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Introduction

"It is not the strongest of the species that survives, nor
the most intelligent that survives. It is the one that is
most adaptable to change.
In the struggle fosurvival, the fittest win out at thexe
pense of their rivals because they succeed in adapting
themselves best to their environment.”

CharlesDarwin

Adapt or disappeara comparison with the animal world is very apt in regard
to the business enterprisEhe dinosaur example (their failure to adapt to rapidly
changing conditions) is not totally dissimilar from contemporary organizations,
which ignore rapidly changing circumstanc8satic naturef organization does not
guarantee them stability. Quite thentrary.Organizations that do not adapt to the
changing environment have a lot problems of survival in a marketplagcecent
years we haveeen many large and significant companies that could not find their
place in a changing environmehthman BrotherKodak Nokia, Gdansk Shipyard
and many others.

Today o6s c Indlegmrecedardbybut it is surely spectaculgro-
litical and social transformatien(eg.in the postcommunist countds orin the Arab
countrie3, financial crisesglobalization of the economyhe rapid developmeni
technology the growing importance ahformation andcknowledgein the economy
with new threats to thanformation security of the organizatiomrowing compet-
tion but alsodevelopment of international emperation

Adapting to the above changes may be difficult, but is not impossible.
Changesre forcing the organization the introduction ofnnovatiors as well ago
the development of new methods ahanagemenivhich dlow them to survive and
develop sdn consequence leadimgganizationgo thegrowth.

This monograh consists of fifteen chaptengich describe the outline of the
issues of organizations functioning in changing environméfg. were tying to
presentselected conditions of environment variability, affecting today's organi
tionsas well as methods and practicésnanagement which support solving kne
pected situations.

The First Chapter raises the problerokthe new crises in the fuiwhich
will shock not only enterprises but also regions, countries, continents or perhaps
even the whole world. Trying to answer the questi@o we have a chance to get
out of this dilemma and how does the answer looKlikthis chapter presentssdli
cussion about different aspects, different tasks and roles as well as some general


http://en.wikipedia.org/wiki/Lehman_Brothers

theories and methods to support a special management to solve unexpeated situ
tions.

Chapter Two presentfiagnoses and evaluates the pogis financial arch
tecture of te European Union. Its main purpose is to explain the idea and design of
a common European supervision over the activities of financial institutions versus
the underlying considerations related to the financial instability issue.

In ChapterThreeon the Gengia's examplethere ar@nvestigatel mainthreats
to Economic Stability in the Pe&ommunist Countriesinemployment and poverty
as well asegative balance dhetrade

Issues of unstable development of the Belarusian economy are described in
the Chaptr Four. It is shown that transition of the Belarusian economy to new
steady quality of growth is possible only as a result of carrying out the saiuctu
economic reforms directed tquisitions by the Belarwsi economy of the market
status but these gairethe political decision.

Chapter Five draws on extensive studies devoted to dimernsfiomsprofit
marketingwhich in that chapter is perceived as a continuum in the framework of
reaching the consensus in the discourse of marketing philanthropy.

Chapter Six explores the problems of néwormation security threats irr-o
ganizations in the knowleddsmsed economy and indicates the role of risk analysis
as a key element to create an optimal security system.

Chapter Seven presents théormation as amaportant decision tool in unce
tain conditions, focusing on two complementary aims: the identification of-info
mation disclosure compliance of | ASBO i
sions, contingentabilities and deferred taxemd the identi€ation of variables that
best explain the variance of those information disclosure indexes

In Chapter Eighthe author aims to describe the problems of using the Ba
anced Scorecard in an entity from the sector of migmall and medium ente
prises in onditions of variabiity surrounding indicatethat the behavioural factors,

i.e. the attitude of the enterprise's management and emplthaese of basicm-
portance for successful implementation of this method.

Business model rethought, basedontwouthr i st i ¢ t ool sn- Al t ¢
tive principles and Os bgdgatminproementoitheS CA N
organizationds functioni ng sdenvircamentanec er t
given inChapter Nhe.

Chapter Ten contains not ontile analyses of the efficiency measurement
possibilities of strategic anagement in cluster structurlest alsothe anaysis of
structure and linkagess well as characteristics of distribution channels.

An attempt to identify the nature of stakeholderghanging environment of
the organizations from the theoretical perspective was made in Chapter Eleven.

Chapter Twelvepresens the theoretical background of building theoject
management team structume well as provides a framework for incorporatihg t
concept into the practice to achieve expected resultstireproject implementation
within institutions of higher education.

ChapterThirteen seeks to define and identify the knowledge management in
various organizations, especially in modern higkgwcation adapted to the clgan
ing conditions

10



The analysisof the conditions affecting the stability and developmet pr
spects of four bigest electricity companies in Poland in a changing environment are
degribed in Chapter Fourteen.

The last ChapterFifteen focuses on the problem of reforming the socia-tax
tion and social security in Republic of Belarusne of the major tasks which the
Belarusian society needs to solve in the course of economic and socialrtransfo
mations.

We are honoured to expeespecial words of acknowledgement and gratitude
to all coauthors and the reviewer for their greatly appreciated efforts and esntrib
tion towards this unique joint international publication.

Beat a D-Szaadas k a
Tomasz Stefaniuk
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CHAPTER |

How can we establish a special Europeanridgement to solve
Unexpected Situations

Elvira Kuhn !

Walter Voigt

1.1. Description of problems

Vital interventions into all types of cooperation in kfike increasing virtula
ity, may be jobrelated or private, while playing or shopping, or in the increasing
Information Networking, which is send secured into all parts of the world, or in
Communication and Social networks via Web4.0 or by the keyword SMART CITY,
- the Society anh Culture will alter completely and permanently. This will although
happen to the c¢climate if we dondt take
Starting point of the questions, which result from thiepter are based on
the coherences between ttiganges in the environment and the stability of rente
prises, societies or states and the influences of these elements on the targets of the
individual subjects ad the impact on the mark&{&igure1).

We have no common target system neither in Europevoddwide. Thee-
fore we cannot give a statement about effentgs and in consequence we do not
know something about the stability of our town, our region, Europe, the‘Wbodd
we have a chance to get out of this dilemma and how does it look like?

In Conclusion of our previous stutiwe have postulated that it is not enough
to observe the markets and to evaluate the processes, but there are possabilities d

! Prof. Dr, Hochschule Trier, Fachbereich Wirtschaft Organisation und Informationsmanagemen
Schneidershof, Germany

2Dipl.Ing.,Uni versit@tsklinik Ulm Comprehensive Cance
3 E. Kuhn, W.Voigt, Cloud Computing and the consequencése new territory for public organie

tion, IX International Conference MANAGEMENT 2013, Polan&iedice, 1611. June 2013.

* Ibidem.

® Ibidem.
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scribed in ITI®: IT-Strategy (Quality, Cost), FGovernance (rules and stiamds
which have to b followed), (IT-Organization, ITProcesses, Finfrastructure, I
Applications, cheacterized by direct communication with the user andtéff and
teammembers with the appropriate IT Knddow. And we have found out that the
new activities need new radike trainers, coaches, market observirayers for
international IT law administratorspuyers (Cooperation with banks, authorities),
Interface Offcers, risk managers or strategists on a political platform.

Also last yearin another papémwe haveshown that we can understand-cr
ses as important conditions surrounding the public and private sector organizations
as well as our life and society. So it is important to examine the conditions under
which the activities of public sector organizationstgkace from different perspe
tives and to be clear about its impact on our whole life.

Environment, —

{ ) A

\_ Factors ~/
N~ \ targets

e +,,,,,/ e

agility ‘ ‘ig’ﬂiﬂﬁvenus\

° - ( effect

?

Figure 1. The worldwide dilemma of future processes
SourceE. Kuhn, W.Voigt,C | o wpl.ci.

To answer these questions, we have to redneecomplexity in different
small parts and to analyse the conditions and the problems, and at last to find the
adequate organization structures and the measurements. The High Reliability Orga
ization (HRO) is a worldvide accepted tool for the ManagemeiffitEmterprises,
which are confronted by a permanent change of environment.

To reduce the complexity multiple methods it will be helpful, to examine
some methods in respect to their usefulness for our problem. Some of these methods
derive from the area of 8ware Engineering, others from the Marketing and others

6 C. Stych, K. Zeppenfeld;omputer science focus on ITISpringer Verlag Berlin Heidleerg, 2009,
pl138.

" E. Kuhn, |. MaierMust we have fear of change? reflections about the conditions of activitieb-of pu
lic organizations and their effects by thewief a normal citizen]6. Mai 2013, Management in Public
Organizations, Session V, 4th International Scientific Omnfee, Warschau, Polen, 2013.
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from the Q@ganisation section etc. First of all we have to find a phase concept. This
complies on one hanith detail the phases which have to be passed through (e.g.
pilot survey, inventory controland on the other hand the definition of the way in
which theses phases have to be executed (linear, cyclic, prototyping, evolutionary,
incremental, etc.).

One phase concept possible is describgd.. Grumbach, V. E. Richert
Kuhr®. It is a mixture of arincremental model (in respect of the necessity ofra co
sistent target system), an prototyping model (in respect of the cooperation of diffe
ent enterprisesas as a single organization structure) and evolutionary mogel (Ada
tion to a new environment). We Wilegin with the actual state agsils.

1.2 Actual State Analysis

The actual state analysis is divided into the following subtasks:
System scope, System sunveincluding analysis of the organisational structure of
the relevant enterprise or enterprisgpdrtment, the analysis of tasks, analysis of
communication data and work flow analysisystem specification as well asay-
sis of weak points.

To carry out the actual state analysis, discussions, conferences and high level
tasks have to be held, exiggienterprises/ committees are monitored at work, iactiv
ty protocols are studied, forms, flyers, and other publications or protocolsare an
lysed and questionnaires initiated. To cut a long story short, all people concerned are
involved in this analysis. ffle biggest problem are the different terminologies used
by the different specialists. This can be avoided by an introduction of a thesaurus.

Environment as a reference value

To recognise the relevance of system and the relevant environment, the View
Conceot is widely accepted. But in order to take up the view of each actor, éie rel
vant environment factors have to be recognised. This can be done by the KUHN
method® where the environment factors are put into relation to the success factors
By these valui@on process future scenario strategies can be deducted. [Tiagiva
(scenario technique) is the relation between influence variable and success variable.

8. Grumbach, V. E. RicherE.Kuhn,K°® nnen s Keonizelplte IfTr die alterr
Steigeung der LebensqWoarlsittefltl ulmegi teriangeesn ?7Kon sbergt s f ¢
2014.

® That method has been described in: E. Kiathodik und ITUnt er st ¢t zung zur Op
Anpasp ar kei t von Geanc edef RahmenbedirgsngedAWITA Wismarer
Wirtschaftsinformak-Tage, Wismar 2010; E. Kuhliy.Voigt, Influences of Decision under Uncertain
Information On ITManagementi Aspect Adaptivity Risk management irthe business sector,
Konferenz organisiert von European Virtual Institute ftmtegrates Risk Managmeii EU-VRI,

Stuttgart, Mai 2012E. Kuhn, I. Maier,Wie kann ein Unternehmen im Wettbewerb bestefBiDRS
Jahrestagung, Mannheim 20H); Kuhn, O. Stazak, |. MaieHow can an enterprise survive comipet

tion? Information managemergquirements,Internationale Conference, Competition or fe@tion?

Efficient outcomes in different markets, Siedlce, Polen 2011.

10 yU.Reibnitz, SzenariesTec hni k. Il nstrument e fer di e unt e
ErfolgsplanungWiesbaden, Gabler Vet 1991.
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Management principles

To get from error management to the High Reliability Organisation (HRO)
thefollowing 5 principles have become ddtshed, to solve unexpected situations.

Error management has got a higher priority than success managemeiiv (princ
ple 1), nevertheless the feasibility (principle 2) of the operational work flow s tho
oughly carved ot in unison. Thus an oversimplified interpretation can be avoided
(principle 3). The workflow should be flexible (principle 4), if necessary additional
personnel, internal or external, can be consulted and makes a fast reaction possible
(in case of floodsfire etc.). The responsibility will be issued due to the competence
and skill (principle 1). AThe combinat.i
collective awareness, which enables these enterprises to meet these criseks and ma
functions much quier and to react targetr i e*ht e d o

Categorising of people

The following questions have to be answered:

- Up to which degree is this person?

- Which fundamental values are of significant importance?

- What are his attitudes towards business, family, leisiane, tmoney,

consumption etc.

To find an answer to these questions, people have to be categorisedlin stan
ardised categories. There exist different methods to categorise people and their pec
liarities, like e.g. Sinusilieu-Model*.

The SinusMilieu-Model combines demographic characteristics like education
and income with the subjective world of a person. Thereby the human being is
looked at in a holistic way: everything of importance to him, is valued. His social
background, wiided into upper, middle andwer class, is put into context with his
basic orientation in tradition, modernisation / individualisation andrientation.

More information on milieudescription like milieu of the performer, liberal ihte
lectual milieu, traditional milieu etc., yowill find in Myers-Briggs-Type indicator
(MBTI)."® On the basis of this categorisation the personality can be evaluated. This
can be used by the enterprises in the field of personnel employment or in the marke
ing department to create customer profiles. iBatso can be used to investigate the
characteristics of society. Thus the shift in values or trends can bé gavedt

T. Sedlacek in his papekeals with the humanity and the human béfrighe
focus is not put on efficiency of the human being arsdrblie as a factor of produ
tivity or android, but on companionship and teamwork. Thus automatically arise
energies, which are never evoked by a sophisticated examination of the HOMO
OECONOMICUS.

How can we solve this task? By additive consideration angthpos
sociological findings?

K. Weick, K. Sutcliffie,Das Unerwartete managek|ett-Cotta 2003

12 sinusmilieu in // http://www.saatkorn.com/wpontent/uploads/2012/04/sinuslieu-2012.jpg
13 Myers-Briggs Type indicator (MBTI), www.typentest.de/typentest_desrklarung/mbth t.m
147 Sedlacekpi e ¥konomi e yG@GodimaBu\erlag, 8099. B° s e
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1.3. Target System

If humanity is in the focus of our target concept, then different values have to
be in the focus of our interegfSgure 2)

Figure 2. Humanity as target system
Source: own resedic

Not money, profit and greed, not economy, efficiency and effort are important
but we have to consider a civilised, cultural and a happy and contended weorld. H
man relations, love, friendship, beauty, arts, emotiom® accompanying éors -
and resulin a stability in all situations within ourselves, within the families, vait

in society, within Europe. Btassiid syq owva rt
Amovedo. Automatically we think not onl
are gettingcooperative. This is expressed in an old children sayhge joy we

give to others wild.l oDenm elie Fremde,odie wir deleen, r t
kehrt inEs eigene Herz zurgicko).

Consequently, to manage an enterprise by these principles, théoandbit
follow the strategiesmuch further, much higher, much quicker, must not havie pr
ority, but the management of ponderabite and i mpo'hAder abi | ity
Do we take a look at the Software organisation technic, we now have to a
swer the question of futionality? What must our system accomplish? Do we ask
for agility, then we md Jhe ITSappost would bet h e
done by a work flow management system in terms of the required adaptivity of the
processe§Dondt f or get sistayt towdealnwdtrentbresaem prabkems
when starting the computer. The objective must not only be to increase the-respo
siveness but although thetanomous acting and manipulating of situations. With

15T SedlacekDi e ¥ k o nop.aiti, e 36.

16 K. Weick, K. Sutcliffe,Das Unerwartete managen. Wie Unternehmen aus Extremsituationen lernen.
SchaRdegchel Ve haftStegerrn Reaht GwibH ($ttgart) 2010.

YAgiles Maniheélsee Ui nhewvsve Devel opéMetihoRluebnr i ken
BE Kuhn,Gest al t ungsrahmen zur Wor kf |l owuntamneaingt zun
robusten Unternehmeika Vetag Berlin, 2001.
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that said the anticipatory thinking and preventiorasuges are important. Defence
strategies and evasive manoeuvres can be developed at an early stage. We need
a Software, to describe the interaction with the enterprise environment. This inte
face has to prescribe the patterns of behaviour and if necebeadyalogs needed at
special situations. The potential cooperation partners and the documentatian
documents which data for whom and whyave to be specified.

In difficult cases we need a feasibility study. Can the problem be saved at all?
Do wehave the personnel needed? Have we got the money and the time needed?

Different levels, views and aspects can be tranfefrech the field of
Systemdesighi. How can we accomplish a change of thinking?

1.4. Solution - systematically leadership and managaent

To administrate systematically, people have to be willing and ablens co
municate and to respect each other. Semantics are of vital importance and you have
to find a consistent terminologyhe consistency of the management in roles and
committees irtimes of crises and problems can be easily handled by the adherence
to competences and skills. The one with the greatestetenge and authority will
be responsibl e. There 1isndt a more simp
greatest benefit of happess.Precautionary measurements as well as enhancement
of the catalogue of measurements will be discussed.

Committees similar as discussed in the mpiltijectmanagement committees
have to be establish@dKarl E. Weick gives an advice, how to managetsyns
more effectivelf. Hi s advice of wisdom: Acriiedyot i c ¢
inactivity. Furthermore he imposes the insight, that there is not but ou#sol
There is not a right or false solution. he also recommends to avoid the beofédfit/p
thinking. Concentration on the momentarily profit might collide with the benefit in

future. I't is better to accept a rertai
prises should be | ooked at abservg whaiesvol ut
happeni ng, what can be done and what co
done. O

1.5. Summery and Outlook

A precise target system, corporate activities, which people love to do, genuine
communication even in cases of difficulties are basic présiggs to maintain st
bili ity in al/l of the systems. I n futcure vy
tive and norproductive, the wellbeing of the human being should have the utmost

¥ w. SclBsyfserement wi ckl ung, E,i nAddiegonf ¢We sAinesyprVierhlsa
2010.

20N. Bircks, E. Kuhn, 1. MaierMulti-project Management as a Mean to Increase the Capacity for the
Integration and Functional Capabilityf Armed Foces Budapest, Ungarn 2009.

21 3. Schnurer., Rezension vom 18.11.2010 zu: Karl E. Weick, Kathleen M. SufehfidJnewartete

managen SciPofefsemel Verlag f¢r Wirtschaft A Steuern
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priority. The research in happiness will, which also deals wiih ghoblems, will

bring together all the different cultures and religions, which know how to deal with
their own problems very well. So we can learn by them. We are at the moment in
a phase of moving closer together which according to Schopenhauerpardhie

of the porcupine finds its limitsA i t goes as far as one
neighbour and then recedes. This processmorgis unt i | the right
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CHAPTER II

Financial Instability and the New Architecture
of FinancialSupervision in European Union

Beat a DoSnaudE’k a

Even though a few years have passed since the peak of the global financial
crisis, national economies are still dealing with the consequences of finan@al inst
bility. This instability is the cause of slowdown in business, the problem ensuing
from, among others, prolonged distant economic horizon for business activity. Bus
nesses postpone their investments and households reduce (or cut down)peonsum
tion, trying to redue their debts. The financial instability issue continues to be
a predicament for households, business and nations. It also causes probléms for f
nancial markets and makes a permanent impression on their performance.

Market mechanisms cannot provide stiépilWe need institutions acting for
the security of the financial system and adequate regulations designed to inhibit
crisisgenic market behavior.

This section diagnoses and evaluates the-qgrisis financial architecture of
the Eiropean Union. Its maipurpose is to explain the idea and design of a common
European supervision over the activities of financial institutions versus theynderl
ing considerations related to the financial instability issue. The discussion is based
on studies of sources (mairiBgislative acts and antrisis regulation drafts), refe
ences and professional literature.

2.1. Financial Instability

Development and efficient working of the financial system are important for
the performance of the real economy and public welfares@helationships have

22phD, Siedlce Universit of Natural Sciences and Humanities
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been broadly described in the subject litergtutability is highlighted as a bemef

cial effect of the financial market on the whole economy. Conversely, finaneial i
stablity disrupts the economy and, typically, leads to a fire@nerisis. Financial

instabli ty i s most often defined through ¢t}
perspective, financial instability means any deviation from the optimum investing
andsaving course of the economy, brought to life by imperfastiaf the financial
market”,

The architecture of the contemporary global financial market contains many
factors feeding instability on the financial market. The existence of the giant fina
cial sector and its pressure on financial innovation, includingldpment of new
investing instruments, is just one example of factors creating instability andoeontri
uting to the rise of crisis drive?s Crisis drivers spread among financial institutions
and finac i al mar kets | i ke a @c mtntealgothtweally di s
and globally and its consequences are the aggravation of imperfections of, and
a damage to, the global financial market.

To operate smoothly, and thus prevent financial crises, the financial market requires
secnstrGity and financial stdlly. Today, the key challenges in this area are &s fo
lows™

- define an optimum level of global monetization, including the volume of

banking business,

- build an adequate financial safety net,

- identify an optimum coverage of security regulations and dimigs to

be imposed on financial institutions including banks,

- put together a welllesigned structure of bailout and liquidation measures

for individual financial institutions in trouble, including banks,

- develop good practices for financial institutions,

- improve the public awareness of the world of finance.

Financial stability has never been given a strict definition in literature, perhaps
due to the complex nature of the idea. If we take a closer look at the existing defin
tions, we will find they can beascaded from very generic to increasingly specific
ones. The following two approaches to defining financial stability prevail:

1. A broad approach highlighting attributes that the financial system should

feature to be recognizable as stable.

B 0.Szczeps8Eabkal noSIi finansowa | Wydawnicove INaukowen k u ¢
SCHOLAR, Warsaw 2008,p 18-22; M.A. Kose E. Prasad, K. Rogoff, S.J. Wéiinancial globd-
isation: A reappraisal IMF Working Pape No. 189/2006; R. Levindsinancial development and
economic growth: Views and agendia:] AJournal of E O &ol.8InNa 2/1996t er at
L.H. Summers)nternational financial crises: Causes, prevention, and cuie AThe Amer i c a
EconomicReviewd, Vol. 90, No. 2/2000

24y, Saporta,A. Haldane S. Hall M. Tanaka Financial stability and macroeconomic moddis:]

ABank of Engl and FioNea h6104dp.8B3B.abi | ity Review
BSeeJ. PerGl obalizacja rynk-wekphacgse@gecwaaf pnabbaen
[in:] Wyzwania gospodarki globalnej Pr ace i Materiadgy I nstwtutu F
t et u GdadE31R01R.g o0, N

%M. ZaleskaWs p - §cz esnd quoadig?o WoiSi: ] M. VBEarkinivwarerkdcta (e d
niestabilnej gospodarki Pr ace Naukowe WyUszej Szkogdgy Bank
p.12.
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2. A narrow approdt tending to define financial stability as the state of

freedom from financial crisis.

The National Bank of Poland defines financial stability as a state in which the
financial system plays its role without interruption and efficiently even wherpit ha
pensto encounter an unexpected and harmful major disturbar®e, this is more
or less the same definition as those accepted by the members of the Euragpean Sy
tem of Central Banks (ESBC).

Al so this definition foll ows tfiee HAbr
guently mentioned aspect s, such as the
its ability to continue performing its tasks.

According to O. Szczepa@Eska, a stabl

stati¢®. On the contrary, it is desirable thhe financial system grows with stability.

The functions of the financial system should be stable rather than manners by which
the are performéd Considerations about stability of the financial system compel its
regulators to draft bills intended to seetihe operation of the financial market inst
tutions and avoid stresses likely to undermine this stability. However, over
regulating the system castagnate it and, in time, pose barrier to economic
growti.

J.Ko | e $ooks &t the relationship between stability and financial system
security. A stable system is only resilient to shocks whereas a secure one is immune
and confers protection to its stakeholders. A secure banking system maydse som
what unstable,.¢., display a degree of inconsistency, but never to the poim-of u
dermining the confidence of its participants. We can also imagine an opposite situ
tion of a stable system that is not perceived as secure. Note, however, that the same
causes that can makhe system unstable in a short term can frustrate confidence in
the banking system and make it look insecure in the lor) run

Most people associate financial stability with stability of the banking system.
This is due to the role the banks play in tlkeremy. They are the critical money
lenders in the economy and participants of clearing systems. Therefore, destabiliz
tion of the lending sectors can have many adverse effects on the economy as
a whole. The maitoring of stability of the lending markethk to be proactive since
accurate identi€ at i on of ri sks and the [ evel of
challenges is reessary to maintaining balance. Besides, banks have to live under
a unigue exposure to a ns yuwlda possibledt i s k O .
verse consequences, this risk poses one of the major threats to the smooth operation
of the financial market. Broadly speaking, systemic risk means the possibility of
occurence of serious disruptions in the financial transaction chaia gesult of
interlinking the individual members of the financial market. Accordingly, any
shocks or disruptions spilling over from one segment of the financial system to a

z http:/iwww.nbp.pl/home.aspx?f=/systemfinansowy/stabilnosc.html

B0, Sz cztpaabdEslkpaditSpl 35 ¢

29 5. Daltung, The relationship between price sthiyi anf financial stability] i n: ] AEconomi ¢ R
No. 4/2001, p. 9

0. Sz c ztpaabEslkpaditSol 35 é

. KoBeSpikcze@®stwo syst emu,iimWearsaw204lop.54Teor i a i
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other can start an avalanche culminating in adedlle crisi¥. We also know of
other marketmperfections with potential to precipitate a banking cfisi@mong
others, these include the asyetry of information, adverse selection and moral
hazard, any of which are capable of eroding the security of banks and their clients.

2.2. Pog-crisis Architecture of Financial Supervision as a Response to the &e
tordos Crisis

Researching into the matter of stability will reveal that the market mechanism
is incapable of providing stability. This creates demand for institutions working for
thefmlmnci al systemb6s security. These inst

The financial safety net comprises the functionally and institutionally @terr
lated solutions whose mutual relations cause an increase in safety and effectiveness,
while maintainhg competitiveness among banks both domestically and internatio
ally*. These solutions are designed to guard the system against destabilization and
disasters caused inter alia by financial crises and systemit, bsid confidence in
the financial systemand protect the customers from the consequences of financial
institutions insolvency. Protection against the effects of the financial crisiseand r
duction of its impact are of a key significance to the single European market, which
is particularly suscejble to disruptions in financial markets due to the numerous
links and financial relationships of large European capital groups and the euro zone
operatior®.

Ensuring financial stability is a multidimensional task, forcing involvement of
many institutionsfrom individual segments of the financial. In narrow terms the
safety net is limited, however, to the safety of the banking systémsuch an
proach, in most countries the financial safety net of the banking market consists of:
the central bank, finamal supervisory institution, and the deposits guarantee system.
The safety net also includes the government as a regulator and trustee of public
funds®. At the European Union level, the financial safety net currently primarily
consists of the European Geal Bank, the Basel Committee on Banking Superv
sion, national deposits guarantee systems, the financial supervisory systam at n
tional level and that of the European Union.

%2 5ee: A. Jurkowsk@ajdlerrBe zpi e zeyEskw finansowego w Swietl e
Wolters Kluwer, Warsaw 2008, p. 179

33 For more see A. StelmacBeneza i uwarunkowania tworzenia systemu gwarantowania depozytow
[in:] J. SsWspedockasnyeds)y)ystem dnane DitnyWyarsamPpIB,c i e i
p. 2325.

%)J. KoBeS8pi k¢ zop. @ispt 10D é

35 A. JurkowskaZejdler,Be z pi e c z e €Eop. sitpp. 14y n k u

% B.D o ma @zaruma, Common banking supervision within the financial safety, riet]
K. Raczkowski, F.Schneider (ed.)The Economic Security of Business Transastidbhartridge
Books Oxford, 2013pp. 262263.

5" M. Capiga,Det er mi nanty i struktur al[lwe? piMec zGadssitgwaa,
G.SzustakSi e | bezpi ecze EDeWuivarsaivl0dAd s 20we g 0

%8 A. StelmachGeneza i uwarunkowaréa o p , p. 2526t .
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The lessons from the financial crisis brought to light mistakes made in the
managment of financial institutions, including banks, and imperfections ofxhe e
isting supervisory mechanisms. Above all, problems with the coordination af supe
vision over banks engaged in international business came to the fore. It transpired
that the indivdual national supervisory bodies did not work together or share info
mation efficiently and the national regulatory and supervisory requirements varied
between the EU member states. Thus, there was a need for developing new solutions
to ensure that the stiakes are not repeated in the future. Therefore, the centralized
European supervision over the financial market was brought into being.

The present architecture of the European financial security system consists of
two groups of tools:

1. Instruments and regations enacted before the crisis which began in 2007.
2. Instruments and regulations developed in response to the crisis:
a. the European System of Financial Supervision: the-qrigis supervis-
ry architecture set up on the EU territory, proposed by a gieaifby
Jacques de Larosiere,
b. the banking union project designed for gradual imple atiemnt
The report presented by de Larosiereos
financial supervision model considered by the group as optimal from the point of
view o individual nations and the community. The model assumed strengthened
cooperation and coordination between the national supervisory authorities and a
Europearevel body responsible for monitoring threats faced by the EU financial
system as a whole. Theagip recommended an-@tepth reengineering of thews
pervision architecture in Europe by implementation of-lex@| supervision condis
ing of macre and micreprudential supervisidR This project gave birth to there
tralized European supervision (Big 3).

The macreprudential supervision, defined as the monitoring and evaluation
of possible threats to the stability of
charge of the European Systemic Risk Board. The purpose of the Board isito ident
fy threats, give warnings and, if applicable, make recommendations on riskaallevi
tion measures. Therefore, the primary responsibility of the Board is to monitor the
systemic risk in the EU member stdfes

¥)J. KoKesnhhBt nadzoru bankowego i regul afni nadz:¢
J. Nowakowski (ed.)nstrumenty i regulacje bankowe w czasie kryzipsfin, Warsaw 2010, p. 32

Op. Hr ycki ewi czGz yM.n oPvayw gnoavwdszk-ar, s pegni swop-e zadar
sowym w Europie oraz ich konsekwencje dla PplskiA Ma t e r i hldj 389, NaroSdwy Banka o
Polski, Warsaw 2013, p. 15
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European Systemic Risk Board (ESRB)

Macro-prudential

supervision
Information on micro-
prudential Early risk warning
developments
European Supervisory Authorities (ESA)
European Insuran European
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M|Cr0‘prudent|al (EBA) Pensions ar eEtS Ml,JAE Orlty
supervision Authority (EIOPA) (ESMA)
N N N
A 4 A\ 4 A\ 4
National National National
Banking € Insurance (€ Securities
Supervisors Supervisors Supervisors

Figure 3. The European System for Financial Supervision

Source: Own analysis based &teport by the Higlhevel Group on Financial Supervision in the EU
Chaired by Jacques de Lar os htp/feeeurpfa.euinternl Snatke2 0 0 9 )
finances/docs/de_larosiere_report_en.pdf

The micreprudential supervision was commissioned to three Europaan S
pervisory Authorities (ESAS) operating as part of the European System for Financial
Supervsion (ESFS):

- European Banking Authority (EBA),

- European Insurance and Occupational Pensions Authority (EIOPA),

- European Securities and Markets Authority (ESMA).

ESAs succeeded the hitherto committees of European supervisors with their
primary responsibility for advising the European Commission (spetyfical the
matters of harmonized application of the Community directives and the convergence
of supevisory efforts of the EU nations). These committees were never authorized
to exacise supervision directly.

2.3. The Banking Union as a Building Block forthe Postcrisis Regulatory
Architecture

The former architecture of the financial security system has proved te be i
sufficient, as many financial institutions are multinationals. In addition, the lessons
learnt from the financial crisis support the argamthat the EU needs a stronger
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European supervisory architecture and prudential control to support the maintenance
of financial stability. This need is particularly urgent in the banking sector as it plays
a special role in the financial transactions chand is heavily exposed to systemic
risk. Accordingly, legislative work on the harmonized supervision over the activities
financial institutions continues.

The appointment of the additional supervisory authority over the Euro Zone
(so-called Banking Uniopmembers is one essential transformations of the sdperv
sion model undergoing in EU. This idea arose in response to the global financial
crisis and is expected to provide financial stability in the Euro Zone nations.

The concept of establishing an integdhfinancial framework (the smalled banking

uni on) was presented by European Commi s :¢
the informal meeting of the European Council dated 23 May 2012. At the European
Council summit meeting held on 28 June 2012, Heman Van Rompuy, in cola

oration with the Commission and the Eurogroup and the President of the European
Central Bank, presented the report entiti@wards A Genuine Economic and
Monetary Unio** that defines four pillars of the future of Economic andriétary

Union (EMU):

- an integrated financial framework,

- anintegrated budgetary framework,

- anintegrated economic policy framework,

- ensuring the necessary democratic legitimacy and accountability.

4Ihe notion of the integrated financial framework actuallans the banking
union™,

It is believed that a well designed Banking Union could help ease the crisis by
the following means, without limitatidrt

- breaking the negative feedback between insolvent banks and insolvent

states,
- easing the moral hazard by offey managed bankruptcy (resolution) to
banks Atoo big to fallo),

- building depositor confidence by harmonizing deposit guarantee systems,
- stronger supraational supervision for early risk identification in the
banking sector.

The concept of banking unios about creating a new dimension to therfina
cial safety net and the uniform principles of restructuring, liquidation and resolution
of banks in a paituropean dimension. The banking union is to cover all the EU
Member States and consist of the followiritigrs™:

- Single Supervision Mechanism (SSM),

41 Towards a genuie economic and monetary unjodReport by President of the European Council
Herman Van Rompuy, Brussels, 26 June 2012, http://ec.europa.eu/economy_finance/facuson/
sis/documents/131201_en.pdf

2B . Do m@zaEsgaCoMmMok op. cit, p.268.

BL . P acw, riavbankowa k | fska czy sukces | ednogihiAZeddroz rynk
dzani e i oHI0MBaparsl&ni Wer syt et Gd g GE46R.i Gda®Esk 2013

4 K. Waliszewski,Koncepcja unii bankowdjs zans e i zagroUeni a joytha sekt c
wPolsce [ i n: ] Maggorzata Zaleska (ed.), Uni a Bankoc
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- Deposit Guarantee Scheme (DGS),
- Banking Recovery and Resolution Plan (BRRP, resolution).
Also the CRD IV Directivé® and CRR Regulatidf which are to implement the
Basel IIf recommendations into the Europeagdeorder in the period of 2013
2019, are part of the efforts taken to increase financial sefurity

Establishing the Single Supervision Mechanism was the first step towards the
cregtion of the Banking Union. The Council of the European Union passefinéhe
draft of the two regulations establishing the Single Supervision Mechanism on Oct.
15, 2013:

1. Council Regulation (EU) No 1024/2013 of 15 October 2013 conferring
specific tasks on the European Central Bank concerning policies relating
to the prudatial supervision of credit institutions.

2. Regulation (EU) No 1022/2013 of the European Parliament and of the
Council of 22 October 2013 amending Regulation (EU) No 1093/2010
establishing a European Supervisory Authority (European Banking A
thority) as regardthe conferral of specific tasks on the European Central
Bank pursuant to Council Relgtion (EU) No 1024/2013.

The European Central Bank is currently preparing to fully undertakeuis pr

dential supervision responsibilities. It will launch its fedale ativities in this area

in Nov. 2014. At the same time, EU institutions are continuing with the next phases
of Barking Union development, i.e., the Single Resolution Mechanism.

The implementation of the Single Supervision Mechanism has indeed transformed
theframework of the financial supervision in EU existing before 2014u¢€id).

“5 Directive 2013/36/EU of the European Parliament and of the Council of 26 June 2013 on access to
the activity of credit institutions and the prudential supervisiooredit institutions and investment
firms, amending Directive 2002/87/EC and repealing Directives 2006/48/EC and 2006/49/&C, Off
cial Journal of the European Union, 27.6.2013. Available at: http:léeeuropa.eu/LexUriServ
/LexUriServ.do?uri=0J:L:201376:0338:0436:EN:PDF

46 Regulation (EU) No 575/2013 of the European Parliament and of the Council of 26 June 2013 on
prudential requirements for credit institutions and investment firms and amending Regulation (EU)
No 648/2012, Official Journal of the Eumgn Union, 27.6.2013. Available at: http:/feur
lex.europa.eu/LexUriServ/LexUriServ.do?uri=0J:L:2013:176:0001:0337:EN:PDF

47 Basel Ill: A Global Regulatory Framework for More Resilient Banks and Banking SyB&BsS,

Basel 2010. Available at: http://www.bisg/publ/bcbs189 dec2010.htm

®B. Do m@zéEsghCaio mmo n b @m &itj pp. §69270.
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nad instytucjami finansowymi w Unii Europejskigf.] M. Zaleska (ed.)Unia bankowa Difin, War-

saw2013, p. 60.

The Single Supervision Mechanism consists of the following
- ECB as the supervisory authority, s
monetary and supervisory functions,
- Member States of the euro zone,
- Other Member States, i f they proin t
erationd mechanism.
The cooperation betweethe supervisory authorities of the Member States
which have joined the SSM, and those remaining outside the SSM, will ba-coord
nated by EBA.
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The European supervision will be exercised over the relevant creditinstit
tions in the euro zone, i.e. such ffiat

- have assets in excess of EUR 30 billion, or

- have assets in excess of 20% of the GDP of the home country and they

are higher than EUR 5 billion, or

- shall be deemed relevant by the European Central Bank at the request of

the natimal supervisory authorifyand

- credit institutions that have received assistance funding from the ézurop

an Financial Stability Facility (EFSF) or the European Stability Mech
nism (ESM).

The idea of a banking union raises hopes for solving many problems, as well
as objections andomments. In general, it seems logical and coherent. The main
argument in favor of the banking union project is the multiplicity of cHossder
links between financial institutions in the EU. With a hlglel of confidence, one
may say that the scale dfeise bonds will not decline in the coming years. By ha
monizing regulatory and supervisory standards and by establishing the singile Eur
pean banking supervision, the integrated management of banks in a crisis situation
would be enabled and conditions woblel created to ensure that the cost of rescuing
big banks could be paid by the entire euro zone, while protecting the interests of
depostors through making a common system for protection of deposits. It would
also povide the possibility for restructurirend an orderly liquidation of banks. The
proposed concept of the union would also allow the Member States remaiting ou
side the euro zone to enter the banking union if they wished so and if they were
ready to adapt to the proposed requirements, thusiegabk financial sector to
increase the range of its stabiffty

The Banking Union also raises many doubts, questions and critical comments.
A review of the design of the European banking supervision would reveal that its
structure will be quite cumbersenThe process will not eliminate the structures
established in 2011. This means an institution supervised can be controlled (directly
or directly) by multiple institutions including the supervisors from the parent and
host countries. Accordingly, the atldn of another decisiemaking center brings
about a necessity of clarifying competences, mutual reporting lines and relations
between the new supervisory bodies on the one hand and not only the existing a
thorities but also the European commission, mafisupervisory bodies and national
governments on the other hand. Another important question is the cost of operation
of the Single Supervision Mechanism and related concerns that these costs-will bu
den the clients of the institutions supervided

49 M. ZaleskaUnia bankowa koncepcjaiwyzwanja [ i n: ] Ma § g oUnia BankewaRifin] e s k a
Warsaw 2013, p. 17

°B. Do m@zéEsgaCaio mmo n b @m &itj pp. @E271.

"Formoe see: Maggbnk at & a A dtepalkar; Z. Szpringer,Unia banlowa,
http://www.sejm.gov.pl/Sejm7.nsf/publikacjaBAS.xsp?documentld=5990455F3B1C85A6C
1257B4F00495720&SessionID=D1815QLFNG
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The baking union project also creates some questions about moral ¥azard
regulatory chaos, the consequences for the commercial banking sector ofrthe cou
tries outside the euro zone, the marginalization of national supervision, and many
others.

Note also thatdgal regulations do not provide for automatic guarantees of
stability or security of bank$ This is because what really matters is bank mana
ersdé performance, accountability &or de]
tions and unknowns are manyewhould hope that the coming of the Banking U
ion heralds a new quality of financial governance and improved financial security.

Morein: JK. SolarzdPokusa naduléyl [ uni ] MaigloumaBankawaBifinl es ka (
Warsaw 2013, p. 126.

%3S, Flejterski,Dylematy regulacji sektora bankowego (na marginesie debaty o unii bankdiwg;)
Maggor zat a UhiaBaakekadifin( Watdsaw) 2013, p. 169
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CHAPTER 11l

Major Threats to Economic Stability in the P@&dmmunist
Georgia: Reality and Prognosis

lasha Meskhia®*
Shota Shaburishvili*®

Immediately after regaining its independence, Georgia began to buildca dem
cratic, legal state oriented to market economy. However, during the transition period
the country faced serious ddfilties (civil war, military activities in Abkhazia and
former South Ossetian Autonomous Region, hyperinflation, economic collapse, loss
of old and traditional markets, energy and transport blockade, extremely tense cri
inal situation, GeorgiRussia wargtc.). However, due to the reforms, the country
began to oveome economic and social problems gradually. Constitution of the
country was adopted, various laws were developed, Georgian national currency was
adopted and a number of reforms were carriedatrabst in all spheres of public
life>®. However, the reforms were often random and not saiee as a result, they
could not bring the desired result. Although, in recent years there were high rates of
economic growt h, ma j o bendfityronotliat, taskfeeduyp-o p u |
ing poverty and unemployment was not performed. Many ottiezraely important
and pressing economic and social threats also remain in the agenda. Solutn of th
se problems requires serious, reasonable and thoughtful iastilaking quick,
momentary decisions, which was usual for thgegoment coming to power after
the Rose Revolution, had only shtetm impact, which became dbwus in 2012,
after the new government came to patkeBelective sforcement of laws, violatio

54 Professo, Head of the Department of International Business, |. JavakhishiiiiTstate University,

Thilisi, Georgia

%5 Associate Professor, Department of International Business, |. Javakhishvili Thilisi Staezsiiy,
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of human rights, insecurity of propenights, elite corruption, pssure on business
and other negative factors significantly endangered maamoetc stability and
economic development of the country. Simultaneous functioning of new and old
governmerd in 2013 seriously damaged the country: political awetisy between
different parts of society deepened, economic growth rate almost halved, foreign
trade turnover decreased, volume of both foreign and domeatistinents reduced,
the task to create moe j obs wasnot i mpl emented, et
sl owed down, a number of reforms were c.
to see the positive effects of these reforms in thesseéuture.

The objective of ti$ chapteris to investigateand evaluate basic macreec
nomic threats the country is facing, which might become even more serious in the
neaest future due to exogenous and endogenous factors.

3.1. Number one threafi Unemployment and Poverty

In recent years, population of Georgiashbeerin decline. From 1990 to
2013, the population decreased from 542.4 thousand to 4483.8 thuBatidrate
drops, mortality rate increases, the share of aging population has also increased.
53 percent of the population lives in the urban areds4é&rB percent in rural areas.
There has been a declining tendency in the number of ruralgbiop, resulted in
the growth of urban population. Because of high unemployment and poor living
conditions migration rate is quite high. According to the catmna of the experts,
over the last 20 years over one million people migrated from Georgia to othmer cou
tries. This amounts about 25 percent of
money sent annually by the immigrants to their relatives living in Ge@mounts
to 1.3 1.5 billion USD.

Despite high rates of economic growth, living conditions of the population
have not substantially improved. In recent years, average monthly salary opthe po
ulation has been increasing. By 2012, nominal wage increasety ®m times co-
pared to 2000. Despite the high rates of salary increase, its average volume is still far
below compared to the respective figures not only inld@esl countries, but also in
post soviet countries. In 2012, average monthly nominal satasy712.5 GEL. The
highest average salary was in financial sector (1402 GEL) and in state administr
tion (1031 GEL) and the lowest in education (355 GEL) and agrrelisector (425
GEL). Poor living conditions of the population becomes obvious fromallfafing
figures: by 2012 the average household income did not exceed 675 GEL, income of
the employed person580 GEL, income of the sefimployed peson- 67 GEL,
income from agricultural producte18 GEL. By the same year, agge monthly per
capita itome was 187 GEL and theilig wage for an ableodied man was 158
GEL. The median of consumption is 192 GEL. The share of piulbelow 60
percent of median consumption is 23 percent and below 40 percent is 10 percent.
Gini coefficient according to tal income is 0.43 and according to total expenditures
0. 45. 9.7 percent of t he coummentgodiad popL

%8 The source of the data given here and hereafter is the National Statistics Office of Georgia
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assistancerogramgo the poor. Poor conditions of life are conditioned by high rate
of unemployment (Table 1).

Table 1. Unemployment in Georgia in the years 20@012

economically active| employed, | unemployed,| unemployment
population (work- thousand thousand rate, %
force), thousand

2000 2049.2 1837.2 212.0 10.3

2005 2023.9 1744.6 279.3 13.8

2006 2021.8 1747.3 274.5 13.6

2007 1965.3 1704.3 261.0 13.3

2008 1917.8 1601.9 315.8 16.5

2009 1991.8 1656.1 335.6 16.9

2010 1944.9 1628.1 316.9 16.3

2011 1959.3 1664.2 295.1 15.1

2012 2029.1 1724.0 305.1 15.0

Source: own research.

The number of activegpulation in Georgia is gradually reducing, the number
of the employed people is also decreasing and unemployment rate is inéPeasing
There is an extraordinary situation in the couritrgconomy is growing, GDP
growth rate is quite high, new companies anahll business enterprises are lesta
lished, tax revenues increased by ten tinsder these cirgustances, instead of
increase in employment rate, itds stild]l

The problem is conditioned by the following factors: firslue to structural
trarsformation of the budget sector and the reforms carried out in the couniry tho
sands of people lost their jobs in recent years. Most of these people are intellectuals
who couldnét change their mentaliny an
other jdo; second increase of the unemployment is partly conditioned by the fact
that the inflow of foreign direct investments in Georgia was followed by inflow of
foreign workforce and consequently, the number of jobs for domestic workforce has
reduced; third scientific, technical and technological progress is evident, as a result
there are less jobs; and finally, the forth and main factomly about one third of

the countryds gross domestic product i s
This meas that most of the goods consumed in Georgia is produced in foreign
countries. This is a very acute probl er

economic, but also social security of the country. In case negative trade balance is
maintained for dong time, the problem of unemployment will remain unsolved.
Some causes of unemployment should be also mentioned here:
- Optimization of employment, as a result of transformation of form of
ownership of soviet enterprises. Due to this most of the emplogeple
lost their jobs;

% Meskhia 1., Living Standards and Poverty in GeorgiaGEORGIAN EKONOMIC
TRENDS,Quartely Review, May, 2008, p-63.
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- Most of the large enterprises closed down as they were irrelevantto ma
ket ecoomy;

- Introduction of new technologies due to structural changes in economy;

- Seasonalityn employment as a result of construction of {®monomic

infrastructire;
- Inappropriate and ineffective state employnfealicy.
of ficial statistics of Georgia didnotf

those who are registered as job seekers in state employment office are considered as
unemployed. Because oféfiective functioning of such offices, actual unenyplo

ment rate is much higher and according to experts, the number of unemployed is

2 or 3 times more than the official statistics say. Accounting practice, based on the
methodology of International LaborrGg ani zati on canot refl ec
Georgi a. of ficial statistics doesnoét re
a result, exact number of the migrants is unknown. Most of the migrants leave the
country to find a job. If we include theim total number of the unemployed, ume

ployment rate will exceed half of the economically active population. Most of the

state programs developed to reduce the unemployment in recent years, turned out to

be ineffective, as they were mainly held in-pfection period to get political div
dends. Thus, it can be concluded that ¢
reduce unemployment in the country and the problem became especially acute in
recent years.

Unemployment rate differs by regions of theuotry. In the regions, where
the mining and manufacturing industries, as well as agricultural sector (e.gotea pr
duction) were developed, unemployment rate is relatively high. The highast une
ployment rate is in large cities. According to data of 2012mpioyment rate in
Thilisi, the capital of the country is about 30%.

As for the structure of unemployment by gender, female unemployment e
ceeds male unemployment by nearly 50%. From the perspective of globayemplo
ment, which includes managing househpltring for children, caring for old and
disabled people, etc, the number of unemployed women is less than unemployed
men.

Distributionof unemployment also differs by age groups. The share of the
young, especially aged Zb years, in the total number thfe unemployed is ra}
tively high. The share of the people unemployed for more than one year istihe hig
est (75%) in the total unemployment and the share of the unemployed for one to
three months is relatively small. At the same time, people who findst difficult
to find jobs are people with higher education (over 20%), as their profession-or qua
i fication isabotr imar#demandtés komparatel
people with primary, incomplete and complete secondary education.

Onre of the important aspects of labor market regulation is the amouet of r
muneration (salary). The higher is the share of the people with higher and vocational
education in economically active population, the higher is the demand for high
paying jobs. Becmaie of | ow sal ari es, highlm qual.
ployment offices.
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In recent years, average monthly salary has been obviously increasing in
Georgia. By 2012, nominal wage in total economy increased nearly by seven times
compared to 2000. €&spite high rates of salary increase, its average amount is still
far below conpared with the respective figures not only in developed countries, but
also in post soviet countries. At the same time, inflation is growing and consequen
ly, increase insalagis doesndét have essenti al posi
conditions. This was caused by spontaneous and hasty economic puoiiegt oat
in the countr§”

Development and realization of employment program is extremely difficult. It
requiressystemtai ¢ and compl ex approach, deep a
social and economic development trends, study of the factors and causemeof une
ployment, analysis of international experience in fighting against unemployment,
development of appropriat@eiggestions and recommendations. Not only the gnini
tries and institutions of economia and
tion, parliamentary committees, companies, small business representatives, labor
unions and others should be includedhe process of development of suclo-pr
gr am. Empl oyment program devel oped by
gia, canot provide the desired results.

In order to overcome the problem of unemployment, we believe thatlthe fo
lowing measures should leken:

- Longt erm program for the countryos

developed. The program should be orientedtra@ting not only foreign
but also domestic investments. Based on the-teng forecast of et
nomic growth, the concept of employmeriteconomically active pap
lation should be developed.

- 1téd important to calculate the exe:
purpose, the Ministry of Economy and Sustainable Development of
Georgia should develop scientific method to define exact nuofhtie
unemployed (by age groups, gender, education, place of residence) and
ensure providing accurate information to the society and the government,
which shall become the basis for letfegm enployment programs.

- It is recommended to review and make @mpiate adjustments to the
country's macroeconomic policy, so that the problem of employneent b
comes a priority. Here we mean optimization of the negative trdde ba
ance, stimulation and promotion of producing goods and serviceg-for e
port by the state, ansformation of custom policy, so that to ensure the
comtryods economic security.

- Planning technology for preparing specialists with higher and vocational
education should be fundamentally changed and it should be based on
forecasts of labour market need3therwise, the gap between demand
and supply of qualifications on labour market will deepen and additional
funds will be necessary for retraining the Wforce.

60 N. ChitanavaCharacterisics and Perspectiveof EconomicTransformationof Georgia, colletion
of works book XI, Thilisi, Siakhle, 2013, pp. 4916.
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In order to create independent energy complex of the country, special a
tention should be pato projection of large jpjects in this field (nuclear

power stations, hydro and thermal electrical power stations, wind energy,
etc). Therefore, relant domestic specialists should be prepared for new

jobs in this field, not to employ foreign staff.

Tax system of the country should be focused not only to the increase in
budget revenues but also to employing economically active population.
For this purpose, itds advigemmabl e t
them atax exemption for the firsttwoyears | t 6s reaswonabl e
come tax rate, so that to use the rest of it for reinvestment and to create
new jobs.

An employment service should be established and become a center for
obtaining exact information about the labor market, processing and di
tribution of the information. The center should systematically andkquic

ly obtain the information regarding the demand and supply of thk-wor

force, regarding each job, working conditions and wages. The center
should have retraining centers. As the probléraremployment is very
challenging, the idea of establishing a Ministry of Labour might e co
sidered.

Some relevant laws, such as Labour Code, the Law on Public Sector Jobs
and others need improvement and amendments. Like in developed cou
tries, there sbuld be regulations for workers (as well as the unemployed)
close to retirement age to go on pension with preferential terms.

As the problem of unempl oyment is
advisable to develop local employment programs withinntinaicipal-

ties. Such programs should be initiated by local-gelfernmentsBoth

on micro and regional \el, employment programs should be developed
jointly by highly qualified specialists, government officials, labour u

ions and scientists.

The role ad importance of labour unions in the regulation of labour
market should increase. Labour unions should overcome the crisis they
are facing and get actively involved in the activities directedme i
provement of working conditions, increase of salaries,eas® of m-

ployment rate, etc.

The state should take the responsibility of social protection of tha-une
ployed. In developed countries, the amount of assistance of time- une
ployed is connected with the average salary. In terms of current budget of
Georgia,i 6 s possible to accumul amne f unoct
employed in the amount of 30% of theeeage salary.

First of all, appropriate measures should be taken to reduce uryemplo
ment rate in rural regions and in social and demographic groups, which

are not competitive on labour market.

I n order t o reduce unempl oyment , i
climate by carrying out administrative and economic reforms, wiieh e

sure reduction of transaction costs and stimulation of legalizatiom- of i
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formal setor. Special attention should be paid to promotion of afjricu
tural goods production and development of tourism business, allocation
of preferential loans for small business and stimulation of women e
ployment.

- Is it necessary to change the orientationafational training centerca
cording to market demand and to develop training centers within the
companies, etc.

- Overcoming of unemployment problem will significantly depend am ec
nomic growth rates, development of small business and entrepreneu
ships, inprovement of investment climate, improvement of quality and
competitiveness of wéforce.

3.2.The second threat negative foreign trade balance

At the current stage, foreign trade policy of Georgia greatly determines the
main vector of the country's emamic develpment. This is caused by low level of
the countryds economy, technical nmnd t
vestmentsThe world practice knows two different regimes of foreign trageo-
tectionism and free tradé Georgia chose thede trade regime, as a result roays
it has one of the most liberal foreign trade policy.

Foreign economic policy of Georgia is characterized with preferential foreign
trade regimes. Due to the reforms in customs system and technical regulations of
custans unions, foreign trade regimes and customs procedures were simplified,
import tariffs reduced and ndariff regulations reduced to minimum. 16 import
duties, existing in Georgia since 2006 reduced to 3 (0.5 and 12%), tariffs on almost
85% of imported gods and seasonal tariffs has been almost fully abolished. Tariffs
on imported goods are regulated by tax code of Georgia. Export-axgaod is free
from customs duties. Georgia has free trade regimes with Turkey and CIS countries.
Based on this regimeade with these countries is free from custom duties. Georgia
benefits from MostavoredNation regime (MFN) with the WTO countries. Geo
gia benefits from &eneralized System of Preferen(@SP) when trading with the
European Union, the USA, Canada, Jg@witzerland and Norway.

In 1995, Georgia was granted Generalized System of PreferencesbycSP)
the EU. In 1996 Partnership and Cooperation Agreement (PCA) was signed between
Georgia and the EU and some institutions were established to realize #gmagt.

Since 2005, Georgia benefits from new GSP+ regime when trading with theeEurop
an Union. ThesSP+covers around,200 products and means removal of tariffs on
products exported to the EU from Georgia. In November 2013, Georgia and the EU
signed a mmorandum of Association Agreement (AA) hoping to be finally signed

in 2014. A very important part of this document is the agreement on Deep amd Co
prehensive Free Trade Area (DCFfAwhich aims to support economic integr

61y, PapavaNonTraditional EconomicsThilisi, Publishing House of Paata Gugushvili inge of
Economics, 2011.

52 GEORGIA: MOVING TOWARDS DCFTA. http://eeas.europa.eu/delegations/georgia/eu_georgia/
trade_relation/agreements/index_ka.htm
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tion of Georgia in the EUncreag the volume of trade between Georgia and the EU
by removing of tariffs and quotas, make the laws and regulations on trade closer to
t h e dndfinaly to create deep and comprehensive free trade area.

Georgia signed Double Taxation Avoidarfegreementswith 33 countries
and agreements on encouragement and mutastgiion of investments with 32
countri es. Georgiabs trade with the WTO
Favored Nations (MFN).

Direction of the foreign economic policy of Georggalargely determined by
active participation of the country in different international and regional omaniz
tions and programs, including with the following organizations in frames of the
Black Sea regional cooperation:

Black Sea Economic Cooperation (BSE main objective of the orgaraz
tion is to develop both bilateral and multilateral cooperation between the member
states in the following fields: small and medium business, energy, agricultare, mi
ing and pocessing industry, transport ammmunicationsystems, tourism, etc.
Georgia actively cooperates with other member states of the organization.

GUAM 7 members of the organization are Georgia, Ukraine, Azerbaijan and
Moldova. The objective of cooperation between these countries is to strengthen ec
norric ties between European and Central Asian countries. GUAM actively reoope
ates with Japan and the USA. It is planned to establish relations with Korea: In Ja
uary 2013, Georgia became the chair of GUAM.

CIST the organization was established in 1991 andra was the last cod
try to join it in 1994. All the post soviet countries were the members of the caganiz
tion except the Baltic States. The aim of CIS was cooperation in economic, political
and cutural fields. In 1993, the member countries signedatmeement to create
economic union. After Russia occupied Georgian teieis and recognized their
independence in 20085eo0r gi a deci ded to withdraw fr
the country to strengthen trade and economic ties with other membersoodiie
zation and it has a growing tendency. The share of Cl&tidesl in foreign trade
turnover of Georgia in 2013 was 35 %, compared to 27% of the EU.

The idea to create Eurasian Economic Community, initiated by Russia was
supported by Belarus and K&bastan. The three countries created a customs union,
which is intended to become an economic union in nearest future and itetang
perspective, political and military integration of the members of this unior-is e
pecte@. Georgia and Moldova firmly refed to join the E@sian Customs Union
and made a clear choice in favor of associate membership in the European Union.
As for Armeni a, ités preparing foe acce:
nia's desire to be associate member of the EU and th&enexhEurasian Customs
Union at the same time has no perspective, as the agreement on deep aed compr
hensive free trade area doesnodot allow s
communicate with the Customs Union only through Ge8tgthis increase&us-

% R. Dragea K. Wolczuk Russia, the Eurasian Customs Union and the EU: Cooperation, Stagnation
or Rivalry? Chatham House. Briefing PapeR012 http://www.chathamhouse.org/publications/
papers/view/185165

%S, Minasyan, Armenia and Georgia: A New Pivotal Relationship in the South Caucdsu}?
"PONARS Eurasia Policy Memp2013 No. 292.
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sian threat to Georgia. Ukraine also has to make a difficult choice, the government's
orientation toward Eurasian Customs Union made the country to face the niest diff

cult political problems. There might be some threats from Russia towardgi&as

well, however acceleration the process of signing Association Agreement with
Georgia, like in cases of Romania and Bulgaria, may provide certain guarantees of

stability.
I n

recent

year s,

Georgi aobs
neighboringcountries, especially with Azerbaijan, Turkey, Armenia and Ukraine.

trade

re

Since 2013, a new direction becomes visible in trade relations with Russiaa-Feder
tion. After resbration of state independence of Georgia and collapse of the Soviet
Union, trade relation between Georgia and Russia did not break off. However, as
political relations between two countries tensed in 2006, Russia declared an emba
go on the import of agricultural goods, including wine, from Georgia. As a result of

military conflict between Rusga and Georgia in 2008 and occupation of IGiam

territories, two countries completely broke off diplomatic relations. Consequently,

economic relations between the countries cedsef013, the new government of
Georgia decided to restore trade relaiovith Russia. As a result, export of Geo

gian agrcultural products (wine, nuts, grapes, pear, quince, citrus, etc) to Russia
began. Due to access to Russian market, in 2013 wine export doubled, the export of

mineral water increased by 80.1% and amournted06.8 million USD in 2013.

Georgia's largest trade partner countries in 2013 are shown in Table 2.

Table 2. Georgia's largest trading partners in 2013

Country Export Import Trade turnover
million share(%) | million share(%) | million USD | share
uUsD usD (%)

Total 209310,3 | 100,0 7874402,5 | 100,0 10 783712,8 | 100,0

Turkey 182 863,4 | 6,3 1346375 | 171 1528900,8 | 14,2

Azerbaijan 710 214,7 | 24,4 638 107,3 | 8,1 1348322,0 | 125

Ukraine 192 767,1 | 6,6 602 3608 7,6 7951279 7,4

Russia 1902429 | 6,5 5894195 |75 779 662,4 7,2

China 33 862,5 1,2 563 665,3 | 7,2 597 527,8 55

Germany 73 037,3 2,5 449 286,5 | 5,7 522 323,8 4,8

Armenia 3156974 | 10,9 1819315 |23 497 628,9 4,6

USA 136 484,2 | 4,7 253900,3 | 3,2 390 384,5 3,6

Bulgaria 150 753,8 | 5,2 2000199 |25 350 773,7 3,3

Romania 5085,0 0,2 3232708 |41 328 355,8 3,0

Other comtries | 918 301,9 | 31,6 2726403,3 | 34,6 36447052 | 33,8

Source: own research.

Since 2013, new directions occur in foreign trade policy of Georgia. On the
one hand, the positions of five largest trading partners changed and on the other
hand, import is growing with higher rates compared to export. In 2013, export grew

by 22% and imporby 0.4% compared to the previous year. Turkey still holdd-lea

ing position in the first five largest trading partners of Georgia. Turkey is followed
by Azerbaijan and Ukraine. Russia and China took the fourth and fifth positions in
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this list for the firsttime. Georgia has negative trade balance with its largest trade
partners. The only exception is Azerbaijan at the expenseefpat of cars. &

port to Ukraine grew by 15.4% and import by less than 1%. Trade turnover with
Russia grew by 33%, mainly atetlexpanse of growth of export by 4 times, import
increased by 24%.

In 2013, commodity structure of export also changedeRmrt of cars took
the first position, followed by ferroalloy, nuts, copper ores and concentrateszfertili
ers, wine, mineral watenondenatured ethyl alcohol and alcoholic beverages, raw
or semiprocessed gold, etc.

There were no changes in large commodity groups of import in 2043 co
pared to previous years. Oil and oil prodwtid hold the leading position with
12.1%, followedby cars (9%), hydrocarbons (3.8%), drugs (3.6%), wheat (2.3%),
telephones (1.9 %), copper ores and concentrates (1.4%), cigarettes (1@2%); pr
cessing rachines (1.1%), trucks (1%).

There were quite positive changes in trading relations between Georgia and
the EU in 2013. Namely, compared to previous years import grew much faster than
exporf>> In 2013, Georgiads export to the
creased only by 7%. As a result, negative trade balance with the EU cougtries r
duced from 38% in 201t 33% in 2013. Improvement of export potential of Geo
gian goods should become an important guarantee for improving the effectiveness of
the Association Agreement between Georgia and the European Union.

Signing agreements on foreign economic relatiens ii mpor t ant but
difficult to use these agreements to strengthen economic security of the country. One
example of this is joining the World Trade Organization without being prepared for
t his. As a resul t, Ge o r gng the argamizatidr, jush c t u a
on the contrary, it contributed to the decline of the afitical sector and increased
deficit of trade balance. Therefore, while formation of foreign economic policy,
special attention should be paid to define how the newdioreade initiatives will
influence the country's economic and political security in future. Wedmnsi i t 6 s
necessary to strengthen the government's efforts in two directions: first, inaooper
tion with business, the government needs to develop a pragrgporting prodc-
tion of market basket products with local resources, so that to replace imported
products with competitive local goods and services; second: in cooperation with
business, the government should develop a state progranpgorsproductionof
goods and services for export andm-reduc
binethesetwo programsnto oneprogram. The new government took some positive
measures in this direction (Agricultural Development Fundir@estment Fund,
supportng wine and citrus industry, thmogram of cheap loans, adoption
of theLaw on Agricultural Cooperatives, etc), but most of them are irregular and
less effective. As a result, high rate of unemployment is still maintained. It seems
t hat i t 6 s carryrmpt aggressivetandtumordinary policy in this direction.
The reforms oriented to creation of permanent jobs should be carried out. For this

% R. PutkaradzeTrade and Economic Relations betweeU and GeorgiaProblems and Persjge
tives Thilisi, Universali, 2010

40



purpose, the state should use all economic levers: tax preferences, cheap loans from
the budget, from the budgenethodical and technical assistance.

Therefore, due to | iberal foreign e
the process of global economic integration is gradually deepening. The foreign trade
turnover of the country is increasing every year, harethere is still deficit in
trade béance, which represents significant economic threat. Since 2013, new aspects
become evident in foreign economic relations, the most important is a clearcperspe
tive to sign Association Agreement between Georgia amdEthiopean Union, rast
ration of trade rektions with Russian Federation, more intensive trade relations with
neighboring countries. In order to protect economic security of the country, the state
should provide more support to enterprises producing gadservices for export,
as well as producing market basket products. Reduction of trade balance deficit and
increasing the employment rate should be the main objective of the foreign trade
policy of Georgia.

3.3.Reality and Prognosis

The new governmeribhherited many political, economic and social problems,
which are difficult to overcome. There wergpecially numerous problems in the
countryf6s economy, as economy wasnhn-a po
ment.

Despite the tensed political andcg&l situation in the country, the newrpa
liament and government managed to do quite a good job in carrying out reforms.

Among the strong points of the reforms the following aspects should tre me
tioned: business was released from political pressure; pawreduced; prices of
fuel, pharmaceutical products, bread and sugar reduced; pension increased to 150
GEL; cash assistancir socially unprotected doubled; budget transparemey i
creased and became more socially oriented; the amount of penaltiesd;ddterest
rates on bank loans began to reduce; salaries of the public school teachers increased;
getting education on 17 specialties at state universities and vocational colleges is
funded by the state budget; pupils at public schools get textbookseéprpublic
nursery schools are funded by the state budget; state health insurance pregrams b
gan to develop; development of agriculture became the priority of the country;

a program supporting small farmers and preferential agro loans programs were
launched; agricultural products processing enterprises are built; agricclborzda-

tives are established; investment and demographic revival funds were established;
management of local sejovernments is reorganized; working on the Association
Agreement wth the European Union became more active; trade relations wih Ru
sia began to restore; the Labour Code has improved; etc.

The first positive results of these reforms became evident at the end of 2013
and at the beginning of 2014. Economic growth raggsifstantly increased, foreign
trade turnover increased, export is increasing with especially high rates; imfrastru
tural programs were launched; tourism business increased; new players entered the
investment market; banking sector strengthened; pricesieemore stable, etc.
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Despite some successes, the new govel
a number of pressing economic problems:

There are still some artificial monopolies that hinders development ofriree e
trepreneurship. Large business is seihresented as monopolies and cartels, which
dictate their own terms to market and impose high prices on widely consumed goods
and services. This is especially true for oil, mineral water and mining indusiry bus
nesses;

Adequate measur e do phoiot privatetprogerey efor legala k e n
assessment of the criminal acts committed in this area in the past, as welhas to e
sure protection of business and property in future;

Adegqguate measures havenod6t been taken
h a vtéoeed granted the preferences foreigrestors benefit from;

Wor king on | egislative issues on depo
Activities carried out in the direction of labor market regulation, reducing of
unemployment, creation of database forthemp | oyed arenét suf fi

Activities to develop landenure regulations have not become more active;

Measure to protect the local market from {quality goods and dumpingah
venodt been taken; etc.

From the current perspective, two possible scenaribstofe counm-r y 6 s €
ic development might be forecasted:

First - pessimistic forecast scenario, this means inertial development of the

countrydéds economy, mai ntenance of | ow r
cohabitation of political parties. Suchuation occurs in case the new government
doesnot ful fildl their promise justice r

unemployment problem. Dealing with these problems requires united, conemon a
tivities of the society and political parties. Hever, current tense confrontation in
the society and between political groups does not provide a guarantee for Isuch co
laboration. Thus, because of the high possibility of the pessimistic forecast scenario,
it candt be removed from the agenda.
Second’ optimistic forecast scenario, this means to achieve high growth rate
of economic development and ensure macroeconomic stability. Such foreeast d
pends on the following factors: political stability of the country, significantaedu
tion of state spating, espeilly in public administration, allocation of funds from
budget only for the programs, which are oriented to complete solution of the pro
lem and are provided with relevant projects and cost accounting; optimalwdistrib
tion of the tax burden over capitantrepreneur and consumer; optimization of the
ratio of direct and indirect taxes; differentiation of VAT; establishment of effective
antimonopoly service; to focus not only to profitability of banking sector but to state
interests as well and to ensureess to credit resources; to ensure real independence
of the National Bank; announcing a temporary moratorium on new external debts;
support attraction of FDI mainly in real sector; to encourage domestic investments;
regulation of exporimport ratio with nontariff barriers; supporting national ggr
duction to replace imported goods; support production of goods for export by tax
and budgetary measures; providing tax preferences for micro and small business;
removing the taxation burden from entrepreneutsgh mountain and mountainous
regions; to create municipal bodies to manage production and processing df agricu
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tural products; harmonization of energy tariff, etc. Implementation of these measures
will contribute to accelerating economic development & touwtry, creating of
new jobs and improving living standards.

43



CHAPTER IV

Unstable development of the Belarusian economy:
reasons and operation principles

Alexandre Egorov®

4.1. Essence of the Belarusian economic model

Distinctive feature of the Belarusian
transformational economy that developing in the direction of market economy, and
as a preserved relict of the command social and economic system. The economy of
Belarus is orgnized by the principles of work of large corporation. Using such
analogy the Belarusian economy can be cadledditionally corporate economy,
model of corporatiorstate. Thus the corporate economy us is understoodnas co
plete social and economic systemwhich actions of separate structural elements
(business entities) are subordinated to the general system expedien@gudiiscbf
economic activity are formed not at the level of certain business entities, and at the
level of a national economy as aoeild. To the main structural divisions of corger
tion statei to the organizations of the state form of ownerghgperating structures
offer the behavior directed not on the achievement of the traditional purposes in the
conditions of market econoniy growth of profit, cost of firm, profitality of the
invested capital, and on achievement of the coordinated work of corporation as
whole: maintenance of planned growth rates of GDP, priority development-of ce
tain sectors of economy, organizations, employinmaservation, maiehance of
the minimum social standards and so forth.

The substantial commodityioney relations work on perimeter of corporate
economyi in its communications with the outside world. In corporastete the

5 ph D., Associated Professor , State Institute of Management and Social Technologies of tise Belaru
ian State University, Belarus

44



conditional commoditymoneyrelations work in relationship between its structural
links. The internal relations "corporations Belarus" are governed by commahd met
ods.

From two sectors of econoniyinternal and external the dynamic equilibr
um state is supported by market methodfy an external sector. It is compelled
situational behavior. As for foreign economic activity, the Government, bank and
corporate sectors, getting under influence of the foreign commodity and monetary
markets, are compelled to adhere to rules of rigidybtaty estrictions set by them,
balancing with balance of current accounts. On the contrary, as for internal part of
economy, participants of the domestic financial market operate in a mode of soft
budgetary restrictions. Current accounts of businessesnéire balanced both ma
ket, and nommarket (administrative) methods. It is shown, for example, in periodic
write-off of problem credit debt of the state organizations, or in improvement of
periodically broken liquidity of backbone state banks at thersg of means of the
state budget.

The characteristic feature thfe Belarusian financial market is that private and
state sectors of economy have no equal access to financial resources aewhene
possible their acquisition, and at the pridéwe privatesector of the Belarusian
economy,praet al | 'y hasndédt access to the resou
programs.Supersoft conditions of resources allocation on performance of state pr
grams are wrapped for the private sector in supersevere ¢otsstraery high n-
terest rates for the bank dits, many times exceeding interest rates for the state
enterprises.

The considerable part of the budgetary financial resources is distributed to the
state enterprises through commercial banks in the fortieofredit though it is not
a credit in fact. The share of "quasidits" makes about 50% of a credit portfolio of
the Belarusian banks. It means that the majority of financial decisions in the Bel
rusian economy is accepted not by banks, but by aidtration of the state
corporation proceeding not from criteria of efficiency, but from criteria of corporate
expediency. Manipulation with distribution of the budgetary resources through
banks is carried out to hide real extent of command state interv@ngonromy.

Backbone state banks, being engaged in crediting of state programs, carry out
not peculiar to banks function of distribution of budgetary fufith& basic solution
of a question on release of commercial banks from performance of distributove fu
tion would be the creation of sxalled Agency of development coordinated with the
International Monetary Fund which would adsorb on itself the problem credits and
would be engaged in financing of state programs at the expense of budgetary funds.

Howeve the Belarusian authorities didn't decide to carry out reform in such
direction. Instead of Agency of development the 3ISODev el opmenhe ban
Republic of Belaruse was created. The
noted problems, but alsggravated them. In reality it turned out so that the Deve
opment bank didn't withdraw problem assets from a banking system, but omthe co
trary by careful selection transferred the best, mostfresk and profitable assets of
commercial banks to its balee The Development bank turned into one mare i
vestment bank working at the budgetary resources, and state programs in aensider
ble part both were financed, and continue to be financed by other state backbone
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its still remain on balances of these banks. The typical example of how the sensible
idea directed on reforming of corporate economy, in substantial part is torn away by
it and emasculated is accepted formally.

Also as in corpration firm in the Belarusian corporatigtate are provided
both the centers of formation arrived, and creating conditions for generation of profit
planned and unprofitable divisioilghe organizations and the whole branches. The
centers of creation girofit in the Belarusian economy are such it is export the f
cused branches, as oil processing, production of minerdiziens. Planned and
unprofitable branches, in particular, are the public transport, housing and communal
services, agriculture. Unpiitability of these branches is a consequence of admini
tratively established disparity of the prices. Prices for products and services of the
unprofitable centers are underestimated while prices for products and services of the
centers of creation of priofare overestimated.

4.2.Violation of reproduction proportions at a microeconomic level

We will show on the example of relationship of banks and the enterprises of
agrarian sector how the corporate model of the organization of economy generates
emergene of disproportions of reproduction at a microeconomic level.

About ten years ago some Belarusian state banks, and also National bank of
the Republic of Belarus according to the indication of the Government got leontro
ling stakes of several large agrari@rganizations. In particular, the National bank
invested esources in 7 agrarian organizations. Thereby banks acquired the right for
external management of the enterprises which have become for them affiliated. The
organization of steady business in agmarsector was the purpose of this action
which is carried out at the initiative of the Government. Banks had the role of fina
cial donors and effective managers. Name for banks and potentiallyyprofitable
sphere of investment aren't an obstacle fwpsion of such decisions in corporate
economy.

The disparity of the prices and the principles of managing in agrarian sector
where the majority of the enterprises are state, led to that the usual scherae of rel
tionship between banks and clieiitby meansof creditingi ceased to work long
ago. The majoty of the agrarian enterprises are chronically unprofitable and don't
return the credits. At acquisition by banks of a controlling stake other scheme of the
relations bank client is realized. To agrariaeeprises as to the affiliated orgaaniz
tions, the credits under an interest rate for level are given is much lower market (at
5-10 than times). Thereby it is supposed that cheap credit resources will be a basis of
further successful business.

But in pracice it appeared that in all cases of such organization form af rel
tionship between banks and the agrarian ensagrilatter still can't pay off with
banks on the credits which have been given out on favorable {Enere are ears
which in this schem are liquidated following for usual banking practiBanks at
the expense of own means increase authorized capitals of the affiliated agrarian o
ganizations, and those, in turn, direct financial injections on repayment of overdue
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credit debtSuch is thescheme of investment of banks fulfilled on years in agrarian
sector in corporate economyhe financial position of such agrarian eptées,
despite largescale investments in fixed capital, doesn't improve, and remaire- unst
ble.

In what reason of sucsituation? Seemingly successful form of relationship
banking and real sector of economy found.The financial position of the caganiz
tions of the agrarian sector receiving preferential financing, doesn't improve because
they function not as the independémiependent economic entities doing business
at own risk, and as structural elements of system of corporate economy. Sueh orga
izations have no opportunity to sell the production and services at discretion and at
free market prices. Production is realizeztording to administrative indications of
government bodies of management and on the state to the established pmces. Pla
ning underestimated prices do not provide agricultural organizations work with a
normal level of profitability. In the result andetmew scheme of relationship bank
client becomes unprofitable both for banks, and for the affiliated agrarian aganiz
tions.

Agricultural branch because of its place in the staiporation is put ines
vere financial conditions and has as a result lovdpetion efficiency. The cop
rate model worsens and without that weak economy of the planned and unprofitable
organizations. The collected debts on soft loans heavy burden lie on balances of the
organizations. The problem credits considerably exceed apnotgit of the ente
prises of agrarian sector.

The principles of the organization of corporat&tate break reproduction
proportions at a microeconomic levelot only wprofitable centers, but also the
potential centers of creation of profit don't caoyt the tasks set by it, work is-u
profitable. The industrial processing enterprises, receiving from inefficientlykwor
ing agrarian enterprises expensive raw
can't create the product competitive at the price quadity in foreign marketsSo
following the results of 2013 the majority of the Belarusian mpeatessing and
milk-processing enterprises were unprofitable.

The Belarusian economy doesn't cope with calls of time and in process of
competition strengthémg everything works at feign markets worse. So warehouse
stocks in 2013 grew more, than twice, the sizes them as a whole on economy
reached monthly output maximum in the history of sovereign Belarus. In 2013
profitability of production and sales deased, the profit in economy decreased by
50%°’ These tendencies have been proceeding in 2014.

4.3.Monetary financing in corporate economy
The Belarusian economic model is based on the macroeconomic regulation

not compatible to conditions for developmerftprivate investments (the state i
vestments are carried out on an unbalanced basis, their inefficiency becames co

57 Official national statistics of the Republic of Bela: the operational data of the national statistical
Committee of the Republic of Belar(2014),http://www.belstat.gov.by 20/03/2014 7:1%cd3
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ered at the expense of budgetary funds). The basis of management is made-by "ma
ual" directive macroeconomic regulation. As instrumentsdohinistrative regud-

tion it is used first, the budgetary financing (its share is considerable and comparable
to the cumulative credits of banks to economy), and, secondly, monetary financing:
the lack of financial resources becomes covered due to excessdieand moe-

tary issue of National bank.

The high rate of inflation in economy, continuous depreciation of national
currency is a direct consequence of monetargrifcing. Inflation never falls lower
than 10% a year, and at the moments of financiaksrieaches 200%. It is difficult
to believe in it, but during existence of sovereign Belarus the national monetary unit
is devaluated in relation to US dollar by 100 000 000 times.

At realization of inflationary financing in the credit and monetary sptiene
are following relationships of cause and effect. Excess monetary issue of National
bank out of requirements of a turn of the solvent enterprises conducts to relative
excess of liquidity at commercial banks. It in turn promotes credit expansion of
commercial banks in economy. The compulsory credit expansion of commercial
banks directing limited resources to the inefficient enterprises, allows temporarily to
eliminate deficiency of their settlement accounts. Sooner or later badly served a
counts payald of inefficiently working enterprises creates a problem for creditor
banks. Banks can't return credit resources which are badly served by insolvent bo
rowers. As a result the credits are frozen in inefficient projects, and banks incur
losses on them. Thaonreturn of money results in deficiency of liquidity at banks
(first of all backbone). Banks start experiencing difficulties at service of theaeblig
tions.For the purpose of prevention of reduction by banks of obligations ancdh-curre
cies of balances thBovernment periodically carries out increase in authorized cap
tals of the state banks at the expense of budgetary fodsmulation of contradk
tions in the sphere of maintenance of shenn liquidity at backbone banks in the
long term leads to the Bsequent monetary issue of National bank.

Macroeconomic regulation in corporate economy creates such macroecono
ic climate at which it isn't possible to make a little exact investment and business
forecasts. Uncertainty at adoption of mediterm and longerm financial and ez
nomic decisions in the Belarusian economy is extremely high. Inflation and devalu
tion depreciate results of economic activity of the organizations. Accumulation in
national currency in the conditions of high inflation becomes alinestuble task.

4.4.Monetary financing Influence on efficiency of investment projects im-
mentation

We will show on a concrete example negative influence of factors of inflation
and high cost of credit resources on implatagon of investment projest Thus we
will use a technique of taking note of inflation and devaluation of efficiency of the
investment projects, stated in the book of the Belarusian economists Lapchenko D.
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and Levkovich A. of "A basis of commerciahd financial calculation$® We will
note that the average cost of credit resources in 2012 made 31,5%, iin 4D 536.
Inflation for 2012 made 21,8%, follamg the results of 201315,6%°°

Let's assume that the investor has invested in the investment projectithe cap
tal of 50000 thougad Belarusian rubles. Thegpect is calculated on 4 years, the
level of the taxation of profit 18%, an interest rate for the crediB83%. We will
calculate cash flows according to the investment project on condition of total infl
tion absence in tabl&

Table 3. Calculation of cash flows for the investment project, thousand rubles

Year Current Amorti- ) Net Cash flows after
Revenue - Profit | Taxes ) X
expanses | zation profit the tavation
1 10000 5000 1200 3800 | 684 3116 4316
2 10000 5500 1200 3300 | 594 2706 3906
3 12000 6000 1200 4800 | 864 3936 5136
4 16000 7000 1200 7800 1404 | 6396 7596

Source: own study

We will consider a situation when the rate of inflation in a year will make
21,8% and it is expected that natary receipts will gpw together with inflation by
identical rates. We will show cash flows according to the project taking into account
inflation in table4.

Table 4. Calculation of cash flows for the investment project taking into account inflationthou-
sand rubles

Year | Revenue| Current Amorti- | Profit | Taxes | Net Cash flows after
expenses | zation profit the taxation

1 12180 6090 1200 4890 | 880 4010 5210

2 14835 8159 1200 5476 986 4490 5690

3 21683 10842 1200 9641 1735 7906 9106

4 35213 15406 1200 18607 | 3349 | 15258 16458

Source: own study

For definition of influence of inflation it is necessary to calculate real cash
flows1 to count them on a rate of inflation. We will make calculation in table

Table 5. Calculation of real cash flows, thousand rubles.

Year Real cash flows

1 5210/ 1,218 = 4278

2 5690/ 1,2182 = 3835
3 9106 /1,2183 = 5039
4 16458 /1,2184 = 7478

Source: own study

280241 Of W el § o C shpfdasdts dsdzd to WV ifaPlzius@flstsa | €, ¢ d dzfp €
69 Official natiora | statisticsé, op. cit.
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Thus, calculation shows that real (taking into account inflation) monegary r
ceipts aftethe taxation there are less than &tary receipts without inflation.

We will analyse efficiency of implementation of the investment project taking
into account the data obtained earlieor an assessment of efficiency of the project
we will use threeridicators:net current value of the project (NPV), period of return
on investment (PP), and index of profitability (PI).

We will calculate the net current value of the investment project, haeing a
cepted as a discounting rate the cost of creddurces 33%:

_ 4278 3835 5039 7478 . _ .
NPV= 133 + 1332 + 1333 + 1,334 I 50000 = 9917 50000 =i 40083 (1)

Thus, NPV< 0. The project will yield a loss to the investor.

We will calculate the return on investment period. During the term ofeimpl
mentation bthe project (4 years) the investor will be able to return 20630 thousand
rubles from 50000 thousand rubles. Return of all invested sum other things being
equal will require 5 more years.

We will calculate an index of profitability of the project:

RE1+ - 40083_ 0,20
50000 @

Thus,Pl< 1,0. The investment project isn't capable to generate demanofitzbifity, therefore it is
unacceptable for the investor.

Macroeconomic parameters of inflation ahd tosts of credit resources spe
ified in this example, are typical for the Belsaan economy for the last years. It is
possible to draw a conclusion that despite efforts which the Government directs
Republic of Belarus created by it macroeconomic cammstion increase in inves
ment appeal implementation of investment projects doesn't promote. The vast majo
ity of projects isn't able to leave on normal for the investor efficiency level. ker pa
back of investment projects it is necessary to reduce theotastdit resources
which in turn, are guided by a rate of refinancing and a bank margin. It issagce
to lower a rate of inflation in economy in order to decrease a refinancing rate. Ho
ever today at existing level of devaluation expectations decipasaate of ref
nancing is very ambiguous task. Depreciation of credit resources is a laborious and
difficult process which will demand carrying out the whole complex of actions for
economy restructuring.

4.5Violation of macroeconomic reproduction proportions
In the Belarusian economy violation of macroeconomic proportions ab-repr
duction is result of use of administrative methods of management. In particular,

between growth of labor productivity and salary growth. The inefficient economy
doesn't prowde aceptable (comparable to neighboring states) salary level. So, in
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2013 labor productivity grew by 2,3%, Wdthe real wagé by 15,8% lilusion of
wellbeing is created and supported due to attracting of external credit resources for
financing of notearned wges. Foreign credit resources are used inefficiently and
rapidly increasing external debt of Belarus. Other instrument of creation of illusory
wellbeing are manipulations with a Belarusian ruble exchange rate in relation to
hard currencies. Salagrowth in a dollar equivalent can be provided not only due to
labor productivity growth, but also due to artificial overestimate of a Belarusian
ruble exchange rate. For the same redsihie overestimated rate of national carre

cy i growth rates of GDPestimated in a dollar equivalent, above growth rates of
GDP in Belarusian rubles.

But artificial overestimate of a Belarusian ruble exchangeiraaangerous
manipulation which doesn't remain withoutnsequences. It causes the increased
demand for forgjn currency as on goods which is on sale below its fair value. In the
conditions of deficiency of balance of a current account (excess of import>ever e
port) there is a decrease in gold and foreign exchange reserves of the country due to
currency purchasey the population and enterprises. The second negative-cons
guence of the overestimated of the national currency rate is rise in price edtidom
goods in foreign markets, decrease in their competitiveness, the decrease in export
conducting to deterioratn of a condition of gold and foreign exchange reserves.

4.6.Instability of the Belarusian economy development, periodic financial (au
rency) crises

Disproportions collecting in the Belarusian economy generate periodit fina
cial (currency) crises (Marci,996, January, 2009, MarSeptember, 2011). The
reasons of financial crises in the economy of Belarus are connected with policy of
artificial stimulation of internal demand in conditions of a fixed rate of the national
currencyi namely stimulations ofniternal demand by building of investments into
fixed capital by means of the mechanism of directive budgetary andlmdggetary
crediting within state programs of development. Excess of internal investments over
internal savings creates a situation ofartic negative balance of a current account
of the balance of payments that in turn results in need of sharp correction af a Bel
rusian ruble exchange rateo devaluation.

Means of eliminating the causes of financial crises in the economy of Belarus
is firstly the refusal of the actual explicitly or implicitly policy of fixed rate auad a
herence to the principles of market exchange +8tating rate policy and, secdn
ly, the implementation of @oherent moderately rigihonetary policy.

“Of ficial national statisticsé, op. cit.
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4.7.Parametersadjustment of reproduction by means of devaluation, transition
to equilibrium economic state

As a result of adjustment of one only macroeconomic parariieter &-
change rate of Belarusian ruble in relation to foreign currericéésproportions in
other spheres of economy are automatically eliminafétls, the condition of an
exchange rate of national currency plays a key role in the correct control of-propo
tions of reproduction of the Belarusian economy.

So when carrying out devaluation salary sizéhtit value which is generated
really by economy is corrected. Thereby digmrtions between growth rates of
labor productivity and growth rates of a salary are automatically corrected. @he sal
ry expressed in hard foreign currency, receives the realoegonmeasurement
therefore real rates of its growth are comparable to growth rates of labor priaductiv
ty. For the population such adjustment means falling of a standard of livingeat a d
valuation size. But it no more than ascertaining of the fact of dficieacy of work
of economy. For country gold and foreign exchange reserves such adjustment has
positive value: the foreign currency which has become the road cease to buy in fo
mer volume, the size of gold and foreign exchange reserves are stabilized.

The real wage is one of measuring instruments of the valid situationm eco
omy. In it the manipulation reason with its growth in dollar measurement by means
of the overestimated Belarusian ruble exchange rate is covered. Rather unattractive
there will be asituation if the average salary counted on the overestimated 8elaru
ian ruble exchange rateit made about 600 US dollars for the beginning of 2014
to count at a real course.

Considering need of carrying out devaluation at level about 20% (the-saved
up amount of inflation after devaluation of 2011), the average salary will appear
within 400500 US dollarsMeanwhile, in 2010 the Belarusian authorities set the
purpose to reach in 2015 of level of an average salary in an equivalent of 1000 US
dollars.It is impossible, it is available a gap between declarations and ré&aday.
(taking into account inflation and devaluation) the salary is at the level eydae
prescription, that is practically doesn't grow, just as labor productivity practically
doesrt' grow. Such situation is a reflection of stagnation in the Belarusianoecy
low level of its efficiency.

In the same way correction of an exchange rate of Belarusian ruble influences
and the valid condition of the Belarusian GNP. After adjustmentpiéays that its
real (at calculation of value of GNP taking into account really necessary devalu
tion) growth rates are much lower than the declared. So in 2013 the prime minister
of Republic of Belarus noted with satisfaction that growth rates of GNP ssquién
US dollars, make about 10% while growth rates of GNP expressed in Belarusian
rubles, made less than 1%. The picture of a condition of the Belarusian economy
depending on a choice of a technique of measurement (in rubles or in US dollars)
changes dectly in the eyes: from a condition of recession (in Belarusian rubtes)

a condition of rapid growth (in US dollars). But such can't be. Actually this giscre
ancy is not an indicator of the successful work of the Council of Ministers af Bel
rus, but é the conscious or unconscious manipulation of the exchange rate of the
Belarusian ruble against solid foreign currencies.
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The overestimated exchange rate of Belarusian ruble creates favorable illus
ry i better, than not the busingisa GDP growth pictw. Therefore it is so difficult
for Belarusian Government to decide on correction of a course and therefote adjus
ments always happen forcedly, spontaneously and painfallthe real business
cycle devaluation of Belarusian ruble from the middle of 281&arried out by the
Government about 1,3% a month are dosed, operated in lithiksmonetary @&
thorities manage to carry out such operated devaluation even within an operating
free exchange rate formation mechanistawever scales of planned devaluatan
Belarusian ruble are insufficient already for the reason that its parameters practically
coincide with inflation parameters in Belaiug,3% a month.

Actions of the Belarusian monetary authorities on artificial maintenance of the
overestimated ratef mational currency lead to exhaustion of the gold and foreign
exchange reserves spent for maintenance of a no equilibrium Belarusianxuble e
change rate. Maintenance of gold and foreign exchange reserves at least in minimum
admissible sizes requires cahsiable external credit feed. In the last 10 years the
external debt of Belarus constantly grows rates more than 10% a year that &DP co
siderably exceeding growth rates. At the beginning of 2014 the cumulative external
debt of economy of Belarus made abéd% of GDP.

4.8.Conclusion

Thus, according to the conducted research the mechanism of emergence of
disproportions has natural character and is1eoted with features of the Belarusian
economic model. Elimination of disproportions and creation of puésitgs for
a sustainable development is achievable only by means of creation the mechanism of
effective use of limited resources. Change of essence of the Belarusian economic
model is required. For creation of the mechanism of growth of efficiency iother
centives, than what are alable in corporate econoniyincentives of the owner
maximizing cost of the capital, firm cost in the conditions of limitationesburces
have to work. Transition of the Belarusian economy to new steady quality of growth
is possible only as a result of carrying out the structural economic reforms directed
on acquisitions by the Belarusian economy of the market status. As we see Carrying
out economic reforms, requires the political decision.
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CHAPTER V

Continuum and dinresions of nofprofit marketing
on the threbold of the XXI century

Tetiana Borysova'

Important social and economic changes on the threshold of the XXI century
initiated various discussions on the development of thepnofit sector based on
the practice of market methods and values. These issues are aimed attmagsfor
action, structure and philosophy of rRommmercial subjects into more marki&e
for reaching their goalsThis discussion was started By Kotler andS. Lewy’? in
the late 1960s. It is still widely discussed in the works of foreign scientists and finds
its popularity in numerous spialized journals. There is increasing in the number of
training courses on neprofit marketing at leading univet®es in the wdd. The
debate on the importance of marketing of «sommercial sphere in domestic stie
tific community has been initiated recently and has been only connected with certain
applications, mainly in the field of education. However, some empiric research on
the efficiency of marketing activity of neprofit organzations (NPOs) has been
conducted by the representatives of NPOs of Ukfaine

The relevance of a comprehensive theoretical analysis of the conceptual
scheme of noprofit marketing has been causegdthe need to intensify the ddve
opment of Ukrainian noprofit sector. The suggestethapteris intended at scridt
nizing the dimensions of neorofit marketing and stages of this marketing with
manaing the nomrprofit organization.

n Dc_Jctor of Philosophy/Associate Professdrer nopi | I van Bnicdl &JoiersitNat i ona
$J2klrj.urr;(ca)tler, S. Levy, Broadening the Concept of Marketinglournal of Marketing 1969, No. 33,
PP 576 b ool St ot @ ot tc 50 sl SR WO i
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5.1.Analysis of RecentResearches and Publications.

The analysis of scientific research has revealed that in terms of discussing the
phenomenon of neprofit marketing certain approaches have been outlined. These
approaches are integrated in the system of academic knowldgddging the the-
retical prerequisites of negprofit marketing the following ideas are worth mentio
ing:

- The ideas of intesector exchange of marketing knowledge which have

been suggested and developed in the article®.oKotler, S. Levy,
G. Zaltmar* ard others;

- The theoretical and methodological aspects ofmpanketing orientation

of nonprofit subjects which have been sulptited byA. R. Andreasen,
P. Kotler®, S. Andrieiev, L. MelnichenK8and others

- Another point of view has been shared by theeaechers S. Dolnicar,

K. Lazarevski’. Their main idea is that the mission of NPO and-non
profit product were formed far beforehand, thus they cannot be changed
in accordance with the market demands. That is why NPO should not be
purely oriented at markeatig. However, some scholars admit the usage of
certain strategies and marketing tools for -aommercial activities for
achieving norprofit purposes. Such an approach is justified in terms of
the concept of bounded rationality which has been initiated b$s-H
mon’®. This concept centered the questions of ethic violations of the
principle of consumer sovereignty in the uselodd goods, the issue of
identification of goods and services gisad goods, the regulation of
production and consumption gbad goadlse. These ideas, concepts and
theories established the ideological foaimh of the concept of nen
profit marketing.

5.2.The Aim, methodsand Research Statements

The Aimof Our Research is to analyze the dimensions ofprofit marke-
ing and establisithe stages of connecting matikg with the management of non
profit organization.The purpose of this chaptertise necessity of solving thelfo
lowing tasks: to outline the peculiarities of Rprofit marketing; to analyze the-d
mensions of the concept non-profit marketing; to formulate and lsstantiate the
continuum of nonrprofit marketing.

" P Kotler, G. ZaltmanSocial Marketing: An Approach to Planned Sociange Alournal of Ma-

ketingd 1971, No. 35, pp3i 12.
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7'7 S. Dolnicar, K. LazarevskiMarketing in noifprofit organizations: an international perspective,

Anterretional Marketing Revie@2009 No. 26 (3), pp275i 291.

"8 H. Simon Rationality as Process and as Product of Thopfii] AThesi® 1993 Vol 3 (1), pp.16-

38.
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The of the Research asgstematic and comparative analysis of scientific li
erature.

The end of the XX and beginning of the XXI century witnessed increasing i
terest in norprofit marketing. What actually determines the process of maaketiz
tion of Ukrainian norprofit sector is increasing the number of mowofit subjects;
the increase of most negorofit organizations that resulted in the need to manage
multiple functional areas, geographic locations and social groups, etc; the necessity
for updating marketing potential usage as additional tools of involved funds;
strengthening intesector and intréndustry competition; shift of responsibility from
state authoriéis towards the sphere of nprofit entities; poor quality of neprofit
goods; reduced funding from the government, business and international arganiz
tions; reduction of human resources; famgntal changes in the staff of customers
serviced by noprofit organizations.

In spite of variety of approaches to treating the notion ofprofit marketing
there can be identified some important market peculiarities oprafit marketing:

1. Marketing tools, strategies and technologies that are used in commercial

business cannot be directly transferred into the sphere gbnodih sec-

tor without any adaptations due to a number of specific things common

for nonrcommercial meket’ &

a. limited amount of secondary information in marketing sphere as to
nonprofit clients and their needs, which is compounded by the
complexity to obtain reliable information from the clientsnthe
selves;

b. gap of information among the customers of 4poofit product (n-
formation asymmetry). Thus, before affecting the behavioral pa
terns of tle clients, they must be informed about an existindppro
lem and norcommercial product, and only after that it is allowed to
use the rest of the marketing tools;

c. the need to influence the behavior of the client in order to change it
radically, even if custmersdislike new changes, but they are i
tended for their benefit, the benefit of other social groups or society
as a whole. This topical issue presupposes high moral and ethical
standards in the implementation of marketing ditis;

d. benefit gained by a&lient as a result of neprofit exchange is not
always @ident;

e. the presence of more complex behavioral patterns and attitudes than
in the commecial sphere;

f. the complexity of measurement and display through mass media of
social and pgchological benefg from the use of neprofit product;

2. Nonprofit marketing covers a wide range of fields of human Hixs

much more than the production and promotion of goods anitss;

as sls oy dedzH 6§, @fgJe@ls § ¢ dag@ RS jd R Ezts 33 tstp s FOUA A Pagd Q M
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3. Non-profit marketing leads to a wider and more effective validation of a
numberof other important needs of the people in community (for i
stance, need for realization of civil rights and the need for social &nd cu
tural vdues, etc.);

4. Nonprofit marketing helps resolve problems connected withbksiténg
mutual links between there groups of noprofit entities: geernment,
nongovernmental entities and individuals engaged in-cammercial
activities.

5.  Non-profit marketing should be based on the principles of classical ma
keting concepfS which include the prevailing role of tlexchange, wit
ingness to change the proposal, focusing on coordinated programs, the
crucial role of marketing research, a tendency to segmentation, planning
and assessing the risks, targeting at the outcdimes, the no#profit
marketing business can defined as a set of subsystems that are bound
with associations and the sole purpose. It functions with respech-of fu
damental principles of classical marketing, however, limited in decor
ance with the principle of the priority of the consumer.

A literature review of scientific analysis of the problem suggests that the co
cept of noAmarketing can be viewed in the context of the following disiens: the
holistic, normative, operational, social, strategic and ethical

Holistic dimension®f marketing in no-profit field are particularlymportant,
since the effective activity of neprofit entities depends on effective relationships
not only with the target market, but also with multiple stakeholdenbstit aspect
of nonprofit marketing is manifested ime development, creation and execution of
marketing programs, processes and activities that take into account the breadth and
interdependence holistically combining components such aorehip marketing,
integrated marketing, internal marketing, asatially resposible marketingf. At
this point a number of interactions between-poofit entity and its environment are
considered, because nrprofit organizations themselves are part of large ama-co
plex service delivery systems.

Normative aspecdf marketing is manifested through creating and mamtai
ing values and positive behaviors of recipients of marketing activitiesndimaa-
tive dimension of nosprofit marketing can be treated as a set of economic, social,
ethical guidelines, options of behawbpatterns, theories that are implemented by
the managers of neprofit organizations in the process of forming marketing etrat
gies.

Strategic aspectsf nonprofit marketingare associated with the presence of
external factors of neprofit organizatim and can be considered as its target state
for noncommercial market, i.e. as the one that changes with the time. Scientists
distinguish several alternative strategic orientations ofprofit marketing: cus-
tomer orientation(integrating preferences ofustomers into the product devpio
ment and marketing process), competitor orientation (integrating competitor intell

PLa.s s gl gedzh to §, @ fig o @ Isujd oD € | gl Gzts d3csj s te s PR Doz @ fy
t ts ) legs 2007, pp. 551-557.
%2p. Kotler, K. L. Keller Marketing managemer®rentice Hall, Upper Saddle Riv2d12, pp 28.
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gence into the product development and marketing process), and product orientation
(integrating innovation into the product development magketing proces$)

Nonprofit marketing can be viewed in terms of different operatiope-
tional dimensiorof non-profit marketing) and is treated as a systematic performance
of some functions aimed at the analysis, implementation and monitoriniatidrre
ships letween norprofit entity and its external and internal audiences interested. In
order to ensure effective exchanges betweenrpnofit entity and its target audience
and enhance the competitive position there used marketing tools, techmglues a
approaches of classl marketing, "marketing mix" i.e. product, price, promotion
and place. The others distinguish social media and fundraising among the complex
nonspecific elements of marketifg

The social dimensionUnlike commercial entities, vith are known for
absolutisation of importance of the economic effects of marketing activities, tmarke
ing activities of NPOs aim at achieving social and psychological effe@tsus, as
a nonprofit marketing encompasses activities not directly relategrtdit, i.e, non
profit activity, it is obvious that the economic dimension of -poofit markeing is
not a priority, it rather gives way to focusing on social, psychological, political and
informative results.

Ethical dimensiorof nonprofit marketing.The focus of the concept of non
profit marketing is the needs of people and social groups, thus it cannot be detached
from ethical principles. While justifying the appropriateness of the processref ma
keting of nonprofit sector, one should be aware thds phenomenon can lead to
a number of threats in the society. Thus, some sciéhtigipeal to financial and
ethical aspects of marketing activity, rightly arguing that marketing activity is the
way that may constitute just waste money of benefactesidés marketing activ
ties can be wrongly treated as manipulative techniques and thus can be annoying
The problem is further aggravated due to the complex dimension of marketing i
vestment and a long time lag between costs and effects. In additionfingeté-
cally may violate the privacy of the individual, degrade perceived quality aad di
courage the spirit of volunteerism as well as the role of democracy and altr

ism?’, 288 % In our opinion, the criticism is fair, but only to a certain exteetabse

8 G.B. Voss, Z.G. VossStrategic Orientation and Firm Performance in an igtit Environment
Aournal o R000/dol Glepp67.n g O

84 B, J. McLeish,Successful Marketing Strategies for Nonprofit Organizations: Winning in the Age of
the Elusive DongrJohn Wiley & SonsHoboken201Q p.14.
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87 M.L. Sanders;Theorizing Nonprofit @janizations as Contradictory Enterprises Understanding the
Inherent Tensions of Nonprofit Marketiim, [in:] "Managment Communication Quartetly2012,
Vol. 26, No. 1, pp179185.

8 | A. Brainard, P.D. SiplonToward nonprofit organization reform imé voluntary spirit: Lessons
from the Internetfin:] " Nonprofit and Voluntary Sector Quartety2004 No. 33, pp. 435457.

8 A.M. Eikenberry,Refusing the market: A democratic discourse for nonprofit and voluntary iergan
zations [in:] ANonprofit and Volutary Sector Quartedy, 200 9, .582696. 38, pp

% R. Bush,Survival of the nonprofit spirit in a feprofit world, [in:] " Nonprofit andVoluntary Sector
Quarterly, 1992, No. 21, pp391-410.
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ethically sustained marketing efforts of Rprofit entities incorporate the potential
for positive social and psychological impact.

To sum it up, notprofit marketing can be viewed as a notion or process the
mission of which is directed at forming nprofit and socially targeted exchanges
among targeted individuals, groups and society and it is characterized by operatio
al, normative, holistic, social, strategic and ethical dimensions. The degreeeef pen
tration of the concept of marketing into nprofit management system of NPOs
may vary for each of the measurements depending on several factors: the stage of
the life cycle of the organization, the specificity of quofit market where NPOs
function, and personal preferences of management of NPOs.

Having summarized the numerous theoretical approaches and takingmnnto co
sideration the bipolar orientation of the concept of-parfit marketing in terms of
"focus on the goals of a NPO" and "marketing orientation”, we would like to offer,
as a possible conssus in the discourse of marketing philanthropy, to treat the co
cept of nonprofit marketing as a spatene continuum. Since the activities of ron
profit entities are differentiated in time and in the context of-cammercial me
ket, we should not limithe marketing of noprofit entities to only two versions:

a pure marketing orientation and pure focus on the goals of the NPOs. In mour opi
ion, there is a possible orientation of a continuum in which the activities of NPOs
are carried out with more oeds focusing on the needs of the target audiences and
purposes of NPOs. The combination of targeted preferences gbroéin subjects

and prefeences of target audiences in every specific case has its own value, which is
displayed in the level of penetrabn of t he functionsnof m
agement. In some cases the significance of the organization's goals outweighs, and
in the others, the gnificance of the wants of consumers and other stakeholders is of
prior importance. Options of combinirtge marketing and management of a-hon
profit organization can differentiate within the mprofit marketing. All these i
ferences can be implied hisitcally: evolving from simple to more complex forms,

from left to right and also they may vary dependimgthe specific supply anced

mand for a particular neprofit market. Stages of a combination of marketing and
management of neprofit organization as a continuum are shown iruréd.
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Figure 5. Non-profit marketing continuum .
Source own research
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In our opinion, depending on the level of orientation of the aims of N&Os t
wards the needs of target groups and thgoirtance of marketing functions there
can be differentiated the following stages:

1 stage. Latent Marketing. Thihase is characterized by the predominance of
the organization's goals over the needs of target customers. These needs are often
neglected. Historically, it is the initial stage of the development ofpmofit mar-
keting. This period can be characterizexda period of "latent" neprofit marketing
when the NPOs use the elements of marketing, however, this usage is notgret reco
nized "é every organization performs marketitige activities whether or not they
are recognized as su¢h The reason for usinthis nonprofit marketing within the
activities of NPOs at this stage is the perception of marketing as a threat to their
autonomy? and power marketing is seen as advertising and sales promotion, rather
than a radical philosophy of the orgaatian. In the framework of the fields of nen
profit sector, this approach is justified when the clients constbad goodé and
some certain works of art as "purely markentred philosophy isconsistent with
what the concept of art is all abolit'ln other cases, hi s appr oachm bor d
keting myopi ao.

2 stage. Symptomatic Marketing. At this stage marketing is not considered as
a marketing philosophy of the organization but it focuses on the objectives of the
NPOs. In order to achieve the organization's goafssystematically some marke
ing activities are used with reference to sales. It is typical to focus on the range of
products and individual transactions in the market, advertising and personal selling.
In fact, this orientation is identical to the pratiand production concepts of class
cal marketing orientations. This approach is inherent, for instance, in museum exhi
its. The museums are focused on their collections, but not on the target audience,
that is why the main marketing efforts should beridad for persuading potential
customers with the help of advertising campaigns. This approach is justified-accor
ing to the following aspects: the scope of art or museum exhibits is focused-on co
sumers who are still in two minds about their artistic peafees; norcommercial
product (exhibit, artwork, etc.) is characterized by a significant level of innovation;
among consumepioneers there is a need for empirical knowledge of-profit
products proposed by artists, then these consumers will continnéotm them-
selves and follow artists.

3 stage. Functional Marketing. Within the second approach marketing acts as
one of the functions, but not yet fully integrated into strategic management. To the
sphere of strategic planning there belong only cerspeas of marketing actiies,
mainly those aimed at intensifying marketing priority for ytmmmercial products
and services. It is typical to focus on the exchange as a result, in contrast to creating
long-term relationships. Marketing is traced as @ction that helps solve orgaaiz
tional goals, namely, sale increase of fwommercial products / services, increase

%1 p. Kotler, S. Levy, Broadening the Concept of Marketindlournal of Marke i 1§68 No. 33,
p. 11.

92 p. Kotler, Strategies for Introducing Marketing into Nonprofit OrganizatioA¥ournal of Marke
ingd 1979,No. 43 (1), pp. 44.

% p. Kotler, J. Scheff, Standing Room OnlyStrategies for Marketing the Performinfgts, Harvard
Business School Press, Boston (Mas.) 199717.
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of cash flows from donors and others. This marketing orientation is identical to the
classical orientation of marketing directed at thengtiécation of commercial ma
keting efforts (selling concept).

4 stage. Quasar ket ing Orientation. To the
needs for targeted market there is a historic transition to the next stage. In terms of
field dimensions, this appagh is typical for noprofit entities such as political
parties or religious organizations. At this stage the market is chosen as the key point
and marketing is outlined as one of the required functions in the management of
NPOs. In spite of the lag beterm organizational goals and targetrkeds, there is
a focus on the needs of target customers. The establishment d@étongelatio-
ships is typical for this stage of nqmofit marketing as well as learning marketing
emvironment and market segmentatidarketing of NPOs can be characterized as
the one of a strategic nature.

5 st ag e .-Foansed Maoketing: Within this phase the needs of target
markets are prevailing. Marketing becomes the philosophy of the organization, its
integrating function. e focus of business administration in marketing is thee rel
tionships with customers and some other stakeholders. Marketing becomes a means
of gaining competitive advantage. The stage is also characterized by a strategic ma
keting. There is an orientatiort only towards customers but othegnéficant for
the organizations audience. This approach is typical for educational institutions and
organizations.

6 stage. Stakeholder Marketing. Stakeholder marketiactivities and po-
cesses within a system obaal institutions that facilitate and maintain value
through exchange relationships with multiple stakeholdefs R. Andreasen and
P.Kotler trace NPOs and their interested audiences as tmeepte of a unique
me c hanitsrmanosff off mi i gncomimgscontact ausliendes supph r
sources which transform the internal contact of the audience into a useful product
that is provided for an audience ofnsamers by affiliate contact audiences. NPOs
stay in touch with a number of interested audiences asiadiients, consumersod
nors, volunteers, advocates, trustees, committee members, governmiesage
funds, businesses and local communities. These groups affect the objectives of the
NPOs, that is why effective interaction with them is important ier NPOs. Mr-
keting is defined not only as object direction but also as a presence of exchanges,
thus, stakeholdergall into the subject field of marketing. Thus, at this stage bf sc
entific research stakehold@riented marketing is extreme subset of atcmum of
options.So, the market orientation in the nonprofit sector becomes multiplerdime
sions and directs toward different stakeholdéden-profit markding becomes
a system of exchanges among subjectsdiedts toward research the expressed and
latent needs of stakeholders, to improve exchanges with NGOs stakelhDitfers
ent purposes of exchange give rise to the need for the exchange of different strat
gies and different target effects.

%4 G.T.M. Hult, J.A. Mena, O.C. Ferrell, Ferrell Stakeholder marketing: a definiti@nd conceptual
framework [in:] " Academy of Marketing Sciente2011,No. 1, p. 44.

% A. R. AndreasenP. Kotler, Strategic marketing for nonprofit organisatigrirentice Hall, Upper
Saddle River 2003). 76.

61



5.3.Conclusions.

Having positively assessed the worlssoientists as to the concept of ron
profit marketing we consider the further deyeteent of this idea in the framework
of its adaptation to the conditions of the activities of Ukrainian entities cpnafit
sphere. In the conclusion it has been defited nonprofit marketing is charaate
ized by operational, normative, holistic, social, strategic and ethical dimensions.
Taking into consideration the bipolar rprofit marketing concept (focus onroe
panyds goal s aaliah), thessuggestichapteyproposes ® Bxamine
the concept of noprofit marketing as a spadiene continuum. There is an opinion
that the concept of nemarketing continuum eliminates the conflict betweep-su
porters and opponents of marketimgented norprofit entities. Continuum takes
into account other intermediate options that are formed by variousi mations of
weight goals and the needs of their stakeholders. We have grouped them into six
subsets depending on the level of combination of marketing and management of
nonprofit organization. The received results provided a clearer understanding of the
essence and diversity of varied explications of-pmofit marketing and this will
definitely lead to further theoretical and empirical researches.
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CHAPTER VI

Information security in organization
in theKnowledgebasedEconomy

Tomasz Stefaniuk’®
Bogusz “Mi kuga

In the past few years, we already got used to the messages about information
security violation incidents. The observed social conflict around ACTA withranco
fortable attacks on goverme nt ser vi ces and " Basiabs"
websites, as well as a number of serious attacks on companies such as Sony, Oracle,
Adobe, Microsoft and Google disproved myths about systems se€urity.

Selfreplicating virusshamooninfected 30,00 Windowsbased machines of
computer network of Saudi Aramco and deleted data from their hard drive. Despite
its vast resources as Saudi Ar adingtobs n
reports, took almost two weeks to recover from the darftage.

Another, even more dangerous virUStuxnet that has infected nuclear ihsta
lations in Tehran, delayed Iran's nuclear program by two years. As experts note, that
cyber attack was so effective as a military strike, and even better, because it did not
cause dss of human lives or war. The level of complexity of the virugcatds that
Stuxnet could arise only through the cooperation of several countries and its deve
opment proceeded for a yedPs

% phD,Siedlce University of Natural Sciences and Humanities

7 professor, Cracow University of Economics

% For example, the attack on Sony ended titage about 70 million users, and hacking into Adobe
resulted in more than 150 mil lion rows of data (the list of accountsileaddress and passwordpr
tected), which fall into the wrong hands e( Aft el
w roku 2013’ Raport, Fundacja Bezpieczna Cybegsrz r z. &7k,

% http:/iww.infosecuritymagazine.com/view/29750/shameaasan-externalattackon-saudioil-
production

190 http:/www. przeglaetygodnik. pl/pl/artykul/podsteprgtuxnet
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Disclosed details of the Mandiant regBrabout hackingo thedatabases of
organizations operating primarily in the U.S., Canada and the UK by representatives
of China, and finally Edward Snowden's sensational information including rgover
ment PRISM program of the June 2013 years have made, that issues of constantly
growing threat to the security of information havedme perceived not only by
specialists.

In search of answers to the question about the reason for the continuous i
creasing the amount of incidents related to the information security violation is
worth to paying attention to the constantly increasing role of knowledge and info
mation in the global economy. Relying competitive advantage in every area of life
on knowledge (both in the economy, the military, medicine or sports) results an i
crease in its alue, and that increase in the value leads to more risks associated with
its security.

6.1.Knowledge-based economy and being its consequence overall threats

The last years of the twentieth century brought in a global economyarealiz
tion of new, differenfrom the occurring, coritons and trends.

The new conditions characterizing the economy meant that it began & be d
fined as the "new economy", and later used the term "knowdeaiged economy”,
which has been widely adopted in the economic world.

Probdly the first time the concept of "knowledbgased economy" wased
fined in the report of a study conducted by the OECD The Knowdbdged Eco-

omy in 1996, recognizing it as thoe econ

duction, distibution and use ofko wl edge an¥® i nf or mati ono
Today as a one of the most apropriate terms of the knowlsaiggrl economy
is using the the OECD and the World BankKiniGon where it is considered as the

economy, in which Aknowl edge deffectvelleat ed,

by companies, organizations, individuals and community. It is not narroalyséd

on high technology industries and ICT, but rather creates a framework to analyze the

range of policy options in education, infrastructure and innovation sydteah can

help initiate tR% knowledge economybd
The advent of the conditions of knowledgased economy (KBE) hagb

come for many companies a chance for development, but also has brought a lot of

new threats. They result mainly from the basic qualitiedBE:

191 |n the reportreleased 19 feb.2013 by Mandiant, identifed particular group of@yimnals from

China which is blamed for stealing "hundreds of terabytes of data from at least 141 organizations"
since 2006, including 115 targets in the U.S. Twenty different indlisteictors were targeted in the
attacks: from energy and aerospace to transportation and financial institutions.
(http://abcnews.go.com/Blotter/mandiaeportfingerschinesemilitary-us-hack
attacks/story?id=18537307).

M. Ci e lGospddarkaiopartm a wi edzy jako nowy paradagmat

r

nizacji, [in;] M. Ci sek i -SRrugabds.yizarEswknao waUony r oz Wydav-pr zedsii

nictwo Studio Emka, Warszawa 2010,95.
193 |hidem, p 95.

64



- treating knowledge as a primary production factor, which is the base of
rational use of other factorslabor, land and capital has resulted that
many organizations introduced significant changes in the modes- of a
tion. The changes consisted ing#ia on the purchase and use of modern
machinery, specialized computer systems, implementation of knowledge
management systems, restructuring of employment and a whole range of
organizational changes that have perfected their functioning. However,
the ceation of a knowledgbased organization carries a risk: in tlee n
cessity of incurring large capital expenditures that with lack of praper a
curacy, lack of adequate discharge his obligations to business partners, or
instability in the financial markets, ay lead enterprises to loss of fima
cial liquidity and his fall;

- globalization, which opens up new markets in the world by creatinlg faci
itate when purchasing raw materials and intermediates or selling their
products, but also intensifies the competitidrbosinesses in the market
(also local), creating new spaces for foreign companies;

- the networking, which are consequence of the development of esoper
tive systems and globalization increasing, which promotes better use of
their enterprises abilities, costration of financial capital, but by the
formation of strong economically groups it threatens the existence of
small and mediumsized businesses, which are the base of the economy
and labor marketsspecially in developing countries up;

- the turbulence, hich is creating unpredictability and chaos;

- increasingly wider use of computer technology in business and in many
other spheres of life of societies, that brings many benefits, but aso cr
ates a lot of threats like: viruses locking systems, malicious/aid that
obtain private data from the Internet users' computers, etc. Irregsar d
velopment of electronic economy favors the emergence of phenomena of
various kinds of exclusions;

- changes in societies expectations and lifestyles, which creates a demand
for many new groups of products and services, but also a whole range of
threats, such as a decrease in the level of fertility rate in highly developed
societies, increasing the number of divorces, isolation of individuals in
community and establishing conta only with the use of modern means
of communication, the growth of various types of addiction and ¢ie d
velopment of new social pathologies, etc.

In summary these very general and casually presented hazards it shoedd be n

ticed, that the main danger stming from the modern economy towards enterprise
is widely understood unpredictability.

6.2 Information and knowledge in business and in the economy

Information and knowledge accompany every economic process amd dete
mines its efficiency. There are alssources which are involved in the management
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process, as a participants in the process of planning, organizing, motivatingnand co
trol. Information and knowledge are the modern economic resources that allow to
reduce the level of uncertainty and the lesfeunpredictability of thedture.

Therefore they have at the present great importance, and an expression of
concentration on them special attention are the conceptions of informationenanag
ment and knowledge management.

One of the attempts to distinghisbetween information and knowledge
through the concept of "data" presented DJ Skyrme. According to him, data this are
the facts and figures without context (such as sky, 41565), the information consist of
the data msented in a specific context (eg a q@etely overcast sky speed of 130
km / h), while knowledge are the informations having ecic meaning (such as
my experience shows that such weather can cause serious delays airplanes).
Knowledge leads to wisdom (intelligence), generally perceivechaswhole of
knowledge and skills of use this knowledge (eg | book a train ticket before other
passengers will use this alternatitfg)

This easy distinguish of two characterized economic resources allows-to co
clude that in western termsinformation isan element of knowledge. Therefore, in
practice, information management should be tightly integrated with knowledge
management, and from the information quantity and quality depends the quality and
quantity of knowledge.

Looking at knowledge resources 1m0 the macroeconomic level,

L. Zienkowski making a global assessment of the results of model economatric an
lyzes, infer, a significant impact of knowledge capital on economic growth in the
long term the country, no effect of shoetm and significant imga in the medium

term, however dependent on coexistence of other factors, such as investment in
fixed assets and the openness of the economy (the transfer of modern technology
and the absgtion of knowledge'”.

The importance of information and knowledgele economy and business is
increased with the organization growth and the volatility and complexity of the ec
nomic environment. This resources constitute a necessary basis for rational decision
making, without which we can't talking about the succeasdseconomic devee
ment of the country, as well as individual companies.

When we are focusing on the microeconomic level, it should be noted that the
gathering of information and knowledge resources in the enterprise, which-are a
propriate in terms of qantity and quality, necessitates conducting many costly pr
jects through a long period of time. Possession of these resources can be a source of
sustainable competitive advantage. Additionally they are more valuable, if it is more
difficult to imitate them Therefore, businesses limited or even protected access to
them. However, the situation in this area is not easy. Today, in a substantial part of
the work on information and knowledge resources, are used computers connected
with the Internet. This giveshé possibility of unauthorized acquisition of info

104D J. SkyrmeKnowledge Networking. Creatinthe Collaborative EnterpriseButterworth Heie-

mann, Oxford 1999.
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mation and knowledge by entities desiring them. It is not necessity to explain in
detail how valuable can be to stakeholders the informations contained in the- perso
al computer:
- Official's who is finishingvork on the zoning plan,
- A marketer who is working on the promotion campaign for a new-pro
uct group
- Chief technologist having technical documentation about breakthrough
technology of some product,
- A scientist who working on a new application of a raatenial,
- Analyst who terminating a financial statement of large listed companies,
etc.
- Therefore, the importance of information security increases significantly:
not only this information which are processed by specialized computer
systems, but alsocerded on small personal computers.

6.3 New information security threats in the knowledgebased eocnomy

Organizations in thekKnowledgebased Economy employ technology and
ubiquitous connectivity to share an unprecedented volume of knowledge and info
mationassets with customers, service providers, suppliers, partners, and employees.
The sophisticated techlogies enable organizations to perform business tasks with
a velocity and degree of efficiency that are unpreced#fite®lt risks associated
with information security can disrupt operations and even destroy businesses. For
this reason, information security is a critical factor for organizations in the
knowledgebased economy. In last years, information security threats have changed
and have become more comon than ever before.

The results of a global survey indicates that the number of security incidents
increased in 2013 more than 25% compared with the previou¥{ear.

According to an international study which involved 676 IT and IT security
practitionerswith involvement in endpoint securitype greatest risks to the organ
zation arericreased mobility and public cloud computing services (figré®

Since the 2012 study was conducted, the percentage of respondentsiwho ide
tified the use of cloud computinresources as a major concern has increased from
28 percent to 44 percent. Fiffive say the increased use of mobile platforms is
a threat to the orgaation, up from 47 percent last year.

The data in the knowledgeased economy are increasingly disited and
shared between many partners, suppliers, atintsaand customers. There are used
systems to mvide remote access to knowledge and information, as well as mobile
devices such as smartphones andevi akbbet
(BYOD) trend. While the use of mobile devices to share and transmit data continues

®The Global State oSurvey2014RWEa20i4,p2 SecurityE
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to increase, deployment of mobile security policies lags the proliferating use of
smartphones and tablets. Based on data and interviews with experts, here are the top
five molile device threat¥®:

39%
36%

Sophistication of cyber attackers =31 ‘VES%

28%
30%

. 25%

Lack of integration between endpoint operations 6%
and security technologies 18%

APTs

|

Growing volume of malware

0% 10% 20% 30% 40% 50% 60%
mFY 2013 mFY 2012

Figure 6. IT security risks of greatest concern to the organization
Source2014 State of Endpoint Risk RepdPpnemon Institute LLCTraverse City, p. 4

Lost and stolen phones. Symantec researchersOgfhénes behind in diffe
ent cities and found that 83 percent of the devices (PDF) had corporate applications
accessed by the person finding the phone. The challenge is that thestivislyel
easy techniques for evading some of thalewice security cdrols, such as bypas
ing a lock screen password.

Insecure communications. While there is a lot less data on how often mobile
users connect to open networks, companies consider insecure connectiorgs to wir
less network a top threat, Rapid7's Sreenivas Jduesproblem is that wirelesed
vices are often set to connect to an open network that matches one to which it had
previous connected. A lot of people will look for a WiFi hotspot, and they won't look
to see if it is secure or insecure," he says. "And dmeg are on an open network, it
is quite easy to exute a marin-themiddle attack."

Leaving the walled garden. Users who jailbreak their smartphones or use
a thirdparty app store that does not have a strong policy of checking applications for
maliciousbehavior put themselves at greater risk of compromise. If some user are
making the decision to download an app from an unknown source in géntgd
app store, you are opening yourself up for the miztleof malware.

Vulnerable development frameworkSven legitimate applications can be a
threat to the user if the developer does not take security into account wherpdevelo
ing the application. Vulnerabilities in popular applications and flaws in frequently
used programming frameworks can leave a deviea ¢p dtack

% ttp://www.darkreading.com/mobilethobile-devicedangershatare moreof/240161141
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Malicious And Suspicious Software. According to tMeAfee Labs' mobile
malware will drive growth in both technicalriovation and the volume of attacks in
the overall malware market. That prediction is based on the last two quarters of
2013 which saw new PC malware unchanged and Android samples growth of 33
percent. Because of this, ransomware is expected to blossom as more people and
businesses shift over to mobile. Attacks will likely target vulnerabilities in NFC
(near field communicatit), and in the form of compromised valid apffsThe
number of malicious software and applications that are dangerous for users Android,
exceeded 1 milliof:*

Another great risk to data security is cloud compdifpghich has been
around for more than a de@dand has simultanesly transformed business and
government. Cloud computing has made knowledge and information available in the
organization, without spacetime limitation. Almost half (48%) of respondents from
Poland use some form of cloudngouting. The development of the cloud service
model delivers businessipporting technology more efficiently than ever before,
but also created new security challenges. Experts identified the following nine crit
cal threats to cloud security (ranked in order of sepét®
. Data Breaches
. Data Loss
. Account Hijacking
. Insecure APls
. Denial of Service
. Malicious Insiders
. Abuse of Cloud Services
. Insufficient Due Diligence
. Shared Technology Issues

While cloud computing threat is b@me easier to detect and diffuse simpler
and highewolume attacks, concerns about advanced persistent threats™(APT)
targeted attacks that attempt to breach a specific company's data overhidawve
risen from 14 percent in 2009 to 39 percent in 2@tBincrease of 55 percent-a
cording to the Ponemon and Lumension stidy.

The general trend indicates that in the future APT may constitute a large part
of al | the risks. In The Gl obal dt at e
creasingly were nomined as a potential source of attacks, so it seems alarming that

O©CoO~NOOUITAWNPE

110 http:/Avww.tomsitpro.com/articles/mcaf@aploit-2014-securitymobile, :1518.html

MNajwi nksze zagroUenia dl a 204 Rapbre EundadfiBezpiecznd nt e r
Cyberprzerstrze®& s. 6

112 Cloud computing is an edemand service model for IT provision. It means "a type ofriete
based computing,” where different servieesuch as servers, storage and applicatioase delvered

to an organization's computers and devices through the Internet.

13 The Notorious Nine Cloud Computing Top Threats in 2013, Cloud Security Alliance,
https://cloudsecurityalliance.org/researchftbpeats/

114 An advanced persistent threat (APT) uses mielfghases to break into a network, avoid detection,
and harvest valuable information over the long term. This infographic details the attack phdses, met
ods, and motivations that differentiate APTs from other targeted attacks.

115 http://www.proofpoint.comhreatinsight/newseed/articles/mobilelevicesadvanceepersistent
threatsto-be-2014stop-securityconcerns554901
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only 30% of respondents in Poland has implemented safeguards against such risks.
For comparison more than half of the survey respondents globally claims that a
ready apply apppriate remedis!®

Increasing the level of security, both traditional and computer, lead cyhercri
inals to the "weakest link", which is a man. Therefore, we can observe a growing
number of attacks aimed at obtaining knowledge and information from individuals
within the organization who have unfettered access to them. People frnsidée'|
the organization and trusted partners are the dominant source of incidents in organ

zations around the world (figui®.

Estimated likely source of incidents
Insiders-Employees

Current employees 50%

Former employees

Insiders-Trusted advisors

Current service
providers/consultants/contractors

Former service
providers/consultants/contractors

Suppliers/business partners
B Global

Information brokers m Poland

Outsiders
Hackers
Competitors

Organized crime

Activist/activist groups/hacktivists

T
0% 10% 20% 30% 40% 50% 60%

Figure 7. Estimated likely sourcesof incidents

Sources:Bezpieczne iformacigé bez pi ecznaKlpuazzyswe oSths er wrkiety e z  wy
AGl obalny stan bezpi ec z @@slobahState rof Imfarnmation Seitury 220 1 4 0 ,
Survey 2014, PWC, 2014 p. 10.

Special risk is associated middle managers, because theygreater access
to information important to the organization than employees in lowétigros

118 Bezpieczne informacieb e z pi e ¢ z n aK | purczzyoswzeg ooShis.er wacj e E wyni k.
ny stan bezpi ec z e EStwwapwe.pl/iepprecrenstvybiznesi0 1 4 o
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Man acting unconsciously, or through breaking information security rules may
cause to complete discrediting the securitstesy (eg, using "yellow sticky ndtef
the saved password). Therefore, staff and their IT resources (computers, systems and
networks, office, online services) are really just another front, which should include
the corporate éfensesThe increase in incidents combined with a concurrestinis
the volume of business knowledge being shared digitally results in an unsurprising
finding: Proliferating data loss. According to The Global State of Information-Sec
rityE Survey, in 2013 24% of r dslmostnden:
50%!!!) as a result of security incidents, a hike of 16% over 2012. Delving into the
types of data loited reveals some interesting findings. In almost half the cases,
these incidents relate to the brand or reputation. But on the lead the effectsief secur
ty incidents also were (figui@.™’

Impact of security incidents in Poland

The threat to brand / reputation 40%

|

Stealing of "soft" intellectual property (eg, processes
of institutional knowledge, etc.)

30%

Identity theft (customer information or employee)

20%

Stealing of "hard" intellectual property (eg, strategic
business plans, documents relating to the
transaction, etc.)

15%

HI

Exposure to the risk of legal / lawsuit 15%

Loss of or damage to internal records 15%

0% 5% 10% 15% 20% 25% 30% 35% 40% 45%

Figure 8. Impact of security incidents in Poland .
Sources:Bezpieczne informacieb e z pi ec z naKlpuzzysweg obhbser wacje z
AGl obal ny stan bezpi e.t2zwevHsvC.pVbezpieczénstwbizresu| i 20140,

- stealing of "soft" intellectual property (eg, processes of institutional
knowledge, etc.),

- identity theft (customer information or employee),

- heft of "hard" intellectual property (eg, strategic business plans, transa
tion dowments, etc.).
However, the survey results indicate that the applied security measures do not
allow for an effective fight against the risk of of intellectual property theft .

117 Bezpieczne informacieb e z pi e ¢ z n aK | purczzyoswzed ooShis.er wacj e E wyni
ny stan bezpi ecze Es,wwapwc.pl/ifepprecrenstjbiznesi0 1406, p. 12
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6.4.Risk analysis as a key element of creating a security policy im&wledge
based economy

To combat todayds risks, organinzati on
sight and intelgence on ecosystem vulnerabilities and dynamic threats. Activities
and investments should be driven by the best available knowledge aloouratibn
assets, ecosiem threats, and vulnerabilit@sand evaluated within the context of
business activity-®

The traditional reactive approach to information security strategy, which typ
cally relegates security to an IT challenggnains commonplac&ut it is no longer
effective, nor is it defensible. Fodayod!
ganiztions treat information security threats as enterprisemakagement issues
that can critically threaten business objectivese@afrding all dta at the highest
level is no longer realistic or even pigds.

Risk analysis enables an organization to identify threats and the associated
vulnerabilities which have the potential to negatively impact their business. R
sources can then be effectivelljocated to implement controls that reduce the-lik
lihood and/or the potential impact of the threats being realized. Therefore rigk anal
sis is a critical element for the management of knowledge and informasiamsy
security™®.

Risksarea function of; **°

- theassetwalues,

- thethreats,and their associatedikelihood of the occurrencethat may

threaterthe assets.

- the easeof exploitationof vulnerabilitiesby threatsto causeunwanted

impacts,and

- the existing or plannedsafeguardswhich might reducethe severity of

vulnerabilties, threatsandimpacts

Organizations have many reasons for taking a proactive risk analysis to a
dressing information security concefits

Necessity of having an accurate inventory of IT assets as well as data assets
and assetalue in dollars, the importance of assets to the organization, or their crit
cality to the organization.

Risks analysis lets identified and documented threats, and known vulRerabil
ties and prioritized based on impact or criticality of the IT asset oradsgd that it
impacts.

A risk assessment assists the organization in justifying the cost of needed s
curity countermeasures and solutions to mitigate the identified risks, threats, and
vulnerabilities,as well as assists IT organizations with understatidéingeturn on
investment if funds are invested in IT security é&fructure.

8The Global State of ey20f4pPW@2014,@n Securi tyE Surv
19| s, Rutgers, B. Srivastava, T. J. Moclan Information Systems Security Risk Assest Model

under DempsteBhafer Theory of Belief Functigngn:] Alournal of Management Information Sy

t e m¥ob 22, No. 4, Spring 2006, 107

1201S0/IEC TR 13335 Part 3b, p. 78

121 hitp:/fwww.informit.com/articles/article.aspx?p=426764&seqNum=5
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Legal and regulatory requirements aimed at protecting sensitive or personal
data, as well as general public security resmpéents?

One of the key elements of ISO 27001 ceréfion involves doing a comgyr
hensive risk assessment.

Risks analysis is the initial point for risks management and can be performed
without any useless time investments and investments to sources by theishbrt in
analysis performance of all systefis

A comprehensive enterprise security risk assessment also helps determine the
value of the various types of knowledge generated and stored across theaerganiz
tion. Without valuing the various types of knowledge in the organization, it is nearly
impossible o prioritize and allocate technology resources where they are needed the
most. To accurately assess risk, management must identify the knowledge that are
most valuable to the organization, the storage mechanisms of said knowledge and

their associated vulnabilities**

/ PLAN \
) Identify business oblectives.

2) Obtain management
support.

3) Select the propoe scope of
implementation.

4) Define a method of risk
assessment.

5) Prepare an invventory of
information assets to
protect and  rankassets

according  to rosk / \

=

ACT classification based on risk
11) Conduct perioodic \ assessment. / Do
reassessment audits: 6) Manage the risks,and create
+  Continual arisk treatment plan.
Improvement, 7) Set up policies and

procedures to control risks.
8) Allocate resources, and train
the staff.

N /

+ Corretive action,
* Preventiveaction,

Do
9) Monitor the implementation
of the ISMS.
10) Prepare for the certification
audit.

Figure 9. PDCA cycle in information security management system
Sourcehttp://www.isaca.org/Journal/Palstsues/2011/Voluméd/Pages/Planninfpr-and
ImplementinglSO27001.aspx

122 hitp://www.isaca.org/Journal/Passues/2010/Volumé/Pages/Performing SecurityRisk-Assess
mentl.aspx

0, Strngd, Risk atnadfysiisf amnmatmaonmna geaewnr i ty, [
p. 44

124 hitp://www.isaca.org/Journal/Passues/2010/Volumé/Pages/Performing SecurityRisk-Assess
mentl.aspx
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In particular, risk assessments provide a basis for establishing approgriate s
curity policies and selecting cesffective tetiniques to implement thegmlicies.
Since risks and threats change over time, it is important that organizations-period
cally reassess risks and reconsider the appropriateness and effectiveness &f the pol
cies and controls they have selectdiThis continuing cycle of activityncluding
risk assessment, may be conducted follows the-gidecheckact (PDCA) cycle
(figure 9)

Reliably assessing information security risks can be more difficult thkan a
sessing other types of risks, because the data on the likelihood and costseassocia
with information security risk factors are often more limited and because risk factors
are coistantly changing.

Many ISS risk analysis methodologies and standards have been developed by
both academic researchers and practitionacqding quantitatie methods such as
andysis, questionnaire, fuzzy metrics, and popular practical toolkits such as:

- ISO/IEC 27005:2008 Information security risk management

- CRAMM (CCTA Risk Analysis and Management Method) developed by

Central Computer and Telecommunicasdgency (CCTA).

- NIST SP80e30 - Risk management guide for IT systems

- OCTAVE (Operationally Critical Threat, Asset, and Vulnerability Egalu

tion) information security risk evaluation

- IRAM (Information Risk Analysis Methodologies) developed by tnafo

mation Searity Forum,
Oneof the simplestmethodsof risk analysisdescribedn ISO/IEC TR 13335
I Part 3b,is the Ranking of Threats by Measures of Rigkmatrix or tableis used
hereto relatethe factorsof impact (assetvalue) andlikelihood of threatoccurrence
(takingaccountof vulnerabilityaspectsjn thefollowing stepqtable6):
- Evaluation of the impact (assetvalue) on a predefinedscale, e.qg.,
1 through5, of eachthreatenedsse{column'b’in thetable).

- Evaluationof the likelihood of threatoccurrenceon a predefinedscale,
e.g.,1 throughb, of eachthreat(column’c'in thetable).

- Calculationof the measuref risk by multiplying (b x c).

- Makingrankingin orderof their6 e x p daztarr e

Table 6. Simple risk as@ssment table

likelihood of
Impact value | threat occu- measure of
Asset Threat risk
b rence
bxc
[
Server Electricity 4 > 8
outage
Fire 5 2 10
Staff Loss of key 5 2 10
staff
Accident 3 3 9
SourceOwnresearch

125 http://www.gao.gov/special.pubs/ai00033.pdf
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This proceduregermitsdifferentthreatswith differing impactsandlikelihoods
of occurrenceto be comparedand rankedin order of priority, as shownhere.In
someinstancest will be necessaryo associatanonetaryvalueswith the empiical
scalesusedhere.

6.5.Conclusions

Today 6s constantly changisg: is unpredictable, volatile, and seems to
become more dangerous every day. In this warflormation and knowledge are the
modern economic resources that allow to reduce the level of uncertainty and the
level of unpredictability of thdéuture. They are a necessary base for rationatl dec
sion-making, without which we can't talking about the successes and ecomn®mic d
velopment of the country, as well as individual companies. Possession ©f info
mation and knowledge can be a source of sudikir@mpetitive advantage.

Growing importance of information and knowledge has made that has arisen
new threats to their safety. Every year we chseove a growing numbers of new
threats to the security of information and knowledge, associatednveitiility in-
creasing and using public cloud computing/gees.

In effect, in knowledge based economy, no system, no organization and none
knowledge can be absolutely secure.

To ensure the best possible protection for knowledge, organizations should
conduct a 8k assessment of information security. Through this analysis, it will be
possible to create an optimal security system.
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CHAPTER VII

Information as a decision tool in uncertain conditions:
a disclosure index on provisions, contingent liabilities
and dferred taxes

Il 2dio TdMm&s Lopes

7.1. Background of business information disclosure

In businessesincertainenvironment, information is managed as a key r
source in decision making. Used by multiple staders, it shoul be disclosed
through a structured way and should also comply with quality requirements in order
to ensure its utility in the management processes and decisions. However, multiple
detractors and enablers exist, driving the intensity of information dis&od hese
theoretical factors are supported by several theories such as agenclftheetiju-
tional theory®®, or contingency theol§’. Thus, international committees and boards
(v.g.IASB, FASB, APB) tend to harmonize the accounting principles in tha&{ina
cial statements preparation and dissemination, including a set of topics te-be di
closed intheampani es® management reports and

126 php, ISCTE Business SchdolUniversity Institute of LisborPortugal

127M. Jensen, W. MecKLingTheory of the firm: managerial behaviour, agency costs, and ownership
structure [in:] Alournal of FinancidE ¢ 0 n 0 mi ¢ ¥ob 3.; J1DeriskiA simple case of indeterm

nate financial repaing, working paper Stanford University, Stanford, CA. 1980.; R.E. Verecchia,
Discretionary disabsure [in:] Aloun a | of Account i2009Vad.6.d Economicso,
128 p_ DiMaggio, W. PowellThe iron Cage Revisited: Institutional Isomorphism and Colled®ae
tionality in organization fieldgin:] W. Powell, P. DiMaggio (ds.) The New Institutionalism in Orga
izational Analysis The University of Chicago Press, Chicago 1991.; R. Gray, D. Owen, C. Adams,
Accounting and accountability: Changes and challengesrporate social and environmental tep

ing, PrenticeHall, London 1996.

129 A, Thomas Towards a Contingency Theory of Corporate Financial Reporting System, Accounting
[in] AMudi ti n g & Accould9la/bli4) No.tdy G. Reid, I. Sndtfihe Impact of Co-
tingencies on Management Accounting System Developriesit AManagement Accounting R

S e a r200 val. 8.
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The effect of those harmonization principles has driven an increase in information
qualitytonar ds a reliable and time based co
ports.

According tolnternational Financial and Reporting Standar@@éS/IFRS),
companies should disclose to their stakeholders a set of structured infornmtion, t
wards the quality assurem and business comprehensivel®sEhus, several topics
should be diclosed such as the relatpdrty disclosures, contingent liabilities and
contingent assets, comparative information, uncertainties, and judgments iand est
mations. For specifics items inded in the balance sheet or in the incomeestat
ment, additional disclosures are required according the specific IAS/IFRS. Besides
the mandatory information described in the accounting standards, the aspoued r
also include a set of voluntary inforr@t*®, both influencing the market volatil
ty**. Indeed, the compliance level infoation disclosure can potentially influence
the stakehol dersdé decisions and drive
other legal institutionsv(g. sector activity egulators, securities and exchangeneo
mittees, national banks, and even courts) and corporate governance commngtees (
audit committees) have the responsibility to monitor and ensure that financia repor
ing is prepared and managed in accordance wihl leequirements and rules. The
capital market manipulation is also mitigated through the reportdicaion as
required by international and national legislation. Audit firms play within the legal
certification of accounts, an important and decisivetrdaution.

Information asymmetry is the focus of the information disclosure needs.
Companies tend to provide to stakeholders thernmftion they really trust and,
therefore, positively influence their expected future returns, or mitigate their bus
ness ad financial risk§.

This chaptethas two complementary aims: the identification of information
di sclosure compliance of | ASB6 interna
contingent liabilities and deferred taxes, and the identification of variabédest
explain the variance of those information disclosure indexes. Evidemppdigdafor
nonfinancial listed companies, integrating tBeronext Lisborregulated market,
also constitute an overview about information disclosure, eight years afiatehe
national accounting standards adoption in Portugal as required bye&aropion.

This approach also aims to provide new insights and contribute to a globalend int
grated index construction, structured on overall assets and liabilities.

130 B, J. Epstein, A.A. MirzalFRS: Interpretation and Application of International Accounting and
Financial Reporting Standardsohn Wiley & Sons, New Jersey 2005; H. Bohusova, D. Nerudidva,
Evaluation of the Convergence of US GAAP and IFRS in the Area of Borrowing [lujté fe
Busness Review 2010, Vol. 16, No. 1.

131 3.Holland,A grounded theory of corporate disclosufm:] AAc counting and Busine
2005 Vol. 35, No. 3.; P. Broberg, T. Tagesson, S. Collithat explains variation in voluntary disel
sure? A study of the annual reports of corporations listed on the Stockholm Stock Ex¢hmehge
Alournal of Mangement and Govea n ¢ 2080, Vol. 14.

1821 Cuzman, B. Dima, S. Dim#-RSs for financial instruments, quality of infieation disclosure and
capital markets volatility: an empirical assessment for Euroz{ing AAccounting and Management
Information Sygeems 2010 Vol. 9, No. 2.

133 A. Watson, P. Shrives, C. Martsdvipluntary disclosure of accounting ratios in the UK:] ABrit-

i sh Account2008gol. Revi ewo,
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7.2.Infor mation in decision making

The concept of information is nowadays broadly used. It translateglaaer
that can be digitized, that can be converted into a set of bits and disseminated
through multiple platforms. Information is a symbolic representatioa gt of
events, objects, and streams which requires rules in its dis¢fslinategrates the
chain of knowledge creation when data acquires meaning, when flows inside or
across organizations, through multiple structured or unstructured networks. This
dynamic transformation is dynaoally subjected to the filters of contextualization,
categorization, calculation, correction, and condensation as statéHbjpaven-
port andL. Prusak®. Hence, information is a message in itself and is vulnerable to
all the noise that arose from the processes of aamation.

F.1. Dretskeargues that information is all that can produce knowE@gile
others see it as a message ffSwThis flow of information supports the comntmi
ment and beliefs between organizations dmair tstakeholders. Thus, knowledge and
information disclosure to the entire company value system is embedded in the trad
tional theories as

- agency theory

- legitimacy theory,

- institutional theory

- contingency theory

The transformation of data into infoation does not develop through a linear
path. It depends on the filters used in thacpss$® Embedded in sense and logic,
data outflows into information which embodies meaning and structure. Eash tran
formation filter highlights those who, in essence) peovide mechanisms for exee
lence in the pursuit of intrinsic formaditon of corporate valué’. Condensation
translates the aggregation process of data by carrying out the mathematical and st
tistical analysis while attextualization relates to the puge of data collection, its
correction, and the elimination of errors. The categorization seeks for the identific
tion of their main comgnents.

Assuming that information and knowledge are a key resource driven iby ind
viduals, groups, and organizationse fntensity in the disclosure process influences
management decisions and “SMaeé eohatiity, dee r s 0
a result of economic globalization, however associated with traditional business
models, increases the urgency to producéubggformation that can support mizlt

134C. Shapiro, R. Varian Hallpformation Rules: A Strategic Guide to the Network Boan Harvard
Business School Press, Boston MA 1999

135 T H. Davenport, L. PrusakiVorking Knowledge: How Organizations N&ge What They Knagw
HBSP, Boston MA 2000

186 |, Dretske Knowledge & the Flow of Informatigtthe MIT Press, Gabridge MA 1983

187 £, Machlup, Semantic Quirks in Studies of Informatidim:] F. Machlup U. Mansfield (eds.) The
Study of InformationJohn Wiley & Sons, New York 1988;Nonaka A Dynamic Theory of Orgaraz
tional Knowledge Creatigriin:] AOrgani z at i o n 1994Mole5nNod.o ,

1387 H. Davenport, L. PrusakVorking....op. cit.

139 hidem.

140 p A. Shackelford, J. Slemrod, J.M. Salinancial Reporting, tax, and real deéons: toward
a unifying framework[in] Ant er nati onal T20klVE.U&| i c Financebo,
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ple decisions on a timely and reliable basis. The accounting harmonization effort
that we have experienced in the last decades, comply with the needrofaitiém
quality. This is not merely a mechanism of standatiimabut fundamentally
a mechanism to ensure the comparability of the information produced, iticzesta
way, in the context of a globalized market. As a result of the unquestionable-advan
es in the information and communication technologies, many asersagents are
more experienced with regard to the usefulness of the informationnigatians
develop increasingly sophisticated systems that provide the information on a time
based wal/". This revolution in the concepts of time and space is one oé#ubrig
brands of digital revaiion that has marked the last two decades. So far, information
is disseminated to stakeholders through multiple platforms, however improvements
are required regardless its structuring and comprehensiveness. This incrésse is a
associated with the development of integrated management ainol systems.

The sophistication of those systems, through a dynamisviayorelationship,
is characterized by the integration of financial and-rfarancial information, but
also from is predictive nature. Management control systems have acquiredlflexibi
ity, by erabling organizations to identify trends and warning signs which facilitate
the implementation of emerging strategies. Characterized by their multiple la
guages, these systenmgeigrate both internal and external information (quantitative
and qualitative). Qualitative information is becoming increasingly important as part
of the integrated financial reporting. Thus, this evidence can be found in thaintern
tional accounting stamads, especially in the topics related to the informatiea di
closures requirements. Although it is mandatory to disclose the information required
by accounting standards, there is still some resistance to its disclosure, which can be
explained by the theas mentioned above.

7.3.Information disclosures
The accounting information disclosure to stakeholders is strongly influenced

by the agency theory principles. Broadlyis theoryhasbeenincorporatedn multi-
ple scientific field$*2. However the controersy over its usefulnessapplicability

141 M. Moahamed, A. Murray, M. Mohamed;he role of information and communication technology

ICT in mobilization of sustainable development knowledge: atjatve evaluation [in:] Alournal of

Knowl edge Maz20a0g/el.n4 Nd. D ,

142 particularly in: accouning (J.Demski,A simple case of indeterminate financial reporting, working

paper, Stanford University, Stanford, CA. 198®), economicA.M. Spence, R. Zeckhausemsur-

ance, information, and individual actipfin:] AAmerican Economic Reviedv1971 Vol. 61), in mar-

keting (A. Basu, R. Lal, V. Srinivasan, R. Stael8ales force compensation plans: An agency theoretic
perspective[in] Mar ket i ng S cdl énircpliicalls@iehcs(B. Mithick, The theory of

agecy and organizational analysi®Jniversity of Pittsburgh, 1986 in finance (E. Fama,Agency

problems and the theory of the firnfin] Alour nal of Pol1R8&QiVola88.; Ec o n ¢
J.Fontrodona, A.J.G. Sisoifhe Nature of the Firm, Agency Theory and Shareholder Theoryi-A Cr

tique fom Philbsophical Anthropology{in:] A our nal of B20GS, i @6y is beEawidui ¢ s 0,
andorganiztional culture K. M. EisenhardtControl: Organizational and economic approachps:]
ﬁ(\/lanagene nt Sc i e not 819R. Kosrgk@&reéenmail:A study in board performance in carp

rate gosernancg[in:] AAdmi ni st r at i ve 3987 \éoh32;eB. VD Kudik, AgencylTlyeory,
Reasoning and Cture at Enron: In search of a Solutigfin] Al our n a | of Ban@sivel.ess E
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and validity remains valid evetoday. It was developeduringthe 60sandthe early
70s XX century, by severaleconomistsjncluding K. Arrow and R. Wilson™*. It
trarslatesthe problemof attitude torisk either by individuals andbr by groups*.
The differentiationof objectives inherentto those partieshatleads their attitudes
alsodifferent Those aregelationsbetweenthe principal and agent metaphorically
supportedby a contractorientedbehaviourof parties who take different attitudes
towardsrisk**.

According toK.M. Eisenhardtthe agency relationshiprisesbetweenwo or
more parties ima designatedagent acting for the other, calledthe main field in
a particulardecisiori*. Acting both partiesin favour oftheir owninterestthe prin-
cipal conductsts action tominimize costs theagentin orderto minimizetheir ac-
tion. AccordingM. K. JenserMec, andW. Ling, theagency costsorrespondo the
sumof the costof moritoring bythe principal (asso@ted with theincentives ofthe
agentandthe monitoring processof their activity), expense®f the undertaking by
the agen(associatedvith resourcespentby the agento compensat¢he principal
for inappropriate actionsandresidual lossegassociged with the degreef diver-
gencebetweenthe agent'sdecisionsand the decisionthat potentiallymaximize the
well-beingof principal)**’.

The paradignof the usefulness dahformation for decisionmaking isnow
one of thekey issuesn thedesigningprocess bwards the information dissemination
to their stakeholderd he profound changdblat have occurreth the ecobmiesin
general andn particular businessnodels require information to bedisclosedin
a timely manneand meeting theexpectation®f its usersHowever, manyare the
factors that determinthe type timing and intensity with whichhis informationis
disseminated

There are several theories that have explained the various factors tirat infl
ence the information disclosure drivers. Howeveis our understanding that the
factors that determine the dissemination of information result from a symbasis b
t ween the business ¢ o mp Eaehof thogehemrieshass t a k e
its basisin the social contract, establishdxbtween thecompanyandits stakehal-
ers creatinginternal mechanisms respond to changebkat occurin the envirm-
ment

The contingency theorassumes theoretical perspectibat contingencies
such as sizeuncertainty and risk, technologynd environmental pssuresaffect the
organi zat i onéndopaating elocegsedbusg torganizations cannot

59) andin sodology (H. White, Agency as adtrol, [in:] Pratt J., Zeckhaouser R.d&), Principles and
agents: The structure of businebirvard Business School Press, Boston 188B. ShapiroAgency
Theory[in]AAnnual Revi ew005WVol.Sp.ci ol ogyo,

13K, Arrow, Essays in the theory of risk bearingarkham, Chicago 1971; R. Wilso®n the theory

of syndicategfin]] A4 ¢ 0 n 0 mel0ag Vat. 860 ,

445 RossThe economic theory of almeAMMmeican Ecénemicl® i nci p a
v i e 133 Vol. 63.

145 M. Jensen, W. Mec, K LingTheory of the firm: managerial behaviour, agency costs, and mwne
ship structure[in:] Alournal of Fi ni®m&vol. 3.1 Economi cs o

146 K. M. EisenhardtAgency theory: an assessment and reyigw] AAcademy of Manageent Re-
viewo, 1989 Vol.14, No.1.

147M. Jensen, K. Mec, W. Ling;heory... op. cit.
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develop a stafard framework to plan, organized control their own activitie3 he

second theoryinstitutional) considersthat organizationshould adapto external
expectationsso thereexternal pressure® implementappropriate practice® dis-

seminate informatianlhe fact thabrganizationgend toimplement the samstruc-

tures and practicemlong timeas a responsef social requirements desgnatedin

the literature asnstitutionalisomorphismi®®. The theory oflegitimacyis based on
the notion of the social contractetween theeporting entityand the societyn

which it operate¥®. The disseminatiomf informationis one way taelieve social

pressireand legitimatdheir organizational actities.

The usefulness issue of the information managerhasta diffuse scope,
based ommultiple drivers: thetype of information usetheir information needs, the
emergingpressure from theapital marketsthe change®ccurredin the envirm-
mentin which organizationsdevelop their activitieand evenregulatory requi-
mentsoften resultingfrom political decisionsindeed we cannotink a particular
theoryt o t he enti ti es a n, degasigahedisseminatienrols 6 b
information Those theories havepecific determinants thatmbodythe individual
and collective behaviour§hese behaviourerivefrom thesymbiosisassunptions
which areinherentto each particular theory.

In this context, we ssume that companies have a certain level of resistance in
the disclosure of their liabilities. Stakeholders usually associate those liabilities to
short or long term financial risk which detracts companies to voluntarily disclose
this type of informationAlthough those disclosures are mandatory according-inte
national accounting standards, most of them do no comply with those requirements.
This assumpti on s up phsclassre Ihdede (D ed ftoa it
liabilities recognised inthecop ani esdé financi al stat eme
deferred taxes.

Provisions and contingent liabilities

A provision is a liability of uncertain timing and amount. A contingent labi
ity is a possible obligation that arises from past events and velxagence could be
confirmed only by the occurrence or noccurrence of one or more uncertain future
events not wholly within the control of the entity. It could also be a presenteblig
tion, derived from past events but without probable outflows fronmettigy. Fu-
thermore, contingent liabilities can also arise in the case of difficulties in its-mea
urement on a reliable basis (IAS 37).

In order to comply with the qualitative characteristics of the financiat-info
mation, companies should, in compliancghwthe international standard, disclose
several topics about their provisions and contingent liabilities. Thus, for each class
of provisions and contingencies, it is mandatory to disclose the following Hems
table 7.

148p_DiMaggio, W. PowellThe iron...op. cit.
149 3., Guthrie R. Petty, K. Yongvanich, F. chceU'sing Content analysis as a Research Method to
Inquire into IntellectualCapital Reporting[in:] AJournal of Intd e c t u a |, 20@4a/pl.i5tNa.[2.0
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Table 7. 1AS 37 disclosure requirements

D12,

Description

DI1,

DI1,

DI,
DI1,

Dl1s

DIl

Dl1,
Dl1g

DI,
DIl

DIl
DI1,,

The carrying amount at the beginning and end of the economic perio

Additional provisions made during the period, including afiréases to
existing ones

Amounts used during the period
Unused amounts reversed during the period and recognized as reve

Increase during the period in the discounted amount arising frorn
passage of time and the effect of any change in the discount rate

A brief description of the nature of tlebligation (v.g. legal issues, ane
ous contracts, restructuring plans, etc.) and the expected time o
resulting outflows of economic benefits

Indication of uncertainties and related major agstions

Amount of expected reimbursements

Estimate of the financial effect of contingent lidids

Indication of uncertainties relating to the amount or timing for amy ¢
tingent liabilities outflow

Possibility of any reimbursement for contingeabliities
Statement abouton-disclosure reasons

Source: own research

This class of liabilities, associated to the recognition of accruals and deferrals,
are usually associated to earnings management pradiicésciogly, S. P. Hedge
and G. V. Krishnamvidences that firms whicexhibit greater eaiimgs management
are associated with lower market liquidiy while D. Marciukaityte andS.H.

Szewczyk argue that discretionary accruals peak when firms obtain delt- finan

ing™%. Furthermore, these authors alsddence that accruals ahégher for firms
that rely on debt rather than on equity financing. Complement&tily, Crawford

andT.R. Weirich have associated deferrals recognition as a common form of fina

cial staement fraud and as a red flag of gk

Deferred tax liabilities
The issue of disclosure of the deferred tax arises associated with the characte
istic of understandability of financiahformation. The breadth and clarity ot-a

counting disclosure are highly dependent on preparers of financial informaten. A

cording toG.K. Meek, C.B. Roberts and S.J. Grapluntaryinformation only @-

10 A, Ascioglu, S. P. Hedge, G. V. Krishnan,[ifReview of Quah i t at i ve Fi

2012, Vol. 38

nance

151 D, Marciukaityte, S.H. SzewczylEinancing Decisions and Digetionary Accruals: managerial
manipulation or managerial over optimisiin:] AReview of Behaviotal Finance, 2011 Vol. 3.

152 R L. Crawford, T.R Weirich.Fraud guidance for corporate counsel reviewing financial statements

and reports|[in:] AlournaloffFi nanci al Zaol. 18me 0 , 2011,
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curs in cases in which the benefits outweigh exceed the'Costthough IAS 12
enumeates the requirements in terms of qualitative and quantitative extent of the
matters to be disclosed etftontent and form remain dependent on the discretion of
the prepeer of financial information.

Deferred taxes liabilities are the amounts of income taxes payable in future
periods in respect to taxable temporary differences. Hence, taxable temporary diffe
ences result in taxable amounts when the carrying amount of the asset or liability is
recovered or settled. With regard to deferred taxes, IAS 12 establishes that company
discloses the following structured topitable 8).

Table 8. IAS 12 disclosure requirements

DI2, Description

DI2,; Current tax expense

DI2, Adjustments recognized in the period for current tax of preoogs

Amount of deferred tax expense relating to the originating and reversal aj-tem

DI rary differences
Benefits from a previously unrecognized tax loss, tax credit or temporary diffe
DI2, . - .
ence of a prior period that is used to reduce deferred tax expense
DI2 Deferred tax expense arising from the wadtawn, or reversal of a presus write
5

down
D12 The anount of tax expense relating changes in accountirigipsl

DI2, Deferrals associated to items directly charged or credited in the equity
DI2g Reconciliation between tax expense and accounting profit
DI2q Changes in applicable tax rate
Amount ard expiration dates of deductible teonary differences and other relate:
D210 jtems
DI2 Deferred taxes associated to investments in subsidiaries, branches aratessso«
1 and interests in joint veures
DI2 The amount of deferred tax assets and liabiliterognized in the semhent of
12

financial position for each pied
DI2,3 The amount of the deferred tax income or expense recognized in profit or loss

D124 Gains and losses associated to discontinuediiiqes
DI2;5 Income taxes consequences of davids to shaholders

DI246 Other deferred taxes related to business coatibims

Source: own research

We believe that those disclosure requirements are complex and, eveo-in a h
listic way, this may constitute a severe inhibitor to disclosure behaviaos, The
financial reportingwill be incomplete which implies a weak utility of the annual
accounts. As adenced byE. Amir, M. Kirschenheiter and K. Willardheomission

153 G.K. Meek, C.B. Roberts, S.J. Grayactors influencing voluntary annual report disclosures by
U.S. and U.K. and continental European multinational corporatidims] Alournal oflnternational
Busi nes s19%tVol.®26, Ros 5b.
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of information relating to deferred taxes are negatively adsociith expected

futures returns that flow to the enti}!. The omission of those effects undermines

the completeness of fineial information. To disclose information about deferred

taxes is relevant to stakeholdétsinvestors usually associate the disclosureesf d

ferred txes on revaluation of tangibbnd intangible assets with the expectation of
continuous investments in depreciable and amortizable assets. Evidences obtained
by P. K. Chaney and D. C. Jet€rand byR. Colley, J. Rue, A. Volkaf*’ also show

a positive assoait i on bet ween deferred taxeas recoa
tion. The market seems to recognize and incorpdhateontinuity of operations and

their effects in terms of a desirable future returns.

Information Disclosure Index

The construction ofralnformation Disclosure Indeis a common technique
to aggregate information in several scientific fields, especially in social sciences. In
management and accounting, the same approach has been followed in order to ide
tify the intensity and level foinformation reporting® In this regard,l. Dragu,
A. T. Tudor**® haveregressed the disclosure index of borrowing costs (IAS 23) with
multiple variables \{.g. turnover, return on assets, return on equity, total sales, debt
rate, solvency) and have evidenced #ra increase in debt rate would generate i
creased dclosure while an increase in solvency, in return on equity (ROE) and in
return on assets (ROA}ould mean lower quantities of disclosed information.
A. Mutawaa and A. Hewaidfound a negative associah between leverage and
disclosure compliance level (dependent variaBle) positive and significant ass

154 E. Amir, M. Kirschenheiter, K. WillardThe Valuation of Deferred Tax§is:] AContemporary

Accounting Research1997,V o | . 14, NUA4 .

195 |hidem.

1% p_ K. Chaney, D. C. Jetehccounting for Deferred Income Taxes: Simplicity? Usefulnds?
Mccountingl98ori zonso

157 R. Colley, J. Rue, A. VolkariThe Myth of IntetPeriod Allocation of Deferred Taxes: Industiry

Based Analyse§in:] AThe JournaloA mer i can Academy Volf§,nBuz i nesso, 20
1%8 See D.J. Skinnekyvhy firms volutarily disclose bad newgin:] Al our nal of Accountin
1994 Vol. 32, No. 4 R.S. Wallace, K. Naser, A. Morahe relationship between the compreheamsiv

ness of corporate annual reports and firm characteristics in Sgair AAccounting and Blsess

R e s e a¥9@4h/ol. 25, No. 97 T.E. Cooke,Regression analysis in accounting disclosure studies

iN] MAccounting and PI99GiVol.e28 No. RB.: Bushee, KEONoe, Corporate

disclosure practices, institutional investors, andct return volatilitylin:] Alournal of Accounting

Research 2000, Vol. 38 D. G. Barako, P. Hancock, H. Y.lzaRactors influencing voluntary cogp

rate disclosure by Kenyan companifia:] ACorporate Goven anc e : An I nt 006 ati ona
Vol. 14,No. 2 B. Al-Shammari, P. Brown, A. TarcAn investigation of compliance with international
accounting standards by listed companies in the GulDeration Council Member Statdi:] AThe

International  ur n al of 28@8¢cvoludl,tNo.nmd.dDragu, A. T. Tudor,Developing an

ecaometric model for measuring the evolution of information disclosu#S 23 Borrowing costs

[in] AAnnales Universitai s Apul ensi s ,S21liVels 13, 0\o.c? . iBrobeg,a 0

T. Tagesson, S. Collin)Vhat eyplains variation in voluntary disclosure? A study of the annual reports

of corporations listed on the Stockholm Stock Exchafing Alournal of Management and Gower

ance 2010, Vol. 14.

1591 Dragu, A. T. TudorPeveloping...op. cit.

180 A, Mutawaa, AHewaidy,Disclosure Level and Compliance with IFRSs: An empirical investigation

of Kuwaiti companiedin:] AThe International Busimes & Economi cs ,RH¥E.&r ch Jou
No. 5
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ciation was found between disclosure compliance level and company sizecand se
tor of activity. These evidences corroborate the previoideaceswvas provided by

R.S. Wallace and K. Nagét A. Mora andB. Al-Shammari, P. Brown and

A. Tarcd® Type of auditing company (Big4) is also positively associated to the
dependent variable, however not statisticalgpniicant.

Broadly, information disclosureseasignificantly associated to company size
which means that large companies provide more mandatory and even volustary di
closures than in SMES. Relating key profitability indicators such as ROE or ROA,
evidences are not converg”é?ﬁtwhich means that otheariables exist that drive the
effective information disclosure.

7.4.Methodology of research

This research is based on 47 fimmance companies, all of them listed in the
Euronext Lisborregulated market, with reference to 31 December 2012. General
data was collected frofataStreandatabase and information associated to dépen
ent variables was collected through a content analysis procedure to the amAual co
solidated account.

The theoretical information disclosure index

Information disclosure levecan be measured through several approathes
(Arvidsson, 2011), including the construction of an index méfriche disclosure
index (ID) for each company can be obtained through the ratio between the total of
items disclosed by the company and the suth@ftems that should be disclosed to
stakeholders. The first step in this research consists in achieving the disclosure index
for provisions and contingent liabilities, and the disclosure index for deferred taxes.
Each index will be compad as follows:

161R.S. Wallace, K. Naser, A. Mor@he relationship...op. cit.

1628 Al-Shammari, P. Brown, A. TarcAn investigation..., op.cit.

183 R.S. Wallace, K. Naser, A. Mor@he relationship...op. cit.; B. AFShammari, P. Brown, A. Tarca,
An investigation..., op.cit.A. Mutawaa, A. HewaidyDisclosure..., op.cit.]. Dragu, A.T. Tudor,
Developing...,op. cit.; S. ArvidssonDisclosure of noffinancial information in the anual reports
[NfAAournal of | n20&lVblel2z, Nm2| Capitalo,

164 (Street and Gray, 2002; hammariet al, 2008; Broberget al, 2010; Draguand Tudor, 2011)
R.S. Wallace, K. Naser, A. Mor@he relationship...op. cit.; D.L. Street, S.J. Grakfactors influem-
ing the extent of corporate compliance with international accountinglatds: summary of a research
monograph [in:] Alournal of Intenational Accounting, Audi ng a nd , 2082¥al.t1i.;BnAd
Shammari, P. Broberg, T. Tagesson, S. Collifhat explains...op. cit.;l. Dragu, AT. Tudor,Devéd-
oping...,op. Cit.

1855, Abraham, P. CoxAnalyzing the determinants of narrative riskdrmation in UK FTSE 100
annual reportg[in] AThe Br i ti sh Ac20@7uMoli3D,Ng 3.Revi ewo,

1865 Arvidsson Disclosure...pp. cit.;B. J. Bushee, C. F. No€prporate...,op. Cit.

187 A, Mutawaa, A. HewaidyDisclosure..., op.cit.;J. Oliveira, L Rodrigues, R. CraigRiskrelated
disclosures by nofinance companies: Portuguese practices and disclosure characterifitids
AMan a geri al a, 2@l i Yol. 26 g\No.D;d. Dnagu,aAll. @udor,Developing...pp. cit.
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ay’
DI == —
' TD/ (1)
Where:

i
i - Disclosure index for IA8n company i

i
yi. Disclosure observed in company i for IAS

TD/

' - Total disclosures required by If&hd appliable to company i

These two indexes will be integrated in a multiple linear regression model as
dependent variables. This is anwaighted hdex which is assumed that all items
are considered with the same level of importance to many users of finaatdal s
ments. The use of weighting factors would imply a previous study of the importance
attributed by many users of information, for each of the elements considered. Thus,
the results would be eventually biased by subjective factors.

The variables

In the first step, we have looked for the construction of a disclosure index on
provisions and liabilities (DI1) and on deferred taxes (DI2). These indexes-are i
cluded in the regression model as dependent variables, illustrating the levei-of co
pliance about infomation disclosures, according IAS 37 and IAS 12, respectively.
Independent and control variables and corresponding signs are supported by agency
theory, legitimacy theory, contingency theory, and institutional th€bry

The dummy variable AUDIT assumesiflaccounts were certified by a big4
auditing company and 0 otherwise. The sector of activity is used in the model as
a control variable, namely:
Consumer services and transportation;
Basic equipment and industry;
Construction and infrastructures;
Tedhnologies and communications;
Consumer materials;
Petrol and energy;
Media and advering.

NogswbE

168 3. DemskiA simple.., op.cit.;J. Dowling, J. PfefferQrganizational Legitimacy: &ial Values and
Organizational Behaviourfin:] MPacific Soci p1976d8 & &. ThoRashowaeds .
op.cit.; P. DiMaggio, W. PowellThe iron...,op.cit.;G. Reid, J. SmithThelmpact...,op.cit.;J., Gutrie
R. Petty, K. Yongvanich, F. Riccerysing...,op. cit.; C. Chapman, D. Cooper, P. Millérinking
Accounting, Organizations, and Institutiofisi:] C. Chapman, P. Miller, @s.), Accounting Organi-
tions and InstitutionsOxford University Press, 2009he literature review also supports our aggum
tions and variables signs, namely:E. Cooke Regression..gp. cit.;B. J. Bushee, C. F. No€orpo-
rate ; D. G. Barako, P. Hancock, H. Y.lzaRactors...,op. cit.;l. Dragu,A. T. Tudor, Developing...,
op. cit.; A. Mutawaa, A. HewaidyDisclosure...,op.cit.; P. Broberg, T. Tagesson, S. Collwhat...,
op.cit.;J. Oliveira, L. Rodrigues, R. CraiRjskrelat...,op.cit.
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Table 9. Variables description and framework

V ARIABLE PREDICTED
VAR. DESCRIPTION
TyPOLOGY Economic SIGN
DI1 Provisions andontingencies disclosure index
DEPENDENT n/a
DI2 Deferred taxes disclosunadex
DIM Natural logarithm of totalssets +
ROA Return on assets (net income/totsdeds) +/-
ROE Return on equity (nebhcome/equity) -
Natural logarithm of arnings before nterests,
EBITDA ) o
taxes, depreeiion and amortization
INDEPENDENT
DEB Debt ratio (Debts/Total gsets) -
BGROW Business growth between 2011 and 2012 ?
NIGROW Net income growth between 2011 and 2012  ?
Auditing company (I Audited by a Big com-
AUDIT g P y ( y g
pany and 0 othmvise)
CONTROL SEC Activity sector +

Source: own research

The regression model

In order to identify which variables (X i K)besté&ontribute to explain the
variance of dependent variables, the model stated below has been regnebséu fo
indexes.

DI p = Do + bDIM,; + b,ROA, + b,ROE, + b,EBITDA,
+ b,DEB;, + bBGROW, + b,NIGROW, + b, AUDIT,, + b,SEG, +e

(j :].,,n)(z)
Thus, all variables were simultaneously introduced in the model in order to
identify which ones can predict (rejection of:H,=fh= é =486 0 ; p<UYy the

mation disclosure index on provisions, contingent liabilities and deferred taxes for
nortfinance listed companies.

7.5.Results and discussion
Descriptive measures
The sector of consumer services and transportation integtateompanies

(23,4%) while the sector of basic materials and industry is represented by 21,3% (10
companies). The overall distribution by sector is evidenced ifigines 10.
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Figure 10. Activity sectors
Source: own research

In order to provide an integrated overview about the variables included in the
research, we summarize in taldlé the basic descriptive measures such as-min
mum, maximum, mean, and standard deviation.

Table 10.Descriptive measures

Variable Minimum Maximum Mean Std. Devation
DI1 0,08 0,92 0,4677 0,20542

DI2 0,00 0,98 0,5470 0,29016
DIM 7,14328 10,31918 8,7398 0,719196
ROA -78,16 15,00 -1,6832 13,31658
ROE -190,87 56,10 -2,8264 36,64751
EBITDA 5,64870 9,14265 7,3775 0,83732

DEB 27,93 533,85 98,9568 89,88984
BGROW -52,60 16,22 -9,0311 17,44445
NIGROW -306,60 601,46 38,8798 145,99483

Source: own research

Figure 11. Auditing Company
Source: own research

Non Bigd
28%
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Relating auditing services, tharaual accounts were certified by a Big4 audi
ing company in 34 (72%) of cases. We found a positive and significant association
between this variable and the information disclosure index on deferred taxes
(c®=42,00; df=28; p=0,001). Relating the disclosim®rmation on provisions and
contingent liabilities, that association is positive but not significaft1(2,452;
df=14).

Other significant associations were identified between information disclosure
indexes and other variables such as size, return @tsas®et income growth rate,
among others (Tablgl). Size is positively associated with both indexes whiah co
roborates the literaturé® Broadly, larger companies tend to disclose higher levels
of information in order to respond to the increase in thkebtalders information
needs. However, that association is significant only for the information disclosure
level on provisions and Iiabilitie$:2(=658,00; df=644; p=0,011). EBITDA, as assu
tainability key performance indicator, is sifjpantly associated ith both indexes
(c2=658,00; df=644; p=0,023 arnd=1316,00; df=1288; p=0,013, restigely).

Table 11. Most significant association measures

Asymp. Sig. (2 Per soné:

. . 2
Variable X,  Variable X, ¢ df sided) lation
DIM 658,00 644 0,011 ?gfffl)
DI1 EBITDA 658,00 644 0,023 (()6303223)
0,309
NIGROW 572,00 559 0,041 (0,041)
0,403
ROA 1253,33 1232 0,006 (0,005)
EBITDA 1316,00 1288 0,013 0,360
DI2 ‘o3t
DEB 131600 1288 0,002 0002
AUDIT 42,00 28 0001 ?64551)

*<0,01 **<0,05***<0,1
Source: own research

The regression model

One of the main objectives in this research is to identify a set of variables that
best explain the variance in the informatioscttisure level by the companies listed
in the Euronext Lisbon. Furthermore, it also aims to provide the literature with add
tional insights in this scientific topic. Ordinary Least Squares (OLS) multiplesegre
sion were used to test the relationships between the various independent variables
and control variable, and DI1 and DI2. Outliers were removed from the analysis.
Thus, table VI evidences the regression models for Difalpe<0,1; adj. ?\‘:0,183)
and DI2 (pvalue<0,01; adj. R0,53).

189 A, Mutawaa, A. HewaidyDisclosure...op.cit.;|. Dragu, A. T. TudorDeveloping...pp. Cit.
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Information disclosure on provisions and liabilities isspively correlated
with company size (DIM), EBITDA, NIGROW, AUDIT and sector of activity
(SEC), however not significantly. Otherwise, it is negatively correlated with ROA
(p-value<0,05), debt ratio and business growth rate, but in these two caseas not si
nificantly. Corroborating the evidence providedIbdyragu andA.T. an increase in
debt rate (DEB), in return on equity (ROE) and in return on assets (ROA), i$ assoc
ated to lower quantities of disclosed informat/@nA positive assdation was also
foundbetween disclosure compliance level and company size, and sector of activity.
Thus, the sector of activity signs positively the level of information disclosed. Lower
disclosure indexes rates are observecbimsumer services and trangption sector,
andin basic equipment and industry sector.

Table 12. Regression models summary

DI1 DI2
VAR. b Sig. b Sig.
(Constant)  .0,604 0,148 -0,954 0,044
DIM 0,297 0,290 0,165 0,435
ROA -0,555 0,040 -0,089 0,652
ROE -0,024 0,881 -0,044 0,720
EBITDA 0,170 0,544 0,278 0,195
DEB -0,204 0,415 -0,344 0,074™
BGROW -0,104 0,541 0,046 0,720
NIGROW 0,247 0,108 -0,357 0,003
AUDIT 0,123 0,430 0,405 0,001
SEC 0,071 0,646 0,331 0,007

Adj. R=0,183 Adj. R=0,532

F=2,072 F=6,437

Sig. 0,061" Sig. 0,000

*<0,01 **<0,05 **<0,1
Source: own research
Both regression models are statistically significant for a 5%2072; Sig.
0,061)and 1% significanceF=6,437; Sig. 0,000)respectively. Although several

variables are not statistically sijcant, both equations are evidenced towards an
integrated predtive outlook.

DI1=-0,604 +0,297 DIM - 0,555ROA- 0,024ROE+0O,17EBITDA

- 0,204DEB- 0104BGROW+ 0,247NIGROW+ 0,1231AUDIT +0,071SEC

This equation can be used as a proxy to predict the information disclosure bn prov
sions and contingent liabilitiaghile the regression model stateddve can be used

to predict the information disclosure on deferred taxes.

1701 Dragu, A. T. TudorPeveloping...op. cit.;
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DI2=-0,954+0,165DIM - 0,089ROA- 0,044ROE+0,278EBITDA

- 0,344DEB+ 0,046BGROW- 0,357NIGROW+ 0,405AUDIT + 0,331SEC

Most of the evidences achieved with current research corroborate other insights
emerged from the literature review. Hence, those evidences arise as new knowledge
in the scope of financial information disclosure levels, namely onmpkance with

IAS 37 and IAS12.

7.6. Final remarks and limitations

Several insights about information disclosure have been produced over the
last decades. However, in globalized andatite markets, the topic relevanae- i
creases as a result of the businesses complexity and more decentralized stakeholders.
Thus, the compliance of information disclosure with international accountingr stan
ards is the most visible way to provide an outlesather companies comply with
their legal information disclosures obligations. Liabilities are potentially the most
important inhibitor as far as stakeholders associate those liabilities as an overall risk
level indicator.

Through a content analysis, twieformation disclosure indexes (disclosure
index on provisions and liabilities and disclosure index on deferred taxes) were
computed. These indexes were regressed as dependent variables with a get of ind
pendent variables (size, profitability indicatorgbt ratio, auditing, and activity
sector). Both models are statistically significant, contrary to wbaire with some
isolated variables. Positive associations were obtained between disclosure indexes
and some variables such as size, EBITDA, return eatasdebt ratio, net income
growth rate, and auditing company. Thus, the compliance level with international
accounting standards is driven by financial and-fimancial indicators. The extent
in the sample size could refine those evidences and prodgitigoaal insights on
the topic.

As further research, a disclosure index should be computed for a large range
of time, in order to evaluate the trend in theensity disclosure procedures. Thus,
acting the year as a control variable, some economicteftecld be observed and
economically interpreted. Furthermospecific detractors and enablers in the iinfo
mation disclosure behaviour can also be found if the analysis could be carried out
for particular regions and countries.
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CHAPTER VIII

Usingthe Balanced Scorecard in an entity from the sector
of micro, small and medium enterprises in conditions
of variabiity surrounding

Teresa SzotGa b r''y S

8.1. The determinants of strategic management in the MSME sector

The rde of the strategic approach in enterprise management is currpntly a
preciated both in scientific circles and among management practiti@Qpsational
management is of shearm dimension and is focused on meeting the enterprise's
current goals as wedls its needs. On the other hand, the strategic approach provides
a wider perspective of several years of the enterprise's development. Using-the str
tegic management tools and methods in practice depends on the owaisitend
and is not frequently founith entities operating on a smaller scale, which belong to
the sector of micrg small and medium enterprises.

The assurance of efficient functioning of an organization on the market is
hedged around the development of an effective strategy. Leadingr@on@c actv-
ity based on elaborating strategy have a very important signification in present co
ditions of instability and variable surrounding, where the enterprises operating. The
development of a good strategy is a difficult and complicated processyuires
a thorough analysis of the conditions in which a particular organization is operating.
Thus, it requires as precise as possible recognition of the internal and external fa
tors that decide about the enterprise's possibilities and chances afpteset and
its achievement of the intended goals. Taking into consideration the number of such
factors, the analysis cannot be conducted in a chaotic manner. It must beasystem

1 phD., Siedice University of Natural Sciences and Humanities, Poland
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