website, the score is between
3.62 (South-East Region) and 3.94 (Centre Region), on Booking
it goes between 7.43 (South-East Region) and 8.25 (Centre
Region); on AmFostAcolo.ro website the score varies between
7.17 (South-East Region) and 8.32 (Bucharest-Ilfov Region).

(4) Evaluation of accommodation services
Regarding the accommodation services, the degree of
satisfaction is quite low, only 39.5% (491 units) of the hotel units
were at the level of consumer expectations, of which 7.4%
determined tourists to be very satisfied. The main shortcomings
mentioned by tourists are: lack of sound insulation of accommodation, poor hygiene, lack of cosmetics, damaged bedding,
the size of the room, and its smell. To these was added the
inadequate number of bathrobes and slippers, non-compliance
encountered mainly in high-end hotels in the Bucharest-Ilfov
Region. In total, 24.2% (369 units) of the hotel units determined
consumers to be dissatisfied with the accommodation services.
It is to note that for 555 units the data were insufficient for
evaluation.
The situation by region regarding the accommodation
services is presented below. The South-East region is the leader
in terms of negative reviews of accommodation, 31.41% of
customers claiming to be “dissatisfied” and “very dissatisfied”.
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On the second place is the North-West Region, with 24.84%
negative reviews of accommodation. The Bucharest-Ilfov
Region gathered good reviews, tourists declaring “satisfied” and
“very satisfied” with the accommodation services of 49.67% of
the hotels. Regarding positive reviews on accommodation, this
Region is followed by the North-West (45.45%) and Centre
Regions (43.85%).

(5) Evaluation of food services
At the national level, the results of the evaluation of food
services are close to those related to accommodation: for 658
(43%) hotel units the customers are “satisfied” and “very
satisfied”; 297 (19.4%) of the hotels failed to meet customer
expectations, requiring major corrections. Most tourists were
“dissatisfied” with the breakfast, and recommend the diversification of it and of the menu in general. No information was
identified about food services, and respectively the hotel does
not have an on-site restaurant for 37.40% (573) of the units.
Concerning the food services evaluation on the regions’ level, the South-East Region is still in front, gathering most of the
negative reviews, 24.93%; it is followed by the West and South
Regions, with 22.59% and 21.79% of the hotels. With “satisfied”
and “very satisfying” reviews (58.70%), the Bucharest-Ilfov
Region is a leader, followed by the Centre Region (49.80%).

(6) Evaluation of tourist services
At national level, tourists were “satisfied” with the services
offered by hoteliers in a percentage of 41.20% of hotels (629
accommodation units), and 8.20% were “very satisfied”, which
means that about half of the accommodation units offers a
quality tourist experience. On the other hand, 14.2% (218
accommodation units) of the total hotels offered unsatisfactory
services. Among the main complaints from customers are: lack
of internet connection or lack of network modernization, improper conditions in the spa, payment options, lack of playground
for children, lack of parking or insufficient parking spaces and
how it is charged, and the absence of elevator. For 556 hotels,
representing a percentage of 36.40%, the information was
insufficient to perform the analysis.
The analysis of the results obtained for the tourist services at
regional level reveals that in the South-East region the customers were “dissatisfied” and “very dissatisfied” with the services
of 22.44% of hotels found in this region, being also the highest
percentage recorded. On the second place in terms of noncompliance is the West region, tourists declaring themselves
“dissatisfied” and “very dissatisfied” with 15.05% of hotels. On
the other hand, most tourists were “satisfied” and “very satisfied”
with the tourist services of the accommodation units in the
regions of Bucharest-Ilfov, North-West and Center, with percentages of 65.15%, 59.99% and 53.52%.
(7) Online activity
A number of 1513 (99%) hotel units are present in the online
environment, either through their own website or through their
own Facebook.com page, or have chosen to promote their services through third parties, more precisely specialized tourism
websites as turistinfo.ro, carta.ro, infoturism.ro etc. In the case
of their own websites, a margin of error of 5% was established
due to the fact that there are sites that have not been optimized
for search engines.
Excellent results have come out of the analysis regarding the
presence online of the hotel units: over 65% of them have their
own website, and over 97% are present on specialized tourism
websites. Positive results are also in the social-media category,
for each region over 62% of the hotels are on Facebook.com.

(8) Degree of recommendation
The results from this point of view paint a positive spectrum,
as 42.10% of tourism units were recommended by tourists as
being qualitatively acceptable and only 13.40% of the total hotels
failed to convince customers to do so a recommendation. There
was no complete information identified or consumers were neutral regarding the recommendation of the accommodation unit
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for 44.50% of the evaluated hotels.
The regions with highest percent of hotels that were not
recommended by tourists are the South-East Region (22.44%),
followed by the South-West Region (15.31%), and the West
Region (15.06%). On top of consumers list are Bucharest-Ilfov
(61.93%), Centre Region (49.07), and South-West Region
(41.44%), where tourists appreciated the experience as a
pleasant one.

(9) Staff related issues
One of the central points in tourism industry is the interaction
of tourists with staff, which can significantly influence the quality
level of tourism services and the customer experience during the
trip. In this regard, the analysis of the tourist reviews showed the
tourists tendency to appreciate the staff kindness and empathy.
These behavioral aspects significantly influence the tourist perception of the service quality, most often the tourist ignoring
other small irregularities he encounters during the stay. In the
case of 703 hotel units (46%), the customers positively appreciated the services offered by the hotel staff, most mentioned
being the next aspects: the kindness with which they were
treated, the professionalism and the high level of training, as
well as the attitude in case of unforeseen situations. On the
other hand, in the case of 197 hotel units (19.90%), the tourists
were upset by the lack of staff training, communication deficiencies, long time to carry out accommodation procedures, the
way of serving, the inhospitable attitude, irregularities in terms of
pricing and indifference to customer needs.
It should be noted that in the case of 628 hotels, not enough
information was identified to generate answers with a real
character or the consumers were neutral in terms of staffing
issues. The lack of information, respectively the lack of the feedback regarding these aspects represents an obstacle in their
improvement, being necessary appropriate actions for informing
and guiding the tourists to the profile websites.
Concerning the human factor, the results are positive for the
North-East Region, 72.00% of the hotels being appreciated by
tourists for the kind and well-trained personnel, followed by
Bucharest-Ilfov Region (58.06%), and the North-West Region
(52.12%). The South-East Region has gathered the most dissatisfying reviews regarding the personnel (17.60%), followed
by the South-West Region (16.21%). We consider that the
negative results obtained in the South-East Region are caused
by the seasonality in the coastal area, by the intense flow of
customers in a short period of time, and by the staff which, in
most cases, is insufficient or unprepared from a professional
point of view.
Finally, we consider that the tourist experience represents a
subjective element that each consumer perceives differently and
the facilities represent objective elements offered to the clients.
Depending on the intensity of the result of this mix, tourists
adopt certain behavioral models, more precisely, if the experience was a satisfactory one and their expectations were met or
even exceeded, they will recommend it to acquaintances; if the
experience was unsatisfactory and their expectations did not
materialize, they will do their best to inform future potential customers about the non-compliances they have noticed; and
finally, the last type of consumer who was marked neither
positively nor negatively by the tourist experience, the one who
reports objectively, having a neutral attitude regarding the recommendation process.

5. Conclusion

The quality of services in tourism is a topic of great interest,
being constantly made efforts to improve and develop them. The
rapid evolution of technology and the popularization of the
Internet have had and continue to have a significant impact on
this sector, producing changes both in terms of promotion and
marketing of tourism products, and how communication
between consumers and providers of tourism service takes
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place. The adequate use of online resources contributes to
improving the quality of hotel services, analyzing the tourist reviews published by specialized websites being one of the useful
tools for this purpose.
The impressions of tourists are vital for the correct
assessment of the level of quality of hotel services, importance
also emphasized by the authorities within the World Tourism
Organization, which want to integrate the results of reviews
provided by tourists in hotel classification systems.
The study conducted in Romania fits into this trend, being
the first global analysis of the quality of hotel services in
Romania based on online tourist reviews. The assessments
refer to: the average scores of the hotels on three travel and
booking websites, the degree of recommendation, the online
activity of the hotels, as well as the main quality characteristics
of the hotel services – accommodation service, food service,
other service, and staff related issues. The study summarizes
the results of the analysis at national and regional level. The
results regarding the average score obtained from the national
tourist reviews show that the quality of tourist services is at a
satisfactory level. The analysis also shows that the results in
terms of the quality of tourist services are relatively homogeneous in the regions of Romania, except for the South-Eastern
Region which recorded the lowest results, below the national
average.
Based on the study results, the interventions of the coordination tourist structures can include specific legislation on
quality and support services that individual operators do not
have the capacity to realize. Some recommendations and strategic directions for improving the quality of hotel services are
proposed below:

1) Creating a national quality assurance system in tourism,
including online guest reviews as a tool for systematically
analyzing the level and quality evolution. From this perspective, future research studies must be directed to developing
national system and tools for quality assurance in tourism,
and respectively the implementation process of these tools
in tourism organizations.
2) Intensifying the online feedback, being necessary to inform
and educate both tourism service providers and consumers
about the importance and major contribution that the internet
has on the quality of all tourist activities. The elaboration of
guidelines on the use of online feedback in the management
of tourism organizations is imperative in this regard.
3) Supporting small businesses in tourism in the use of social
media through projects / programs coordinated by public
authorities and associative structures. The financing of these
projects from national and European funds must be taken
into account.
The above recommendations are landmarks in directing the
studies and future actions of the authors, the priority being the
improvement of the national system of quality assurance and
evaluation in tourism.
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Abstract

Tourism is a dynamic activity and necessarily involves the displacement of people. The pandemic scenario (covid-19)
reinforces the need to travel in order to verify the tourist phenomenon. Without displacement of people there is no
tourism (except in the case of virtual tourism, despite its doubt and legitimacy). In this sense, the transport companies
assume themselves as determinants in the success and quality of the tourist service provided. Transport companies
play a special role in tourism-related activities. Transport companies play an important role in the economy and in the
quality of life of the population and visitors. Consequently, the present manuscript will present some theoretical and
practical contributions of good practices (benchmarking) for the quality of service in specific tourism contexts (i.e.
transport companies in the Portuguese context). At the end, the main limitations of the study will be presented, as
well as guidelines for future work will be presented.
Keywords: transports; service quality; tourism; covid-19.

1. Introduction

Currently, the tertiary sector, where service providers are
located, qualifies for its multiplicity and for being a strong lever
for economic growth worldwide. The tourism sector is included
in this activity, having gained a strong expression, registering a
high growth due to the high technological transformations
influencing the behavior of the markets and thus forcing the
providers and services to their flexibility, diversity and competitiveness. With no exception, the transport service is inserted
in this environment, being an increasingly competitive market,
forcing companies in the sector to invest heavily in requalifying
their fleet and marketing, which in turn, increasingly digital.
However, the COVID-19 pandemic turned out to be a huge
public health problem with an impact on companies and consumers at the national and international levels. Measures were
implemented in Portugal in response to COVID-19: limitations
on travel rights, closure of commercial establishments, prohibition on holding events. Teleworking was also encouraged and
distance learning was promoted. Consumers and companies
had to adjust their behavior, the mode of purchase and the place
of purchase were changed. The companies took steps to
continue the business because there is no knowledge of the end
of the pandemic by Covid-19. In this sense, the transport companies assume themselves as determinants in the success and
quality of the tourist service provided. Transport companies play
a special role in tourism-related activities. Transport companies
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play an important role in the economy and in the quality of life of
the population and visitors. Consequently, the present manuscript will present some theoretical and practical contributions of
good practices (benchmarking) for the quality of service in
specific tourism contexts (i.e. transport companies in the
Portuguese context).

2. Tourism Marketing

The concept of marketing is evolving rapidly and in an
interesting way for tourism. We are increasingly assisting in
conceptualizing marketing based more on services than on
goods or products. Currently, there are numerous definitions of
marketing, only that they all revolve around identifying and
addressing the needs of customers (Ferreira and Sousa, 2020).
Marketing is the business activity that identifies the needs of a
company's customers, determining which target market can best
serve and that designs products, services and programs to
serve these markets (Kotler, Armstrong, Saunders, & Wong,
2005; Sousa et al., 2020). In general, marketing consists of
providing the target audience with the company's products or
services, at the right time, place and at the right price so that
they can, want and enjoy them (Toledo, Caigawa & Rocha,
2006). The marketing of a destination, refers to all marketing
efforts directed at an increase in tourists interconnecting with the
increase in revenues of that same destination (Soelberg,
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Lindberg, & Jensen, 2018). Marketing is encompassed in the
company in general as a whole, that is, sales do not happen
without any type of marketing being done. In service providers,
the ways of acting are different, and services cannot be negotiated as if it were an impulsive sale made at any time and in
any place. Therefore, it is necessary to create messages that
are memorable or that can be fixed in another way. In addition,
we find ourselves in a consumer-led revolution, increasingly
enlightened and demanding and with greater decision-making
power, in which it no longer simply responds to the power of the
media or the origin of the brand. With this revolution, it forces us
to rethink traditional marketing models. Models not only as the
benefits associated with each product or service that can not
only serve the company's objectives, but should mainly meet the
consumer and what they are looking for in the desired product /
service, that is, the consumer seeks an experience and not just
a product. (Andrés, Caetano & Rasquilha, 2006). Since the marketing is done in a tourism aspect, the marketing has to be
adapted according to the needs of the customers, as well as the
particularities of the services as already mentioned in the previous sub-chapter. In addition, tourism marketing understands
customers' wishes through market research, developing tourism
services tailored to their desires, including planning, transmitting
information to customers about services that are available
through advertising and promotion, directing them to locals
indicated where the same services can be purchased through
the distribution channels (Beni, 2007). Tourism is different from
other industries or activities, as its service is summed up in a
mixture and may include components such as cultural visits,
food, accommodation, transportation, attractions that are usually services provided by different companies or institutions and
can be sold separately or organized in tourist packages. An
individual becomes a tourist, from the moment he voluntarily
leaves his comfort zone for a minimum of 24 hours and a maximum of one year for leisure, sports, holidays, religion, among
others, to reside and visit another environment staying overnight
or not in that same space. Within the type of tourism there is
domestic tourism, that is, the tourist travels within the country
where he resides, and international tourism being the tourist
traveling to other countries and not staying in the country where
he resides (Camilleri, 2018).
For the tourist, the service encompasses all of his experience from the moment the tourist leaves home, until the
moment he returns home (Middleton, 1989), thus transforming
him into a permanent consumer. It should be noted that there
are two types of tourists, the first one who travels for
professional or business reasons, and the second one who
travels for personal reasons such as visiting family and friends,
religious pilgrimages, health, sports, leisure, shopping, among
others. All those who travel for business reasons, they have no
choice in the destination to be 'visited', often having a very
limited time. In addition to the time of their trip, the business
traveler needs the convenience of frequent and regular transport
facilities, efficient and regular services and good accommodation and catering facilities. They do not worry about the
amount to be spent during these days because they are often
paid by their employer, making the price inflation price regression does not prevent them from traveling as this reason
does not encourage them to travel more times. On the other
hand, on leisure trips, they are sensitive to the price charged,
trying to spend as little as possible on their trips, making them
able to book well in advance or even postpone them, in case this
would translate into a significant reduction in the cost of the
same. (Camilleri, 2018). We can understand as a niche market,
a small group of people with the same type of needs or desires,
being a way of connecting the dreams and desires of each
tourist in an experience (Robinson & Novelli, 2005). With the
increase in demand for this type of tourism, there is also an
increase in competition from companies, with companies having
to become as solid as possible in order to face competition while
remaining among the healthiest survivors. In the context of
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micro-niches, there is a variety of offers to attract tourists to
places of destination and with more specific interests (Sousa,
Malheiro & Veloso, 2019).

2.1. Transports activities in tourism

Since transport is a necessary activity for society, producing
a variety of benefits such as the circulation of people and goods
and the performance of social and economic activities, this
implies negative impacts related to the environment. In a society
where environmental concern is increasingly on the agenda, it is
related to the worsening of some environmental conditions
arising from the processes of industrialization and urbanization.
We can consider indicators such as carbon dioxide (CO2)
emissions and the global warming factor. From 1950 to 1990,
total carbon emissions on Earth increased from 2 billion to 6
billion tons. One of the biggest factors that leads to this problem
is the increase in the use of fossil fuel engines, having worsened
sharply in the following decades. The impact of the ozone layer
has also been controlled, as it has been destroyed by 10%
globally and reduced by 40% from the original level (Carley &
Spapens, 1998).
Environmental impacts at the local level have been the
target of many concerns, as they cause an increase in health
problems, mainly affecting residents in large urban centers due
to pollution resulting from urban traffic, also causing problems
for the lives of people in traffic accidents, pollution, as well as the
quality of their displacement, such as congestion (Vasconcellos,
2006).
In order to better understand the impacts and influences on
the environment, it is essential to analyze the natural
environment, being that in which the hand of man did not
intervene and the built environment, that is, cities modified by
man. The transport network in natural physical means is
essentially due to the use of natural means such as iron, asphalt
rocks, energy for the construction of transport infrastructure
facilities, transport routes and all the resources necessary for
the daily use of means of transport such as oil. In terms of the
physical environment built, it results from the gathering of
people, that is, in a city, to which the impacts of transport in it are
related to air and noise pollution (Vasconcellos, 2006).
According to Litman (2016), the relationship between land use
and transport is quite complex, and in this case, consider:





Impacts
Impacts
Impacts
Impacts

of the soil used for transport installation;
on location;
on accessibility and travel options;
on travel behavior.







Green areas and environmental protection;
Hydrological impacts;
Effects of heat islands;
Energy consumption;
Polluting emissions.

We can divide the impacts into two, being those that directly
affect people in their area of residence and those that affect the
planet as a whole. The impacts that directly affect people are
considered to have a barrier effect, such as air pollution causing
difficulties in people's health, traffic accidents and congestion.
The impacts that affect the planet as a whole are considered
to be a greenhouse effect, increasing the temperature of the
planet thus causing negative climatic changes for its development (Vasconcellos, 2006).
According to Litman (2006), after understanding these
impacts, we can better outline the use of land with transport in
environmental terms:

In order to boost trade, economic growth and to create jobs
and prosperity, Europe needs good transport links. Transport
networks are essential for the supply chain and form the basis
of the economy of any country, enabling the efficient distribution
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of goods and the circulation of citizens, thus making places
accessible, bringing people together and contributing in the
same way, high quality of life. Transport has made an enormous
contribution to the free movement of people, services and goods
in the European Union as it is associated with the creation and
completion of the internal market, promoting employment and
economic growth. This free movement would be impossible
without good connections and transport networks. For this reason, transport policy always seeks to eliminate barriers between
Member States, with the aim of creating a single European
transport area, with a level playing field between the different
modes of transport: road, rail, air, river and seafarers. According
to the European Commission (2014), in 2014 the transport sector employed around 10 million people, representing 4.5% of
total employment in the European Union, representing a high
weight in relation to employability worldwide. In contrast, the
transport sector is dependent on fossil fuels to feed the sector.
Petroleum-based fuels represent about 96% of the sector's total
energy supply, road transport being the main energy consumer
in relation to all forms of transport. Associated with transport is
the environmental concern that is increasingly on the agenda,
and road transport companies are responsible for a significant
share of air and noise pollution, research and technological
innovation is important to minimize the consequences and the
environmental impact resulting from the activity of companies in
this sector. In addition to this concern on the part of companies,
we have the work of the European Union and the Portuguese
State, which through measures such as the implementation of
EURO standards (0, I, II, III, IV, V, VI), seeks to reduce pollution
caused by the movement of transport. EURO standards, the
regulation on maximum pollutant emission limits, apply to petrol
and diesel cars, trucks, buses, etc. The standard evolves in
each segment differently and is increasingly demanding in order
to reduce CO2 emissions. These CO2 emissions are formed with
the burning of fuel influencing global warming (greenhouse
effect). In this way, emissions were limited, meaning a reduction
in polluting emissions. The first standard created on pollutant
emissions from vehicles by the European Union was in 1988,
called EURO 0. Since the date all vehicles sold in the European
Union have been required to comply with this emission
standard, which are different depending on the type of engine
and whether it was a heavy or light vehicle.
This standard was created with the purpose of limiting
emissions of four contaminants that are potentially harmful to
health (nitrogen oxides, carbon monoxide, the part of the fuel
that does not burn completely in combustion and the particles
that give the exhaust gas a black color) evolving over time becoming increasingly serious. In order to combat the same, since
1988 the standards have been evolving, limiting more and more
polluting emissions until now the EURO VI standard applied in
January 2014. In addition to this measure, a second one was
adopted and all means of transport after EURO V are required
to add an additive called AdBlue. AdBlue is of synthetic origin
that allows to reduce the level of emissions of vehicles initially
only heavy, but after the EURO VI standard it was also included
in light vehicles. This additive acts together with a new developed technology called SCR (Selective Catalytic Reduction)
to which the AdBlue liquid is added in a tank separate from the
fuel tank, but acts on the catalyst with gases generated in the
combustion, converting the nitrogen oxide into pure nitrogen and
Steam.
These innovations have become mandatory for all companies that want to purchase new vehicles in order to minimize air
and noise pollution, and it is considered a crime to not practice
the rules in force. According to article 279 of the Penal Code,
“Whoever, not observing legal, regulatory provisions or obligations imposed by the competent authority in accordance with
those provisions, causes noise pollution or pollutes the air, water,
soil, or in any way degrades the qualities of these environmental
components, causing substantial damage, is punished with
imprisonment up to 5 years”.
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2.2. The pandemic scenario and impacts
in tourism and transports

According to the General Directorate of Health in Portugal,
the new coronavirus, designated SARS-CoV-2, was first
identified in December 2019 in China, in the city of Wuhan
Wuhan's Huanan Seafood Wholesale Market). had previously
been identified in humans. The source of the infection is still
unknown and the route of transmission is under investigation.
Person-to-person transmission has been confirmed and infection already exists in several countries and in people who had
not visited the Wuhan market.
The epidemic represents a worsening above the historical
average (or median) of its occurrence. The cause of an epidemic
usually appears suddenly and spreads for a certain period of
time in a specific geographic area, often reaching a large
number of people (Moura & Rocha, 2012). However, when an
epidemic spreads unbalancedly, spreading across continents, or
the world, it is considered a pandemic. Incredibly, after China,
other countries are beginning to be impacted by COVID-19 and
the disease is rapidly spreading to many countries and the
whole world goes on alert, with the numbers of infected people
increasing and terrifying statistics. In view of the facts presented,
on March 11, 2020, the World Health Organization declares that
"COVID-19" is a "pandemic". The announcement comes when
there are more than 120 countries with reported cases of infection. In order to reduce the impacts of the pandemic, reducing
the peak incidence and the number of deaths, some countries
have adopted measures such as isolation of suspicious cases,
closure of schools and universities, social distance from the
elderly and other risk groups, as well as a quarantine for the
entire population (Brooks et al., 2020; Ferguson et al., 2020,
Schmidt et al, 2020, p.4). It is estimated that these measures
tend to “flatten the curve” of infection, favoring a lower peak of
incidence in a given period, reducing the chances that the
capacity of hospital beds, respirators and other supplies is
insufficient in the face of the sudden increase in demand, which
would be associated with higher mortality (Ferguson et al., 2020;
Schmidt et al, 2020, p.4). Therefore, the orientation is for people
to stay at home, regardless of age group and, in this period, try
to think a little outside the box, looking for innovative ideas to
offer to the post-covid-19 market. In this sense, and specifically,
tourism has been one of the main sectors of the economy that
has suffered the most from the effects of the pandemic, leading
to the closure of establishments and the cancellation of travel by
(potential) visitors. Thus, the next section will highlight a set of
practical examples (i.e. in the Portuguese tourism context),
based on transport (i.e. FafeNorte Viagens) and an attempt to
systematize good practices (i.e. benchmarking) for decisionmaking managers.

3. FafeNorte Viagens Case Study

The company to be approached in this marketing plan will be
FafeNorte Viagens Transporte de Passageiros nacional e
internacional Lda., In which its business line is passenger
transport, headquartered in the city of Fafe, district of Braga.
The company was founded in 2006 by José Moura, the sole
partner and manager of this same company, starting in this
business line by the vast experience acquired in its past. The
company started its activity with only a 55-seat bus, focusing
mainly on differentiating the service provided, betting on the
quality of services, in this case on new buses with all kinds of
convenience and comfort to satisfy the wishes of its future
customers. As a result, the company's growth has been slow
due to the high investment made in buses, investing again in
2008 in a new 26-seater bus, 2010 in a new 60-seater bus, 2015
in a new 34-seater bus and for last in 2017, this time acquiring
a new 9-seater face. Market access is regulated by Decree-
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Law no. 257/2007, of 16 July, which has requirements as to
suitability, professional capacity, technical capacity and financial
capacity and is regulated by the Institute for Mobility and
Transport, I.P. (IMT). The digital tachograph became mandatory
in vehicles weighing more than 3500 kg and with registration
after May 1, 2006, being a fundamental tool in controlling
drivers' schedules. The specific labor laws for professional
drivers are increasingly demanding (regulation EC 561/2006)
and their penalties increasingly heavy (Law No. 27/2010).
This situation, combined with a highly competitive market
and the huge increase in the value of fuel in recent years (since
2005 the value has increased by 50% and peaked in 2012,
€ 1.45 and 2013, € 1.39), cause a widespread bad state in the
sector, with the maximum expression being the stoppages in
2008 and 2011. Due to the crisis felt, the economic power
decreased, reason why some customers stopped giving priority
to less essential goods, although there are customers like
schools and renters, who continue to purchase services from the
company, albeit less frequently. On the other hand, the demand
for the destination Portugal has been increasing year after year,
being an important factor in the field of transport, encouraging
the growth of the same companies. According to INE (2019), the
tourism sector is considered the most export sector in the
country, responsible in 2018 for 51.5% of services exports and
18.6% of total exports, with tourist revenues registering a
contribution of 8.2% in Portuguese GDP. According to the same
sources, tourism grew in 2018, with all indicators growing,
although at a slower pace compared to 2017.
The year 2018 saw an increase in the arrival of tourists, as
has happened in previous years, although at a slower pace
which means that tourism had an increase compared to 2017 by
7.5%, knowing that in the year 2017 the increase compared to
the previous year was 16.6%. In 2018, the arrival of nonresident tourists in Portugal increased by 7.5% (16.7% in 2017),
knowing that the main countries sending tourists to Portugal was
Spain with a growth of 8.9%, followed by the United Kingdom
with a slight increase of 0.7%, France with an increase of 4.2%
and the German market with an increase of 7.2% (INE, 2019).
In the face of steadily growing tourism year after year, it should
be noted that the price of services and products tends to
increase substantially, contributing to a higher cost of living than
all Portuguese. In a business world where R&D and consequently technological innovations are increasingly decisive for
cost reduction and productivity growth, the road passenger
transport sector is no exception. With regard to technological
innovations, it is important to reveal two key vectors of development: Security and Communication. Of these two points,
the main ones are those relating to passenger transport vehicles, where enormous advances are being made, seeking to
investigate and develop engines that are increasingly resistant
and economical, while still complying with strict anti-noise and
low pollution standards imposed by the European Union.
Safety – being considered the most important vector for
passenger transport companies, since it is an instance of
integrity and well-being of all bus passengers, including drivers,
important measures have been taken and developed with in
order to guarantee the manufacture of vehicles that exhibit
reliable behavior on the road, and that guarantee the safety of
all occupants. Being a growing company trying to create its
image of quality in the services provided, thus becoming a
reference company in the transport sector, FN (FafeNorte)
adapts to any type of service with all the amenities for all
passengers on buses they travel:
Study visits – being a delicate transport with a lot of authority
restrictions, FN has all the amenities and safety rules in order to
guarantee the safety of all bus occupants and other drivers on
public roads. The collective transport of children (TCC) requires
a series of limitations to the company, such as having a special
license for each bus to transport the respective children, an
extraordinary inspection in order to guarantee the safety of the
occupants of the same, a first aid box, rackets and vests so that
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school assistants can use them to cross the streets with
maximum safety, booster seats for each child who does not
comply with the minimum height for wearing a seat belt and
lastly, the bus cannot have more than 16 years after your first
registration. In relation to bus drivers, they also require an
authorization given by the Mobility and Transport Institute (IMT)
to be able to transport passengers under the age of 16, with
each driver having to undergo a medical examination, a psychotechnical test, suitability of the same, experience in driving
for at least 2 years and frequency of a professional training
action in an entity certified by IMT.
School circuits – it is a simple type of service to perform to
pick up students from different collection points taking the school
and vice versa, in which the rules imposed by the TCC are
equally applied requiring all the safety standards referenced in
the previous paragraph.
Bathing colonies – Bathing colonies is a type of seasonal
service that takes place only in the month of late June, July and
early August with the specifications also of the TCC aiming to
take students from different schools to the beach and bring them
daily.
Convivials – this type of service is a happy service in which
the company has to adapt in order to satisfy the needs of all
occupants of the bus. For this, the company has recent,
comfortable buses, cheerful drivers, music for all types of ages,
as well as DVD in order to make the trip more comfortable and
relaxing. During the conviviality, the company has tables and
benches for passengers who have their meal to be able to enjoy
them with all possible comfort. To add, there is a column so that
customers can dance and enjoy leisure moments to the sound
of their favorite artists.
Sport – services for the purpose of sport is a demanding type
of service, as all types of athletes from different sports and
nationalities are transported. The service requires recent buses
and with interior space for athletes to be able to relax during
travel times, with the driver having to make the trip as
comfortable and safe as possible and at a lower speed than
normal. To add the bus driver there must be total availability in
case there is any unplanned travel by the team or just by the
staff.
Transfer – there are several types of transfers, from transfers
to airports as to any city, in which this type of service requires a
good luggage capacity of the bus so that passengers can
transport their luggage in the appropriate places for it with
complete safety possible. In addition, we obtain the transfer
service between cities, that is, when the service is contracted to
transport people from one city to another, for example when
tourists take the pedestrian path of the Santiago roads, in which
the bus is rented to transport people from Santiago de
Compostela to their cities.
Tourist circuits – tourist circuits are services performed with
tourists of any nationality who intend to visit Portugal or any
desired country. Knowing that the tourist circuits are usually for
a week or even two, the bus becomes your second home in this
holiday season and so that everything runs smoothly the driver
has an extra and crucial task for the proper functioning of the
circuits. In addition to drivers driving the buses with maximum
safety and comfort, they need to clean the bus at the end of the
service, keeping it always clean and with all the equipment
working properly so that everything is to the liking of those who
travel on it.
Demonstration – the demonstration service is a type of
service in which the bus is only used to travel from the area of
residence to the location of the demonstration and vice versa,
with the bus immobilized during the period of the demonstration,
thus facilitating the work of drivers.
Funeral – buses are required for short trips from the
residence area to the church, to the cemetery and vice versa,
being a very delicate service that deals with the pain of all the
occupants of the bus having only to maintain absolute silence
during the trip.
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4. Conclusions and future research

Transport services have undergone an evolution of demand
over the years for a variety of reasons for the services to be
performed, ceasing to be just a simple transport service, but
increasingly complementing the distinction of services provided
by companies. In this way, companies need to innovate and be
increasingly present in people's daily lives in order to be able to
be their first option when requesting transport services. From the
literature review, it was possible to perceive all the theory
necessary for an involvement in the industry starting in service
marketing in which it is perceived that the tertiary sector, being
the services sector, is the sector with the largest number of
companies included, as well as the sector it employs in Portugal.
From the evolution of technology, in the tertiary sector, human
resources have suffered some difficulties due to the increase in
technologies such as machines, often ending up replacing
human resources and becoming all automated. The tourism
industry, being an industry of experiences, manages to become
different from all the services provided making it necessary
human intervention in the people who consume the service. In
order to complete the involvement in reading the project, tourism
marketing was approached, being a fundamental point in all
types of companies, knowing that no company can sell its
product without any type of marketing being done. In order to
funnel the theme in the field of transport, a general environmental analysis was carried out, realizing the positive and
negative impacts that transport in general brings, focusing mainly
on and being a subject under discussion in today's society, air
pollution. A specific environmental analysis was then carried out,
this time addressing the topic of land transport with all the
advantages and disadvantages of them and all legislation in
environmental terms for less environmental pollution. With this,
and in order to complete the environmental analysis, the analysis of the micro environment was realized, realizing that the
entire process of a company intends to achieve customer
satisfaction, involving suppliers, the agitation of competition and
government entities, causing restrictions and limitations on
companies' decision-making power.
With regard to the empirical study, a questionnaire survey
was applied to current customers of the company, resulting from
a sample of 55 responses. A questionnaire survey was applied
to company employees together, obtaining 100% responses
from employees. These surveys were carried out between June
and September 2019. Through the collection of data from
customer surveys, it was possible to verify, with regard to the
customer's profile, that they are all Portuguese nationals and
have a city of residence for the majority of the city of Fafe. In
terms of gender, we perceive that more than 60% are male and
in relation to age it is quite divided, with ages between 35 and
44 years old predominating. In educational terms, respondents
with secondary education prevail and occupationally, the
majority are employed. The services most requested by customers are mostly at national level. Regarding the demographic
data of the company's employees, we verified that they are all
Portuguese nationals with city of residence in the city of Fafe
and 75% of them are male. In the ages of the employees, we
verified that 50% of the employees are aged between 25 and 34
years old, and 50% of the employees with basic educational
level. From the company's employees, everyone receives a
monthly salary between 600 € and 100 € monthly. After
analyzing the data collected by the company's customers, we
realized that there is great satisfaction with the services provided, resulting in the average of responses obtained in an
evaluation above 9.0 out of a total of 10 in all questions
addressed. Regarding the answers presented by the employees, it is possible to verify mostly in an average of answers
obtained a value between 8.0 in a total of 10, being two questions with an average below that value being the net monthly
salary and their satisfaction in relation to the hours worked. With
this, and based on the marketing plan, there is a growing
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company year after year, with a good relationship with current
customers, good material resources and services performed
with excellent quality. On the other hand, the company is quite
outdated in the area of digital marketing, being a crucial point
nowadays, needing some investment in its offer and in the
facilities offered to passengers inside the buses. Since it is a
micro-enterprise in which all decisions are made by the
company manager, who are suffering some delay due to the
manager's occupation, it is necessary to allocate tasks in order
to speed up the process of responding to all pending decisions,
together with with that and in order to get a company with a more
professional aspect, an investment in an office and a garage for
buses outside your residence.
In order to combat existing seasonality in the industry, active
protocols with sports associations needing transport in the
months of lower demand for services are already active, as well
as annually achieving only a school group, this due to the
company's offer, performing all the services intended by the
same grouping, generating in this case a decrease in seasonality, but not being sufficient for the good functioning of the
company in these lower demand months, in which case it may
resort to solutions presented as the protocol with other associations along with those already existing. Knowing that
employees are the face of the company, transporting and
generating the image of the company, it is essential that they are
comfortable and satisfied with the perks offered by the company
to them and seeing the score below the rest regarding the
monthly net salary, it becomes crucial to act in this direction on
the part of the company manager, as well as to adopt a solution
in relation to the employees' working hours, knowing that it is
impossible to reduce the same, but contributing with a monetary
value in the additional hours provided to the company or a sum
of all additional hours to be able to enjoy additional vacation
days. Additionally, relying on the professionalism of the company's employees, it is also essential that human resources are
the target of annual training, given the constant changes in the
industry and updates to legislation and their good behavior in
the most delicate moments that arise every year. 'recycling' of all
the information obtained in previous training and events that
happened in the course of their professional lives. Throughout
the project, some limitations arose, namely in the collection of
data for the literature review, being a very vast area with an
extensive source of information, making it difficult to develop its
content in a more focused and systematized way. As a second
limitation, this time in a more practical way, it became impossible
to analyze the evolution of the services requested at the
international level, making it impossible due to the lack of information and access to the itinerary sheets, knowing that they are
delivered to the companies in notebooks and limited according
to the fleet of each company, in which after the complete
notebook, the companies have the obligation to return the
completed form to the IMT in order to request new notebooks of
itinerary sheets. For future studies, and in order to achieve a
daily improvement of the company, it would be important to fill
out the questionnaires delivered to customers in the development of the project in the services carried out by the company in
the future, in order to ascertain all the points to be analyzed and
improved in case grade below 9.0. Likewise, for a future study in
the company, it would be important to analyze which marketing
applied by the company with the highest return, so that the
investment in the company's marketing is done according to the
return obtained by the same. Finally, and not least, it would be
interesting to conduct a study on the competition so that we can
compare the growth of companies and what methods they use.
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Abstract

The quality of services in tourism is one of the most important factors of the competitiveness of tourism companies.
Customer satisfaction is closely related to quality, which is the main criterion for success in the market. The level of
quality of tourism services in Slovakia is often a criticized weakness. Tourism companies have a lack of a
comprehensive quality management system. The aim of paper is to present the results of research aimed at
identifying, evaluating and processing the opinions of experts in the field of tourism practice, tourism theory and
quality management on quality management in the field of tourism services in Slovakia. For the purpose of this
research we chose the Delphi method as the main scientific method, in order to forecast the development of quality
management in the environment of tourism in Slovakia. We worked with a group of 15 experts- respecting their
anonymity. We surveyed their views in two stages by responding to statements related to seven areas of quality
management of tourism services. The results were processed by mathematical-statistical methods. We have come
to the conclusion that the specifics of tourism services also predetermine a specific approach in the field of quality
management. Public-private partnerships should play a more important role in implementing quality systems in
tourism. The basis for increasing quality should continue to be quality standards oriented more towards changes in
the requirements of selected customer groups. Voluntary standardization systems are more encouraged, as
mandatory standards in the form of legislative standards are often inflexible.
Keywords: quality management system; tourism; quality of tourism services; Delphi method.

1. Introduction

Organizations in a competitive environment place are
increasing emphasis on the intangible value of reputation in
order to achieve their goals (Stefko et al., 2016a). The rapid
change in socio-economic conditions and technological progress
in a globalized world lead to increased customer demands and
expectations (Tuzunkan, 2018). Like any other economic sector,
tourism is facing, among other things, increasing competition,
which is growing significantly in today's global society. Entrepreneurs must respond to the constantly changing situation on
the market and must be able to adapt professionally to these
changes (Dobrovic et al., 2018, Gavurová et al., 2018). Existing
studies present various and contradictory factors that need to be
taken into account in managers' strategic decisions to increase
competitiveness. Their meaning and need differ for individual
business entities (Belás et al., 2018). Management standards
serve as an effective channel for disseminating knowledge
because they believe they offer comprehensive scientific and
practical knowledge to many different stakeholders (Pohle et al.,
2018; Stefko et al., 2016b). Strategy developers in a managerial
environment need quantitative knowledge in order to be able to
design effective and targeted solutions in their area of
responsibility (Stefko & Steffek, 2018). The services sector has
had a dominant position in the economy of the Slovak Republic

130

in the last ten years, in which tourism plays a significant role
(Balcerzak & Pietrzak, 2016). Innovations in tourism are needed
for Slovakia to become the world's leading destination able to
utilization the richness and diversity of its offer. Today, it is
necessary to differentiate your business activities from the competition, which is constantly growing in this sector. Thanks to
different approaches, models and standards, a tourism facility
can successfully produce a profit, take care of its loyal
customers, but also acquire new ones (Fabricio & Manca, 2017).
Tourism quality management systems help organizations active
in tourism to systematically increase the quality of services,
acquire expertise and increase the competitiveness of these
organizations.

2. Theoretical basis

Tourism enables travel and gaining new experiences,
traveling without barriers, escaping from everyday stereotypes
and independently increasing knowledge (Sambronska et al.,
2016). The tourism sector, as one strategic sector in national
development, has continued to make a significant contribution to
supporting national economies over the last decade (Sugandini
et al., 2019). It is an important sustainable sector of the economy that optimizes the industrial structure and can become an
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important element of sustainable economic development policy
(Błazejowski et al., 2019). Tourism is an industry focused on
providing alternatives to customers for spending their free time.
Its expansion is of great importance and plays an important role
in the development not only of the national economy but also in
social aspects in general (Draskovic et al., 2018). Therefore,
every country's effort is to help develop this industry effectively
(Bing et al., 2018). Tourism as a third millennium phenomenon
is attributed to many components, which only emphasize its
broad nature. Bacik et al. (2016) emphasize the need to monitor
ever-changing trends in travel. They point out that the preferences of the current generation of tourists differ significantly
from the preferences of the past. In the context of modern organizations, it is common practice to place increasing emphasis
on customer opinion, on issues related to the quality of services,
as well as on the level of satisfaction that results from them.
Canalejo & Del Rio (2017) emphasized the importance of
expected and perceived quality as well as satisfaction and
loyalty among visitors, on the basis of which managers can set
goals for improvement and competitiveness. Measuring service
quality and customer satisfaction can help service providers to
support their long-term market prospects, identify areas for
improvement and, last but not least, put in place appropriate
procedures to improve the quality of offering and adapt it
to passengers' needs according to their motivation to travel.
Tourism enterprises play a key role in the efficient functioning of
tourism (Bing et al., 2018).
The services sector, as in any other economic sector, also
faces competitive pressures in tourism, which in today's globalized society are growing significantly and therefore it is
necessary to differentiate their business activities from the
competition (Ceptureanu et al., 2017). Thanks to different approaches, models and standards, a tourism facility can successfully
produce a profit, take care of its loyal customers, but also
acquire new ones. The intangible aspect of services in tourism
is especially important, namely satisfaction and individual perception of quality by visitors (Bacík et al., 2014). It is therefore
necessary for business entities to actively determine the
satisfaction of their visitors, analyse their needs and, based on
the information obtained, adapt the final product to the "desire"
of the customer (Balogova et al., 2018). One of the tools through
which the quality of products and services on the supply side
can be continuously improved is the introduction of a service
quality system, which not only helps to increase quality, but also
contributes to more efficient use of internal processes and skills
and awareness of individual employees (Tari et al., 2018).
Process management can be defined as a methodology for
evaluating, analyzing and improving key business processes
based on customer needs and desires (Tucek, 2015; Popescu
et al., 2018). Quality is a key element of the current business
development strategy in today's globalized marketplace. It has
become one of the most important factors for economic success
in international competition (Simonova & Fomenko, 2017;
Edgeman, 2018). Properly functioning quality management system guarantee services with high quality parameters, which is
also part of the company's continuous development (Borkowski
et al., 2016). The quality management philosophy emphasizes
the importance of continuously improving the quality of services
and ensuring the value of product use in relation to the desires
of customers and employees. Tourism quality management
systems help organizations operating in tourism to systematically increase the quality of services / products, gain expertise
and increase competitiveness (Zhezhnych & Markiv, 2017). We
agree with the authors as business competition in a modern
organization intensifies and therefore tourism companies must
not only increase their market share, but also improve the
quality of services provided, and last but not least, improve the
performance of their employees.
The quality of services in tourism is considered a significant
advantage, which in turn translates into better prosperity of the
organization. For the development of tourism, the quality of
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products and services provided by business entities is essential.
It is considered one of the decisive factors in customer satisfaction. Satisfied customers return, spreading a good reputation,
and thus represents an opportunity for tourism organizations
to ensure a stable position in the market (Yang et al., 2016;
Kasiri et al., 2017). The quality of services provided in tourism in
Slovakia is very uneven. Together with the insufficient pace of
innovation, this is one of the barriers to the competitiveness
of tourism on the international market (Gúcik et al., 2016). In
2016, the Ministry of Transport and Construction of the Slovak
Republic was the implementer and manager of the Slovak
system of quality services in tourism. The aim of the system
was "to increase the competitiveness of tourism while making
better use of its potential, with the aim of balancing regional
disparities and creating new job opportunities". The main impetus for Slovak standards was the high quality and rank of
German tourism. This led to the fact that Slovak specialists from
various fields, such as representatives of the Association of
Hotels and Restaurants, made a lot of effort to create a similar
system as in the mentioned Germany and adapt it to Slovak
conditions. According to our findings, the attempt to introduce a
unified system failed, as a small number of entrepreneurs joined
the system due to the high costs for the system, weak and
insufficient promotion as well as the insufficient education on
benefits for organizations.

3. Data and methodology

The aim of the research, the results of which are summarized in the presented paper, was to obtain, evaluate and
process the opinions of experts in the field of tourism practice,
tourism theory and quality management on quality management
in the field of tourism services in Slovakia.
In order to create a realistic forecast of quality management
systems in the tourism environment in Slovakia based on the
opinions of experts working in the field of quality, we chose the
Delphi (expert) method as the main scientific method in our
research. Its advantage is based on the fact that experts are
independent of each other. They cannot influence each other
and the form in which they are addressed allows to address
geographically distant experts (in our case from the Czech
Republic).
The Delphi technique uses the subjective opinions of the
members of the expert group in order to obtain an overall
consensus of opinions. This process has a predictive structure
and helps in decision-making in the survey. The Delphi method
seeks summary opinions from various experts or identified
effective factors (Farokhian et al., 2019). The method of expressing the opinion was based on a questionnaire form and we
implemented it in two rounds while guaranteeing the anonymity
of the experts. The basic idea of this procedure was to obtain a
consensus- majority opinion. The process of implementing the
Delphi method consisted of five steps:
Step 1: Problem defining.
Step 2: Provision of the first topic within the first round of data
collection (research team).
Step 3: Summary and creation of conclusions from the first
round.
Step 4: Repetition of steps 2 and 3 until conclusions are
obtained.
Step 5: Finalisation.

Due to the implementation of the more demanding Delphic
method, we chose a sample size of 15 experts. The age and
gender of individual respondents, nor the education and length
of practice or pedagogical activities were not significant in this
survey. We managed to maintain a uniform ratio of respondents,
namely: experts in the field of tourism practice (5), experts in the
field of tourism theory (5), experts in the field of quality
management (5).
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The sample is representative, because it consists of: known,
but also unknown, but interested and important experts, whose
work is important for tourism in Slovakia. We selected respondents by deliberate selection, in which we determined the traits
relevant to our research. These are: the field of tourism theory
(academics teaching at various universities in Slovakia and the
Czech Republic subjects focused on tourism and management),
the field of tourism practice (middle-level managers working in
hospitality and gastronomy or in a professional association),
quality management (quality managers working in practice or at
universities).
We considered the process of finding, contacting experts
and obtaining their consent to participate in research to be the
most challenging stage of the research. In the first stage of the
research, a questionnaire was used for data collection, the
structure of which was carefully thought out and created from
several areas needed to analyse the addressed issues. The
questionnaire was divided into seven sections. The questions
took the form of statements. Identification questions were included in the introduction. The first section covered questions
about the perception of the quality concept.
In the second section, respondents commented on the issue
of overall quality verification, in the third section on the role of
employees in the quality process and in the fourth section on the
issue of financing quality systems and the role of the public and
private sectors. The issue of implementing quality management
systems in tourism was the subject of the fifth section of the
questionnaire, the quality control of the sixth section and we
found out our views on innovations in this area through questions in the seventh section.
After the survey steps finalization, we analysed the opinions
of experts by comparing the results in the first and second
rounds, comparing the agreement of experts with the statements
in the group of statements to determine priorities, comparing
the opinions of expert groups (tourism theory experts, quality
management experts and experts in areas of tourism practice).
We evaluated the obtained results by the mean and standard
deviation, which shows the extent to which the individual measured values are around the mean value. The smaller the
standard deviation, the closer the measured values are around
the mean, which means that the experts evaluated the statement similarly, the smaller the variance. On the contrary, a
larger standard deviation indicates that there were more
significant deviations from the mean and greater variance in the
evaluation of the statement.

Explanatory Notes:
PS – total average; ST DEV – standard deviation;
AK – experts in the field of tourism theory;
MK – experts in the field of quality management;
PRX – experts in the field of tourism practice.

The results of the responses to the statements in this area
show slight differences between the individual groups of experts. Experts in the field of quality management agreed more
with the statement regarding the impact of employee satisfaction
on the quality of services provided than the experts in the field
of tourism theory and tourism practice. The second round did not
very differ from the opinions of the first round. The statement
regarding the impact of employee remuneration on quality in
tourism (statement 1.2) slightly divided the opinions of experts.
Experts in the field of quality management most identify with this
statement, followed by experts from practice and academics.
The second round brought an overall consensus of views within
the expert groups, as evidenced by the value of the standard
deviation 0.
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4. Results and discussion

The first stage of the research was focused on finding and
contacting experts through e-mail communication. A questionnaire was sent to them in order to find out their attitudes and
opinions, especially on the following areas of quality of tourism
services:

 the impact of employees' satisfaction with the work
performed and their sense of belonging/fellowship to the
company on the quality of provided services;
 the impact of employees' remuneration based on the
results achieved on the quality of the provided services;
 the impact of company standards and regular employee
training on the quality of provided services;
 the implementation of quality programs in tourism as an
agenda and responsibility of the public sector organization;
 the implementation of quality programs in tourism as an
agenda and responsibility of the private sector organization;
 quality in tourism as part of state policy;
 support for quality management systems building
according to ISO 9000, EFQM standards in tourism;
 innovative thinking and implementation of various product, process and marketing innovations as an important
factor in gaining a competitive advantage.

In the following text, we present an evaluation of the experts´
opinions on the individual statements of the first and second
rounds according to individual areas.
I. Employees
Statements:

1.1 Quality in tourism is increasingly affected by employees'
satisfaction and fellowship/belonging to the company in which
they work.
1.2 The quality of tourism is increasingly influenced by the
remuneration and motivation of employees on the basis of their
achieved performances.
1.3 Regular training/education of employees in the field of
quality contributes to raising the required standards.
1.4 Due to the leave of a skilled workforce abroad, the quality
of services provided is declining in all areas of tourism.
Table 1.
Evaluation of expert
opinions according
to the area of employees
Source: own research

Statement 1.3 focusing on regular staff training, which contributes to raising standards, recorded the appropriate agreement
of academics, practitioners and experts on quality management
in both the first and second rounds of data collection. However,
the experts could not react unequivocally to statement 1.4. The
overall average response of experts in individual groups ranged
from 3.0 to 3.6. Experts mostly marked the answer I don't know
when claiming whether the leave of qualified workers abroad
can mean a lower quality of services provided in the field of
tourism. We recorded the same reactions in the second round.
Based on this, we state that the leave of a qualified workforce
does not have a decisive effect on the quality of services provided, as Slovak entrepreneurs are still able to replace these
workers with others and train them according to their ideas.
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II. Standardization and financing of quality system
implementation

Statements:

2.1 Quality improving in tourism should be based on general
standards of equipment of the businesses and services they
provide (for example categorization and classification of accommodation facilities).
2.2 Quality improving in tourism should be based on com-

pany standards and internal guidelines.
2.3 Quality improving of services in tourism should be based
on supporting the development of quality management systems
according to ISO 9000 and EFQM standards.
2.4 Obtaining a quality certificate and implementing a quality
management system in a company should not be free of charge
for all tourism organizations.
2.5 The development and implementation of quality standards should be partially compensated by state resources.
Table 2. Evaluation of expert
opinions according to the area
of standardization and financing
of quality system implementation
Source: own research

Compared to other sectors, standards of equipment and services are of particular importance in tourism. These are industry
standards in tourism, but they mostly only set requirements for
the product (for example in accommodation facilities, room equipment and range of services). They usually exist in the form
of various categorizations and classifications of accommodation
facilities, catering facilities, tourist information centres and the so
on.
Statement 2.1 was focused on finding opinions on the
application of general standards of business facilities as tools for
improving quality in tourism. Experts in the field of quality
management agree the most, followed by academics and, surprisingly, experts from practice attach less importance to such
standards compared to the opinions of others. In the second
round, academics changed their minds in favour of promoting
universal standards. Similarly, we evaluated statement 2.2 regarding corporate standards and internal guidelines. Opinions
did not differ very much, as evidenced by the very low standard
deviation in the first round (0.2). The second round brought an
approach to overall agreement on this issue compared to the
previous round. From the responses to the statements concerning the financing of the quality system, we found that the
opinions differ between the groups of experts. According to
experts, the idea of improving the quality of services in tourism
by building quality management systems (statement 2.3) does
not seem to be completely correct. For example, experts in the
field of tourism practice and experts in the field of tourism theory
are not sure about the importance of ISO standards in tourism.
We agree with their opinion, stating that the majority of companies in the tourism in Slovakia are micro and small enterprises,
whose operation is clearer and usually do not feel the need to

Public, private or third sector organizations are responsible for the implementation of quality programs in tourism in
European countries. However, the private and public sectors
often cooperate. Experts from our three areas were unable to
express a clear opinion on statement 3.1 as to whether the public sector should be responsible for developing such standards.
Academics and experts in the field of quality management also
did not know unequivocally whether the private sector should be
responsible for the implementation of quality programs of
tourism (statement 3.2). However, practitioners agree that the
private sector should play an important role in CR quality
systems.
The second round of the survey showed that practice
experts have changed their minds and are in favour of the
majority opinion. Experts in the first round did not fully agree that
the quality of tourism should be promoted within the framework
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formalize its system. Managers consider building a quality
management system to be too expensive. In the first round,
academics came to the conclusion that obtaining certification
and implementing quality management (statement 2.4) should
be at least partially free of charge for tourism companies, but in
the second round, they leaned towards the majority opinion. The
opinion of experts from practice was surprising, because they
exclude option free of charge, as well as experts in the field of
quality management. What´s concerning the financing of the
implementation of the quality system, experts from practice and
management have the same opinion as we have, and that such
certifications should be paid, at least in part, by the company.
Businesses should deserve certification for the quality of their
products or services. On the question of the financing of quality
standards from state resources (statement 2.5), the experts
could not express whether they agreed or disagreed with this
idea. In the second round, however, they accepted the possibility of partial compensation of costs by the state. However, we
assume that they would be interested in self-financing the
certification by the company itself and co-financing a certain
amount from state resources.
III. Responsibility for quality systems implementing

Statements:

3.1 The implementation of quality systems in tourism should
be the responsibility of the public sector organization.
3.2 The implementation of quality systems in tourism should
be the responsibility of the private sector organization.
3.3 Quality in tourism should be promoted through public
policy.
Table 3. Evaluation of expert opinions
according to the area of responsibility
for quality systems implementing
Source: own research

of state policy (statement 3.3). Some of them expressed the
need to start from the state quality policy and at the same time
create a separate quality strategy for tourism. In the second
round, the most experts were in favor of promoting quality in
tourism through state policy.
IV. Quality control
Statements:

4.1 Active customer satisfaction surveys should be regularly
monitored and published to the public.
4.2 The quality of products and services should be regularly
monitored through control purchases (for example mystery
shopping, mystery guest).
4.3 Working with customer complaints and comments moves
the organization forward and shows it how to improve the quality
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of provided services.
4.4 Innovative thinking (for example product, process and

marketing innovations) is one of the priorities for quality
improvement in order to gain a competitive advantage.
Table 4. Evaluation of expert
opinions according to the area
of quality control
Source: own research

Quality management systems should be followed by monitoring customer satisfaction and publishing it to the public
(statement 4.1). Academics strongly agree with this idea,
experts in the field of practice agree and experts in the field of
quality management could not clearly express their agreement
or disagreement. We present the opinion that quality management systems should clearly be followed by monitoring and
measuring quality in tourism. Businesses should listen to their
clients, address their needs or dissatisfaction by regularly monitoring reviews on various Internet portals. Statement 4.2
examined the opinions of experts on the regular monitoring of
the quality of products or services by control purchases. This
idea is considered correct by quality management experts, practitioners have a similar opinion, but academics are unable to
assess whether it is the right way to go. This is not because they
find this quality control tool bad, they just can't imagine making
control purchases in practice.
Within the second round, the opinion of academics was in
favour of agreeing to regular monitoring of service quality. The
experts' answers to statement 4.3 did not differ significantly. Al
of them considers active work with customer complaints and
comments to be a successful way to work to improve the quality
of services. Innovative thinking and the implementation of
process and product innovations are considered by all
participating experts to be an important factor in the company's
competitiveness (statement 4.4).

5. Conclusion

In order to meet the research goal, we managed to obtain,
evaluate and process the opinions of fifteen experts in the field
of tourism practice, tourism theory and quality management on
quality management in the field of tourism services. Their views
on the individual areas examined differed slightly. The research
revealed several starting points that can serve as certain alternative approaches to quality and quality management systems
in tourism. Many of them are convinced that the provision of
quality services in tourism is not only based on expensive certification systems, but that companies can offer quality services
without obtaining a quality certificate. In their opinion, quality is
associated mainly with the motivation of managers and executives and their involvement in the philosophy, strategy and goals
of the company.
Important for increasing quality should be standards of
facilities and services, which should, however, be more oriented
to selected groups of customers and changes in their requirements. This can only be achieved on a voluntary basis, as
mandatory standards in the form of legislative standards are
often inflexible. For this reason, there is a need for public-private
cooperation in implementing quality systems in tourism. Attention must also be paid to monitoring customer satisfaction and,
on that basis, introducing process and product innovations as a
tool for increasing competitiveness. In conclusion, we can state
that there are differences of opinion on the implementation of
quality systems in tourism between experts in the field of tourism
theory, experts in tourism practice and experts in the field of
quality management. These differences are mainly due to different experiences and views on the issue. However, the quality of
services in tourism is a challenging topic providing space for our
further analyses in the future.
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Abstract

The purpose of the study is to develop a flexible model for assessing the country risk of Germany to determine the
level of economic security of the state and choose the vector of economic policy, including during periods of global
turbulence. The authors have developed a method for determining the level of economic security of the state based
on the calculation of the integral indicator of country risk, which has a number of advantages and contributes to
improving the quality of economic security management: open statistical data on the socio-economic development of
countries are used; expert surveys are not required; publicly available methods of statistical analysis (correlation and
covariance analysis) and the method of determining the weight of the impact of economic indicators on GDP
dynamics without taking into account the opinion of experts can be used for international comparisons. The results
of calculating the integral indicator of German country risk showed that for the period 1992-2018, the average country
level of risk was 2.75% of economic growth, during this period there were only 5 periods of "weakness" of the German
economy, which indicates a high level of economic security of the country.
Keywords: economic security; quality of management; country risk; risk assessment Germany; global turbulence.

1. Introduction

The global economic situation raises concerns about the
sustainability of global economic growth in the face of growing
financial, social and environmental challenges, despite the fact
that global economic indicators remain mostly favorable (for
example, the UN forecasts global growth to remain at 3.0
percent in 2020) (WESP, 2019).
Indeed, the current stage of economic development in many
countries is very controversial. Thus, in many developed countries, on the one hand, growth rates are approaching their
potential level, and, on the other hand, this is happening against
the background of extremely uneven economic progress and
slowing factor productivity (TED, 2019; Gilbert et al., 2016). The
emerging economies of East and South Asia, on the one hand,
are on a relatively strong growth trajectory and have stable
domestic demand (according to PwC forecasts, they will grow
faster than 5% per year) (AT&T et al., 2011)), and on the other
hand, these regions are experiencing a marked decline in per
capita income and uneven distribution of economic activity
(United Nations, 2019).
In addition, the modern world economy is increasingly
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becoming quite tangible features of the “economy of global
turbulence”, which are manifested in regularly occurring crises,
fluctuations in the stock and bond markets, instability of national
currencies, growing instability and the transition from a boom to
a slowdown (Brenner, 1998; McNally, 1999).
These processes make serious adjustments to the established principles of understanding economic security and the
country risks that threaten it. These trends are fleeting and
cause spontaneous global shifts in the global economy, undermining its stability. Therefore, it is of particular interest to
study country risk, as well as to develop a flexible methodology
for its assessment, which can be applied in international practice
to improve the quality of state economic security management.

2. Theoretical basis of the research

Research by scientists (for example, Kesternich & Schnitzer,
2010; Bordeaux et al., 2009; Busse & Hefeker, 2006; Finnerty,
2001; Schwimmer, 1995; Wilson, 1979) is based on the postulate that economic security is a complex and dynamic process,
since it is based on a variety of economic, social, and financial
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factors and phenomena, as well as due to the fact that
globalization plays a huge role (Miskiewicz & Ausloos, 2010;
Schewe & Slaughter, 2002).
The key to a country's economic security is to provide basic
conditions for its socio-economic development (Rehm et al.,
2012; Osberg & Sharp, 2009). Some researchers are of the
opinion that a state is safe if it exports more than it imports
(Burton & Inoue, 1985).
Due to the complexity and multi-factor nature of the state's
economic security and its provision, it becomes urgent to search
for effective models for its identification and assessment. To do
this, experts have to use quite subjective methods and judgments, including a group expert assessment of country risks,
determining the ranks of priorities, determining the weights of
components of country risk assessment, which is a problematic
element in the construction of risk models based on the use of
statistical methods.
Country risk in the study is understood as the variance of
performance, or the probability of negative trends, such as a
decrease in the dynamics of GDP growth in a particular country
or the entire world economy.
Many studies (Benitez et al., 2007; Bordeaux et al., 2009;
D'Argensio & Laurin, 2009; Eichengreen & Rose, 2000; Cantor
& Packer, 1996; Shapiro, 1985; Nath, 1978) are devoted to the
study of country risks, which find financial, economic, monetary,
environmental and political reasons for their occurrence.
The authors studied modern methods of country risk analysis to understand the relationship between country risk and
economic security. As a rule, country risk analysis uses a
scoring (discrete) model that averages indexes from different
risk categories (Kraussl, 2000; Schaefer, 2002). The analytical
hierarchy allows you to determine the structure of various
information components in the group decision model, as well as
assess their relative importance for decision-making (Saati,
2010).
Numerous index-based ratings are used by experts and
analysts to assess country risks at the international level:
Euromoney Country Risk (assesses investment risk to determine the risks of bond default, loss of direct investment or global
business relationships) (Euromoney, 2001); MULTIMOORA
index (based on the method of multi-purpose optimization using
ratio analysis (MOORA) (Browers & Zavadskas, 2006); the
Economist Intelligence Unit (EIU) index (reflects country political
and economic (economic policy risk, economic structure risk,
liquidity risk) prospects (EIU, 2001); Fitch IBCA country risk
rating (sets a range of key leading distress indicators) (Fitch,
2002); the rating of International country risk guide (Howell,
2001); Moody's investor service sovereign risk ratings (assess
the level of risk on government bonds based on political and
economic variables) (Moody's, 2002) and others. However, the
process of forming country risk ratings is quite complex, and the
main drawback of the methods used is the potential bias or
inconsistency in the analysis of various categories of information
by experts.
Since the object of the study is a country risk of the German
economy, the authors paid special attention to the works
devoted to the study of structural factors affecting the growth of
production in the German economy (Freeman & Schettkat,
2000; Wurzel, 2001; Hauser, 2000; Backus et al., 1992; Barrell
& te Velde, 2000; Papenbrock, 1999), the implementation of the
national strategic initiative of the government Industry 4.0 (I40)
(Davies & Schwab, 2018; Häberer et al., 2017).
Thus, the search for an optimal methodology for assessing
country risk from the perspective of economic security management deserves special research attention.

3. Methodology

The purpose of the study is to create a flexible model for
assessing the country risk of Germany using statistical analysis
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methods, which will determine the level of economic security of
the state and choose the vector of the implemented economic
policy.
The object of research is country risk, its structural components, as well as methods of its assessment in the context of
economic security.
The study was based on a wide range of data sources, including open economic and statistical data from the International Organization for Economic Cooperation and Development
(OECD), The Total Economy Database (TED), PwC, United
Nations, and others.

4. Method of research

The authors used the following economic indicators for the
period 1992-2018, presented by the OECD (2020) to analyze
the dynamics of German GDP from the perspective of the
country's economic security, as well as to assess country risk:
Industrial production, s.a.; Retail trade (Volume), s.a.; GDP
Government consumption expenditure; GDP Gross fixed capital
formation; GDP Private final consumption expenditure; Imports
in goods, s.a.; Exports in goods, s.a.; Gross Domestic Expenditure on R&D (GERD); Government debt; Balance of Payments,
Net, US Dollars; International Investment Positions, US Dollars;
International Liquidity, US Dollars; Long-term interest rates;
Broad money; Consumer prices: all items; Hourly earnings:
manufacturing, s.a.; Employment, Persons, Number of.
The correlation analysis method was used to identify the
nature of the relationship between economic parameters that
are important for maintaining GDP dynamics, as well as to
establish the weight of indicators when calculating the integral
indicator of the German economy's risk profile. During the
correlation analysis, a matching set of economic values was
applied – the change in the economic parameter to the value of
the parameter in the past year, which ensured that all factor and
performance characteristics were subordinated to a multidimensional normal distribution (T-tservice, 2020). The authors
established the strength (tightness) of the relationship between
the sample of indicators using covariance analysis, and also
used its results to calculate the weight of indicators in the integral indicator of risk formation.
The authors determined the average weight of the selected
economic indicators based on the results of correlation and
covariance analysis to calculate the integral indicator of the
country risk of the German economy.
The integral indicator of the country risk of the German
economy was calculated using the formula:
(1)
where ICR is an integral indicator of country risk, % (weighted
annual dynamics of economic indicators); EC is an economic
indicator (change of selected indicators to the previous year, %);
|W| is the absolute value of the weight of each selected indicator
based on the results of correlation and covariance analysis;
I=1...16 – the number of selected indicators.
The dialectical method, the method of induction and deduction, and the system approach were used to form conclusions.

5. Initial condition

Germany has long been considered one of the most stable
developing economies in the world (along with the United
States, Great Britain, France, etc.). The country ranks fourth in
the world ranking in terms of total GDP. Its economy is based on
services by 54%, manufacturing by 45.9%, and agribusiness by
0.1%, which employs approximately the same number of
economically active people (PwC, 2017). The German economy
is based on the principles of a social market economy that
ensures an even distribution of social benefits in society. Active
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economic stimulation of industrialization processes within the
framework of the Industry 4.0 concept, a balanced policy of
reshoring, as well as a focus on the export of goods and
services in the balance of payments structure allowed Germany
to overcome recessions and ensure long-term economic growth
at an average level of 1.4-2.2% in the period from 2000 to 2018
(TED, 2019).
In 2019, the growth rate of the German economy was below
the global average by 1.9 percentage points (0.6 percent versus
2.5), losing by 0.9 percentage points to the country's GDP
growth in 2018 (+1.5 percent) and by 1.6 percentage points to
the 2017 indicators (+2.2 percent). Despite low economic
growth, Germany has a budget surplus: a record budget surplus
of 62.4 billion euros was recorded in 2018. German budget
revenues in 2019 exceeded expenditures for the eighth time in
a row, amounting to 49.8 billion euros (Destatis, 2020). However, Germany has a weaker economic growth rate than other
developed countries (Fig. 1).

Figure 1. Comparison of GDP growth rates in Germany and
other developed countries
(compiled by the authors based on OECD, 2020)
Germany faces difficulties and problems in implementing the
socio-market economy model, which indicate the existence of
country risk: the significant influence of bank capital on economic processes and the destabilizing socio-economic situation,
export-oriented economy, the high level of deductions of net
profit (40%) of German companies for labor and social funds,
the problem of population aging, the mass influx of migrants
from third world countries (Economicdiscuss, 2018).
In addition, the negative impact of the global economic
slowdown, trade wars, and the deterioration of economic
sentiment lead to a weakening of foreign demand for German
products. For example, in 2019, the German car giants produced only 4.66 million new cars, the lowest figure since 1996
(Bloomberg, 2020).
In the study, the authors assess country risk as the
probability of negative trends in the form of lower GDP growth in
Germany. Based on the OECD (2020) data for 1992-2018, the
authors selected economic indicators to identify the nature of
their relationship and mutual influence on the country's GDP.
The authors used the method of correlation and covariance
analysis to calculate the average weight of economic indicators
that affect the dynamics of GDP working within the framework of
the proposed methodology (table 1).
In the period from 1992-2018, the strongest direct correlation
was established between the indicators of German GDP and the
dynamics of industrial production, the dynamics of the share of
gross fixed capital formation in the GDP structure. Calculation of
the specific weight of the correlation indicator confirmed that the
largest share have the figures, characterized by a strong correlation with the GDP growth rate of Germany – the dynamics
of industrial production (16% weight), the dynamics of the share
in GDP of gross fixed capital formation (15% weight) and GDP
(17% weight).
The conducted covariance analysis allowed the authors to
conclude that there is a covariance relationship between the
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German GDP growth indicator in the period 1992-2018 and the
following indicators (in descending order of the strength of
interaction): long-term interest rates; imports of goods; exports
of goods; industrial production; share of gross fixed capital
formation in the GDP structure; dynamics of the net current
account balance of payments; gross domestic R & D expenditures; retail trade; international investment positions; net
acquisition of financial assets; broad money supply, aggregate
(M3); share in the GDP structure of private expenditure on final
consumption. The indicators that have a strong covariance
relationship with the indicator of German GDP dynamics have
the largest share: indicators of long-term interest rates (26% by
weight), import and export of goods and services (19 and 18%
by weight, respectively), dynamics of industrial production (15%
by weight), dynamics of the share of gross fixed capital formation in the GDP structure (10% by weight), GDP dynamics
(6% by weight).
To assess the level of economic security in Germany, the
authors calculated an integral indicator of the level of country
risk of the German economy in the period from 1992 to 2018
using formula 1 (table 2).
The authors excluded weighted indicators of the dynamics of
the "broad" money supply and long-term interest rates when
calculating the integral indicator, which is due to their strong
fluctuations and dependence on the global economy.
The calculated integral indicator is a weighted aggregate
growth of the German economy, indicating the level of economic
security of the country. Over 27 years, the average country risk
level was 2.75% of economic growth over this period. The
highest value of the integrated country risk indicator was
achieved in 1992 (8.75%), the lowest value – in 2015 (-2.98%).
Economic growth in 1992 was driven by a significant increase in
the German national debt (+21%), the balance of payments
(+41%), and economic aggregate reserves (+44%). "Weakness"
of the German economy in 2015 is, according to the results of
the author's analysis, the decline in imports and exports of the
German economy (13% and 12%, respectively), reduced debt
by 17%, as well as the fall in the dynamics of the balance of
payments, liquidity reserves and international position by acquiring assets.
In addition, a detailed analysis of the integral indicator of
the country risk of the German economy allowed the authors
to conclude about 5 periods of "weakness" of the German
economy: 1993 (-2.9%), 1997 (-0.6%), 1999 (-0.06%), 2009
(-0.37%), 2015 (-3%). At the same time, it is easy to determine
the reasons for this situation according to table 2: decrease in
imports and exports, investments in fixed assets, the balance of
payments, the international position on asset purchases, the
level of public debt and the dynamics of the retail sector of the
German economy.
The analysis carried out by the authors shows that economic
growth in Germany was observed for 22 years out of 27
analyzed years, which means that the German economy in the
period 1992-2018 mainly had a high level of economic security,
which was a consequence of the correctly chosen course of
state economic policy.

6. Conclusions

The authors determined that the German economy, which
has considerable experience in dealing with global turbulence,
nevertheless has a problem of weak economic growth in
comparison with other developed countries. In this regard, the
German economy was selected for the calculation of an integral
indicator of country risk, which determines the level of economic
security of the country. The authors analyzed the methods and
approaches used in world practice to determine country risk,
concluded that their calculations are labor-intensive and have a
high level of subjectivity. The authors proposed a methodology
for assessing country risk based on the calculation of an integral
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Figure 2. Color matrix for interpretation of correlation and covariance analysis results

The color matrix below is used to evaluate the results of correlation and covariance analysis (Fig. 2).

(compiled by the authors using the program STATISTICA TIBCO Software inc.)

Table 1. Results of calculating the average weight of economic indicators that affect GDP dynamics
based on the results of correlation and covariance analysis
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Source: compiled by authors

Table 2. Results of calculating the integral indicator of the country risk of the German economy for the period from 1992 to 2018,
taking into account the average weights based on the results of correlation and covariance analysis
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indicator of country risk to determine the level of economic
security of the state. The proposed author's method for calculating the integral indicator of country risk has a number of
advantages: it operates only with open data (OECD); it does not
require surveys of analysts; it is based on the use of simple
statistical analysis methods – correlation and covariance analysis, and also uses the method of determining the weight of the

impact of economic indicators on GDP dynamics without taking
into account expert opinion; it is applicable for international
comparisons. Further implementation of the German economic
policy, taking into account the author's methodology for assessing country risk, will help smooth out cyclical short recessions
and improve the quality of state economic security management
during periods of global turbulence.
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Abstract

The success of the hospitality business is inseparable from the application of knowledge sharing and service
innovation. This study aims to look at the effect of knowledge sharing and service innovation on the success of the
hotel business in Indonesia, both directly and indirectly. Participants or respondents in this study are the managers
in a one-star, two-star hotel and non-star in West Java and Central Java, Indonesia. The total of 235 questionnaires
was successfully collected and processed using the Structural Equation Modeling method by using Amos Software
Version 23. The results of the study show that there is a positive and significant influence between knowledge sharing
on service innovation. Knowledge sharing and service innovation also positively and significantly affect the business
success of the Hospitality industry in Indonesia. The finding also found that service innovation has a role as a
mediator between knowledge sharing on business success. We recommend improving knowledge sharing practice
and service innovation in the hospitality sector in Indonesia.
Keywords: knowledge sharing; service innovation; business success.

1. Introduction

The business success, especially in the hotel industry,
services provided by the hotel in giving a good impression to
customers, is very crucial. Customers who experience unsatisfied with the service and then have their issues resolved to their
satisfaction are more likely to make future purchases. This
condition is only true for a first service failure, recovered to a
customer’s satisfaction, and may not be so for repeated service
failures (Boateng & Agyemang, 2015).
The business hotel performance in Indonesia in 2019 tends
to decline compared to the previous year. It can be seen by the
decrease in hotel occupancy rates as seen in graph 1.

Graph 1. The Occupancy Rate of Hotel Industry 2018-2019
Source: www.kemenparekraf.go.id
Customers in the hotel sector usually have high expectations
for service quality (Tang, Wang, & Tang, 2013). Several previous
studies have found that knowledge sharing and service
innovation can increase business success (Zhang, et al., 2019;
Langvinienė & Daunoravičiūtė, 2015; Wahyu, et al., 2015).
Knowledge sharing as a part of knowledge management aims to
encourage employees in the firm to share knowledge and ideas
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to create value-added products and services (Dzenopoljac, et
al., 2018). Knowledge is considered as a key factor of the
business strategy to create a sustainable competitive advantage
in today’s business environment (Yi, 2009). The same opinion
with Wahyu, et al., (2015) also argues that knowledge sharing
and innovation as key business performance. Added by
Kurniawan, et al., (2020) said if the firm wants to be successful
or get quality performance, it can be done by improving knowledge sharing. Besides that, knowledge sharing also has a role
as a predictor of service innovation. Dzenopoljac, et al., (2018)
found that the process of knowledge has a high impact on firm
innovation. Therefore in this research, knowledge sharing has a
direct effect on business success, besides that knowledge sharing also has an indirect effect through innovation on business
success.
Service innovation is one of the ways to improve the quality
of the hotel industry and also it is very important to improve
business success (Ottenbacher & Gnoth, 2005). Innovation
positively can affect the organizational success (Zhang et al.,
2019). In hospitality sector services are vitally for everyone and
as key hotel success (Langvinienė & Daunoravičiūtė, 2015).
Langvinienė & Daunoravičiūtė, (2015) also said that innovation
is one of the business success of the hotel industry.
However, not all previous researchers showed a positive
relationship between knowledge sharing and innovation on
business success. Mohamad Radzi, et al., (2017) in their study
found that the relationship between knowledge sharing and
business success was not supported. Karabulut, (2015) found
that innovation in the case of marketing innovation did not affect
the growth of the firm. Vermeulen, et al, (2005) in their study also
found that innovation negatively affects business performance.
This encourages us to conduct further research to fill the gap in
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the context of the hotel industry in Indonesia. Therefore, in this
study, we try to examine the effect of knowledge sharing, service
innovation on business success in the context of the hospitality
industry in Indonesia, directly or indirectly. The research questions are:
1. Does knowledge sharing influences service innovation?
2. Does knowledge sharing influences business success?
3. Does service innovation influences business success?

2. Literature Review

2.1. Business Success

Business success is usually defined as the organizational
outcome of the way in doing business and cooperation of the
firm (Chittithaworn, Islam, Keawchana, & Yusuf, 2011). Business
success also link to the firm’s achievement of the goals and
objectives (Mohamad Radzi et al., 2017). Meanwhile, Smitha &
Mendon, (2019) said that the performance of an enterprise can
be interpreted as the success of the business. Innovative services provided by organization are the key strategic dimension
in business success. Business success or the firm’s performance is the result of a company's work or work performance
that can be known through a comparison between the totality of
expenditures at a certain time divided by the totality of inputs
during a certain period (Lopes-Costa & Munoz-Canavate, 2015,
p. 64). Measuring Business Success (Butler, 2006, p. 49) can be
measured by the growth or maximization of profitability, the
growth of venture capital, reached market share, or expansion
of the customer base, and sales turnover growth. If a business
wants to survive and grow in business, the firm must implement
innovation in a way to build and to achieve the firms sustain
competitive advantage (Aqeel, Awan, & Riaz, 2011). We define
business success as achieving the company's goals, good
profitability, good market share and have adequate capital.

2.2. Knowledge Sharing

In the tourism sector, the majority of the knowledge created
is tacit knowledge as with the theoretical understanding of a
subject that is difficult to transfer to other people by means of
writing it down or verbalizing it (Rao, Yang, & Yang, 2018).
Hussain, Konar, & Ali, (2016) cited that a person who has a
willingness to share and organizational commitment as factors
that determine individual engagement in intra-organizational
knowledge sharing. According to (Yi, 2009) knowledge sharing
links individuals and organizations by transferring knowledge
from an individual to an organizational level, and hence it brings
competitive value for the organization.
The firms both large and small can gain a competitive advantage only if they can integrate the knowledge, expertise, and
skills of their employees and make use of the most effective
managerial practices in their day-to-day operations. This entails
the knowledge sharing in organizations and transforms to be
implemented (Monica Hu, Horng, & Christine Sun, 2009). There
are many different ways in which knowledge sharing may take
place through employee to the customer and the interactions of
the employee in hotels, each with its own special features. For
example, employees’ direct interactions with customers by
telephone and e-mail limit knowledge transfer to explicit items of
information (Monica Hu et al., 2009). The hotel that disseminate
customer knowledge among their different departments are more
likely to implement successful marketing activities (Boateng &
Agyemang, 2015).

2.3. Service Innovation

Innovation in the tourism sector needs specific features of
producing and marketing tourism products (Nieves, Quintana, &
Osorio, 2014). The hotel industry faces great challenges and
pressure to provide a superior service to customers (Tang et al.,
2013). Customer expectations toward service provided by the
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hotel industry are changeful, therefore the hotel industry must
develop new services constantly to create high customer value
and maintaining competitive advantage (Tang et al., 2013).
Innovation is basically adopting of new ideas for technology,
product, new services, and also new process etc (Hassan &
Raziq, 2019). Innovation adopts the idea or behavior, whether a
system, policy, program, device, process, product or service,
that is new to the adopting organization (Salem, 2014).
Ottenbacher & Gnoth, (2005) cited that innovations as new
ways of doing things or better. Organizational skills to be developed, finding, enlarging and adopting knowledge generated
and the interactions of organizations with the surrounding
environment are some of the main organizational abilities to gain
service quality (Obeidat & Al-Suradi, 2016). According to Chang
et al. (2011) the hospitality industry could improve the quality of
services to gain competitive advantage.

2.4. Hypotheses and Research Model

2.4.1. Knowledge Sharing and Service Innovation

Knowledge sharing has known as the core of service innovation and business success. Hotels industry should improve
the quality of service and it can be done by enhancing the
employees’ knowledge (Hussain et al., 2016). The Knowledge
sharing culture within an organization has been known and
considered as an influential factor in increasing the service innovation of the firm (Hussain et al., 2016). Added by Kurniawan et
al., (2020) in their study also found that knowledge sharing has
a role in improving the innovation in an organization. Tang,
Wang, & Tang, (2013) knowledge sharing has a role as a
mechanism to transform innovation potential into actual service
innovation capability of an organization.
Monica Hu et al., (2009) in their study indicated that the
relationships between and among knowledge sharing and service innovation are significantly correlated. Knowledge sharing
within an organizations is very crucial for successful innovation
(Yi, 2009). Another opinion also said that innovation requires a
well-planned KM capability that will enable the hotel to excel in
knowledge-based interactions (Salem, 2014).
Based on the literature review that has been explained before, it can explain that knowledge sharing has an important role
in improving innovation in the workplace. The higher the culture
of knowledge sharing among fellow employees, this will encourage innovation. Hence, we hypothesize that knowledge
sharing positively influence service innovation.
H1: Knowledge sharing positively influence service
innovation.
2.4.2. Knowledge Sharing, Service Innovation,
and Business Success

Knowledge has been considered as a key part of the company’s strategy to use knowledge and expertise to achieve
the sustainable competitive advantage of business (Yi, 2009).
Knowledge sharing is known as of the determinant of the
success of the hotel industry(García-Almeida & Yu, 2015). In
ever changing market place, organizational success comes from
consistently creating, disseminating, and utilizing new knowledge (Salem, 2014).
The study conducted by Zhang et al., (2019) also found the
innovation positively contributes to organizational success.
Innovation is a key factor that influences the success of the firm
be more competitive (Rao et al., 2018). Service innovation is a
key driver of business performance (Kindström, Kowalkowski, &
Sandberg, 2013). Service innovation also can help the firms to
improve their service capabilities to be more successful (Tseng,
Lin, Lim, & Teehankee, 2015).
H2: Knowledge sharing positively influences business success.
H3: Service innovation positively influences service innovation.
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Based on the literature, we proposed the conceptual model
below:

Figure 1. Conceptual Framework

3. Research Methodology
3.1. Participants

Participants in this study are managers in a one-star, twostar hotel and non-star in West Java and Central Java,
Indonesia in the hospitality sector in Indonesia. The number of
samples is 235 respondents.

3.2. Data Analysis Technique

This research was conducted with a quantitative method
approach. Data collection was carried out using a questionnaire.
The data that has been successfully collected is processed
using the Structural Equation Modeling method by using Amos
Software Version 23.

3.3. Measures

Knowledge sharing is measured using eight items adopted
from Monica Hu et al., (2009). Service innovation also is
measured using eight items adopted from (Monica Hu et al.,
2009), and Molose (2015), each item or statement was rated
from 1 = very low to 5 = very high. Business success is
measured by using four items adopted from Lopes-Costa &
Munoz-Canavate, (2015, p. 64) and Butler, (2006, p. 49).

4. Finding

4.1. Normality Testing

Data to be tested with Structural Equation Modeling method
must meet the assumptions of normality of the data. The
normality test is done univariately and multivariate.
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Table 1. Normality Testing
Criteria in univariate and multivariate normality tests using
skewness and kurtosis. According to Schumacker & Lomax,
(2010) to determine the normality testing, the skewness, and
kurtosis values must be between 1.0 to 1.5 and the critical ratio
≤ 2.58. Table 1 shows that the data in the study are normally
distributed. The value of cr < ± 2.58 (1.379 < ±2.58) Statistics on
skewness and kurtosis of all manifest variables (indicators) also
< ± 2.58 2.58. It means the data that we used in this study are
normality distributed.

4.2. Measurement Model

The measurement model is done to know whether the
manifest or indicators really can explain the construct or laten
variables. Loading factor value, the Composite Reliability (CR),
and Variance Extracted (VE) was used to see convergent
validity test. The recommended loading factor value of 0.5
(BagoSzzi, Yi, & Sing, 1991), while the recommended composite reliability value is 0.70 and the variance extracted exceed
the value of 0.5 (Hair Jr, Hult, Ringle, & Sarstedt, 2013).
Table 2 shows the result of measurement model. All loading
factor has a value > 0.50. The Composite Reliablity (CR) value
shows value > 0.70, and all Variance Extracted (VE) value show
value > 0.5. It means the data in this study are valid and reliable.

Table 2. The Measurement Mode
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4.3. The Goodness of Fit Test of the Model

In Structural Equation Modelling, need to analyze the goodness of the model. Some model-fit criteria are used in testing the
data whether the data fit to the model or not. The criteria are
Adjusted GFI (AGFI) > 0.90, the value of Goodness of Fit Index
(GFI) > 0.90, the value of CFI > 0.90, TLI value over 0.90,
RMSEA < 0.08, and RMR < 0.05 (Hair, Hult, Ringle, & Sarstedt,
2017, Schumacker & Lomax, 2010). The goodness of fit test
results can be seen at Table 3 indicates that the model in our
study is acceptable. Adjusted Goodness of Fit (AGFI) has a
value of 0.843. The value of the Goodness of Fit Index (GFI) has
a value of 0.875. Comparative Fit Index (CFI) has a value of
0.944. Tucker-Lewis Index (TLI) has a value 0.936. Root Mean
Square Residual (RMSR) value of 0.029. Although there are two
criteria in the marginal fit criteria (AGFI, CFI), this model is
considered in the good fit model. According to Hair, (2017)
states the use of 4-5 Goodness of fit criteria is considered
sufficient to test the goodness of fit the model.

Table 3. The Goodness of Fit Index Statistics

4.4. Hypotheses Testing

Hypothesis testing is done to prove whether the hypothesis
developed in this study is accepted or not. Dalam structural
equation modeling, the critical ratio (C.R.) and probability value
are used to test the hypotheses (Byrne, 2010). The critical ratio
must be > ±1.96 and a probability value < 0.05 (Byrne, 2010).

Table 4. Standardize Regression Weight
The results showed that all hypotheses in this study are
accepted. It can be seen from the critical value (t-value) > 1.96
and probability value > 0.05 as shown in Table 4. It means that
knowledge sharing positively and significantly effect service
innovation. Knowledge sharing and service innovation also positively and significantly affect business success of hotel in
Indonesia.

4.5. Discussion

Knowledge sharing in an organization is an important part of
implementing knowledge management. The more high-level of
knowledge sharing will foster a good innovation at work and the
firm will gain the competitive advantage. Sharing knowledge is
very important in achieving the goal of organizations. If employees have the will in a variety of knowledge that they have,
this will have an impact on the success of the organization at
work and also will create innovation. The results showed that
knowledge sharing positively and significantly effect on service
innovation. This can be seen from the probability significance
value of 0.000. This means that the significance value is less
than 0.05 (0.000 <0.05). Therefore, we can conclude that there
is a positive and significant effect between knowledge sharing
on service innovation. It means that knowledge sharing can
drive service innovation in hotel industry in Indonesia. The hotels
need to develop a knowledge sharing behaviour to accelerate
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the process of service innovation while providing the consumers
better experiences (Hussain et al., 2016).
The second hypothesis in the study is that knowledge
sharing influences the success of hospitality businesses in
Indonesia. The results of the study prove that there is a positive
and significant influence between knowledge sharing on the
success of the hospitality business in Indonesia. This can be
seen from the probability significance value of 0.000. The significance value of probability is smaller than 0.05 (0.000 <0.05).
Therefore, it can be explained that there is a positive and
significant relationship between knowledge sharing on the
success of the Hospitality Industry in Indonesia. The research
findings are in accordance with the findings of previous studies
which show that there was an influence between knowledge
sharing on service innovation (Hussain et al., 2016; Kurniawan
et al., 2020).
Furthermore, hypothesis testing related to the effect of service innovation on business success shows that there is a
positive and significant effect. This can be seen from the
probability significance value of 0.001. The significance value is
less than 0.05 (0.001 <0.05), therefore it can be explained that
there is a positive and significant influence between service
innovation on business success. This finding in accordance with
Langvinienė & Daunoravičiūtė, (2015) said that one of the keys
to success in the hospitality business is innovation. In paper
conducted by Mai, (2019) cited that innovation can improve
customer satisfaction and loyalty, and the customer will regularly
to make purchase and introduce products to their friends,
resulting revenue to be better and an increase in firm’s profitability. Innovation gives the value-added to the customer and
innovation is important to achieve a suitable balance between
product quality and costs (Chittithaworn, at al, 2011).
Based on direct and indirect influence shows that the indirect
effect between knowledge sharing through service innovation is
0.435, while the direct effect of knowledge sharing on business
success is 0.274. This shows that the indirect effect is greater
than the direct effect. Therefore it can be explained that service
innovation has a role as a mediator that forms the relationship
between knowledge sharing towards business success.

5. Conclusion

Knowledge sharing and service innovation have an important role in increasing the success of the hospitality industry
in Indonesia. Knowledge sharing has a positive and significant
effect on service innovation. Knowledge sharing and service
innovation have a positive and significant effect on the success
of the hospitality business in Indonesia. The results showed that
service innovation has the most influence on business success.
We also find that service innovation has a role as a mediator
between knowledge sharing and business success.

6. Recommendation

We recommend to improve knowledge sharing practice and
also improve service innovation. Service innovation is the most
important thing to be improved because service innovation has
the most influential factor on the business success of the
hospitality sector in Indonesia. Besides that service innovation
also can mediate the relationship between knowledge sharing
on business success in the case of the hospitality industry in
Indonesia.
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Abstract

The study considers digital supply management from the perspective of the involvement in international trade. An
original concept of the role of digitalization in the efficiency of supply chain management is described. A SWOT
analysis of the concept has been carried out; the concept strengths, weaknesses, opportunities and threats have
been highlighted. The hypothesis of the study that the adoption of digital technologies contributes to the increase in
the efficiency of supply management has been statistically confirmed. The indicators reflecting the development of
digital technologies in individual countries and the levels of logistics have been analyzed. The hypothesis has been
thoroughly considered through the example of the following countries: the Russian Federation (RF), the People's
Republic of China and the Federal Republic of Germany (FRG); in particular, the correlation between the volume of
external traffic and the investment in SCM software was built. A composite index that takes into account the efficiency
of the supply chain using digital technologies has been developed; it is hierarchically structured and includes the subindices focused on the ICT potential, use, management and readiness, the digital technology infrastructure. The
measures to improve the efficiency of supply chain management have been presented.
Keywords: digitalization; supply chain management; management efficiency; digital environment; digital economy; SCM
software; international trade.

1. Introduction

Modern supply chain management (SCM) concepts are
placing new requirements for measuring supply chain performance. The scale of supply chains, various goals and
strategies of supply chain elements are possible factors in the
emergence of conflicts, and, as a result, in a decrease in the
overall supply chain efficiency. SCM is an effective tool in
managing all supply chain elements in the context of limited
resources; therefore, it is necessary to monitor supply chains
based on their assessment, as well as to develop appropriate
measures to enhance the overall supply chain efficiency – from
suppliers to end consumers.
Currently, the effectiveness of supply chain management is
considered based on the results of the SCM system to its
operating costs; therefore, methods that involve a multi-criteria
assessment of efficiency should be used (Clausen et al., 2013).
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SCM in the digital transformation of the economy and society
is regarded as a means of developing various systems based
on financial, information, material and labor flows combined to
create a single information system to solve various problems.
Optimization criteria for modern SCM systems are also different
– reducing total costs of the supply chain, forming partnerships,
increasing total profit, maximizing market coverage, etc.
(Cudziło et al., 2018).
The concept of supply chain management based on digital
technologies requires a change in the patterns and principles of
enterprise interaction.
One of the objectives of the supply chain concept is to
ensure the competitive advantages of the enterprise. The
advantages can be gained due to efficient and coordinated
operation supply chains; however, in the context of their dependence on various influences (external and internal factors),
there is often a need to transform them to meet new market
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requirements, which can negatively affect the efficiency of the
supply chain.
The relevance of the study is due to the insufficient
theoretical background for determining the efficiency of supply
chain management in the context of digitalization, as well as
incomplete coverage of the influence of digitalization on the
effectiveness of supply management.
The practical significance of the research is the possibility of
using the indicators described in the study to create a digital
profile of the country in the context of determining the impact of
digitalization on the efficiency of supply chain management, as
well as identifying the course of state regulation in this area.

2. Literature review

Supply chain management efficiency is a complex category
that is considered differently by researchers.
The modern SCOR model has a holistic approach to supply
chain management and is a reference model to address supply
chain management decisions. The purpose of the model
implementation is the integration of horizontal processes within
the supply chain and the overall balance of the supply chain; it
does not consider individual performance indicators (ChehbiGamoura et al., 2020).
In general, the set of indicators for assessing supply chain
efficiency consists of the following indicators (Jabbour et al.,
2019; Wang et al., 2016):

 service level indicators (the capability of the supply chain
to meet customer expectations in various market segments);
 internal efficiency indicators (the capability of the company or supply chain to achieve the desired level of
profitability in accordance with the type of market). If
doing business in the market is risky, the margin must be
high to justify a significant investment of time and money.
On the other hand, in mature markets that are relatively
safe, there may be lower margins that are offset by a
higher income due to greater sales volumes throughout
the supply chain);
 demand elasticity indicators (demand elasticity indicators
measure the ability of a company/supply chain to respond to sudden changes in demand. The indicators
reflect the maximum likely demand that a company or
supply chain can meet compared to the current level, as
well as determine the ability to respond to changes in the
range due to the changes in consumer preferences,
which is typical for developed markets);
 product development indicators (the ability of the enterprise and the supply chain to develop, and the ability to
adapt to changing markets the enterprise operates in.
They also measure the ability of the enterprise to design
and implement a product in new markets, as well as the
ability to gain advantages in growing markets).

Modern efficiency analysis methods are complex methods
that combine dependency analysis and data envelopment
analysis; It has been statistically confirmed that the efficiency of
supply chain management is associated with a high profit of the
company while warehouse operations are of the greatest
importance in ensuring the overall efficiency of the supply chain
(Reiner and Hofmann, 2006).
It was established that the criteria for the supply chain
efficiency assessment differ by different categories of suppliers
and customers. Thus, the highest supply chain management
efficiency is observed in the case of efficient suppliers and
customers, and the greatest impact on the efficiency of this
category is the consistency of infrastructure, delivery quality,
personnel development and risk management. The categories
of “other buyers and efficient suppliers” and “efficient buyers and
other suppliers” are affected by the following key factors: risk
management, staff development and quality assurance. The ca-
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tegory of “other buyers and suppliers” is influenced by personnel
development and quality assurance, and only last but not least
by risk management (Kim, Son, and Kim, 2016).
The following factors affect the efficiency of supply chains:
the integration of supply chains and the quality of interaction
between individual elements (Kim and Schoenherr, 2018),
digitalization of supply chain management processes (Soltany,
Rostamzadeh, and Skrickij, 2018), supply chain structure,
inventory management policy, information exchange, customer
demand, forecasting technique, delivery time (George and Pillai,
2019). At the same time, the focus should be placed on digital
technologies, which have changed the methods of supply chain
management (Tjahjono et al., 2017).
Modern supply chain management methods are Big Data,
Internet of Things, Blockchain, Cloud Computing, Virtual Reality
& Digital Twins, Autonomous Robots, Next-generation Wireless,
Selfdriving Vehicles, 3D-printing, Low-cost Sensor Technology,
Augmented Reality, Unmanned Aerial Vehicles, Bionic Enhancement (Tjahjono et al., 2017). Digitalization in the field of supply
chain management has increased the overall supply chain
efficiency, reduced the human error probability, increased the
overall manageability and flexibility of the supply management
system, and became the basis of new concepts in the area
(Digital Logistics, Digital Supply Chain, Smart Supply Chain,
Cold / Cool Supply Chain, Socially responsible Supply Chain,
Green Supply Chain) (Seyedghorban et al., 2020).
The major trends in the implementation of digital technologies in supply management are as follows (Schniederjans,
Curado, and Khalajhedayati, 2020; Garay-Rondero, et al., 2019;
Hofmann et al., 2019):
 widespread adoption of digital technologies, in particular
the Internet of Things and Big Data;
 the highest rates of implementation of digital technologies
in the field of supply chain management are observed in
medicine and food industry;
 the mainstreaming of the green supply chain concept to
increase the overall efficiency of green supply chains,
which is reflected in the overall supply chain management quality, the preference for ecological products and
modes of transport, shorter delivery times and the production cycle, the increase in equipment productivity, the
minimization of defects, other material losses and waste;
 growing importance of short supply chains for local rural
areas, farmers and agribusiness;
 increasing supply individualization, the formation of individual orders and supply chains;
 growing importance of reviews on social networks and
the role of mobile devices and the Internet;
 the development of service standards and standards for
the performance of individual operations within the supply chain;
 the introduction of lean processes that provide process
elasticity and system flexibility;
 increased risks in supply chains associated with a significant number of elements.

Thus, it should be noted that some issues of the supply chain
management efficiency have not been properly addressed, in
particular, those related to the efficiency of supply chain management in the context of digitalization, as well as the influence
of digitalization on the efficiency of supply management in
individual countries and in general.

2.1. Setting Objectives

The study aims to expand scientific foundations in the field
of supply chain management based on the use of digital
technologies through the development of the original supply
chain concept involving the use of digital technologies; to
develop a scientific and methodological approach to determining
the impact of digital technologies on certain indicators cha-
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racterizing the efficiency of supply chain management; as well
as to describe measures to improve the efficiency of supply
chain management.
The purpose of the research is to study the impact of
digitalization on the efficiency of supply chain management.
The following objectives have been set to achieve the goal:
 to describe the concept of a supply chain that involves
the use of digital technologies;
 perform a SWOT analysis of the proposed concept;
 to test the hypothesis that the adoption of digital technologies contributes to the increase in the efficiency of
supply management.
 to study the hypothesis in more detail through the
example of the following countries: the Russian Federation (RF), the People's Republic of China (PRC) and
the Federal Republic of Germany (FRG); to plot the
dependence of the dynamics of export/import volumes
on the dynamics of the logistics indices and the introduction of digital technologies;
 propose an index structure that takes into account the
efficiency of the supply chain involving the use of digital
technologies;
 to develop measures to improve the efficiency of supply
chain management.

3. Methods and materials

To attain the research objectives, the study has been divided
into six stages. At the first stage, the concept of the efficiency of
the supply chain involving the use of digital technologies has
been described.
The SWOT analysis of the developed concept has been
carried out at the second research stage. In this case, the use
of the SWOT analysis makes it possible to generalize the
Strengths, Weaknesses, Opportunities, and Threats associated
with improving the efficiency of the supply chain using digital
technologies (Kersten, Blecker, and Ringle, 2019).
At the third stage of the study, the research hypothesis that
the adoption of digital technologies contributes to the increase in
the efficiency of supply management has been statistically confirmed. The indicators reflecting the development of digital
technologies in individual countries and the levels of logistics
have been analyzed. These include:
 the ICT Development Index (IDI), developed by the
International Telecommunication Union (UN) as an indicator of the digital society, takes into account 11 different
pillars grouped into three categories: access, usage, and
skills;
 the Logistics Performance Index (LPI) describes the level
of logistics development in the country based on the following indicators: Customs, Infrastructure, International
shipments, Logistics quality and competence, Tracking
and tracing, Timelines.

At the fourth stage of the study, the research hypothesis has
been more thoroughly considered through the example of the
following countries: the Russian Federation (RF), the People's
Republic of China (PRC) and the Federal Republic of Germany
(FRG); the correlation between the volume of external traffic and
the investment in SCM software (Supply chain management
(SCM), 2020) in the countries under study for the period from
2011 to 2019 (TF, Goods Transport, ITF Transport Statistics
(Database), 2020) was built.
The fifth stage of the study involves the development of a
composite index that takes into account the efficiency of the
supply chain using digital technologies. The index should be
hierarchically structured and include the following sub-indices:
potential, use, management and readiness, infrastructure,
innovation and investment in digital technologies in the field of
supply chain management.
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At the final stage, measures to improve the efficiency of supply chain management have been developed.
The object of the study is the supply chain management
processes relying on digital technologies; the object of the study
is the impact of these processes on the efficiency of supply
chains.

4. Results

When categorizing certain methods of supply chain management as the digital ones, the degree of the use of digital
technologies by the company and its involvement in international trade is a key factor. The approach allows us to describe
supply chain management based on digital technologies as a
set of methods and tools that ensure planning, transportation,
processing, production, trade, logistics, design, and marketing
with the help of digital tools that facilitate interaction between the
supply chain elements and contribute to the processing of
material, information, financial and labor flows.
The results of the SWOT analysis of the described concept
made it possible to identify the concept characteristics.

Strengths:
Tracking changes and control (increasing the efficiency of
information processing, control of transactions, duplication and
storage of information, multiple channels and multitasking);
Information flow processing (transparency, flexibility, and immutability in the exchange of information, improving interaction
between participants, providing 24/7 feedback, the ability to use
blockchain and cryptocurrencies, a wide range of possible
options for information exchange);
Material flow processing (a wide range of possible options
for action, visibility and traceability of material flows, reducing
the cost of joining the supply chain, reducing the need for intermediaries, levelling the geographic factor);
Data analysis (general data analysis system that differentiates access levels and identifies bottlenecks in the supply
chain, objectivity of information, maximum process automation).

Weaknesses:
The likelihood of the leakage and/or insufficient safety of
important information (insufficient control, inconsistency of data
management systems in the supply chain, loss and/or delay in
data transmission);
Ineffective data and process management (insufficient qualifications to manage processes in the system, low productivity,
low confidentiality of data and/or users, data transfer rate limits
in large supply chains, the need for servers to store data);
Low resistance to cybercrime.
Opportunities:
Implementation of innovations (cost reduction, controllability
of all types of flows, increased data protection and confidentiality;
Optimization of the use of all types of resources within the
supply chain);
The ability to enter new markets;
Cooperation between various technologies;
Higher quality of all processes related to the service and
production of products.

Threats:
Excessive control and/or data redundancy;
Vulnerability to cyber-attacks and cyber fraud;
Dishonesty of supply chain participants;
Overconcentration of data and/or topmost importance of
individual supply chain participants.

Let us consider the study hypothesis that says that the
adoption of digital technologies contributes to the increase in the
efficiency of supply management in more detail. Table 1 shows
the ICT Development Index and LPI of various countries. Based
on the data from World Bank Reseach and Publications (2020),
Aggregated LPI (2020).
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Table 1. Initial data for building the relationship between the indices describing the implementation of digital technologies
and supply chain management (ICT Development Index and LPI of different countries based on the data from
(World Bank Reseach and Publications, 2020; Aggregated LPI, 2020)

Figure 1. Relationship between the indices describing the
implementation of digital technologies and supply chain
management
The following dependency has been obtained:
LPI = 2.6922*ICT - 2.5322, R2 = 0.8016
The high correlation coefficient indicates that the adoption of
digital technologies contributes to the increase in the efficiency
of supply management.
When studying the impact of economy digitalization on the
trade volume of various countries (based on the example of the
Russian Federation, the Federal Republic of Germany and the
People's Republic of China), the dependences of the volume of
external traffic on the volume of investment in supply chain
management software were built (Table 2).
The following dependences have been obtained:
Russia:
The volume of external traffic, billion dollars = 5.352 * SCM
software investment, million dollars + 353.23
R2 = 0.906

China:
The volume of external traffic, billion dollars = 74.498 * SCM
software investment, million dollars + 3880.8
R2 = 0.8692

Germany:
The volume of external traffic, billion dollars = 1.3487 *SCM
software investment, million dollars + 266.24
R2 = 0.926
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Table 2. Statistical data on the volume of external traffic in the
Russian Federation, China and the Federal Republic of
Germany for 2011-2019 (TF, Goods Transport, ITF Transport
Statistics (Database), 2020) and the volume of investment in
SCM software (Supply chain management (SCM) software,
2020)
The results show that investing in specialized software that
is increasing the digitalization of supply chain management,
contributes to an increase in external traffic.
In some countries, an increase in the volume of external
traffic due to an increase in investment in SCM software is
associated with the complication and globalization of supply
chains, which increases the competitiveness of goods and
services of these countries.
At the same time, there is a need to develop a composite
index that takes into account the efficiency of the supply chain
involving the use of digital technologies. In view of this, the key
indices (Digital Opportunity Index, Networked Readiness Index,
Information Society Index, Digital Access Index, Digital Divide
Index, etc.), which fundamentally differ from each other both in
the basic samples of the major indicators and in the methods of
constructing, have been analyzed. Each index is focused on the
assessment of various areas of the information society and
objective ranking of countries by the development of digital
technologies.
On the basis of the system of indicators, a composite
(aggregate) indicator is proposed to display the efficiency of the
supply chain that involves the use of digital technologies. The
index is hierarchically structured and includes the following sub-
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indices: potential, use, management and readiness, infrastructure, innovation and investment in digital technologies in the
field of supply chain management.
A detailed list of sub-indices of the composite index is
presented in Table 3.

Table 3. Sub-indices of the developed composite index,
which takes into account the efficiency of the supply chain
involving the use of digital technologies
Thus, the measures to enhance the efficiency of supply chain
management with the help of digital tools can be generalized:
 harmonization of supply chain management standards
with international best practices (for example, the introduction of eIDAS regulations in the Russian Federation,
participation in the EU Stork 2.0 project, the EU Interoperability Solutions for European Public Administrations
2 (ISA2) program, e -CODEX, e-Invoicing, and the Single
Digital Gateway initiative);
 harmonization of standards, in particular the Codex
Alimentarius, and the standards that Logistics 4.0 is
based on;
 introduction of electronic systems in accordance with EU
requirements, in particular the European Interoperability
Framework 2.0, integration with European open data
portals (europeandataportal.eu and data.europa.eu);
 introduction of Electronic Customs in accordance with
the requirements of the EU and the introduction of the
Single Administrative Document (SAD);
 implementation of content protection systems, security
measures, awareness of risks and threats, bridging the
digital divide, digital transformation of workplaces, the
use of cloud services of the highest security level provided by local providers;
 balanced regulation of competition in order to develop
markets and stimulate investment.

The measures described will contribute to the introduction of
digital technologies in the sphere of supply chain management,
which, in turn, can become an economic development driver.

supply chain management. Efficient supply chain management
involves the implementation of all operations at minimum expense at every stage.
The study has defined the concept of supply chain management based on digital technologies as a set of methods and
tools that ensure planning, transportation, processing, production, trade, logistics, design, and marketing with the help of
digital tools that facilitate interaction between the supply chain
elements and contribute to the processing of material, information, financial and labor flows. The approach described in the
study is based on the degree of the use of digital technologies
by the company in supply chain management; it generalizes
the interpretations given in Seyedghorban et al., 2020,
Schniederjans, Curado, and Khalajhedayati, 2020 and GarayRondero et al., 2019, which considered supply chain management as an integral part of Industry 4.0.
A SWOT analysis of the concept has been carried out and
the following key strengths have been determined: the
possibility of integrated tracking and optimization of material,
financial, and labor within the supply chain. On the other hand,
the main threats are vulnerability to cyber-attacks and cyber
fraud.
The hypothesis that the adoption of digital technologies contributes to the increase in the efficiency of supply management
has been statistically confirmed. In particular, this conclusion is
consistent with the WTO conclusions that an increase in the
economy digitalization allows participation in international
supply chains, which, in turn, contributes to the economic
growth of these countries (up to 3.3%) (Global Value Chain
Development Report, 2019).
The impact of the economy digitalization on the trade volume
of various countries has been considered in more detail (through
the example of the Russian Federation, the Federal Republic of
Germany and the People's Republic of China). It has been
shown that the implementation of SCM software contributes to
an increase in the volume of external traffic as the introduction
of digital technologies makes it possible to synchronize the
interests of all supply chain participants, increase the efficiency
of their interaction, ensure control and traceability of various
processes, and facilitate documenting.
An index model for assessing the performance of a digital
supply chain has been developed. The index is hierarchically
structured and includes the following sub-indices: potential, use,
management and readiness, infrastructure, innovation and investment in digital technologies in the field of supply chain
management. It is with the help of the composite indicator, which
includes a certain number of basic indicators (depending on the
time and purpose of the study, the basic indicators can change),
that the trends in the society readiness to introduce digital
technologies in the field of supply chain management can be
assessed. The use of a number of basic indicators to model the
assessment of the digital society development allows us to
determine the influence of each factor, analyze critical values
and focus on those points that impede the growth of the country.

5. Discussion

The research results indicate that the rapid development of
digital technologies, an increase in the share of online shopping,
and the new employment form (remote) make it possible to predict further demand for the introduction of digital technologies
into supply chain management. According to scientists, there is
an objective need to create a universal software solution available to every logistician. The complexity is associated with
processing and comparing a number of different indicators
characterizing the activities at different stages and levels of
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Figure 2. The composite index structure that takes into
account the efficiency of the supply chain involving the use
of digital technologies
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We believe that the introduction of digitalization in logistics
should be based on the support of integrated development systems related to the improvement of the movement of information,
material, financial and labor flows in the supply chain.
Measures to enhance supply chain management efficiency
with the help of digital tools have been proposed.
These include:
 focus on the harmonization of logistics standards with the
standards of developed countries;
 the development of strategies and programs aimed at the
synergistic development of digital technologies in the
field of supply chain management;
 increased implementation of digital technologies in the
field of e-commerce;

The measures are primarily aimed at the removal of the
following barriers to the introduction of digital technologies in the
field of supply chain management in the Russian Federation:
regulatory (lack of a system of rules, regulations, and standards
for collecting, classifying, storing and using data; problems of
protecting intellectual property; legislative barriers to the spread
of the digital economy ideology in domestic markets; lack of
“cloud” technology legislation), technological (data protection
problems, cybersecurity risks; a small number of developments
and innovations; lack of specialists and engineers in the area,
unpreparedness of the education system, lack of staff, lack of
local providers of "cloud" services of the highest security level);
organizational and economic (lack of national systems and
infrastructure to support, stimulate and develop an innovative
business; lack of vision, strategy, and initiatives to digitalize
supply chain management systems in the country; lack of a
system for developing innovative entrepreneurship skills at the
level of secondary and higher education, as well as in the
economy sectors and the society), and financial barriers to the
operation of companies in global markets, namely, those related
to the easy receipt of funds to the accounts opened in the
Russian Federation.
Unfortunately, within the framework of the study, the
interaction between the government and the business in the
field of creating a single state policy for digital supply chain
management has not been considered.

6. Conclusions

The important objectives of modern supply chain management tools are the focus on the result, maximum customer
satisfaction, constant attention to manufacturability and innovativeness of product development, reduction of the release
time, operation in the context of constant changes.
The efficiency of a supply chain involving the use of digital
technologies is determined by a system of economic relations
based on the use of information and communication technologies. The introduction of this system will provide the state with
significant dividends for its development. When considering the
positive effect of the digitalization of supply chain management
on businesses, we can highlight a number of opportunities:
higher labor productivity; reduced level of fraud, increased level
of transparency and ease of conducting operations; automation
of production; expansion of product distribution channels.
The digitalization of supply chain management makes it possible to:

 ensure the operation of the supply chain management
system in a single virtual environment, which is an
aggregated environment for the reproduction of material,
information, financial and labor flows;
 adapt logistics functions to the conditions of the virtual
environment with the help of smart technologies and the
digitalization of the economy;
 optimize costs by building “accurate” supply chains; in
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this case, building, tracking and controlling processes
are based on business analytical systems using cloud
computing and big data analysis.

In this regard, supply chain management involving digital
technologies is a means of increasing the development rate of
economic systems providing for the effective management of
material, information, financial and labor flows with the help of a
holistic management system.
The practical significance of the research is the possibility of
using the indicators described in the study to create a digital
profile of the country in the context of determining the impact of
digitalization on the efficiency of supply chain management, as
well as identifying the course of state regulation in this area. The
scientific value of the results obtained is the development of the
scientific foundations for supply chain management with the
help of digital technologies as a factor in increasing the
involvement of countries in global trade.
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Abstract

Irrational disposal of solid wastes and its mismanagement has become a major sustainability issue in India. Although,
the recent period has witnessed government’s initiatives in promoting new waste management policies, efforts are
not completely successful due to several reasons. The expectation of statutory bodies is that eco-friendly methods
of waste prevention, waste conversion and waste treatment processes among householders will promote
environmental sustainability. But, research reveals this expectation is positively reflected on ecosystem when citizens
act in favor of environment. In that vein, exploring such behaviour of what impedes in participation of waste
management programs is not only imperative at this stage of urbanization, but it is a primary step in environmental
management. Hence, this article an extension of our systematic literature review attempts to investigate various
behavioural aspects of solid wastes in the view of attaining environmental sustainability. It adopts cluster analysis
approach to explore various critical factors used in past research. To this end, a conceptual model depicting the
influencing factors of solid waste management behaviour is developed and finally, the challenges and conclusion
pertaining to this research is presented.

Keywords: solid waste management; solid waste management behaviour; environmental sustainability; environmental
psychology; behavioural models; conservation behaviour.

1. Introduction

In the past few decades, Solid Waste (SW) has become one
of the most visible environmental issues in India. Although the
problem of SW disposal is not a new one, being almost as old
as human civilization itself, in earlier times the lack of population
and availability of land space meant that wastes could be
disposed in the country side either on open ground or were
placed within layers of Earth (Rockfeller, 1998; Pichtel, 2005;
Thareja et al., 2015). However, due to technological advancement, population explosion, consumer culture and expansion of
cities, both the quantity and quality of SW has changed
(Anneppu, 2012). The heterogeneous characteristics of waste
generation has led to complexity in separation of uniform feedstock at every stage of treatment, resulting in environmental
degradation. To mitigate this problem of garbage, solutions are
often discussed at all levels of statutory bodies. However, the
public has shown reluctance in adopting waste reduction methods and safe disposal habits in the move towards greater
environmental sustainability. Since the natural resources available on Earth are limited, conservation of raw materials and
reduction of wastes in a logical manner is of paramount importance to not only meet energy markets (Chen and Tung,
2012), but also to protect the environment for today’s and future
generations.

1.1. Status of Solid Waste in India

Studies highlight that SW is majorly an urban affair (Sharholy
et al., 2008). They also show that illogical methods of waste
disposal, increasing living standards of residents, insufficient
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infrastructure, lack of resources and slow improving levels of
sanitation have overburdened the waste disposal system,
posing a huge challenge to design a sustainable Solid Waste
Management System (SWM) (Hazra and Goel, 2009; Narayana,
2009; Shivalli et al., 2014). In a report by the World Health
Organisation (WHO) in 1900, the world had 220 million urban
residents who produced fewer than 300,000 tons of rubbish per
day (Hoornweg and Tata, 2018). According to the same report,
by 2000, 2.9 billion people lived in cities (49% of the world's
population) and generated SW to the tune of 3 million tons per
day. In another report by the World Bank, it was postulated that
by 2025, the amount of SW generated across the globe would
increase from 1.3 billion tons per year to 2.2 billion tons per year.
The same study revealed metropolitan cities in developing
nations produce overwhelming amounts of waste, with Asia
alone generating 790 million tons (Pappu et al., 2007). It also
highlighted that by 2047, SW generation in India is expected to
reach 300 million tonnes and land requirement for its disposal
would be 169.6 km2 as against 20.2 km2 that was occupied in
1997 (Pappu et al., 2007). To act upon this issue, the
government of India launched campaigns such as Swachh
Bharath Abhiyan (Clean India Mission), plastic-free mission and
zero waste programs to achieve sustainability (Sood et al.,
2020; Tayal et al., 2017; Thakre et al., 2018). The central
government ministries also announced a list of smart cities that
will cater high quality of life by focusing on sustainable
development (Rana et al., 2019). While the administrative
bodies are focusing on restoring environmental quality, loads of
waste is constantly seen in sensitive areas such as schools,
hospitals, institutions, hotels, parks and tourist places. The loss
of surrounding open areas, increase in commercial markets,
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roadside eateries and unofficial shops have all contributed to a
great deal of non-biodegradable wastes generation (Yadav et
al., 2019). Strategic places of beauty, hygiene, peace and security have also been overtaken by heaps of unattended, overflowing and openly dumped wastes. This status of wasteproduction and disposal practices among the public is alarming
and creates an urgency to interrogate the means of effective
SWM strategies within the domain of urban sustainability. Although a variety of material and energy recovery technologies
have been devised, such a practice of SWM poses an obvious
and immediate danger to the environmental quality (Chen and
Tung, 2012). Per that view, reducing the quantity of wastes
deposited in landfills and attaining sustainability by adopting
eco-friendly methods (Barbarossa et al., 2016: Han et al., 2009;
Kerdsuwan et al., 2015) is one of the classic statements that we
often perceive. However, the methods to move towards this
objective remain unclear. Hence, the gap between laws and
practices needs to be scrutinized in view of social, economic
and environmental sustainability.

2. Solid Waste Management Behaviour
Concept

The meaning of SWM has been reformed at every stage of
urban development to address the real world’s garbage problem. It is characterized with a specific scientific concept in
accordance with local environmental issues (Davies, 2007).
Initially it was comprehended that SWM is the sole duty of
statutory bodies to remove wastes from locations by set of
activities such as collection, storage, transportation, processing,
monitoring and disposal (Alam et al., 2008; Scharff et al., 1994;
Srivastava et al., 2005). As industries emerged, nations witnessed erratic consumerism culture, ‘throw-away’ habits of
citizens, and depletion of natural resources (Pongrácz, 2004).
Hence European Commission (2014) recommended “waste
hierarchy” (reduce, reuse and recycle) methods, which mainly
emphasized a product lifecycle approach. Although this “waste
hierarchy” concept is accepted as the best scientific strategy,
Member States of EU (2014), reports that recycling of wastes
become secondary raw material (Pongrácz, 2002), where the
residual products cannot be directly reused in pre-existing forms.
Additionally, the United States of Environmental Protection
Agency (USEPA) has redefined SWM as a source of renewable
energy to the extent that energy content of the SW source is
biogenic (Cheng and Hu, 2010) and has accepted integrated
solid waste management system as an advanced waste-toenergy treatment that turns wastes into non-wastes. However, it
must be noted that these solutions apply to a scenario where
wastes have already been generated. Whereas, wastes need to
be tackled at generation stage itself (European Council, 1994).
In that vein, while considering a sustainable SWM system in an
Anthroposystem, the role of an individual is vital since wastes
are generated due to human needs, and most environmental
problems can be attributed to human behavioral conduct (Stern,
2000). Thus, government bodies, scholars and planners have
called for more humanistic (or cognitive) approaches, focusing
on environmental preservation through reasoning, social responsibility, awareness and social conscience (Geller,1995;
Nguyen, 2015; Stern, 2000). Under this perspective, SWM is
basically understood as a strong belief and attribute of a person
associated with perceived effectiveness (Taylor and Todd, 1995)
to prevent waste generation. It is also considered an individual’s
civic and moral responsibility which starts from home. Hence,
individual SWM is crucial to any sustainable SWM system and
investigating the way in which they act to the problem of garbage provides practical and sustainable solutions. It is in this
context that this study adopts the concept of Solid Waste
Management Behaviour (SWMB), comprising a set of actions
taken by individuals, communities, societies who themselves
are considered as actors in preventing accumulation of items
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(refuse), minimize wastes (reduce), use of goods that can still be
used (reuse), utilize wastes to usable form (recycle) and waste
disposal in a logical manner (Corral, 2003; European council,
1991; European council, 1994; Pohjola and Pongrácz, 1999;
Pongrácz, 2004). Utilization of this concept is essential and apt
since robust migration processes have changed the lifestyles of
citizens and have imparted over-consumerism culture, because
of which citizens have disconnected themselves from civic
issues (Joung et al., 2013). Thus, this perception emphasizes on
pro-environmental and pro-social practices (Kaiser et al., 2018;
Huang, 2016; Lindenberg et al., 2007). Overall, it focuses on
behavioural patterns of individuals to comprehend why wastes
are generated, how wastes can be prevented, what makes residents not participate in SWM programs, what environmental
values do citizens possess, what barriers are present in effective
SWM system and how to improve individual WM skills.

3. Aim of the study

The aim of this research is to develop a conceptual framework based on critical dimensions that can potentially influence
an individual’s SWMB.

4. Literature Review

The exercise of systematic literature review to understand
the status of existing literature reveals that SWM is complex in
nature (Raghu & Rodrigues, 2020). It also stresses that SWMB
depends on an array of a large set of variables and this concept
needs examination from multiple approaches. Owing to this, we
extracted various variables from previous researches and categorized all critical factors after careful examination and classified
them as four clusters such as psychological variables, situational
variables, community variables and socio-economic factors. These
clusters are postulated using cluster analysis in which the variables are selected from past studies and from where researchers
have examined the inter-relationships between dependent and
independent variables of SWMB (Raghu & Rodrigues, 2020).
The definitions of each cluster pertaining to this research is provided in Table 1 and Figure 1 depicts the causal influence of each
cluster framed for the development of SWMB conceptual framework.

Table 1. Description of clusters

Figure 1. Influence of clusters on SWMB
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Following sections presents the attributes of these clusters
which form the basis of the conceptual framework of this study.

4.1. Psychological Factors

SWMB relates to the psychological functioning of an individual since it involves a conflict between environmental destruction
and environmental protection traits of an individual (Barr et al.,
2004). The indicators of SWMB that is used as a part of
psychological variables of conceptual model is as follows.
4.1.1. Environmental Knowledge

Knowledge of eco-friendly techniques about how, when,
where and why allows an individual to cultivate smart and effective SWM habits. As per Zhang et al. (2015) the outcome of
behaviour based on environmental knowledge will be better than
those not based on knowledge. The knowledge possessed by
an individual refers to an understanding of SW, its impact on
environment, health and safety of residents, techniques of waste
treatment and sustainability and disposal issues. Environmental
knowledge is measured when residents participate in SWM
activities with deep understanding of SW through their actions
and practices. For example, a person with environmental knowledge separates kitchen wastes to obtain rich organic manure
(either to compost at backyard or to place as a wet product in
respective bin). In contrast, a person with no environmental knowledge disposes kitchen wastes in a common bin without
segregation. Similarly, a person who is well-informed about nonreusable items will opt out of shopping such items. Hence, in
everyday life, individuals make constant choices and decisions
based on their previous knowledge which leads to positive or
negative outcomes.
4.1.2. Environmental Values

Literature indicates that values guide actions in developing
and maintaining a person’s attitude. In a study by Izagirre et al.
(2015) to understand the determinants of recycling behaviour,
it was found that pro-environmental value orientations have
significant positive influence on behaviour. Since SWM is an
environmental value-based behaviour and is driven by a concern
for environmental degradation, beliefs about consequences are
developed which guides an action (Stern, 2000). Thus, someone who values waste composting above kitchen waste disposal
may not compromise on environmental values. Similarly, someone who values ecosystem above economic factors may go for
organic products rather than plastic products and packaging,
since they accept the information and support the belief that
plastic is a dire threat to environment and health. Some studies
have proved that intrinsically motivated environmental values to
protect nature would be more favourable (Wan et al., 2014);
since SWMB is purely altruistic. However, the value orientations
may vary across individuals and cultures due to the degree of
orientations that people possess.
4.1.3. Moral Obligation

Moral obligation is a philosophical feature of altruistic behaviour which often regulates thoughts and waste behaviours
(Zhang et al., 2015). Studies have shown that moral obligation
has direct relationship to SWMB, both in public places and home
(Mehmetoglu, 2010). But, in another study by Dolnicar and Grun
(2009), it was found that people felt less environmentally obligated while on vacation when compared to home. Since behaviour
is affirmative when the degree of commitment towards wellness
of society is strong (Vining and Ebreo, 1990), psychologists call
for activating intrinsic factors such as sense of responsibility and
moral obligation. This strategy is vital since it directly relates to
normative goals where it creates a platform for individuals to
behave appropriately and focus on sustainability issues even
when some cost, time and effort is involved. However, streng-
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thening normative goals are quite challenging and depends on
an individual’s degree of commitment towards wellness of
society and environment.
4.1.4. Subjective Norms

Subjective Norm (SN) relates to an individual’s perception of
social pressure from others who are close to them such as
family, friends, and colleagues, who can influence them to
behave in a eco-friendly manner or not (e.g., ‘most people who
are important to me think I should recycle wastes’). Psychological theorists and researchers have analysed environmentally
responsible behaviour and found that SN had significant
influence on SWMB (Mahumud and Osman, 2010; Pakpour et
al., 2014) and some researchers found that SN had weak
relationship with SWMB (Boldero, 1995; Davis et al., 2006). In a
study to explore the role of parental behaviour in the development of recycling and reuse behaviour among young children,
Matthies et al., (2012) concluded that children practiced
individual SWM because parents had adopted effective SWM
techniques and influenced them to do so. Since there are varied
results, it becomes necessary to examine the same in an Indian
context.
4.1.5. Self-efficacy

Self-efficacy refers to a set of actions that is primarily
determined by an individual’s judgements and expectations of
outcomes, by mastering a technique to complete a task
(Bandura, 1977). SWM is not a onetime task but often demands
high will, patience and constant motivation from an individual.
It is rather a recurrent and monotonous activity and hence a
feeling of self-judgement and self-regulation have proved to
yield consistent pro-environmental behaviour (Werner and
Makela, 1998).
4.1.6. Awareness

Examining the level of awareness has been one of the main
dimensions of sustainability as awareness about environmental
issues is the chief indicator of national development. Researchers have repeatedly evaluated the level of awareness to
assess the sensitivity of the public to changes occurring in
environment and to investigate the relationships between human behaviour and environment, householder’s attitude and
behaviour and SWM policies and their implementation (Feo and
Gisi, 2010; Kelly et al., 2005; Ramayah et al., 2012 In a study by
Klöckner and Oppedal (2011), it is suggested that varieties of
inputs should be posited to create awareness, particularly at
school levels since education acts as a tool to disseminate environmental knowledge and awareness among children from
childhood. In many cases particularly in slum and rural communities, awareness about waste issues does not translate into
action and reasons for those barriers can be identified when this
dimension is assessed from individual SWM perspective. The
information thus obtained from citizens is useful for decision
makers, policy reviewers, educators, economists, businessmen
and environmentalists for planning a sustainable SWM system.

4.2. Situational Factors

SWMB has close relationship to the availability of resources
and time.
4.2.1. Convenience

From the behaviourists’ view-point, a healthy and clean
place is attained when essential infrastructures are provided that
support repetitive pro-environmental behaviour of a person. In
a study to predict the food separation behaviour, Ghani et
al. (2013) found that lack of opportunities, resources and skills
were vital constraints in non-participation of source separation
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programs. In a similar way, Aberg et al. (1996) stresses on
individuals’ convenience factor to recycling point since access to
that collection spot influence a person’s intention and perceived
behavioural control. As there is a requisite to explore the feasibility of SWM physical structures, we hypothesize that one’s
convenience to drop-off will have significant influence on SWMB.
4.2.2. Opportunities

Opportunities for taking up SWM activities is a precondition for the performance of behaviour (Thogersen, 1994). For
example, a person could be highly motivated to separate stationary items at workplace and knows that the effective way to
do so would be to place them in their respective bins. But if the
office does not provide the option of segregation bins, they may
feel that the only option is to discard in single bin. Similarly, if
eco-friendly products are not available in market, a person with
environmental values has to settle with products that are available in the market. Hence, more resources a person perceives,
fewer the expected obstacles, leads to stronger intention and
behaviour (Steg et al., 2014) allowing SWMB more evident by
facilitating extrinsic and intrinsic motivators. Although, some
studies have assessed this dimension in general environmental
issues, specific issues such as SWM are more suitable and
demands evaluation. Hence, this indicator is considered as a
part of this conceptual model.

4.3. Community Factors

Of many strategies for behavioural transformations of individuals, community factors are considered to be effective
since an individual is closely associated with community. Hence,
it is suitable to discuss those factors that can significantly
influence an SWMB.
4.3.1. Locality

Urban scientists have proved that localities play a pivotal
role in pro-environmental behaviour since they fosters a sense
of responsibility and a sense of place (Theodori and Luloff,
2000). Locality is described as a place that is environmentally
protected when an individual is aware of environmental issues
that the locality may be encountering (Halpenny, 2010). It is also
highlighted that the same is tackled by protective-behaviour
when he/she demonstrates strong association with locality (Buta
et al., 2014). In a study by Wakefield et al. (2001), it was
explored that residents with a well-developed relationship with
their localities were more pro-active in civic actions than people
with lower relationship levels. The sense of affinity towards
locality develops a set of norms within an individual to keep the
place garbage-free, green and clean. What we need is community spirits from local residents in refusing waste generation
and increase in recycling, composting and reusing practices.
Exploring individual’s feelings, concern and emotions about the
wellbeing and maintenance of locality that he/she resides in,
paves a path for gaining insights about disposal issues, lack of
motivation, relationship with local authorities and other constrains at grass root level. Hence, the level of place attachment
is an important indicator that is assessed as an important
element for this research.
4.3.2. Community-based groups

Several views explain that SWM can be improved only
through better resources of small groups and micro enterprises
that operates in their own neighborhood (Ahmad et al., 2016;
Malik et al., 2015; Tonglet et al., 2004). Community-based
groups comprises a broad range of other than government
organisations such as self-help groups, religious organisations,
residential committees, civil associations and non-profit organisations. Since they act as both influential mediators (between
public and statutory bodies to fill the gap of service provision),
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community groups are considered to be an integral part of the
whole municipality system. In a study by Joseph (2006) it was
concluded that the lack of community-based initiatives had
significant influence on an individual’s engagement in source
reduction and recycling activities. In a study by Bhuiyan et al.
(2010), it was concluded that the lack of community-based
initiatives and public participation had significant influence of
SWMB of an individual. In developing countries, communitybased groups have gained importance as a backbone of municipal counsel in planning, executing and monitoring of SWM.
Since these groups set a platform for individuals to participate in
SWM programs by transforming their behavioural habits and to
act pro-environmentally, researchers have reported that stronger
the community-based groups, greater the level of positive behaviour amongst individuals (Mongkolnchaiarunya, 2005; Boateng
and Raymond, 2007; Joseph, 2006).

5. Socio-economic Factors

In an effort to identify the factors that influence SWMB, a
further set of variables that affect a person’s behaviour is their
socio-economic groups (Bayard and Jolly, 2007). Studies have
shown that older individuals practice SWM regularly as
compared to younger individuals, although the latter recycle for
monetary benefits (De Young, 1990). Reusing is considered a
part of housewives’ jobs when compared to males and working
women (Corral et al., 2003). However, a study revealed that
young, female, educated, high-earning, single, environmentallymotivated individuals have shown to indulge in SWM practices
as compared to other groups (Sujauddin, 2007). In another
study to understand the role of genders in recycling, it was found
that women are more efficient in managing wastes since women are primarily responsible for cleaning, cooking, laundry and
family health (Vining and Ebreo, 1990). Although this vast generalization is too simplistic, it suffices to explain the significant
demarcation of socio-economic differences in the context of
SWMB.

6. Conceptual Model Development
and Discussion

This paper adopts the utilization of theoretical framework to
evaluate the antecedents of SWMB. The rationale for choosing
this approach is, behavioural theories are framed with large
collections of evidence and form the basis of causal behavioural
determinants and its associated examinations (Eastman and
Marzillier, 1984). It addresses behavioural issues by (a)
investigating an array of factors that may overplay/underplay
while evaluating a behaviour (Deci and Ryan, 1980; Stern,
1994) (b) utilizing a particular theory to intervene environmental
degradation (Goldenharr and Connell, 1993; Skinner et al.,
2012; Steg et al., 2014; Taylor and Todd, 1997) and (c) testing
those core theories by adding variables and constructing a conceptual model to investigate the inter-relationships of variables
empirically (Chan, 1998; Rise et al., 2003; Wan et al., 2012; Xu
et al., 2017). Since this research is chiefly concerned about
individual behaviour examination, the conceptual model employed in this paper builds on Ajzen’s (1991) Theory of Planned
Behaviour (TPB). TPB, an extension of the theory of reasoned
action (Ajzen, 1985) is postulated on the assumption that most
human behaviour is the result of an individual’s belief, attitude
and intention to undertake a particular behaviour and the ability
of an individual to take conscious decisions about it (Ham et al.,
2015). It hypothesises that behavioural intention is the key and
immediate antecedent of behaviour and perceived behavioural
control (PBC) is the second determinant that produces mediating effects on behaviour (Ajzen, 1991).
Although all elements of TPB are key drivers of a particular
behaviour, researchers highlight that the principal factor of TPB
is intention i.e. willingness to carry out a task (Gadenne et al.,
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2011). It assumes to capture the motivational factors that
influence a behaviour such as “how hard people are willing to
try, how much of an effort they are planning to exert in order to
perform a behaviour” (Ajzen, 1991). The relationship between
attitude and intention is confirmed to be stronger than the
relationship between intentions and actual behaviour (Kim and
Hunter, 1993), which is expected, considering that intentions
and behaviours are under the powerful influence of external
factors. In that context, some research findings indicate a
necessity to focus on people’s attitudes and intention which can
be achieved through motivational programs situation (Gadenne
et al., 2011). This is because, some attitudes sets quickly
depending on the ease of skill procurement, and awareness of
situation (Barr et al., 2004). For example, a person’s attitude
may turn positive towards environmental protection when
he/she feels that segregation is beneficial to self and environment. Similarly, a child learns to compost wastes first time
and likes to do it again and again when he/she experiences the
feel of gardening. In a study by Jing Ma (2018) it was revealed
that SWM attitude had positive influence on SWM intention.
Some of such SWM studies are on waste separation behaviour
(Stoeva, 2017), food waste separation behaviours (Ghani et al.,
2013; Parzeu, 2015; Stancu et al., 2016; Secondi et al., 2015);
recycling behaviours (Davis et al., 2006; Mahmud and Osman,
2010); factors determining waste minimization (Fahy and Davis,

7. Challenges

Figure 2. Conceptual model of solid waste management behaviour

Enabling SWM facilities that enhance the performance of
SWMB among individuals is a huge task from a sustainability
perspective. India, being a land of diversified culture, has
multiple layers of challenges to impose SWMB among citizens.
Firstly, from psychological view, an extensive divergence of
mindsets of people without common goal of environmental
sustainability is frequently witnessed amongst residents.
Providing education is often seen as an effective tool in public
participation. However, many societies are deprived of access
to technologies and communication and at some places,
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2007; Radwan et al., 2012; Tih and Zainol, 2012), household
waste behaviours (Knussen et al., 2004; Miafodzyeva et al.,
2013; Swami et al., 2011 ) and waste prevention behaviour (Barr
et al., 2004; Bortoleto et al., 2012). In a study by Vilcekova et al.
(2013), four basic factors were found affecting attitude and
behaviour of people: cultural, social, psychological and personal
factors. In the view of establishing links between various factors
of SWMB, above described dimensions such as environmental
knowledge, environmental values, moral obligation, subjective
norms and community based groups have been considered in
prior research; but it is observed inconsistency in methodology and findings. Since SWM is not produced in vacuum
(Hargreaves, 2011), but it is basically due to attitude and
intention of people (which refers to the feelings of a person
towards sustainable WM practice as well as ideas preconceived
that may lead to it), we conceptualize that psychological factors,
situational factors, community factors and socio-economic
factors have significant influence on a person’s willingness to
indulge in SWM activities, which in turn have positive significant influence on SWMB of an individual. A conceptual model
depicting the possible enhancers for influential factors and
advantages of SWMB is also presented in Figure 2. Since
SWMB is convoluted and motivation can be from multiple ways,
solutions provided in Figure 2 may complement each set of
variables.
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educational content is not suited to interests and priorities of
community. Also, not many organisations, institutions and
volunteers come forward to participate in educating citizens.
This holds good especially in rural areas, where people are still
coping with industrialisation and possess varied habitats,
tradition, and culture. In urban areas, people have fast-pace
lifestyles and discussions on environmental protection are often
considered unimportant and irrelevant. In general, people are
not willing to segregate items except newspapers which earns
money for them from local shops. Although urban residents are
well informed about SWM issues, wastes are seen everywhere
which shows that safe disposal habits are still in emerging
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stage. Secondly, of many strategies, it is suggested by studies
that community factors are considered to be vital in transforming
SWMB, since a person learns SWM process from authorities
and organisations. However, community groups are not always
efficient in delivering messages due to lack of materials, lack of
workforce and lack of training. They usually rely upon support
from government and other organisations. Thus, lack of funding
support and its effective utilization act as impediments to disseminate knowledge among individuals. Thirdly, at another
layer, statutory bodies have major challenges in a wide range of
factors such as technical, financial, institutional and legal, which
have great impact on individual SWMB. Constant focus on SWM
strategies with strict policies and regulations, effective design
and implementation of SWM system, regular allocation of funds,
appointing hierarchical members to inspect communities, promoting more community based groups, co-ordination of community
groups, citizens, private sectors, funding prospects, promotion
of recycling and bio-degradable markets, creating awareness in
rural areas, coastal areas preservation, establishment of
research and development centres at every city and municipality
are some of the few additional challenges to be considered
which have significant effects on eco-friendly behaviour.

8. Conclusion

This research is conducted in the scenario where India is
shifting from agriculture based nation to service oriented nation.
To cater high quality life for citizens, Government of India has
announced a list of smart cities (http://www.smartcities.gov.in/
content/) in the notion of developing critical systems through
digitalisation, information and technology, cyber security, central
control system and sustainability. While planning future cities,
one major sustainable issue to be acknowledged is a holistic
and a well-designed SWM system. Common complications of
blocked drains, traffic congestion, pollution, soil infertility, damage
to water bodies, public health problems, safety and security
issues, ecological imbalance, deterioration of food quality and
climatic changes are anticipated from exponential waste production which makes objectives of sustainable smart cities a real
challenge. It is in this context, this paper provided useful insights
upon the importance of considering the concept of SWMB to
attain environmental sustainability. To further this concept, it was
aimed to develop a conceptual model that could examine the
influential parameters of SWMB.
This paper stressed upon investigating human cognition,
motivation and emotion towards environment. This is crucial
since they are potential elements in assisting public health,
economics, engineering, aesthetics and resource conservation
system. What is required among citizens is (a) an understanding
of waste production and its effects on environment (b) demonstration of knowledge by indulging in SWM activities (c) refusing
synthetic materials and shop only bio-degradable products (d)
disciplined and strong approach of waste separation using proper containers (e) non-disposal habits of throwing wastes on the
streets, open lands, drains etc., (f) complete participation in
government’s SWM programs and (h) sense of feeling, love and
commitment towards environment.
Finally, the practical implications of utilising this concept is
enormous. They allow cities to prepare for adverse conditions,
save lives by allowing free access to emergency services on
roads, create special economic zones, restores natural beauty,
improves quality of life, facilitates economic growth of ecotourism, reduces carbon foot print and conserves natural resources. Comprehending the complexity of recent urban developments and acknowledging the importance of studying the
determinants of public orientation towards zero waste to
landfills, this paper attempted to fill the gap between theory and
practice by discussing various variables, framing conceptual
model and highlighting some challenges. The parameters discussed in this research opens up a scope for future researchers
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to conduct more studies and implement pro-environmental
models to build cleaner, greener and leaner environment. Thus,
this research is sure to contribute significantly to the welfare of
environment and society at large.
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Abstract

This study test and analyze how Green Human Resources Management (GHRM) plays role in improving business
sustainability (operational, environmental, and social performance) mediated by Pro-Environmental Behavior (PEB).
This study conducts at Batik MSMEs in Klaten, Central Java, Indonesia. Primary data is used in this study by giving
questionnaire to the owner/manager of Batik MSMEs in Klaten who are members of Kebon Indah and Banyuripan
batik communities in Bayat District. Both communities have hundreds of Batik MSMEs and use natural color,
synthesis color or mixture of them. The target sample in the study is 200 MSMEs. This study uses purposive sampling
technique. According to data recapitulation, the questionnaire which is filled completely by respondents is 180. This
study has a high rates of data collectibility and response because it is conducted when researchers conduct
socialization and training related to one of the HRM practices in those two communities. This study uses Structural
Equation Modeling (SEM) with AMOS 23 technique. The study finds that Green HRM improve business sustainability
in operational, environmental, and social performance. There is a mediating role of PEB in testing and analyzing the
effect of GHRM on business sustainability. Although the GHRM practice is still debated and ambiguous, especially at
Batik MSMEs, the number of study that links the influence of GHRM with business sustainability is still limited and
this study is expected to enrich the HRM theory. In addition, this study model considers PEB role as mediation, while
previous studies tests and analyzes GHRM partially and not comprehensively.

Keywords: green human resources management; pro-environmental behavior; business operational performance;
environmental performance; social performance.

1. Introduction

In this era, companies are demanded to have an awareness
of environmental management. Corporate internal awareness
and responsibility can be used to reduce ecological pressure
and it will improve environmental friendly systems and work
practices (greening) (Arqawi, et al., 2019; Jackson et al., 2011;
Bird et al., 2007; Albort-Morant, 2016; Yong et al., 2019), in each
organizational function area in sustainable manner (Das and
Singh, 2016; Yadiati, et al., 2019; Albort-Morant, 2016; Yong, et
al., 2019; Sugandini et al., 2020). Company employees must
have a contribution in greening implementation in organization
(Pinzone, et al., 2016), including green HRM. If green HRM in
the company has been achieved, it would be a manifesto in
creating green workforce so that employees will be able to
understand and appreciate the green culture in an organization
(Rohilla, 2017; Mandip, 2012).
Empowerment of the poor families through the jobs provision
is Indonesian government’s priorities, especially in Klaten,
Central Java. In 2020, the main target of Klaten government is
overcome poverty in red zone regions, specifically by developing the Batik creative industry in Bayat District, namely in
Banyuripan and Jarum sub-districts. The batik industry in Bayat
district has a high level of competition so that batik entrepreneurs often encourage behaviors that are less environmental
friendly (Muafi & Sugarindra, 2019). Over the time, due to the
extremely fierce level of competition, several critical problems
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emerged and created a dilemma for MSMEs and the government to develop them. Based on field observations, there
are few MSMEs that have not conducted Green HRM and do not
even have pro-environmental behavior. In the production
process, especially in coloring, there are few MSMEs which use
synthetic colors, mix synthetic colors, and natural colors and
they do not have proper waste disposal and ignore work safety
and health. This situation and condition will create obstacles for
MSMEs because it should be able to grow, develop and
sustainable in the long run. The study on green HRM practices
which is related to pro-environmental behavior and business sustainability (operational, environmental, and social performance)
is still limited so it makes researchers examine this theme.
The aim of this study is produce a GHRM model that can
improve business sustainability in a sustainable greening
framework by considering the PEB mediation role. The
theoretical contributions of this study are:
1. The implementation of GHRM in business organizations is
still being debated (Ullah & Jahan, 2017; Uddin & Islam,
2015), and ambiguous (Ahmad, 2015). In general, many organizations focus on profit, not on social and environmental
aspects.
2. Organizations should emphasize the importance of
integration between environmental sustainability and HR
strategies (Ullah & Jahan, 2017). Some empirical studies
strengthen the positive relation ships pattern between
GHRM and organizational performance (Jabbour et al.,
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2008; 2010; 2013; Arqawi, et al., 2019; Jackson et al., 2011;
Bird et al., 2007; Albort-Morant, 2016; Yong et al., 2019), but
the studies that examines their impact on business sustainability are still limited (operational, environmental and
social performance), because it is usually researched
partially (Yusoff et al., 2018; Rawashdeh, 2018).
3. Awareness of GHRM study in Asia especially in Indonesia is
important, but the studies which is focus on the GHRM
implementation with MSMEs objects are still very limited
(Astuti & Wahyuni, 2018; Singh, et al., 2020), especially
when associated with MSMEs performance.

2. Literature Review

2.1. Ecocentrism Theory:
New Awareness to build the Environment

The fundamental theory used in this study is ecocentrism
theory introduced by a Norwegian philosopher in 1973, Arne
Naess, who stated that the concern for the natural environment
can be divided into two kinds; “shallow ecology” and “deep
ecology”. In addition to the understanding of environment, an
understanding regarding ecocentric ethics is also required.
According to Sudriyanto (1992), ecocentric ethics means that
the environment as a whole is at a high level of ecology, namely
deep ecology, which is the survival of all living and non-living as
a component of a healthy ecosystem. This can apply to all living
things including humans who have community ties that are part
of the composition of their citizens. It is in the form of mutual
respect, care, and protect. Everything is interconnected as a
part of each other that synergizes with each other. Ecocentric
ethics is holistic, more mechanical or metaphysical. Simply put,
ecological understanding relies on the existence of a natural
balance, so that all living things are aware of and have solidarity
to act and behave in a way that loves the environment as well
as corrects behavior that damage and exploit nature. The relationship between humans and their natural environment must be
implemented in the context of empirical awareness. The demands of modern lifestyles and the use of technology must be
able to help overcome social and physical problems that can
provide positive benefits instead of damage the environment
and living things (Kilbourne & Carlson, 2008; Lidskog &
Waterton, 2016). Green HRM implementation is believed to be
able to be used to enhance positive attitudes and behaviors for
organizations to be able to love and respect their environment
(Yong et al., 2019; Mandip, 2012; Rani and Mishra, 2014).

2.2. Green HRM Practices (GHRM)
and Pro-environmental Behavior (PEB)

The environmental sustainability topic raises concern among
business executives, governments, consumers, and academics
(Yong et al., 2019; Jackson et al., 2011). Green management
initiative is an important factor in forward-thinking businesses
throughout the world. Employees must be inspired, empowered,
and aware of the importance of green management initiative.
Green management company requires employees that have
high-level technical and management skills. Companies must
develop environmental initiatives and programs that focus on
innovations that are expected to improve sustainable business,
environmental, and social performance (Sudin, 2011). All of these
activities need human resource assets so it requires environmental integration into human resource management (Mehta &
Chugan, 2015; Renwick et al., 2013; Yong et al., 2019).
Mehta and Chugan (2015) define Green HRM as a human
resource management practice that includes the development,
implementation, and improvement of a system so that employees in the organization have a green environment-friendly. If all
employees have a green environment-friendly attitude in
conducting all HR activities, it is expected to achieve environmental-oriented organizational goals and achieve long-term
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sustainable goals (Mandip, 2012; Arulrajah, et al., 2015). In
addition, (Renwick et al., 2013; Yong et al., 2019) state that
when a company integrates corporate environmental management into human resource management practices, it means that
the company has conducted green HRM.
Green HRM has a very important role related to environmental issues, and it is always associated with the adoption of
management philosophy, company HRM practices, training and
development, and legal protection about the environment
(Shaikh, 2014; Ahmad, 2015). Green HRM has contributed to
the concept of environmentally friendly and organizational
sustainability (Gotschol et al., 2014; Wehrmeyer, W.1996). This
means that each employee has an obligation to promote green
HRM to stakeholders and has a commitment to be proenvironment so that the company can be more effective and
efficient in operating (Mandip, 2012). Rani and Mishra (2014)
added that when a company can implement Green HRM
successfully, the company can gain many benefits including
creating, maintaining, and enhance morale that is friendly to the
environment. Besides, the company can maintain employee
retention, company image, and increase company productivity
(Cherian & Jacob, 2012; Suharti, & Sugiarto, 2020).
Environmental management is a priority in the GHRM and it
is associated with every HR practice starting from recruitment,
selection, training and development, performance evaluation,
and rewards (Arqawi et al., 2019; Wagner, 2013; Langoni et al.,
2016). The implementation of environmental practices as the
main objective’s organization becomes an important aspect in
supporting human resource management practices. The current
strategic issue is the existence of debate and uncertainty related
to how green management principles can be effectively implemented in all employees of the organization (Cherian &
Jacob, 2012). Furthermore, environmental practices can also be
used by companies to initiate promoting environmental management to surrounding community and government. All of
these activities are also useful for supporting environmental
management within the organization which will also have an
impact on the company's environmental, social, and business
performance. It requires commitment and support from top
management and staff to run it so it will success and have
environmental sustainability in the future (Yong et al., 2019;
Mandip, 2012; Pham et al., 2019; Masri, & Jaaron, 2017).
Green HRM should involve employee initiatives in environmental friendly practices so the costs (Jackson et al., 2011;
Rohilla, 2017) and employees' carbon footprints will reduce
(Masri, & Jaaron, 2017). Green HRM practices also have a
relationship with employee green behavior aspects (Pinzone
et al., 2019; Saeed et al., 2019) includes intra role and extra
role behavior (Dumont et al., 2017). Recognizing the existing
economic, social, and environmental impacts, sustainable organizations must seek advices from a wide range of stakeholders,
both internal and external in designing and implementing their
business strategies and operations [Das & Singh, 2016) so they
can have green behavior in the future and the company environment can be cleaner and safer (Yusoff, 2016).
H1. GHRM has a positive influence on PEB

2.3. Pro-environmental Behavior and Business
Sustainability

Pro-environmental behavior is defined as employee’s activity
in organization, directly and indirectly, to help or improve the
natural environment (Kee, 2013) so that it can be considered as
“the driving force of strategic behaviour” (Schuler, & Jackson,
1987). It also has become a strategic issue that needs to be
considered in a company's strategic decision making (Kollmuss
& Agyeman, 2002; Steg & Vlek, 2009; Ozaralli, & Rivenburgh,
2016). Pro-environmental behavior arises when someone
consciously wants to minimizes the negative consequences
caused by interactions with nature and the surroundings. In
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general, pro-environmental behavior can be caused by: external
factors and individual internal factors (Kollmuss & Agyeman,
2002), attitudes, subjective norms (Kee, 2013), social norms
(Ture & Ganesh, 2014), behavioral control perceptions, consequences perceptions, situational factors, intentions behavior
(Rachmawati & Handayani, 2014), behavioral control (Kee,
2013), and efficiency education (Solopova, 2008). When individuals have a love for the environment, it means that they have
succeeded in saving the earth. It also means that individuals
want to provide a useful inheritance for generations to come.
According to the New Ecological Paradigm (Dunlap, et al.,
2000), it has given a new view that nature does not exist merely
to serve human needs and desire. PEB is believed to be able to
be used as a guide that regulates (conduct) human relations
with nature.
This study is more focused on HRM aspects such as
prompts, commitments, feedback, social norms, incentives, and
convenience which is an effective promotion for pro-environmental behavior (Schultz, 2014). Saeed et al. (2018) find that
there is a relationship between pro-GHRM behavior and
environmental behavior. The results of a meta-analysis study
prove that if a person's attitude is positive towards the environment, it will have a voluntary nature in behavior (Venkatesh,
2003), especially in pro-environmental behavior (Hines, et al.,
1987; Sugandini et al., 2018). Individuals who have responsibility for the environment will show a positive attitude towards
the environment and recognize the importance of nature and the
environment (Sugandini et al., 2018). Cherin and Jacob (2012;
Sugandini et al., 2018) prove that someone who has a
responsibility for the environment will have an impact on their
intention to reduce behavior that is not environmentally friendly.
In the behavior context, conservation is identical with proenvironmental behavior (Hungerford & Volk., 1990; Sugandini et
al., 2019). There are five important points in conservation
behavior namely someone who has an active participation in
environmental preservation or environmental activists, participates in signing a petition in preserving the environment,
reduces energy use and has environmental friendly behavior in
daily life, has Ecosystem behaviors, conduct green behavior in
the workplace (reducing waste, energy efficiency, and etc). The
typology of pro-environmental behavior is divided into three,
namely: green purchase behavior, good citizenship behavior,
and environmental activist behavior (Lee et al., 2014). Lee et al.
(2014) find that PCE (perceived consumer efficiency /
effectiveness) and environmental concern have a positive
relationship with citizenship behavior. The urgency factor is
companies need to increase green training when increasing
their pro-environmental behavior so they will have satisfaction at
work (Pinzone et al., 2018). Kelley (1998) underlines that
proactive behavior is a key that distinguishes employees who
have star performers and not.
In addition, Schuler & Jackson (1987) state that someone's
strategy-oriented behavior means that someone has an
innovative and creative behavioral orientation. Green HRM
needs to involve environmental friendly HR initiatives to play a
role in reducing costs and helping in better job involvement and
retention (Mandip 2012). Alt and Spitzeck (2016) prove that the
capability of organizational citizenship behavior in organizational
units can improve corporate environmental performance. Kola
Lawal (2015) states that organizations who adopt proenvironmental behavior influence environmental performance.
Business sustainability is related to a company's ability to create
No.

1.

Variable/
Literature Source

Operational definitions

GHRM

GHRM practice oriented on the
development, implementation, and
improvement of a system so that
employees in the organization have
a green environment-friendly
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profits, protect the environment, and improve social life (Triple
Bottom Line) (Velasquez et al., 2011; Aras & Crowther, 2008;
Salimath& Jones III, 2011; Das& Singh, 2016). Some empirical
studies prove that Green HRM practice (green recruitment and
selection, green training and development, green performance
appraisal, and green compensation) ,directly and indirectly,
improve business sustainability (Mandip, 2012; Arulrajah et al.,
2015; Cherian& Jacob, 2012; Yusoff et al., 2018).
H2. PEB has a positive influence on operational performance
H3. PEB has a positive influence on environmental
performance
H4. PEB has a positive influence on social performance
H5. PEB mediates the influence of GHRM on operational
performance
H6. PEB mediates the influence of GHRM on environmental
performance
H7. PEB mediates the influence of GHRM on social
performance

3. Research Model

Figure 1. The GHRM and business sustainability:
The mediating role of PEB
This study has a model that Green HRM influence operational, environmental and social performance which is mediated
by pro-environmental behavior. Business sustainability uses
three measurement variables, namely operational, environmental, and social performance (Velasquez et al., 2011; Aras &
Crowther, 2008; Salimath & Jones III, 2011).

4. Research Method

This study uses survey method. Researchers want to explain
empirical phenomena that occur in the field (Simonson et al.,
2001; Sugandini et al., 2020). This study uses primary data by
giving questionnaires to MSMEs owners/managers which uses
natural coloring, synthesis coloring or mixture of them. Likert
scale technique is used with a scale of 1 (strongly disagree) to
5 (strongly agree) for GHRM and PEB variables. Whereas, business sustainability variables use a scale of 1 (very low) to 5
(very high) when compared to competitors' business sustainability. A more detailed explanation can be seen in Table 1.
This study uses Batik MSMEs in Klaten especially in Bayat
District as population. The sample target is MSMEs which is
participating in the Batik Association of Kebon Indah and
Banyuripan. Both associations have hundreds of MSMEs that
are oriented on natural, synthetic, or mixed colors. The target
sample in the study is 200 batik MSMEs represented by their
owners/managers. The sampling technique is conducted by
purposive sampling with the following criterias, such as: MSMEs

Indicators/Items
1.
2.
3.
4.
5.
6.
7.

Green job description
Green recruitment and selection
Green induction
Green training
Green performance assessment
Green rewards
Discipline management

Source

Al Romeedy (2019; Astuti &
Wahyuni, 2018; Ahmad,
2015; Arqawi et al., 2019)
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No.

Variable/
Literature Source

Operational definitions

2.

PEB

Every activity of owner or
manager’s MSME in the
organization, directly or indirectly,
help or fix the natural environment.

Operational
performance

3.

Environmental
performance

4.

5.

Social Performance

The batik MSME’s operational
performance compared with
competitors in the past 5 years

The batik MSME’s environmental
performance compared with its
competitors in the past 5 years

The batik MSME’s social
performance compared with its
competitors in the past 5 years

Indicators/Items

1. Using public transportation or walking
when going to work
2. Drying batik clothes naturally
3. Use double-sided paper
4. Reduce synthetic waste
5. Turn off the lights which are not used
and use energy saving lamps.
6. Saving water
7. Do not use disposable products
8. Planting trees and green plants
1. Efficient in buying, cutting fabric, and
boiling cloth or mordan
2. Efficient in designing paper or nyorek
and fabric patterns or ngeblak
3. Efficient in giving wax layer on a
drawn motif on the fabric or nyanting
4. Efficient in coloring and during the
'locking' color process
5. Efficient in drying and releasing wax
on fabric or ngelorot
6. Service processes quality

1. Recycling
2. Reducing toxic waste
3. Reducing or replacing hazardous
chemicals in production
4. Environment and nature conservation
5. Prevention of waste and reduction
of synthetic waste
6. Comply with hazardous waste
disposal regulations
7. Sustainable energy efficiency
1.
2.
3.
4.
5.
6.
7.

Source

Kolla Lawal (2015; Lange &
Dewitte. 2019; Hungerford
& Volk, 1990; Sugandini et
al., 2019).

Muafi & Sugarindra (2019;
Abdul; wahab et al., 2016;
Yadav et al., 2019).

Lucato et al. (2017;
Shahedul Quader et al.,
2016).

Empowerment of the poor
Expanding field and job opportunities
Develop social networks
Kusyk & Lozano, 2007;
Increased social welfare
Eggers et al., 2013; Kraus,
Improving the life quality of the community
et al., 2017).
Social services that satisfy the community
Donations for social and environmental funds

Table 1. Variables, Operational definitions, Indicators and Measurement Scale
who have been operating for a minimum 3 years and MSMEs
who have batik motifs and coloring use a minimum 5 colors.
Based on data collectibility, the data that fulfilled the requirements and feasible to be processed is 180 respondents
(80% response rate). The high response occurs because the
researchers distribute the questionnaires while conducting
socialization and training to the two associations so that
respondents were very enthusiastic to answer and respond the
questionnaire properly. This good collaboration can be done
because so far the two associations have become fostered
partners in research and community service activities that
have become the main task of the Faculty of Business and
Economics, Islamic University of Indonesia. This study uses
structural equation modeling (SEM) model which is processed
with AMOS 23. The validity, reliability, and model test use the
goodness of fit criteria (Hair et al., 1998).

5. Research Results

5.1. Characteristics of Respondents

Most of the respondents in this study were: women (95%),
owner and manager (83%), the coloring process using natural
color (82%), aged over 40 years (81%), batik motifs more than
10 variations (79%), coloring using 10-15 colors (81%) and not
yet having waste disposal (90%).

5.2. SEM Model Analysis

The analysis used to prove the hypothesis is structural
equation modeling (SEM) calculation with AMOS 23 software.
Normality test result shows that the value of multivariate CR
in this study is 1.214. CR values are in the range of ±2.58 so that
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the data has been normally distributed. Test result also shows
that there aren’t outlier data.

5.3. Confirmatory Factor Analysis (CFA) Analysis

The analysis finds that there were 2 indicators which have
loading factor values below 0.5 namely PE8 and PE7 so it had
to be removed from the analysis. After removing two invalid
indicators, all indicators in this study are valid. Furthermore,
the goodness of fit (GOF) test results are fit as can be seen in
Table 2.

Table 2. Goodness of Fit Confirmatory Factor Analysis

5.4. Reliability Test

The reliability coefficient ranges from 0-1. The higher the
coefficient (close to number 1), the more reliable the measuring
instrument. Construct reliability is good if the construct reliability
value is ≥ 0.7 and the extracted variance value is ≥ 0.5 (Hair et
al., 1998).
Based on Table 3, it can be explained that the construct
reliability of all variables ≥ 0.7 and the extracted variance of
each variable ≥ 0.5. So the questionnaire used for this study is
reliable.
Furthermore, the path analysis model can be seen in Figure 2.
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Table 3. Reliability Tests

Figure 2. The results of the GHRM and business sustainability: The mediating role of PEB

The results of the full model goodness of fit (GOF) test
shows that all criteria have been met (fit) as seen in Table 4.

The relationship between proposed variables in hypothesis
can be seen in Table 5. It can be concluded that hypothesis
1,2,3 and 4 are accepted (CR> 1.96; (P) <0.05).

Table 4. Full model of GOF Test or full model

Table 5. Regression weight test results
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5.5. Mediation Test
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Mediation test can be seen from the significance of the
indirect effect between variables as shows in Table 6.

Table 6. Mediation Test Results
Based on Table 6, it can be concluded that H5, H6, and H7
are accepted. The overall relationship between variables produces a significance value <0.005. Pro-environmental behavior
is able to mediate the relationship between green human resource management and operational performance (sign. 0.021
<0.005). Pro-environmental behavior is able to mediate the
relationship between green human resource management
and environmental performance (sign. 0.014 <0.005). Proenvironment behavior is able to mediate the relationship of
green human resource management and Social Performance
Management (sign 0.010 <0.005).

6. Discussion

This study finds that the GHRM model with MSME settings
is acceptable. This proves that MSMEs are increasingly aware
of the importance of conducting GHRM practices by considering
PEB as a mediator. In the future, MSMEs will also increasingly
realize the importance of improving business sustainability. The
study results also prove that GHRM influence PEB (H1
accepted). In the case of MSMEs in Klaten, the MSMEs
apparently started the GHRM practice by conducting these activities, namely: discipline management, green induction, green
training, green performance assessment, green recruitment and
selection, green job descriptions and green rewards. This
condition occurs because there is a number of MSMEs using
synthetic colors or a mixture of natural and synthetic raw materials from the beginning. Although there are many MSMEs that
implement green practices but the GHRM practice has not been
run ideally. Nevertheless, they have begun to realize that if they
conducting GHRM practices in a planned and serious manner,
they would be able to improve business sustainability through
PEB. This also supports the findings of Pinzone et al. (2019;
Dumont et al., 2017; Saeed et al., 2019) that Green HRM practices also have a relationship with employees' green behavior
aspects, including; intra role and extra role behavior (Dumont et
al., 2017).
Some behaviors that can be conducted by MSMEs namely;
using public transportation or walking when going to work, drying batik clothes naturally, using double-sided paper, reducing
synthetic waste, turning off unused lights, using energy-saving
lamps, and water-saving. The difficult thing to do is asks Batik
MSMEs who use synthetic coloring to reduce synthetic waste. It
is also difficult to make synthetic waste disposal due to limited
capital, knowledge, and the land. Local government should
continue to disseminate and provide guidance and capital
assistance to them so that they are increasingly aware of the
dangers when they do not have waste disposal and do not love
the environment. For MSMEs that use natural colors, the disposed waste is not dangerous because they use raw materials
which are obtained from nature such as plants, roots and
leaves. The raw materials are widely obtained in the surrounding
environment and traditional markets. It also supports Sugandini
et al. (2020) that if MSMEs conduct a green supply chain, it
would be able to improve the orientation of the owner /
management strategy to be able to survive implementing green
behavior in each of its activities, therefore the environment can
be cleaner and safer (Yusoff, 2016).
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The study results prove that PEB has a significant positive
influence on operational performance (H2 accepted), environmental performance (H3 accepted), and social performance
(H4 accepted). Green strategic behavior has been considered
important for MSMEs because it can be used in making strategic
business decisions, especially in efficiency matter of each production activity by considering the natural environment long term
sustainability. This also strengthened (Kee's, 2013; Kollmuss, &
Agyeman, 2002; Steg, & Vlek, 2009; Ozaralli, & Rivenburgh,
2016; Venkatesh, 2003). MSMEs should have a responsibility
for the environment because life must have benefits for environment (Hines, et al., 1987; Sugandini et al., 2018). It is
recommended that from the beginning of MSMEs, socialization
and training to all staff and managers about GHRM is must be
conducted. MSMEs must have an innovative and creative green
behavior orientation in their activities and must be oriented to
long-term interests. It also supports (Mandip, 2012; Jackson et
al., 2011; Rohilla, 2017). The capability of MSMEs citizenship
behaviors improve MSMEs environmental performance (Alt and
Spitzeck (2016); Kola Lawal (2015), and able to generate profits
and improve social life (Velasquez et al., 2011; Aras & Crowther,
2008; Salimath & Jones III, 2011; Das & Singh, 2016). Green
HRM practices (green recruitment and selection, green training
and development, green performance appraisal, and green
compensation) are believed to be able to improve business
sustainability (Mandip, 2012; Arulrajah et al., 2015; Cherian, &
Jacob, 2012; Yusoff et al., 2018).

7. Managerial Contribution

Managerial contributions of this study are:

1. Owners/managers of MSMEs must understand that MSMEs
have different characteristics in their business practices, especially in HR practices, operations, marketing, finance and
services. Although it has been proven that GHRM is able
to improve business sustainability (operations, environment
and social), but it is necessary to consider aspects of HR,
resources, technology and capital owned by MSMEs when
implement in the field.
2. The GHRM implementation can be introduced and continuously promoted to all staff and management starting from
the process of green recruitment and selection to green
rewards and green leadership. The goal is that MSMEs increasingly aware the importance of having a green business
in the future.
3. PEB can be directed so that MSMEs actors have green
strategic behavior and conduct that behavior in a sustainable
manner. This can be started by introducing simple behaviors
such as using double-sided paper, using public transportation or walking when going to work, drying batik clothes
naturally, turning off unused lamps, using energy-saving
lamps, reducing synthetic waste, and water-saving. Managers can also introduce other behavioral innovations in order
to create and improve sustainable business in the long run.
4. Operational performance improvement can be conducted in
several ways such as: operation with cost efficiently in every
operational activity and service process. While Environmental performance improvement can be conducted through;
recycle, reduce toxic waste, reduce/replace hazardous chemicals in production, preserve the environment and nature,
prevent waste and reduce synthetic waste, comply with hazardous waste disposal regulations and sustainable energy
efficiency.
5. Social performance improvement of MSMEs can be
conducted through; empowering the poor, expanding employment and employment opportunities, developing social
networks, improving social welfare, improving the life quality
of the community, providing social services that satisfy the
community and contributing social funds.
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8. Limitation and suggestions
for future research
The limitations of this study are:

1. Although this study proves that GHRM has a significant
positive influence on business sustainability (operational,
environmental, and social performance) and has supported
previous studies, similar studies are still needed, especially
at MSMEs. It is because there are many MSMEs that are not
aware of the importance of green business, especially
GHRM practices. The results study from Firdaus and Udin
(2014) explain that the GHRM implementation in general
would only add costs to the organization. It is also reviewed
by Schoemaker (2019) that GHRM had no positive influence
on the company's financial performance.
2. The population in this study is only two MSMEs associations,
each of which has MSMEs members oriented on natural,
synthetic or mixed colors. It is possible for them to answer
the questionnaire not carefully and not understand the
purpose and objectives of the GHRM, especially in MSMEs
that are purely oriented on synthetic colors. Likewise, the
sample size obtained also does not reflect the condition of
batik MSMEs in the entire Klaten Regency which is very
large. Future research should use a sampling technique that
is more able to generalize batik MSMEs respondents in
Klaten Regency as a whole.
3. The focus of this study only analyzes GHRM and its impact
on business sustainability (operational, environmental, and
social performance) which are mediated by PEB. This study
has not analyzed the antecedents of GHRM such as green
transformational leadership (Singh et al., 2020). The mediation role can also consider other aspects such as green
lifestyle (Ragas et al., 2017), green innovation (Singh et al.,
2020), and psychological green climate (Dumont et al., 2017).
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