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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 for survival, the fittest win out at the ex-

pense of their rivals because they succeed in adapting 

themselves best to their environment." 

Charles Darwin 

 

 

 

Adapt or disappear - a comparison with the animal world is very apt in regard 

to the business enterprise. The dinosaur example (their failure to adapt to rapidly 

changing conditions) is not totally dissimilar from contemporary organizations, 

which ignore rapidly changing circumstances. Static nature of organization does not 

guarantee them stability. Quite the contrary. Organizations that do not adapt to the 

changing environment have a lot problems of survival in a marketplace. In recent 

years we have seen many large and significant companies that could not find their 

place in a changing environment: Lehman Brothers, Kodak, Nokia, Gdansk Shipyard 

and many others. 

Todayôs changes may not be unprecedented, but it is surely spectacular: po-

litical and social transformations (eg. in the post-communist countries or in the Arab 

countries), financial crises, globalization of the economy, the rapid development in 

technology, the growing importance of information and knowledge in the economy, 

with new threats to the information security of the organization, growing competi-

tion but also development of international co-operation.  

Adapting to the above changes may be difficult, but is not impossible. 

Changes are forcing the organization to the introduction of innovations as well as to 

the development of new methods of management which allow them to survive and 

develop so in consequence leading organizations to the growth.  

This monograph consists of fifteen chapters which describe the outline of the 

issues of organizations functioning in changing environment. We were trying to 

present selected conditions of environment variability, affecting today's organiza-

tions as well as methods and practices of management which support solving unex-

pected situations. 

The First Chapter raises the problems of the new crises in the future which 

will shock not only enterprises but also regions, countries, continents or perhaps 

even the whole world. Trying to answer the question: "Do we have a chance to get 

out of this dilemma and how does the answer look like?", this chapter presents dis-

cussion about different aspects, different tasks and roles as well as some general 

http://en.wikipedia.org/wiki/Lehman_Brothers
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theories and methods to support a special management to solve unexpected situa-

tions. 

Chapter Two presents diagnoses and evaluates the post-crisis financial archi-

tecture of the 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 Chapter Three on the Georgia's example there are investigated main threats 

to Economic Stability in the Post-Communist Countries: unemployment and poverty 

as well as negative balance of the trade. 

Issues of unstable development of the Belarusian economy are described in 

the Chapter 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 structural 

economic reforms directed to acquisitions by the Belarusian economy of the market 

status but these require the political decision. 

Chapter Five draws on extensive studies devoted to dimensions of non-profit 

marketing which 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 new information security threats in or-

ganizations in the knowledge-based economy and indicates the role of risk analysis 

as a key element to create an optimal security system. 

Chapter Seven presents the information as an important decision tool in uncer-

tain conditions, focusing on two complementary aims: the identification of infor-

mation disclosure compliance of IASBô international accounting standards on provi-

sions, contingent liabilities and deferred taxes and the identification of variables that 

best explain the variance of those information disclosure indexes. 

In Chapter Eight the author aims to describe the problems of using the Bal-

anced Scorecard in an entity from the sector of micro-, small and medium enter-

prises in conditions of variability surrounding indicates that the behavioural factors, 

i.e. the attitude of the enterprise's management and employees that are of basic im-

portance for successful implementation of this method.  

Business model rethought, based on two heuristic tools: Altshullerôs 40 inven-

tive principles and Osbornôs seven SCAMPER questions, to the improvement of the 

organizationôs functioning in an uncertain and fluctuating business environment are 

given in Chapter Nine.   

Chapter Ten contains not only the analyses of the efficiency measurement 

possibilities of strategic management in cluster structures but also the analysis of 

structure and linkages as well as characteristics of distribution channels. 

An attempt to identify the nature of stakeholders in changing environment of 

the organizations from the theoretical perspective was made in Chapter Eleven. 

Chapter Twelve presents the theoretical background of building the project 

management team structure as well as provides a framework for incorporating this 

concept into the practice to achieve expected results from the project implementation 

within institutions of higher education. 

Chapter Thirteen seeks to define and identify the knowledge  management in 

various organizations, especially in modern higher education  adapted to the chang-

ing conditions. 
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The analysis of the conditions affecting the stability and development pro-

spects of four bigest electricity companies in Poland  in a changing environment are 

described in Chapter Fourteen. 

The last Chapter - Fifteen focuses on the problem of reforming the social taxa-

tion and social security in Republic of Belarus - one of the major tasks which the 

Belarusian society needs to solve in the course of economic and social transfor-

mations. 

We are honoured to express special words of acknowledgement and gratitude 

to all co-authors and the reviewer for their greatly appreciated efforts and contribu-

tion towards this unique joint international publication. 

 

 

Beata DomaŒska-Szaruga 

Tomasz Stefaniuk  
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CHAPTER I 

 

 

How can we establish a special European Management to solve 

Unexpected Situations 

 

(Elvira Kuhn, Walter Voigt) 
 

 

Elvira Kuhn 
1
  

Walter Voigt  
2
 

 
 

 

 

1.1. Description of problems 

Vital interventions into all types of cooperation in life - like increasing virtual-

ity, may be job-related 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 and Culture will alter completely and permanently. This will although 

happen to the climate if we donôt take any precaution which are known as Green IT.  

Starting point of the questions, which result from this chapter, are based on 

the coherences between the changes in the environment and the stability of enter-

prises, societies or states and the influences of these elements on the targets of the 

individual subjects and the impact on the markets
3
 (Figure 1). 

We have no common target system neither in Europe nor worldwide. There-

fore we cannot give a statement about effectiveness and in consequence we do not 

know something about the stability of our town, our region, Europe, the world
4
. Do 

we have a chance to get out of this dilemma and how does it look like? 

In Conclusion of our previous study
5
 we have postulated that it is not enough 

to observe the markets and to evaluate the processes, but there are possibilities de-

                                                           
1 Prof. Dr, Hochschule Trier, Fachbereich Wirtschaft Organisation und Informationsmanagemen 

Schneidershof, Germany 
2 Dipl. Ing., Universitªtsklinik Ulm Comprehensive Cancer, Germany 
3 E. Kuhn, W. Voigt, Cloud Computing and the consequences - the new territory for public organiza-

tion, IX International Conference MANAGEMENT 2013, Poland ï Siedlce, 10-11. June 2013. 
4 Ibidem. 
5 Ibidem. 
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scribed in ITIL
6
: IT-Strategy (Quality, Cost), IT-Governance (rules and standards 

which have to be followed), (IT-Organization, IT-Processes, IT-Infrastructure, IT-

Applications, characterized by direct communication with the user and IT-staff and 

team-members with the appropriate IT Know-How. And we have found out that the 

new activities need new roles like trainers, coaches, market observers, lawyers for 

international IT law, administrators, buyers (Cooperation with banks, authorities), 

Interface Officers, risk managers or strategists on a political platform. 

Also last year, in another paper
7
 we have shown, that we can understand cri-

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 organizations take place from different perspec-

tives and to be clear about its impact on our whole life. 

 
 

 
Figure 1. The worldwide dilemma of future processes 

Source: E. Kuhn, W.Voigt, Cloudéop.cit. 

 

To answer these questions, we have to reduce the complexity 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 Organ-

ization (HRO) is a world-wide accepted tool for the Management of Enterprises, 

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 Software Engineering, others from the Marketing and others 

                                                           
6 C. Stych, K. Zeppenfeld, Computer science focus on ITIL, Springer Verlag Berlin Heidelberg, 2009, 

p138. 
7 E. Kuhn, I. Maier, Must we have fear of change? reflections about the conditions of activities of pub-

lic organizations and their effects by the view of a normal citizen, 16. Mai 2013, Management in Public 

Organizations, Session V, 4th International Scientific Conference, Warschau, Polen, 2013. 
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from the Organisation section etc. First of all we have to find a phase concept. This 

complies on one hand in detail the phases which have to be passed through (e.g. 

pilot survey, inventory control) and 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 described by L. Grumbach, V. E. Richert, 

Kuhn
8
. It is a mixture of an incremental model (in respect of the necessity of a con-

sistent target system), an prototyping model (in respect of the cooperation of differ-

ent enterprisesas as a single organization structure) and evolutionary model (Adap-

tion to a new environment). We will begin with the actual state analysis. 

 

1.2 Actual State Analysis 

The actual state analysis is divided into the following subtasks: 

System scope, System survey ï including analysis of the organisational structure of 

the relevant enterprise or enterprise department, the analysis of tasks, analysis of 

communication data and work flow analysis ï system specification as well as analy-

sis of weak points. 

To carry out the actual state analysis, discussions, conferences and high level 

tasks have to be held, existing enterprises/ committees are monitored at work, activi-

ty protocols are studied, forms, flyers, and other publications or protocols are ana-

lysed and questionnaires initiated. To cut a long story short, all people concerned are 

involved in this analysis. The 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 

Concept is widely accepted. But in order to take up the view of each actor, the rele-

vant environment factors have to be recognised. This can be done by the KUHN 

method,
9
 where the environment factors are put into relation to the success factors

10
. 

By these valuation process future scenario strategies can be deducted. The valuation 

(scenario technique) is the relation between influence variable and success variable. 

                                                           
8 L. Grumbach, V. E. Richert, E. Kuhn, Kºnnen spezielle IT-Konzepte f¿r die alternde Bevºlkerung zur 

Steigerung der Lebensqualitªt beitragen? Vorstellung eines Konzepts f¿r 55+ AKWI, Regensburg 

2014. 
9 That method has been described in: E. Kuhn, Methodik und IT-Unterst¿tzung zur Optimierung der 

Anpassbarkeit von Geschªftsprozessen an neue Rahmenbedingungen, WIWITA Wismarer 

Wirtschaftsinformatik-Tage, Wismar 2010; E. Kuhn, W.Voigt, Influences of Decision under Uncertain 

Information On IT-Management ï Aspect Adaptivity, Risk management in the business sector, 

Konferenz organisiert von European Virtual Institute for Integrates Risk Managment ï EU-VRI, 

Stuttgart, Mai 2012; E. Kuhn, I. Maier, Wie kann ein Unternehmen im Wettbewerb bestehen? GMDS 

Jahrestagung, Mannheim 2010; E. Kuhn, O. Stazak, I. Maier, How can an enterprise survive competi-

tion? Information management requirements,  Internationale Conference, Competition or Cooperation? 

Efficient outcomes in different markets, Siedlce, Polen 2011. 
10 U. Reibnitz, Szenario-Technik. Instrumente f¿r die unternehmerische und persºnliche 

Erfolgsplanung. Wiesbaden, Gabler Verlag 1991. 
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Management principles 

To get from error management to the High Reliability Organisation (HRO) 

the following 5 principles have become established, to solve unexpected situations. 

Error management has got a higher priority than success management (princi-

ple 1), nevertheless the feasibility (principle 2) of the operational work flow is thor-

oughly carved out 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 floods, fire etc.). The responsibility will be issued due to the competence 

and skill (principle 1). ĂThe combination of these five principles create a state of 

collective awareness, which enables these enterprises to meet these crises and mal-

functions much quicker and to react target-orientedò
11

. 

 

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, leisure time, money, 

consumption etc.  

To find an answer to these questions, people have to be categorised in stand-

ardised categories. There exist different methods to categorise people and their pecu-

liarities, like e.g. Sinus-Milieu-Model
12

. 

The Sinus-Milieu-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, divided into upper, middle and lower class, is put into context with his 

basic orientation in tradition, modernisation / individualisation and re-orientation. 

More information on milieu- description like milieu of the performer, liberal intel-

lectual milieu, traditional milieu etc., you will find in Myers-Briggs-Type indicator 

(MBTI) .
13

 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 market-

ing department to create customer profiles. But it also can be used to investigate the 

characteristics of society. Thus the shift in values or trends can be investigated.  

T. Sedlacek in his paper deals with the humanity and the human being.
14

 The 

focus is not put on efficiency of the human being and his role as a factor of produc-

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 and psycho-

sociological findings? 

                                                           
11 K. Weick, K. Sutcliffe, Das Unerwartete managen, Klett-Cotta 2003. 
12 sinus-milieu in // http://www.saatkorn.com/wp-content/uploads/2012/04/sinus-milieu-2012.jpg 
13 Myers-Briggs-Type indicator (MBTI), www.typentest.de/typentest_de_-_erklarung/mbti.htm . 
14 T. Sedlacek, Die ¥konomie von Gut und Bºse, Goldmann Verlag, 2009.  
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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 interests (Figure 2). 

 

Figure 2. Humanity as target system 

Source: own research. 

 

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 world. Hu-

man relations, love, friendship, beauty, arts, emotions
15

 are accompanying factors - 

and result in a stability in all situations ï within ourselves, within the families, with-

in society, within Europe. Easily, without nearly any effort, Ămountainsò can be 

Ămovedò. Automatically we think not only for ourselves but for our friends, too. We 

are getting cooperative. This is expressed in an old children saying: òThe joy we 

give to others will come to our heart in returnò. (òDenn die Freude, die wir geben, 

kehrt inËs eigene Herz zur¿ckò). 

Consequently, to manage an enterprise by these principles, the ambition to 

follow the strategies: much further-, much higher, much quicker, must not have pri-

ority, but the management of ponderabilities and imponderabilityôs.
16

 

Do we take a look at the Software organisation technic, we now have to an-

swer the question of functionality? What must our system accomplish? Do we ask 

for agility, then we must consult the ĂAgile Manifestò.
17

 The IT-Support would be 

done by a work flow management system in terms of the required adaptivity of the 

processes.
18

 Donôt forget: you need an assistant to deal with unforeseen problems 

when starting the computer. The objective must not only be to increase the respon-

siveness but although the autonomous acting and manipulating of situations. With 

                                                           
15 T. Sedlacek, Die ¥konomieé., op.cit., p. 36. 
16 K. Weick, K. Sutcliffe, Das Unerwartete managen. Wie Unternehmen aus Extremsituationen lernen. 

Schªffer-Poeschel Verlag f¿r Wirtschaft Steuern Recht GmbH (Stuttgart) 2010.  
17 Agiles Manifest in www.heise.de ü heise Developer ü Rubriken ü Architektur/Methoden . 
18 E. Kuhn, Gestaltungsrahmen zur Workflowunterst¿tzung umfeldinduzierter Ausnahmesituationen in 

robusten Unternehmen, Aka Verlag Berlin, 2001. 
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that said the anticipatory thinking and prevention measures 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 inter-

face has to prescribe the patterns of behaviour and if necessary, the dialogs needed at 

special situations. The potential cooperation partners and the documentation ï who 

documents which data for whom and why - have to be specified. 

In difficult cases we need a feasibility study. Can the problem be saved at all? 

Do we have the personnel needed? Have we got the money and the time needed?  

Different levels, views and aspects can be tranferred from the field of 

Systemdesign
19

. How can we accomplish a change of thinking?  

 

1.4. Solution - systematically leadership and management 

To administrate systematically, people have to be willing and able to com-

municate and to respect each other. Semantics are of vital importance and you have 

to find a consistent terminology. The consistency of the management in roles and 

committees in times of crises and problems can be easily handled by the adherence 

to competences and skills. The one with the greatest competence and authority will 

be responsible. There isnôt a more simple assignment of tasks combined with the 

greatest benefit of happiness. Precautionary measurements as well as enhancement 

of the catalogue of measurements will be discussed.  

Committees similar as discussed in the multi-project-management committees 

have to be established
20

. Karl E. Weick gives an advice, how to manage systems 

more effectively
21

. His advice of wisdom: Ăchaotic activity is better than an orderly 

inactivity. Furthermore he imposes the insight, that there is not but one solution. 

There is not a right or false solution. he also recommends to avoid the benefit/profit 

thinking. Concentration on the momentarily profit might collide with the benefit in 

future. It is better to accept a certain disorder, to be free for future options.ò Enter-

prises should be looked at as an evolutionary system ñyou should observe, whatôs 

happening, what can be done and what could be done, but although what canôt be 

done.ò 

 

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 prerequisites to maintain sta-

bility in all of the systems. In future you donôt dare to think in categories of produc-

tive and non-productive, the wellbeing of the human being should have the utmost 

                                                           
19 W. Schªfer, Systementwicklung, Einstieg f¿r Anspruchsvolle, Addison Wesley Verlag, M¿nchen, 

2010. 
20 N. Bircks, E. Kuhn, I. Maier, Multi-project Management as a Mean to Increase the Capacity for the 

Integration and Functional Capability of Armed Forces, Budapest, Ungarn 2009.  
21 J. Schnurer., Rezension vom 18.11.2010 zu: Karl E. Weick, Kathleen M. Sutcliffe: Das Unerwartete 

managen. Schªffer-Poeschel Verlag f¿r Wirtschaft Å Steuern Å Recht GmbH (Stuttgart) 2010.  
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priority. The research in happiness will, which also deals with this problems, 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 Schopenhauer in his parable 

of the porcupine finds its limits: Ăit goes as far as one can feel the spike of his 

neighbour and then recedes. This process continues until the right distance is found.ò 
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CHAPTER II 

 

 

Financial Instability and the New Architecture  

of Financial Supervision in European Union 

 

 

(Beata DomaŒska-Szaruga) 
 

 

Beata DomaŒska-Szaruga
 22

 

 
 

 

 

Even though a few years have passed since the peak of the global financial 

crisis, national economies are still dealing with the consequences of financial insta-

bility. This instability is the cause of slowdown in business, the problem ensuing 

from, among others, prolonged distant economic horizon for business activity. Busi-

nesses postpone their investments and households reduce (or cut down) consump-

tion, trying to reduce their debts. The financial instability issue continues to be  

a predicament for households, business and nations. It also causes problems for fi-

nancial markets and makes a permanent impression on their performance. 

Market mechanisms cannot provide stability. We need institutions acting for 

the security of the financial system and adequate regulations designed to inhibit 

crisis-genic market behavior. 

This section diagnoses and evaluates the post-crisis financial architecture of 

the 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 underly-

ing considerations related to the financial instability issue. The discussion is based 

on studies of sources (mainly legislative acts and anti-crisis regulation drafts), refer-

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 welfare. These relationships have 
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been broadly described in the subject literature
23

. Stability is highlighted as a benefi-

cial effect of the financial market on the whole economy. Conversely, financial in-

stability disrupts the economy and, typically, leads to a financial crisis. Financial 

instability is most often defined through the prism of ñfinancial stabilityò. From such 

perspective, financial instability means any deviation from the optimum investing-

and-saving course of the economy, brought to life by imperfections of the financial 

market
24

. 

The architecture of the contemporary global financial market contains many 

factors feeding instability on the financial market. The existence of the giant finan-

cial sector and its pressure on financial innovation, including development of new 

investing instruments, is just one example of factors creating instability and contrib-

uting to the rise of crisis drivers
25

. Crisis drivers spread among financial institutions 

and financial markets like a ñcontagious disease". The process continues both locally 

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 

security and financial stability. Today, the key challenges in this area are as fol-

lows
26

: 

- 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 obligations to 

be imposed on financial institutions including banks, 

- put together a well-designed 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 defini-

tions, we will find they can be cascaded 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. 

                                                           
23 O. SzczepaŒska, StabilnoŜĺ finansowa jako cel banku centralnego, Wydawnictwo Naukowe 

SCHOLAR, Warsaw 2008, pp. 18-22; M.A. Kose, E. Prasad, K. Rogoff, S.J. Wei, Financial global-

isation: A reappraisal, IMF Working Paper, No. 189/2006; R. Levine, Financial development and 

economic growth: Views and agenda, [in:] ĂJournal of Economic Literatureò, Vol. 35, No. 2/1996; 

L.H. Summers, International financial crises: Causes, prevention, and cures, [in:] ĂThe American 

Economic Reviewò, Vol. 90, No. 2/2000. 
24 V. Saporta, A. Haldane, S. Hall, M. Tanaka, Financial stability and macroeconomic models, [in:] 

ĂBank of England Financial Stability Reviewò, No. 16/2004, pp. 80-88. 
25 See J. Pera, Globalizacja rynk·w finansowych a problem bezpieczeŒstwa finansowego w Europie, 

[in:] Wyzwania gospodarki globalnej, Prace i Materiağy Instytutu Handlu Zagranicznego Uniwersy-

tetu GdaŒskiego, No. 31/2012. 
26 M. Zaleska, Wsp·ğczesna bankowoŜĺ ï quo vadis?, [in:] M. WiŜniewska (ed.), Banki w warunkach 

niestabilnej gospodarki, Prace Naukowe WyŨszej Szkoğy Bankowej w GdaŒsku, Tom 26/2013, 

p. 12. 
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2. A narrow approach 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 when it hap-

pens to encounter an unexpected and harmful major disturbance
27

. So, this is more 

or less the same definition as those accepted by the members of the European Sys-

tem of Central Banks (ESBC). 

Also this definition follows the ñbroad approachò and stresses the most fre-

quently mentioned aspects, such as the financial systemôs resistance to shocks and 

its ability to continue performing its tasks. 

According to O. SzczepaŒska, a stable financial system does not have to be 

static
28

. On the contrary, it is desirable that the financial system grows with stability. 

The functions of the financial system should be stable rather than manners by which 

the are performed
29

. Considerations about stability of the financial system compel its 

regulators to draft bills intended to secure the operation of the financial market insti-

tutions and avoid stresses likely to undermine this stability. However, over-

regulating the system can stagnate it and, in time, pose a barrier to economic 

growth
30

. 

J. KoleŜnik, looks at 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 may be some-

what unstable, i.e., display a degree of inconsistency, but never to the point of un-

dermining the confidence of its participants. We can also imagine an opposite situa-

tion of a stable system that is not perceived as secure. Note, however, that the same 

causes that can make the system unstable in a short term can frustrate confidence in 

the banking system and make it look insecure in the long run
31

. 

Most people associate financial stability with stability of the banking system. 

This is due to the role the banks play in the economy. They are the critical money 

lenders in the economy and participants of clearing systems. Therefore, destabiliza-

tion of the lending sectors can have many adverse effects on the economy as  

a whole. The monitoring of stability of the lending market has to be proactive since 

accurate identification of risks and the level of the sectorôs sensitivity to external 

challenges is necessary to maintaining balance. Besides, banks have to live under  

a unique exposure to a ñsystemic riskò. Considering the magnitude of possible ad-

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 

occurrence of serious disruptions in the financial transaction chain as a result of 

interlinking the individual members of the financial market. Accordingly, any 

shocks or disruptions spilling over from one segment of the financial system to an-

                                                           
27 http://www.nbp.pl/home.aspx?f=/systemfinansowy/stabilnosc.html 
28 O. SzczepaŒska, StabilnoŜĺ é op. cit., p. 35 
29 S. Daltung, The relationship between price stability anf financial stability, [in:] ĂEconomic Reviewò 

No. 4/2001, p. 9. 
30 O. SzczepaŒska, StabilnoŜĺ é op. cit., p. 35 
31 J. KoleŜnik, BezpieczeŒstwo systemu bankowego. Teoria i praktyka, Dfiin, Warsaw 2011, p. 54. 
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other can start an avalanche culminating in a full-scale crisis
32

. We also know of 

other market imperfections with potential to precipitate a banking crisis
33

. Among 

others, these include the asymmetry of information, adverse selection and moral 

hazard, any of which are capable of eroding the security of banks and their clients. 

 

2.2. Post-crisis Architecture of Financial Supervision as a Response to the Sec-

torôs 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 

the financial systemôs security. These institutions form the financial safety net. 

The financial safety net comprises the functionally and institutionally interre-

lated solutions whose mutual relations cause an increase in safety and effectiveness, 

while maintaining competitiveness among banks both domestically and internation-

ally
34

. These solutions are designed to guard the system against destabilization and 

disasters caused inter alia by financial crises and systemic risk
35

, build confidence in 

the financial system, and protect the customers from the consequences of financial 

institutions insolvency. Protection against the effects of the financial crisis and re-

duction of its impact are of a key significance to the single European market, which 

is particularly susceptible to disruptions in financial markets due to the numerous 

links and financial relationships of large European capital groups and the euro zone 

operation
36

. 

Ensuring financial stability is a multidimensional task, forcing involvement of 

many institutions from individual segments of the financial. In narrow terms the 

safety net is limited, however, to the safety of the banking system
37

. In such an ap-

proach, in most countries the financial safety net of the banking market consists of: 

the central bank, financial supervisory institution, and the deposits guarantee system. 

The safety net also includes the government as a regulator and trustee of public 

funds
38

. At the European Union level, the financial safety net currently primarily 

consists of the European Central Bank, the Basel Committee on Banking Supervi-

sion, national deposits guarantee systems, the financial supervisory system at na-

tional level and that of the European Union. 

                                                           
32 See: A. Jurkowska-Zajdler: BezpieczeŒstwo rynku finansowego w Ŝwietle prawa Unii Europejskiej, 

Wolters Kluwer, Warsaw 2008, p. 179. 
33 For more see A. Stelmach, Geneza i uwarunkowania tworzenia systemu gwarantowania depozytow, 

[in:] J. świderska (ed.), Wsp·ğczesny system bankowy. Ujňcie instytucjonalne, Difin, Warsaw 2013, 

p. 23-25. 
34 J. KoleŜnik, BezpieczeŒstwoé op. cit, p. 109. 
35 A. Jurkowska-Zejdler, BezpieczeŒstwo rynku é op. cit., p. 14. 
36 B. DomaŒska-Szaruga, Common banking supervision within the financial safety net, [in:] 

K. Raczkowski, F. Schneider (ed.), The Economic Security of Business Transactions, Chartridge 

Books Oxford, 2013, pp. 262-263. 
37 M. Capiga, Determinanty i struktura bezpieczeŒstwa finansowego, [w:] M. Capiga, W. GradoŒ, 

G. Szustak, Sieĺ bezpieczeŒstwa finansowego, CeDeWu, Warsaw 2010, p. 20. 
38 A. Stelmach, Geneza i uwarunkowaniaé op. cit., p. 25-26. 
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The lessons from the financial crisis brought to light mistakes made in the 

management of financial institutions, including banks, and imperfections of the ex-

isting supervisory mechanisms. Above all, problems with the coordination of super-

vision over banks engaged in international business came to the fore. It transpired 

that the individual national supervisory bodies did not work together or share infor-

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 mistakes 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 regulations 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 post-crisis superviso-

ry architecture set up on the EU territory, proposed by a group led by 

Jacques de Larosiere, 

b. the banking union project designed for gradual implementation. 

The report presented by de Larosiereôs group in February 2009 proposed an EU 

financial supervision model considered by the group as optimal from the point of 

view of individual nations and the community. The model assumed strengthened 

cooperation and coordination between the national supervisory authorities and a 

European-level body responsible for monitoring threats faced by the EU financial 

system as a whole. The group recommended an in-depth re-engineering of the su-

pervision architecture in Europe by implementation of two-level supervision consist-

ing of macro- and micro-prudential supervision
39

. This project gave birth to the cen-

tralized European supervision (Figure 3). 

The macro-prudential supervision, defined as the monitoring and evaluation 

of possible threats to the stability of the EUôs financial system, was placed under the 

charge of the European Systemic Risk Board. The purpose of the Board is to identi-

fy threats, give warnings and, if applicable, make recommendations on risk allevia-

tion measures. Therefore, the primary responsibility of the Board is to monitor the 

systemic risk in the EU member states
40

. 

 

                                                           
39 J. KoleŜnik, Ksztağt nadzoru bankowego i regulacji nadzorczych w Unii Europejskiej i w Polsce, [in:] 

J. Nowakowski (ed.), Instrumenty i regulacje bankowe w czasie kryzysu, Difin, Warsaw 2010, p. 32. 
40 A. Hryckiewicz, M. Pawğowska, Czy nowy nadz·r speğni swoje zadanie? Zmiany w nadzorze finan-

sowym w Europie oraz ich konsekwencje dla Polski, ĂMateriağy i Studiaò No. 289, Narodowy Bank 

Polski, Warsaw 2013, p. 15. 
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Figure  3. The European System for Financial Supervision 

Source: Own analysis based on: Report by the High-Level Group on Financial Supervision in the EU 

Chaired by Jacques de Larosi¯re (Feb. 25, 2009), 57. Available at: http://ec.europa.eu/internal_market/ 

finances/docs/de_larosiere_report_en.pdf 

 

The micro-prudential supervision was commissioned to three European Su-

pervisory Authorities (ESAs) operating as part of the European System for Financial 

Supervision (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 (specifically on the 

matters of harmonized application of the Community directives and the convergence 

of supervisory efforts of the EU nations). These committees were never authorized 

to exercise supervision directly. 

 

2.3. The Banking Union as a Building Block for the Post-crisis Regulatory  

Architecture 

The former architecture of the financial security system has proved to be in-

sufficient, as many financial institutions are multinationals. In addition, the lessons 

learnt from the financial crisis support the argument that 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 chain and 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 Union) members is one essential transformations of the supervi-

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 integrated financial framework (the so-called banking 

union) was presented by European Commission Chairperson Jos® Manuel Barroso at 

the informal meeting of the European Council dated 23 May 2012. At the European 

Council summit meeting held on 28-29 June 2012, Herman Van Rompuy, in collab-

oration with the Commission and the Eurogroup and the President of the European 

Central Bank, presented the report entitled ĂTowards A Genuine Economic and 

Monetary Unionò
41

 that defines four pillars of the future of Economic and Monetary 

Union (EMU): 

- an integrated financial framework, 

- an integrated budgetary framework, 

- an integrated economic policy framework, 

- ensuring the necessary democratic legitimacy and accountability. 

The notion of the integrated financial framework actually means the banking 

union
42

. 

It is believed that a well designed Banking Union could help ease the crisis by 

the following means, without limitation
43

: 

- breaking the negative feedback between insolvent banks and insolvent 

states, 

- easing the moral hazard by offering managed bankruptcy (resolution) to 

banks ñtoo big to fallò), 

- building depositor confidence by harmonizing deposit guarantee systems, 

- stronger supra-national supervision for early risk identification in the 

banking sector. 

The concept of banking union is about creating a new dimension to the finan-

cial safety net and the uniform principles of restructuring, liquidation and resolution 

of banks in a pan-European dimension. The banking union is to cover all the EU 

Member States and consist of the following pillars
44

: 

- Single Supervision Mechanism (SSM), 

                                                           
41 Towards a genuine economic and monetary union, Report by President of the European Council 

Herman Van Rompuy, Brussels, 26 June 2012, http://ec.europa.eu/economy_finance/focuson/ cri-
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42 B. DomaŒska-Szaruga, Commoné op. cit., p. 268. 
43 L. Pawğowicz, Unia bankowa ï klňska czy sukces jednolitego rynku usğug finansowych, [in:] ĂZarzŃ-

dzanie i Finanseò No. 2/2013, part 1, Uniwersytet GdaŒski, GdaŒsk 2013, p. 460. 
44 K. Waliszewski, Koncepcja unii bankowej ï szanse i zagroŨenia dla sektora bank·w komercyjnych  

w Polsce, [in:] Mağgorzata Zaleska (ed.), Unia Bankowa, Difin, Warsaw 2013, p. 34. 
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- Deposit Guarantee Scheme (DGS), 

- Banking Recovery and Resolution Plan (BRRP, resolution). 

Also the CRD IV Directive
45

 and CRR Regulation
46

, which are to implement the 

Basel III
47

 recommendations into the European legal order in the period of 2013 - 

2019, are part of the efforts taken to increase financial security
48

. 

Establishing the Single Supervision Mechanism was the first step towards the 

creation of the Banking Union. The Council of the European Union passed  the final 

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 prudential 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 Au-

thority) as regards the conferral of specific tasks on the European Central 

Bank pursuant to Council Regulation (EU) No 1024/2013. 

The European Central Bank is currently preparing to fully undertake its pru-

dential supervision responsibilities. It will launch its full-scale activities in this area 

in Nov. 2014. At the same time, EU institutions are continuing with the next phases 

of Banking Union development, i.e., the Single Resolution Mechanism. 

The implementation of the Single Supervision Mechanism has indeed transformed 

the framework of the financial supervision in EU existing before 2014 (Figure. 4). 

 

 

                                                           
45 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 supervision of credit institutions and investment 

firms, amending Directive 2002/87/EC and repealing Directives 2006/48/EC and 2006/49/EC, Offi-

cial Journal of the European Union, 27.6.2013. Available at: http://eur-lex.europa.eu/LexUriServ 

/LexUriServ.do?uri=OJ:L:2013:176:0338:0436: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 European Union, 27.6.2013. Available at: http://eur-

lex.europa.eu/LexUriServ/LexUriServ.do?uri=OJ:L:2013:176:0001:0337:EN:PDF 
47 Basel III: A Global Regulatory Framework for More Resilient Banks and Banking Systems, BCBS, 

Basel 2010. Available at: http://www.bis.org/publ/bcbs189_dec2010.htm 
48 B. DomaŒska-Szaruga, Common bankingé op. cit., pp. 269-270. 
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Figure  4. EUôs financial supervision architecture after the implementation of the Banking Union 

Source: W. Przybylska-KapuŜciŒska, M. Skopowski, Unia bankowa ï szanse i zagroŨenia dla nadzoru 

nad instytucjami finansowymi w Unii Europejskiej, [in.] M. Zaleska (ed.), Unia bankowa, Difin, War-

saw 2013, p. 60. 

The Single Supervision Mechanism consists of the following: 

- ECB as the supervisory authority, subject to the separation of the ECBôs 

monetary and supervisory functions, 

- Member States of the euro zone, 

- Other Member States, if they join the SSM on the basis of a óclose coop-

erationô mechanism. 

The cooperation between the supervisory authorities of the Member States 

which have joined the SSM, and those remaining outside the SSM, will be coordi-

nated by EBA. 



29 

 

The European supervision will be exercised over the relevant credit institu-

tions in the euro zone, i.e. such that
49

: 

- 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 national supervisory authority, and 

- credit institutions that have received assistance funding from the Europe-

an Financial Stability Facility (EFSF) or the European Stability Mecha-

nism (ESM). 

The idea of a banking union raises hopes for solving many problems, as well 

as objections and comments. In general, it seems logical and coherent. The main 

argument in favor of the banking union project is the multiplicity of cross-border 

links between financial institutions in the EU. With a high-level of confidence, one 

may say that the scale of these bonds will not decline in the coming years. By har-

monizing regulatory and supervisory standards and by establishing the single Euro-

pean banking supervision, the integrated management of banks in a crisis situation 

would be enabled and conditions would be created to ensure that the cost of rescuing 

big banks could be paid by the entire euro zone, while protecting the interests of 

depositors through making a common system for protection of deposits. It would 

also provide the possibility for restructuring and an orderly liquidation of banks. The 

proposed concept of the union would also allow the Member States remaining out-

side the euro zone to enter the banking union if they wished so and if they were 

ready to adapt to the proposed requirements, thus enabling the financial sector to 

increase the range of its stability
50

. 

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 cumbersome. The 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 addition of another decision-making 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 au-

thorities but also the European commission, national supervisory 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 bur-

den the clients of the institutions supervised
51

. 

                                                           
49 M. Zaleska, Unia bankowa ï koncepcja i wyzwania, [in:] Mağgorzata Zaleska (ed.), Unia Bankowa, Difin, 
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50 B. DomaŒska-Szaruga, Common bankingé op. cit., pp. 270-271. 
51 For more see: Mağgorzata Zaleska, Unia bankowaé op. cit., p. 17-27; Z. Szpringer, Unia bankowa, 
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The banking union project also creates some questions about moral hazard
52

, 

regulatory chaos, the consequences for the commercial banking sector of the coun-

tries outside the euro zone, the marginalization of national supervision, and many 

others. 

Note also that legal regulations do not provide for automatic guarantees of 

stability or security of banks
53

. This is because what really matters is bank manag-

ersô performance, accountability for deposits and plain integrity. Although the ques-

tions and unknowns are many, we should hope that the coming of the Banking Un-

ion heralds a new quality of financial governance and improved financial security. 

 

                                                           
52 More in: J.K. Solarz, Pokusa naduŨyĺ unii bankowej, [in:] Mağgorzata Zaleska (ed.), Unia Bankowa, Difin, 

Warsaw 2013, p. 126. 
53 S. Flejterski, Dylematy regulacji sektora bankowego (na marginesie debaty o unii bankowej), [in:] 

Mağgorzata Zaleska (ed.), Unia Bankowa, Difin, Warsaw 2013, p. 169. 
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Immediately after regaining its independence, Georgia began to build a demo-

cratic, legal state oriented to market economy. However, during the transition period 

the country faced serious difficulties (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 crim-

inal situation, Georgia-Russia war, etc.). However, due to the reforms, the country 

began to overcome 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 carried out almost in all spheres of public 

life
56

. However, the reforms were often random and not successive, as a result, they 

could not bring the desired result. Although, in recent years there were high rates of 

economic growth, majority of the population didnôt benefit from that, task of reduc-

ing poverty and unemployment was not performed. Many other extremely important 

and pressing economic and social threats also remain in the agenda. Solution of the-

se problems requires serious, reasonable and thoughtful activities. Making quick, 

momentary decisions, which was usual for the government coming to power after 

the Rose Revolution, had only short-term impact, which became obvious in 2012, 

after the new government came to power
57

. Selective enforcement of laws, violation 
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of human rights, insecurity of property rights, elite corruption, pressure on business 

and other negative factors significantly endangered macroeconomic stability and 

economic development of the country. Simultaneous functioning of new and old 

governments in 2013 seriously damaged the country: political controversy between 

different parts of society deepened, economic growth rate almost halved, foreign 

trade turnover decreased, volume of both foreign and domestic investments reduced, 

the task to create more jobs wasnôt implemented, etc. Although economic growth 

slowed down, a number of reforms were carried out in the country and itôs expected 

to see the positive effects of these reforms in the nearest future. 

The objective of this chapter is to investigate and evaluate basic macroeco-

nomic threats the country is facing, which might become even more serious in the 

nearest future due to exogenous and endogenous factors. 

 

3.1. Number one threat ï Unemployment and Poverty 

In recent years, population of Georgia has been in decline. From 1990 to 

2013, the population decreased from 542.4 thousand to 4483.8 thousand
58.

 Birth rate 

drops, mortality rate increases, the share of aging population has also increased.  

53 percent of the population lives in the urban areas and 46.8 percent in rural areas. 

There has been a declining tendency in the number of rural population, resulted in 

the growth of urban population. Because of high unemployment and poor living 

conditions migration rate is quite high. According to the calculations of the experts, 

over the last 20 years over one million people migrated from Georgia to other coun-

tries. This amounts about 25 percent of the countryôs population. The amount of 

money sent annually by the immigrants to their relatives living in Georgia amounts 

to 1.3ï1.5 billion USD.  

Despite high rates of economic growth, living conditions of the population 

have not substantially improved. In recent years, average monthly salary of the pop-

ulation has been increasing. By 2012, nominal wage increased nearly 5 times com-

pared to 2000. Despite the high rates of salary increase, its average volume is still far 

below compared to the respective figures not only in developed countries, but also in 

post soviet countries. In 2012, average monthly nominal salary was 712.5 GEL. The 

highest average salary was in financial sector (1402 GEL) and in state administra-

tion (1031 GEL) and the lowest in education (355 GEL) and agricultural sector (425 

GEL). Poor living conditions of the population becomes obvious from the following 

figures: by 2012 the average household income did not exceed 675 GEL, income of 

the employed person - 580 GEL, income of the self-employed person - 67 GEL, 

income from agricultural products - 48 GEL. By the same year, average monthly per 

capita income was 187 GEL and the living wage for an able-bodied man was 158 

GEL. The median of consumption is 192 GEL. The share of population below 60 

percent of median consumption is 23 percent and below 40 percent is 10 percent. 

Gini coefficient according to total income is 0.43 and according to total expenditures 

0.45. 9.7 percent of the countryôs population is beneficiary of government social 

                                                           
58 The source of the data given here and hereafter is the National Statistics Office of Georgia 



33 

 

assistance programs to the poor. Poor conditions of life are conditioned by high rate 

of unemployment (Table 1). 

Table 1. Unemployment in Georgia in the years 200-2012 

 economically active 

population (work-

force), thousand 

employed, 

thousand 

unemployed, 

thousand 

unemployment 

rate, % 

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 active population in Georgia is gradually reducing, the number 

of the employed people is also decreasing and unemployment rate is increasing
59

. 

There is an extraordinary situation in the country ï economy is growing, GDP 

growth rate is quite high, new companies and small business enterprises are estab-

lished, tax revenues increased by ten times. Under these circumstances, instead of 

increase in employment rate, itôs still decreasing.  

The problem is conditioned by the following factors: first ï due to structural 

transformation of the budget sector and the reforms carried out in the country thou-

sands of people lost their jobs in recent years. Most of these people are intellectuals 

who couldnôt change their mentality and profession and therefore couldnôt find an-

other job; second ï 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 ï scientific, technical and technological progress is evident, as a result 

there are less jobs; and finally, the forth and main factor ï only about one third of 

the countryôs gross domestic product is produced in the country, the rest is imported. 

This means that most of the goods consumed in Georgia is produced in foreign 

countries. This is a very acute problem, as itôs connected with weakening of not only 

economic, but also social security of the country. In case negative trade balance is 

maintained for a long 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 employed people 

lost their jobs; 
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- Most of the large enterprises closed down as they were irrelevant to mar-

ket economy;  

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

- Seasonality in employment as a result of construction of non-economic 

infrastructure; 

- Inappropriate and ineffective state employment Policy. 

Official statistics of Georgia didnôt reflect employment rate perfectly. Only 

those who are registered as job seekers in state employment office are considered as 

unemployed. Because of ineffective functioning of such offices, actual unemploy-

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 Labor Organization canôt reflect the real situation in 

Georgia. Official statistics doesnôt register outflow of workforce from Georgia, as  

a result, exact number of the migrants is unknown. Most of the migrants leave the 

country to find a job. If we include them in total number of the unemployed, unem-

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 pre-election period to get political divi-

dends. Thus, it can be concluded that effective state policy wasnôt carried out to 

reduce unemployment in the country and the problem became especially acute in 

recent years.  

Unemployment rate differs by regions of the country. In the regions, where 

the mining and manufacturing industries, as well as agricultural sector (e.g. tea pro-

duction) were developed, unemployment rate is relatively high. The highest unem-

ployment rate is in large cities. According to data of 2012, unemployment rate in 

Tbilisi, the capital of the country is about 30%.  

As for the structure of unemployment by gender, female unemployment ex-

ceeds male unemployment by nearly 50%. From the perspective of global employ-

ment, which includes managing households, caring for children, caring for old and 

disabled people, etc, the number of unemployed women is less than unemployed 

men. 

Distribution of unemployment also differs by age groups. The share of the 

young, especially aged 20-25 years, in the total number of the unemployed is rela-

tively high. The share of the people unemployed for more than one year is the high-

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 find it most difficult 

to find jobs are people with higher education (over 20%), as their profession or qual-

ification isnôt in demand on labor market. Itôs comparately easier to find jobs for the 

people with primary, incomplete and complete secondary education.  

One of the important aspects of labor market regulation is the amount of re-

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. Because of low salaries, highly qualified specialists donôt apply to em-

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. Despite high rates of salary increase, its average amount is still 

far below compared with the respective figures not only in developed countries, but 

also in post soviet countries. At the same time, inflation is growing and consequent-

ly, increase in salaries doesnôt have essential positive impact on improving of living 

conditions. This was caused by spontaneous and hasty economic policy carried out 

in the country
60.

 

Development and realization of employment program is extremely difficult. It 

requires systematic and complex approach, deep and causal analysis of the countryôs 

social and economic development trends, study of the factors and causes of unem-

ployment, analysis of international experience in fighting against unemployment, 

development of appropriate suggestions and recommendations. Not only the minis-

tries and institutions of economic and social profile, but also presidentôs administra-

tion, parliamentary committees, companies, small business representatives, labor 

unions and others should be included in the process of development of such pro-

gram. Employment program developed by only one ministry, as itôs today in Geor-

gia, canôt provide the desired results.  

In order to overcome the problem of unemployment, we believe that the fol-

lowing measures should be taken: 

- Long-term program for the countryôs economic development should be 

developed. The program should be oriented to attracting not only foreign 

but also domestic investments. Based on the long-term forecast of eco-

nomic growth, the concept of employment of economically active popu-

lation should be developed.  

- Itô important to calculate the exact number of the unemployed. For this 

purpose, the Ministry of Economy and Sustainable Development of 

Georgia should develop scientific method to define exact number of the 

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 long-term employment programs.  

- It is recommended to review and make appropriate adjustments to the 

country's macroeconomic policy, so that the problem of employment be-

comes a priority. Here we mean optimization of the negative trade bal-

ance, stimulation and promotion of producing goods and services for ex-

port by the state, transformation of custom policy, so that to ensure the 

countryôs 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 needs. Otherwise, the gap between demand 

and supply of qualifications on labour market will deepen and additional 

funds will be necessary for retraining the workforce.  
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- In order to create independent energy complex of the country, special at-

tention should be paid to projection of large projects in this field (nuclear 

power stations, hydro and thermal electrical power stations, wind energy, 

etc). Therefore, relevant 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, itôs advisable to stimulate small business and grant 

them a tax exemption for the first two years. Itôs reasonable to reduce in-

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 dis-

tribution of the information. The center should systematically and quick-

ly obtain the information regarding the demand and supply of the work-

force, regarding each job, working conditions and wages. The center 

should have retraining centers. As the problem of unemployment is very 

challenging, the idea of establishing a Ministry of Labour might be con-

sidered.  

- Some relevant laws, such as Labour Code, the Law on Public Sector Jobs 

and others need improvement and amendments. Like in developed coun-

tries, there should be regulations for workers (as well as the unemployed) 

close to retirement age to go on pension with preferential terms.  

- As the problem of unemployment is especially pressing in regions, itôs 

advisable to develop local employment programs within the municipali-

ties. Such programs should be initiated by local self-governments. Both 

on micro and regional level, employment programs should be developed 

jointly by highly qualified specialists, government officials, labour un-

ions and scientists.  

- The role and 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 directed to im-

provement of working conditions, increase of salaries, increase of em-

ployment rate, etc. 

- The state should take the responsibility of social protection of the unem-

ployed. In developed countries, the amount of assistance of the unem-

ployed is connected with the average salary. In terms of current budget of 

Georgia, itôs possible to accumulate funds to give assistance to the un-

employed in the amount of 30% of the average salary.  

- First of all, appropriate measures should be taken to reduce unemploy-

ment rate in rural regions and in social and demographic groups, which 

are not competitive on labour market. 

- In order to reduce unemployment, itôs needed to improve investment 

climate by carrying out administrative and economic reforms, which en-

sure reduction of transaction costs and stimulation of legalization of in-
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formal sector. Special attention should be paid to promotion of agricul-

tural goods production and development of tourism business, allocation 

of preferential loans for small business and stimulation of women em-

ployment. 

- Is it necessary to change the orientation of vocational training centers ac-

cording to market demand and to develop training centers within the 

companies, etc.  

- Overcoming of unemployment problem will significantly depend on eco-

nomic growth rates, development of small business and entrepreneur-

ships, improvement of investment climate, improvement of quality and 

competitiveness of workforce.  

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 economic development. This is caused by low level of 

the countryôs economy, technical and technological backwardness and lack of in-

vestments. The world practice knows two different regimes of foreign trade ï pro-

tectionism and free trade
61.

 Georgia chose the free trade regime, as a result nowadays 

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 

customs unions, foreign trade regimes and customs procedures were simplified, 

import tariffs reduced and non-tariff 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 goods and seasonal tariffs has been almost fully abolished. Tariffs 

on imported goods are regulated by tax code of Georgia. Export and re-export is free 

from customs duties. Georgia has free trade regimes with Turkey and CIS countries. 

Based on this regime trade with these countries is free from custom duties. Georgia 

benefits from Most-Favored-Nation regime (MFN) with the WTO countries. Geor-

gia benefits from a Generalized System of Preferences (GSP) when trading with the 

European Union, the USA, Canada, Japan, Switzerland and Norway.  

In 1995, Georgia was granted Generalized System of Preferences (GSP) by 

the EU. In 1996 Partnership and Cooperation Agreement (PCA) was signed between 

Georgia and the EU and some institutions were established to realize this agreement. 

Since 2005, Georgia benefits from new GSP+ regime when trading with the Europe-

an Union. The GSP+ covers around 7,200 products and means removal of tariffs on 

products exported to the EU from Georgia. In November 2013, Georgia and the EU 

signed a memorandum of Association Agreement (AA) hoping to be finally signed 

in 2014. A very important part of this document is the agreement on Deep and Com-

prehensive Free Trade Area (DCFTA)
62

, which aims to support economic integra-
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tion of Georgia in the EU, increase the volume of trade between Georgia and the EU 

by removing of tariffs and quotas, make the laws and regulations on trade closer to 

the EUôs and finally to create deep and comprehensive free trade area.  

Georgia signed Double Taxation Avoidance Agreements with 33 countries 

and agreements on encouragement and mutual protection of investments with 32 

countries. Georgiaôs trade with the WTO countries is based on the principle of Most 

Favored Nations (MFN).  

Direction of the foreign economic policy of Georgia is largely determined by 

active participation of the country in different international and regional organiza-

tions and programs, including with the following organizations in frames of the 

Black Sea regional cooperation: 

Black Sea Economic Cooperation (BSEC) ï main objective of the organiza-

tion is to develop both bilateral and multilateral cooperation between the member 

states in the following fields: small and medium business, energy, agriculture, min-

ing and processing industry, transport and communication systems, tourism, etc. 

Georgia actively cooperates with other member states of the organization.  

GUAM ï members of the organization are Georgia, Ukraine, Azerbaijan and 

Moldova. The objective of cooperation between these countries is to strengthen eco-

nomic ties between European and Central Asian countries. GUAM actively cooper-

ates with Japan and the USA. It is planned to establish relations with Korea. In Jan-

uary 2013, Georgia became the chair of GUAM. 

CIS ï the organization was established in 1991 and Georgia was the last coun-

try to join it in 1994. All the post soviet countries were the members of the organiza-

tion except the Baltic States. The aim of CIS was cooperation in economic, political 

and cultural fields. In 1993, the member countries signed the agreement to create 

economic union. After Russia occupied Georgian territories and recognized their 

independence in 2008,  Georgia decided to withdraw from CIS. This didnôt prevent 

the country to strengthen trade and economic ties with other members of the organi-

zation and it has a growing tendency. The share of CIS countries 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 Kazakhstan. The three countries created a customs union, 

which is intended to become an economic union in nearest future and in long-term 

perspective, political and military integration of the members of this union is ex-

pected
63

. Georgia and Moldova firmly refused to join the Eurasian Customs Union 

and made a clear choice in favor of associate membership in the European Union. 

As for Armenia, itôs preparing for accession to the Eurasian Customs Union. Arme-

nia's desire to be associate member of the EU and the member of Eurasian Customs 

Union at the same time has no perspective, as the agreement on deep and compre-

hensive free trade area doesnôt allow such format. At the same time, Armenia can 

communicate with the Customs Union only through Georgia
64

, this increases Rus-
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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 most diffi-

cult political problems. There might be some threats from Russia towards Georgia 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.  

In recent years, Georgiaôs trade relations have obviously deepened with the 

neighboring countries, especially with Azerbaijan, Turkey, Armenia and Ukraine. 

Since 2013, a new direction becomes visible in trade relations with Russian Federa-

tion. After restoration of state independence of Georgia and collapse of the Soviet 

Union, trade relations between Georgia and Russia did not break off. However, as 

political relations between two countries tensed in 2006, Russia declared an embar-

go on the import of agricultural goods, including wine, from Georgia. As a result of 

military conflict between Russia and Georgia in 2008 and occupation of Georgian 

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

economic relations between the countries ceased. In 2013, the new government of 

Georgia decided to restore trade relations with Russia. As a result, export of Geor-

gian agricultural 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 amounted to 106.8 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 

USD  

 

share (%) million 

USD  

 

share (%) million USD  

 

share 

(%) 

Total 2 09310,3  100,0  7 874402,5  100,0  10 783712,8  100,0  

Turkey 182 863,4  6,3  1 346 37,5  17,1  1 528 900,8  14,2  

Azerbaijan 710 214,7  24,4  638 107,3  8,1  1 348 322,0  12,5  

Ukraine 192 767,1  6,6  602 360,8  7,6  795 127,9  7,4  

Russia 190 242,9  6,5  589 419,5  7,5  779 662,4  7,2  

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

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

Armenia 315 697,4  10,9  181 931,5  2,3  497 628,9  4,6  

USA 136 484,2  4,7  253 900,3  3,2  390 384,5  3,6  

Bulgaria 150 753,8  5,2  200 019,9  2,5  350 773,7  3,3  

Romania 5 085,0  0,2  323 270,8  4,1  328 355,8  3,0  

Other countries 918 301,9  31,6  2 726403,3  34,6  3 644 705,2  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 import by 0.4% compared to the previous year. Turkey still holds lead-

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 first time. Georgia has negative trade balance with its largest trade 

partners. The only exception is Azerbaijan at the expense of re-export of cars. Ex-

port to Ukraine grew by 15.4% and import by less than 1%. Trade turnover with 

Russia grew by 33%, mainly at the expanse of growth of export by 4 times, import 

increased by 24%.  

In 2013, commodity structure of export also changed. Re-export of cars took 

the first position, followed by ferroalloy, nuts, copper ores and concentrates, fertiliz-

ers, wine, mineral water, non-denatured ethyl alcohol and alcoholic beverages, raw 

or semi-processed gold, etc. 

There were no changes in large commodity groups of import in 2013 com-

pared to previous years. Oil and oil products still hold the leading position with 

12.1%, followed by cars (9%), hydrocarbons (3.8%), drugs (3.6%), wheat (2.3%), 

telephones (1.9 %), copper ores and concentrates (1.4%), cigarettes (1.2%); pro-

cessing machines (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 

export
65
. In 2013, Georgiaôs export to the EU increased by 72% and import in-

creased only by 7%. As a result, negative trade balance with the EU countries re-

duced from 38% in 2012 to 33% in 2013. Improvement of export potential of Geor-

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 relations is important but itôs quite 

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 

this. As a result, Georgia didnôt actually benefit from joining the organization, just 

on the contrary, it contributed to the decline of the agricultural sector and increased 

deficit of trade balance. Therefore, while formation of foreign economic policy, 

special attention should be paid to define how the new foreign trade initiatives will 

influence the country's economic and political security in future. We consider itós 

necessary to strengthen the government's efforts in two directions: first, in coopera-

tion with business, the government needs to develop a program supporting produc-

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 program to support production of 

goods and services for export and reduce the trade deficit. Itôs also possible to com-

bine these two programs into one program. The new government took some positive 

measures in this direction (Agricultural Development Fund, Co-investment Fund, 

supporting wine and citrus industry, the program of cheap loans, adoption 

of the Law 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 

that itôs important to carry out aggressive and unordinary policy in this direction. 

The reforms oriented to creation of permanent jobs should be carried out. For this 
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purpose, the state should use all economic levers: tax preferences, cheap loans from 

the budget, from the budget, methodical and technical assistance.  

Therefore, due to liberal foreign economic policy, Georgiaôs involvement in 

the process of global economic integration is gradually deepening. The foreign trade 

turnover of the country is increasing every year, however, there is still deficit in 

trade balance, which represents significant economic threat. Since 2013, new aspects 

become evident in foreign economic relations, the most important is a clear perspec-

tive to sign Association Agreement between Georgia and the European Union, resto-

ration of trade relations 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 goods and services 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 government inherited many political, economic and social problems, 

which are difficult to overcome. There were especially numerous problems in the 

countryôs economy, as economy was a political hostage under the previous govern-

ment.  

Despite the tensed political and social situation in the country, the new par-

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 be men-

tioned: business was released from political pressure; power tariff reduced; prices of 

fuel, pharmaceutical products, bread and sugar reduced; pension increased to 150 

GEL; cash assistance for socially unprotected doubled; budget transparency in-

creased and became more socially oriented; the amount of penalties reduced; interest 

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 textbooks for free; public 

nursery schools are funded by the state budget; state health insurance programs be-

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; agricultural coopera-

tives are established; investment and demographic revival funds were established; 

management of local self-governments is reorganized; working on the Association 

Agreement with the European Union became more active; trade relations with Rus-

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 rates significantly increased, foreign 

trade turnover increased, export is increasing with especially high rates; infrastruc-

tural programs were launched; tourism business increased; new players entered the 

investment market; banking sector strengthened; prices became more stable, etc.  
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Despite some successes, the new government so far didnôt manage to solve  

a number of pressing economic problems: 

There are still some artificial monopolies that hinders development of free en-

trepreneurship. Large business is still represented 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 industry busi-

nesses; 

Adequate measures havenôt been taken to protect private property, for legal 

assessment of the criminal acts committed in this area in the past, as well as to en-

sure protection of business and property in future; 

Adequate measures havenôt been taken to encourage domestic investors, they 

havenôt been granted the preferences foreign investors benefit from;   

Working on legislative issues on deposit insurance hasnôt started; 

Activities carried out in the direction of labor market regulation, reducing of 

unemployment, creation of database for the unemployed arenôt sufficient; 

Activities to develop land-tenure regulations have not become more active; 

Measure to protect the local market from low-quality goods and dumping ha-

venôt been taken; etc. 

From the current perspective, two possible scenarios of the countryôs econom-

ic development might be forecasted:  

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

countryôs economy, maintenance of low rates of development achieved in terms of 

cohabitation of political parties. Such situation occurs in case the new government 

doesnôt fulfill their promise justice restoration, property protection and solving the 

unemployment problem. Dealing with these problems requires united, common ac-

tivities of the society and political parties. However, current tense confrontation in 

the society and between political groups does not provide a guarantee for such col-

laboration. Thus, because of the high possibility of the pessimistic forecast scenario, 

it canôt be removed from the agenda. 

Second ï optimistic forecast scenario, this means to achieve high growth rate 

of economic development and ensure macroeconomic stability. Such forecast de-

pends on the following factors: political stability of the country, significant reduc-

tion of state spending, especially in public administration, allocation of funds from 

budget only for the programs, which are oriented to complete solution of the prob-

lem and are provided with relevant projects and cost accounting; optimal distribu-

tion of the tax burden over capital, entrepreneur 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 ensure access 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 export-import ratio with non-tariff barriers; supporting national pro-

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 entrepreneurs in high mountain and mountainous 

regions; to create municipal bodies to manage production and processing of agricul-
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tural products; harmonization of energy tariff, etc. Implementation of these measures 

will contribute to accelerating economic development of the country, creating of 

new jobs and improving living standards. 
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4.1. Essence of the Belarusian economic model 

 

Distinctive feature of the Belarusian economy is that it doesnôt function as the 

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 organized by the principles of work of large corporation. Using such 

analogy the Belarusian economy can be called conditionally corporate economy, 

model of corporation-state. Thus the corporate economy us is understood as com-

plete social and economic system in which actions of separate structural elements 

(business entities) are subordinated to the general system expediency, and results of 

economic activity are formed not at the level of certain business entities, and at the 

level of a national economy as a whole. To the main structural divisions of corpora-

tion state ï to the organizations of the state form of ownership ï operating structures 

offer the behavior directed not on the achievement of the traditional purposes in the 

conditions of market economy ï growth of profit, cost of firm, profitability 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 cer-

tain sectors of economy, organizations, employment preservation, maintenance of 

the minimum social standards and so forth. 

The substantial commodity-money relations work on perimeter of corporate 

economy ï in its communications with the outside world. In corporation-state the 
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conditional commodity-money relations work in relationship between its structural 

links. The internal relations "corporations Belarus" are governed by command meth-

ods. 

From two sectors of economy ï internal and external ï the dynamic equilibri-

um state is supported by market methods only in 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 rigid budgetary restrictions 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 business entities are balanced both mar-

ket, and non-market (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 the expense of means of the 

state budget. 

The characteristic feature of the Belarusian financial market is that private and 

state sectors of economy have no equal access to financial resources as whenever 

possible their acquisition, and at the price. The private sector of the Belarusian 

economy , practically hasnôt access to the resources directed on performance of state 

programs. Supersoft conditions of resources allocation on performance of state pro-

grams are wrapped for the private sector in supersevere constraints ï very high in-

terest rates for the bank credits, 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 form of the credit though it is not 

a credit in fact. The share of "quasi-credits" makes about 50% of a credit portfolio of 

the Belarusian banks. It means that the majority of financial decisions in the Bela-

rusian economy is accepted not by banks, but by administration 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 intervention in economy. 

Backbone state banks, being engaged in crediting of state programs, carry out 

not peculiar to banks function of distribution of budgetary funds. The basic solution 

of a question on release of commercial banks from performance of distributive func-

tion would be the creation of so-called 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.  

However the Belarusian authorities didn't decide to carry out reform in such 

direction. Instead of Agency of development the JSC çDevelopment bank of  the 

Republic of Belarusè was created. The Development bank not only didn't eliminate 

noted problems, but also aggravated them. In reality it turned out so that the Devel-

opment bank didn't withdraw problem assets from a banking system, but on the con-

trary by careful selection transferred the best, most risk-free and profitable assets of 

commercial banks to its balance. The Development bank turned into one more in-

vestment bank working at the budgetary resources, and state programs in considera-

ble part both were financed, and continue to be financed by other state backbone 
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banks ï JSC çASB Belarusbankè, JSC çBelagroprombankè. Thus the problem cred-

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 corporation firm in the Belarusian corporation-state are provided 

both the centers of formation arrived, and creating conditions for generation of profit 

planned and unprofitable divisions ï the organizations and the whole branches. The 

centers of creation of profit in the Belarusian economy are such it is export the fo-

cused branches, as oil processing, production of mineral fertilizers. Planned and 

unprofitable branches, in particular, are the public transport, housing and communal 

services, agriculture. Unprofitability of these branches is a consequence of adminis-

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 profit are 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 

emergence 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 control-

ling stakes of several large agrarian organizations. In particular, the National bank 

invested resources 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 agrarian sector was the purpose of this action 

which is carried out at the initiative of the Government. Banks had the role of finan-

cial donors and effective managers. Non-core for banks and potentially unprofitable 

sphere of investment aren't an obstacle for adoption 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 scheme of rela-

tionship between banks and clients ï by means of crediting ï ceased to work long 

ago. The majority 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 agrarian enterprises as to the affiliated organiza-

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 practice it appeared that in all cases of such organization form of rela-

tionship between banks and the agrarian enterprises, latter still can't pay off with 

banks on the credits which have been given out on favorable terms. There are arrears 

which in this scheme are liquidated following for usual banking practice. Banks at 

the expense of own means increase authorized capitals of the affiliated agrarian or-

ganizations, and those, in turn, direct financial injections on repayment of overdue 
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credit debt. Such is the scheme of investment of banks fulfilled on years in agrarian 

sector in corporate economy. The financial position of such agrarian enterprises, 

despite large-scale investments in fixed capital, doesn't improve, and remains unsta-

ble.  

In what reason of such situation? Seemingly successful form of relationship 

banking and real sector of economy found.The financial position of the organiza-

tions of the agrarian sector receiving preferential financing, doesn't improve because 

they function not as the independent independent economic entities doing business 

at own risk, and as structural elements of system of corporate economy. Such organ-

izations have no opportunity to sell the production and services at discretion and at 

free market prices. Production is realized according to administrative indications of 

government bodies of management and on the state to the established prices. Plan-

ning underestimated prices do not provide agricultural organizations work with a 

normal level of profitability. In the result and the new scheme of relationship bank 

client becomes unprofitable both for banks, and for the affiliated agrarian organiza-

tions. 

Agricultural branch because of its place in the state-corporation is put in se-

vere financial conditions and has as a result low production efficiency. The corpo-

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 annual output of the enter-

prises of agrarian sector. 

The principles of the organization of corporation-state break reproduction 

proportions at a microeconomic level: not only unprofitable centers, but also the 

potential centers of creation of profit don't carry out the tasks set by it, work is un-

profitable. The industrial processing enterprises, receiving from inefficiently work-

ing agrarian enterprises expensive raw materials (at above worldôs average prices), 

can't create the product competitive at the price and quality in foreign markets. So 

following the results of 2013 the majority of the Belarusian meat-processing and 

milk-processing enterprises were unprofitable.  

The Belarusian economy doesn't cope with calls of time and in process of 

competition strengthening everything works at foreign markets worse. So warehouse 

stocks in 2013 grew more, than twice, the sizes them as a whole on economy 

reached monthly output ï maximum in the history of sovereign Belarus. In 2013 

profitability of production and sales decreased, the profit in economy decreased by 

50%.
67

 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 development of private investments (the state in-

vestments are carried out on an unbalanced basis, their inefficiency becomes cov-
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ered at the expense of budgetary funds). The basis of management is made by "man-

ual" directive macroeconomic regulation. As instruments of administrative regula-

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 excessive credit and mone-

tary issue of National bank. 

The high rate of inflation in economy, continuous depreciation of national 

currency is a direct consequence of monetary financing. Inflation never falls lower 

than 10% a year, and at the moments of financial crises reaches 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 sphere there 

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 ac-

counts payable of inefficiently working enterprises creates a problem for creditor 

banks. Banks can't return credit resources which are badly served by insolvent bor-

rowers. As a result the credits are frozen in inefficient projects, and banks incur 

losses on them. The non-return of money results in deficiency of liquidity at banks 

(first of all backbone). Banks start experiencing difficulties at service of the obliga-

tions. For the purpose of prevention of reduction by banks of obligations and curren-

cies of balances the Government periodically carries out increase in authorized capi-

tals of the state banks at the expense of budgetary funds. Accumulation of contradic-

tions in the sphere of maintenance of short-term liquidity at backbone banks in the 

long term leads to the subsequent monetary issue of National bank.  

Macroeconomic regulation in corporate economy creates such macroeconom-

ic climate at which it isn't possible to make a little exact investment and business 

forecasts. Uncertainty at adoption of medium-term and long-term financial and eco-

nomic decisions in the Belarusian economy is extremely high. Inflation and devalua-

tion depreciate results of economic activity of the organizations. Accumulation in 

national currency in the conditions of high inflation becomes almost insoluble task. 

 

4.4. Monetary financing Influence on efficiency of investment projects imple-

mentation  

We will show on a concrete example negative influence of factors of inflation 

and high cost of credit resources on implementation of investment projects. 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 commercial and financial calculations".
68

 We will 

note that the average cost of credit resources in 2012 made 31,5%, in 2013 ï 40,5%. 

Inflation for 2012 made 21,8%, following the results of 2013 - 15,6%.
69

 

Let's assume that the investor has invested in the investment project the capi-

tal of 50000 thousand Belarusian rubles. The project is calculated on 4 years, the 

level of the taxation of profit ï 18%, an interest rate for the credit ï 33%. We will 

calculate cash flows according to the investment project on condition of total infla-

tion absence in table 3. 

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

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 monetary receipts will grow together with inflation by 

identical rates. We will show cash flows according to the project taking into account 

inflation in table 4. 

 
Table 4. Calculation of cash flows for the investment project taking into account inflation, thou-

sand rubles 

Year 

 

Revenue Current 

expenses 

Amorti-

zation 

Profit Taxes Net 

profit  

Cash flows after 

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 

flows ï to count them on a rate of inflation. We will make calculation in table 5. 

 
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 

                                                           
68 ɼ. ʃʘʧʯʝʥʢʦ, ʆ. ʃʝʚʢʦʚʠʯ, ʆʩʥʦʚʳ ʢʦʤʤʝʨʯʝʩʢʠʭ ʠ ʬʠʥʘʥʩʦʚʳʭ ʨʘʩʯʝʪʦʚ,  ɹɻʕʋ, ʄʠʥʩʢ, 

2014. 
69 Official national statisticsé, op. cit. 

Year 

 
Revenue 

Current 

expenses 

Amorti-

zation 
Profit  Taxes 

Net 

profit 

Cash flows after 

the taxation 

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 
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Thus, calculation shows that real (taking into account inflation) monetary re-

ceipts after the taxation there are less than monetary receipts without inflation. 

We will analyse efficiency of implementation of the investment project taking 

into account the data obtained earlier. For an assessment of efficiency of the project 

we will use three indicators: 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, having ac-

cepted as a discounting rate the cost of credit resources ï 33%: 

 

NPV= 
4278 

+ 
3835 

+ 
5039 

+ 
7478 

ï 50000 = 9917 ï 50000 = ï 40083  (1) 
1,33 1,332 1,333 1,334 

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

 

We will calculate the return on investment period. During the term of imple-

mentation of the 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: 

20,0
50000

40083
1 =
-
+=RI

                                     (2) 

Thus,PI< 1,0. The investment project isn't capable to generate demanded profitability, therefore it is 

unacceptable for the investor. 

 

Macroeconomic parameters of inflation and the costs of credit resources spec-

ified in this example, are typical for the Belarusian 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 conditions on increase in invest-

ment appeal implementation of investment projects doesn't promote. The vast major-

ity of projects isn't able to leave on normal for the investor efficiency level. For pay-

back of investment projects it is necessary to reduce the cost of credit resources 

which in turn, are guided by a rate of refinancing and a bank margin. It is necessary 

to lower a rate of inflation in economy in order to decrease a refinancing rate. How-

ever today at existing level of devaluation expectations decrease in a rate of refi-

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. 

 

4.5.Violation of macroeconomic reproduction proportions  

In the Belarusian economy violation of macroeconomic proportions of repro-

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 provide acceptable (comparable to neighboring states) salary level. So, in 
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2013 labor productivity grew by 2,3%, while the real wage ï by 15,8%.
70

 Illusion of 

wellbeing is created and supported due to attracting of external credit resources for 

financing of not earned wages. 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. Salary growth 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 reason ï the overestimated rate of national curren-

cy ï growth rates of GDP, estimated in a dollar equivalent, above growth rates of 

GDP in Belarusian rubles. 

But artificial overestimate of a Belarusian ruble exchange rate ï a dangerous 

manipulation which doesn't remain without consequences. It causes the increased 

demand for foreign 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 over ex-

port) there is a decrease in gold and foreign exchange reserves of the country due to 

currency purchase by the population and enterprises. The second negative conse-

quence of the overestimated of the national currency rate is rise in price of domestic 

goods in foreign markets, decrease in their competitiveness, the decrease in export 

conducting to deterioration of a condition of gold and foreign exchange reserves. 

 

4.6. Instability of the Belarusian economy development, periodic financial (cur-

rency) crises 

Disproportions collecting in the Belarusian economy generate periodic finan-

cial (currency) crises (March, 1996, January, 2009, March-September, 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 

currency ï namely stimulations of internal demand by building of investments into 

fixed capital by means of the mechanism of directive budgetary and quasi-budgetary 

crediting within state programs of development. Excess of internal investments over 

internal savings creates a situation of chronic negative balance of a current account 

of the balance of payments that in turn results in need of sharp correction of a Bela-

rusian ruble exchange rate ï to 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 and ad-

herence to the principles of market exchange rate - floating rate policy and, second-

ly, the implementation of a coherent moderately rigid monetary policy. 
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4.7. Parameters adjustment of reproduction by means of devaluation, transition 

to equilibrium economic state  

As a result of adjustment of one only macroeconomic parameter ï an ex-

change rate of Belarusian ruble in relation to foreign currencies ï disproportions in 

other spheres of economy are automatically eliminated. Thus, the condition of an 

exchange rate of national currency plays a key role in the correct control of propor-

tions of reproduction of the Belarusian economy.  

So when carrying out devaluation salary size to that value which is generated 

really by economy is corrected. Thereby disproportions between growth rates of 

labor productivity and growth rates of a salary are automatically corrected. The sala-

ry expressed in hard foreign currency, receives the real economic measurement 

therefore real rates of its growth are comparable to growth rates of labor productivi-

ty. For the population such adjustment means falling of a standard of living at a de-

valuation size. But it no more than ascertaining of the fact of an inefficiency 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 for-

mer volume, the size of gold and foreign exchange reserves are stabilized. 

The real wage is one of measuring instruments of the valid situation in econ-

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 a situation if the average salary counted on the overestimated Belarus-

ian ruble exchange rate ï it made about 600 US dollars for the beginning of 2014 ï 

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 400-500 US dollars. Meanwhile, 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 reality. Real 

(taking into account inflation and devaluation) the salary is at the level of five-year 

prescription, that is practically doesn't grow, just as labor productivity practically 

doesn't grow. Such situation is a reflection of stagnation in the Belarusian economy, 

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 adjustment it appears that its 

real (at calculation of value of GNP taking into account really necessary devalua-

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 expressed in 

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 directly in the eyes: from a condition of recession (in Belarusian rubles) ï to 

a condition of rapid growth (in US dollars). But such can't be. Actually this discrep-

ancy is not an indicator of the successful work of the Council of Ministers of Bela-

rus, but of 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 illuso-

ry ï better, than not the business ï a GDP growth picture. Therefore it is so difficult 

for Belarusian Government to decide on correction of a course and therefore adjust-

ments always happen forcedly, spontaneously and painfully. In the real business 

cycle devaluation of Belarusian ruble from the middle of 2013 is carried out by the 

Government about 1,3% a month are dosed, operated in limits. The monetary au-

thorities manage to carry out such operated devaluation even within an operating 

free exchange rate formation mechanism. However scales of planned devaluation of 

Belarusian ruble are insufficient already for the reason that its parameters practically 

coincide with inflation parameters in Belarus ï 1,3% a month.  

Actions of the Belarusian monetary authorities on artificial maintenance of the 

overestimated rate of national currency lead to exhaustion of the gold and foreign 

exchange reserves spent for maintenance of a no equilibrium Belarusian ruble ex-

change rate. Maintenance of gold and foreign exchange reserves at least in minimum 

admissible sizes requires considerable external credit feed. In the last 10 years the 

external debt of Belarus constantly grows rates more than 10% a year that GDP con-

siderably exceeding growth rates. At the beginning of 2014 the cumulative external 

debt of economy of Belarus made about 70% of GDP. 

 

4.8. Conclusion 

Thus, according to the conducted research the mechanism of emergence of 

disproportions has natural character and is connected with features of the Belarusian 

economic model. Elimination of disproportions and creation of prerequisites 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 other in-

centives, than what are available in corporate economy ï incentives of the owner 

maximizing cost of the capital, firm cost in the conditions of limitation of resources 

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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Important social and economic changes on the threshold of the XXI century 

initiated various discussions on the development of the non-profit sector based on 

the practice of market methods and values. These issues are aimed at transforming 

action, structure and philosophy of non-commercial subjects into more market-like 

for reaching their goals. This discussion was started by P. Kotler and S. Levy
72

 in 

the late 1960s. It is still widely discussed in the works of foreign scientists and finds 

its popularity in numerous specialized journals. There is increasing in the number of 

training courses on non-profit marketing at leading universities in the world. The 

debate on the importance of marketing of non-commercial sphere in domestic scien-

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 non-profit organizations (NPOs) has been 

conducted by the representatives of NPOs of Ukraine
73

.  

The relevance of a comprehensive theoretical analysis of the conceptual 

scheme of non-profit marketing has been caused by the need to intensify the devel-

opment of Ukrainian non-profit sector. The suggested chapter is intended at scruti-

nizing the dimensions of non-profit marketing and stages of this marketing with 

managing the non-profit organization. 
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pp. 10ï15.  
73 ɽʬʝʢʪʠʚʥʽʩʪʴ ʚʠʢʦʨʠʩʪʘʥʥʷ ʥʝʢʦʤʝʨʮʽʡʥʦʛʦ ʤʘʨʢʝʪʠʥʛʫ ʛʨʦʤʘʜʩʴʢʠʤʠ ʦʨʛʘʥʽʟʘʮʽʷʤʠ ʋʢʨʘ-

ʾʥʠ: ʨʝʟʫʣʴʪʘʪʠ ʦʧʠʪʫʚʘʥʥʷ, ʧʨʦʚʝʜʝʥʦʛʦ ʫ 2011 ʨʦʮʽ, ʍ. ʇʘʚʣʠʢ, ʅ. ɹʦʨʜʫʥ (ed.), ʃʴʚʽʚ, ʉʧʦʣʦʤ 

2011. 



55 

 

5.1. Analysis of Recent Researches and Publications.  

The analysis of scientific research has revealed that in terms of discussing the 

phenomenon of non-profit marketing certain approaches have been outlined. These 

approaches are integrated in the system of academic knowledge. Studying the theo-

retical prerequisites of non-profit marketing the following ideas are worth mention-

ing:  

- The ideas of inter-sector exchange of marketing knowledge which have 

been suggested and developed in the articles of P. Kotler, S. Levy, 

G. Zaltman
74

 and others; 

- The theoretical and methodological aspects of pro-marketing orientation 

of non-profit subjects which have been substantiated by A. R. Andreasen, 

P. Kotler
75

, S. Andrieiev, L. Melnichenko
76

 and others; 

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

K. Lazarevski
77

. 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 marketing. However, some scholars admit the usage of 

certain strategies and marketing tools for non-commercial activities for 

achieving non-profit purposes. Such an approach is justified in terms of 

the concept of bounded rationality which has been initiated by H. Si-

mon
78

. This concept centered the questions of ethic violations of the 

principle of consumer sovereignty in the use of çbad goodsè, the issue of 

identification of goods and services as çbad goodsè, the regulation of 

production and consumption of çbad goodsè. These ideas, concepts and 

theories established the ideological foundation of the concept of non-

profit marketing. 

5.2. The Aim, methods and Research Statements 

The Aim of Our Research is to analyze the dimensions of non-profit market-

ing and establish the stages of connecting marketing with the management of non-

profit organization. The purpose of this chapter is the necessity of solving the fol-

lowing tasks: to outline the peculiarities of non-profit marketing; to analyze the di-

mensions of the concept of non-profit marketing; to formulate and substantiate the 

continuum of non-profit marketing. 
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The of the Research are systematic and comparative analysis of scientific lit-

erature. 

The end of the XX and beginning of the XXI century witnessed increasing in-

terest in non-profit marketing. What actually determines the process of marketiza-

tion of Ukrainian non-profit sector is increasing the number of non-profit subjects; 

the increase of most non-profit 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 inter-sector and intra-industry competition; shift of responsibility from 

state authorities towards the sphere of non-profit entities; poor quality of non-profit 

goods; reduced funding from the government, business and international organiza-

tions; reduction of human resources; fundamental changes in the staff of customers 

serviced by non-profit organizations. 

In spite of variety of approaches to treating the notion of non-profit marketing 

there can be identified some important market peculiarities of non-profit marketing: 

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

business cannot be directly transferred into the sphere of non-profit sec-

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

for non-commercial market
79

,
80

; 

a. limited amount of secondary information in marketing sphere as to 

non-profit clients and their needs, which is compounded by the 

complexity to obtain reliable information from the clients them-

selves;  

b. gap of information among the customers of non-profit product (in-

formation asymmetry). Thus, before affecting the behavioral pat-

terns of the clients, they must be informed about an existing prob-

lem and non-commercial 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 customers dislike new changes, but they are in-

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 activities; 

d. benefit gained by a client as a result of non-profit exchange is not 

always evident; 

e. the presence of more complex behavioral patterns and attitudes than 

in the commercial sphere; 

f. the complexity of measurement and display through mass media of 

social and psychological benefits from the use of non-profit product; 

2. Non-profit marketing covers a wide range of fields of human activities, 

much more than the production and promotion of goods and services; 
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3. Non-profit marketing leads to a wider and more effective validation of a 

number of other important needs of the people in community (for in-

stance, need for realization of civil rights and the need for social and cul-

tural values, etc.); 

4. Non-profit marketing helps resolve problems connected with establishing 

mutual links between the three groups of non-profit entities: government, 

non-governmental entities and individuals engaged in non-commercial 

activities.  

5. Non-profit marketing should be based on the principles of classical mar-

keting concepts
81

 which include the prevailing role of the exchange, will-

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 outcome. Thus, the non-profit 

marketing business can be defined as a set of subsystems that are bound 

with associations and the sole purpose. It functions with respect of fun-

damental principles of classical marketing, however, limited in accord-

ance with the principle of the priority of the consumer. 

A literature review of scientific analysis of the problem suggests that the con-

cept of non-marketing can be viewed in the context of the following dimensions: the 

holistic, normative, operational, social, strategic and ethical.  

Holistic dimensions of marketing in non-profit field are particularly important, 

since the effective activity of non-profit entities depends on effective relationships 

not only with the target market, but also with multiple stakeholders. Holistic aspect 

of non-profit marketing is manifested in the development, creation and execution of 

marketing programs, processes and activities that take into account the breadth and 

interdependence holistically combining components such as relationship marketing, 

integrated marketing, internal marketing, and socially responsible marketing
82

. At 

this point a number of interactions between non-profit entity and its environment are 

considered, because non-profit organizations themselves are part of large and com-

plex service delivery systems. 

Normative aspect of marketing is manifested through creating and maintain-

ing values and positive behaviors of recipients of marketing activities. The norma-

tive dimension of non-profit marketing can be treated as a set of economic, social, 

ethical guidelines, options of behavioral patterns, theories that are implemented by 

the managers of non-profit organizations in the process of forming marketing strate-

gies.  

Strategic aspects of non-profit marketing are associated with the presence of 

external factors of non-profit organization and can be considered as its target state 

for non-commercial market, i.e. as the one that changes with the time. Scientists 

distinguish several alternative strategic orientations of non-profit marketing: cus-

tomer orientation (integrating preferences of customers into the product develop-

ment and marketing process), competitor orientation (integrating competitor intelli-

                                                           
81 ʌ. ʂʦʪʣʝʨ, ɸ. ɸʥʜʨʝʘʩʝʥ, ʉʪʨʘʪʝʛʠʯʝʩʢʠʡ ʤʘʨʢʝʪʠʥʛ ʥʝʢʦʤʤʝʨʯʝʩʢʠʭ ʦʨʛʘʥʠʟʘʮʠʡ, ʌʝʥʠʢʩ, 

ʈʦʩʪʦʚ ʥ/ɼ 2007, pp. 551-557. 
82 P. Kotler, K. L. Keller, Marketing management, Prentice Hall, Upper Saddle River 2012, pp. 28. 



58 

 

gence into the product development and marketing process), and product orientation 

(integrating innovation into the product development and marketing process)
83

. 

Non-profit marketing can be viewed in terms of different operations (opera-

tional dimension of non-profit marketing) and is treated as a systematic performance 

of some functions aimed at the analysis, implementation and monitoring of relation-

ships between non-profit entity and its external and internal audiences interested. In 

order to ensure effective exchanges between non-profit entity and its target audience 

and enhance the competitive position there used marketing tools, techniques and 

approaches of classical marketing, "marketing mix" i.e. product, price, promotion 

and place. The others distinguish social media and fundraising among the complex 

non-specific elements of marketing
84

.  

The social dimension. Unlike commercial entities, which are known for 

absolutisation of importance of the economic effects of marketing activities, market-

ing activities of NPOs aim at achieving social and psychological effects
85

. Thus, as  

a non-profit marketing encompasses activities not directly related to profit, i.e, non-

profit activity, it is obvious that the economic dimension of non-profit marketing is 

not a priority, it rather gives way to focusing on social, psychological, political and 

informative results.  

Ethical dimension of non-profit 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 process of mar-

keting of non-profit sector, one should be aware that this phenomenon can lead to  

a number of threats in the society. Thus, some scientists
86

 appeal to financial and 

ethical aspects of marketing activity, rightly arguing that marketing activity is the 

way that may constitute just waste money of benefactors, besides marketing activi-

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 in-

vestment and a long time lag between costs and effects. In addition, marketing ethi-

cally may violate the privacy of the individual, degrade perceived quality and dis-

courage the spirit of volunteerism as well as the role of democracy and altru-

ism
87

,
88

,
89

,
90

. In our opinion, the criticism is fair, but only to a certain extent, because 
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ethically sustained marketing efforts of non-profit entities incorporate the potential 

for positive social and psychological impact.  

To sum it up, non-profit marketing can be viewed as a notion or process the 

mission of which is directed at forming non-profit and socially targeted exchanges 

among targeted individuals, groups and society and it is characterized by operation-

al, normative, holistic, social, strategic and ethical dimensions. The degree of pene-

tration of the concept of marketing into non-profit 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 non-profit market where NPOs 

function, and personal preferences of management of NPOs. 

Having summarized the numerous theoretical approaches and taking into con-

sideration the bipolar orientation of the concept of non-profit marketing in terms of 

"focus on the goals of a NPO" and "marketing orientation", we would like to offer, 

as a possible consensus in the discourse of marketing philanthropy, to treat the con-

cept of non-profit marketing as a space-time continuum. Since the activities of non-

profit entities are differentiated in time and in the context of non-commercial mar-

ket, we should not limit the marketing of non-profit entities to only two versions:  

a pure marketing orientation and pure focus on the goals of the NPOs. In our opin-

ion, there is a possible orientation of a continuum in which the activities of NPOs 

are carried out with more or less focusing on the needs of the target audiences and 

purposes of NPOs. The combination of targeted preferences of non-profit subjects 

and preferences of target audiences in every specific case has its own value, which is 

displayed in the level of penetration of the functions of marketing into NGOsô man-

agement. In some cases the significance of the organization's goals outweighs, and 

in the others, the significance of the wants of consumers and other stakeholders is of 

prior importance. Options of combining the marketing and management of a non-

profit organization can differentiate within the non-profit marketing. All these dif-

ferences can be implied historically: evolving from simple to more complex forms, 

from left to right and also they may vary depending on the specific supply and de-

mand for a particular non-profit market. Stages of a combination of marketing and 

management of non-profit organization as a continuum are shown in Figure 5. 
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Figure 5. Non-profit marketing continuum . 
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In our opinion, depending on the level of orientation of the aims of NPOs to-

wards the needs of target groups and the importance of marketing functions there 

can be differentiated the following stages: 

1 stage. Latent Marketing. This phase 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 of non-profit mar-

keting. This period can be characterized as a period of "latent" non-profit marketing 

when the NPOs use the elements of marketing, however, this usage is not yet recog-

nized: "é every organization performs marketing-like activities whether or not they 

are recognized as such"
91

. The reason for using this non-profit marketing within the 

activities of NPOs at this stage is the perception of marketing as a threat to their 

autonomy
92

 and power marketing is seen as advertising and sales promotion, rather 

than a radical philosophy of the organization. In the framework of the fields of non-

profit sector, this approach is justified when the clients consume çbad goodsè and 

some certain works of art as "purely market-centred philosophy is inconsistent with 

what the concept of art is all about"
93

. In other cases, this approach borders on ñmar-

keting myopiaò.  

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 goals non-systematically some market-

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 product and production concepts of classi-

cal marketing orientations. This approach is inherent, for instance, in museum exhib-

its. The museums are focused on their collections, but not on the target audience, 

that is why the main marketing efforts should be intended for persuading potential 

customers with the help of advertising campaigns. This approach is justified accord-

ing to the following aspects: the scope of art or museum exhibits is focused on con-

sumers who are still in two minds about their artistic preferences; non-commercial 

product (exhibit, artwork, etc.) is characterized by a significant level of innovation; 

among consumer-pioneers there is a need for empirical knowledge of non-profit 

products proposed by artists, then these consumers will continue to inform 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 certain aspects of marketing activities, 

mainly those aimed at intensifying marketing priority for non-commercial 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 a function that helps solve organiza-

tional goals, namely, sale increase of non-commercial products / services, increase 

                                                           
91 P. Kotler, S. Levy, Broadening the Concept of Marketing, ĂJournal of Marketingò 1969, No. 33, 

p. 11.  
92 P. Kotler, Strategies for Introducing Marketing into Nonprofit Organizations, ĂJournal of Market-

ingò 1979, No. 43 (1), pp. 44. 
93 P. Kotler, J. Scheff, Standing Room Only: Strategies for Marketing the Performing Arts, Harvard 

Business School Press, Boston (Mas.) 1997, p. 17. 



61 

 

of cash flows from donors and others. This marketing orientation is identical to the 

classical orientation of marketing directed at the intensification of commercial mar-

keting efforts (selling concept). 

4 stage. Quasi-Marketing Orientation. To the extent of NPOsô openness to the 

needs for targeted market there is a historic transition to the next stage. In terms of 

field dimensions, this approach is typical for non-profit 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 between organizational goals and target markets, there is  

a focus on the needs of target customers. The establishment of long-term relation-

ships is typical for this stage of non-profit marketing as well as learning marketing 

environment and market segmentation. Marketing of NPOs can be characterized as 

the one of a strategic nature.  

5 stage. ʉustomer-Focused Marketing. Within this phase the needs of target 

markets are prevailing. Marketing becomes the philosophy of the organization, its 

integrating function. The focus of business administration in marketing is the rela-

tionships with customers and some other stakeholders. Marketing becomes a means 

of gaining competitive advantage. The stage is also characterized by a strategic mar-

keting. There is an orientation not only towards customers but other significant for 

the organizations audience. This approach is typical for educational institutions and 

organizations.  

6 stage. Stakeholder Marketing. Stakeholder marketing - activities and pro-

cesses within a system of social institutions that facilitate and maintain value 

through exchange relationships with multiple stakeholders
94

. A. R. Andreasen and 

P. Kotler trace NPOs and their interested audiences as the elements of a unique 

mechanism of ñtransforming resourcesò
95

: incoming contact audiences supply re-

sources which transform the internal contact of the audience into a useful product 

that is provided for an audience of consumers by affiliate contact audiences. NPOs 

stay in touch with a number of interested audiences such as clients, consumers, do-

nors, volunteers, advocates, trustees, committee members, government agencies, 

funds, businesses and local communities. These groups affect the objectives of the 

NPOs, that is why effective interaction with them is important for the NPOs. Mar-

keting is defined not only as object direction but also as a presence of exchanges, 

thus, stakeholders fall into the subject field of marketing. Thus, at this stage of sci-

entific research stakeholder-oriented marketing is extreme subset of a continuum of 

options. So, the market orientation in the nonprofit sector becomes multiple dimen-

sions and directs toward different stakeholders. Non-profit marketing becomes  

a system of exchanges among subjects and directs toward research the expressed and 

latent needs of stakeholders, to improve exchanges with NGOs stakeholders. Differ-

ent purposes of exchange give rise to the need for the exchange of different strate-

gies and different target effects.  
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5.3. Conclusions.  

Having positively assessed the works of scientists as to the concept of non-

profit marketing we consider the further development of this idea in the framework 

of its adaptation to the conditions of the activities of Ukrainian entities of non-profit 

sphere. In the conclusion it has been defined that non-profit marketing is character-

ized by operational, normative, holistic, social, strategic and ethical dimensions. 

Taking into consideration the bipolar non-profit marketing concept (focus on com-

panyôs goals and marketing orientation), the suggested chapter proposes to examine 

the concept of non-profit marketing as a space-time continuum. There is an opinion 

that the concept of non-marketing continuum eliminates the conflict between sup-

porters and opponents of marketing-oriented non-profit entities. Continuum takes 

into account other intermediate options that are formed by various combinations 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 

non-profit organization. The received results provided a clearer understanding of the 

essence and diversity of varied explications of non-profit marketing and this will 

definitely lead to further theoretical and empirical researches. 
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In the past few years, we already got used to the messages about information 

security violation incidents. The observed social conflict around ACTA with uncom-

fortable attacks on government services and "Basiaôs" speech on the Prime Minister 

websites, as well as a number of serious attacks on companies such as Sony, Oracle, 

Adobe, Microsoft and Google disproved myths about systems security.
98

 

Self-replicating virus shamoon infected 30,000 Windows-based machines of 

computer network of Saudi Aramco and deleted data from their hard drive. Despite 

its vast resources as Saudi Arabiaôs national oil and gas firm, Aramco, according to 

reports, took almost two weeks to recover from the damage.
99

 

Another, even more dangerous virus - Stuxnet that has infected nuclear instal-

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 loss of human lives or war. The level of complexity of the virus indicates that 

Stuxnet could arise only through the cooperation of several countries and its devel-

opment proceeded for a years
100

.  
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Disclosed details of the Mandiant report
101

 about hacking to the databases of 

organizations operating primarily in the U.S., Canada and the UK by representatives 

of China, and finally Edward Snowden's sensational information including govern-

ment PRISM program of the June 2013 years have made, that issues of constantly 

growing threat to the security of information have become perceived not only by 

specialists.  

In search of answers to the question about the reason for the continuous in-

creasing the amount of incidents related to the information security violation is 

worth to paying attention to the constantly increasing role of knowledge and infor-

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 in-

crease in its value, 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 economy realiza-

tion of new, different from the occurring, conditions and trends. 

The new conditions characterizing the economy meant that it began to be de-

fined as the "new economy", and later used the term "knowledge-based economy", 

which has been widely adopted in the economic world.  

Probably the first time the concept of "knowledge-based economy" was de-

fined in the report of a study conducted by the OECD The Knowledge-based Econ-

omy in 1996, recognizing it as the economy which are ñdirectly based on the pro-

duction, distribution and use of knowledge and informationò
102

.  

Today as a one of the most apropriate terms of the knowledge-based economy 

is using the the OECD and the World Bank definition where it is considered as the 

economy, in which ñknowledge is created, acquired, transmitted and used effectively 

by companies, organizations, individuals and community. It is not narrowly focused 

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

range of policy options in education, infrastructure and innovation systems that can 

help initiate the knowledge economyò
103

. 

The advent of the conditions of knowledge-based economy (KBE) has be-

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

new threats. They result mainly from the basic qualities the KBE: 

                                                           
101 In the report, released 19 feb.2013  by Mandiant, identifed particular group of cybercriminals 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 industrial sectors were targeted in the 

attacks: from energy and aerospace to transportation and financial institutions. 

(http://abcnews.go.com/Blotter/mandiant-report-fingers-chinese-military-us-hack-

attacks/story?id=18537307). 
102 M. Cielemňcki, Gospodarka oparta na wiedzy jako nowy paradygmat rozwoju wsp·ğczesnych orga-

nizacji, [in:]  M. Cisek i B. DomaŒska-Szaruga (eds.), Zr·wnowaŨony rozw·j przedsiňbiorstw, Wydaw-

nictwo Studio Emka, Warszawa 2010, p. 95. 
103 Ibidem, p. 95. 
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- treating knowledge as a primary production factor, which is the base of 

rational use of other factors - labor, land and capital - has resulted that 

many organizations introduced significant changes in the modes of ac-

tion. The changes consisted inter alia 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 creation of a knowledge-based organization carries a risk: in the ne-

cessity of incurring large capital expenditures that with lack of proper ac-

curacy, lack of adequate discharge his obligations to business partners, or 

instability in the financial markets, may lead enterprises to loss of finan-

cial liquidity and his fall; 

- globalization, which opens up new markets in the world by creating facil-

itate when purchasing raw materials and intermediates or selling their 

products, but also intensifies the competition of businesses in the market 

(also local), creating new spaces for foreign companies; 

- the networking, which are consequence of the development of coopera-

tive systems and globalization increasing, which promotes better use of 

their enterprises abilities, concentration of financial capital, but by the 

formation of strong economically groups it threatens the existence of 

small and medium-sized businesses, which are the base of the economy 

and labor markets especially in developing countries up; 

- the turbulence, which 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 also cre-

ates a lot of threats like: viruses locking systems, malicious software that 

obtain private data from the Internet users' computers, etc. Irregular de-

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 contacts only with the use of modern means 

of communication, the growth of various types of addiction and the de-

velopment of new social pathologies, etc. 

In summary these very general and casually presented hazards it should be no-

ticed, that the main danger stemming 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 and deter-

mines its efficiency. There are also resources which are involved in the management 



66 

 

process, as a participants in the process of planning, organizing, motivating and con-

trol. Information and knowledge are the modern economic resources that allow to 

reduce the level of uncertainty and the level of unpredictability of the future. 

Therefore they have at the present great importance, and an expression of 

concentration on them special attention are the conceptions of information manage-

ment and knowledge management. 

One of the attempts to distinguish between 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 presented in a specific context (eg a completely overcast sky speed of 130 

km / h), while knowledge are the informations having a specific meaning (such as 

my experience shows that such weather can cause serious delays airplanes). 

Knowledge leads to wisdom (intelligence), generally perceived as the whole of 

knowledge and skills of use this knowledge (eg I book a train ticket before other 

passengers will use this alternative)
 104

. 

This easy distinguish of two characterized economic resources allows to con-

clude that - in western terms - information is an 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 from the macroeconomic level, 

L. Zienkowski making a global assessment of the results of model econometric ana-

lyzes, infer, a significant impact of knowledge capital on economic growth in the 

long term the country, no effect of short-term and significant impact 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 absorption of knowledge)
105

. 

The importance of information and knowledge in the economy and business is 

increased with the organization growth and the volatility and complexity of the eco-

nomic environment. This resources constitute a necessary basis for rational decision-

making, without which we can't talking about the successes and economic develop-

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 ap-

propriate in terms of quantity and quality, necessitates conducting many costly pro-

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 gives the possibility of unauthorized acquisition of infor-

                                                           
104 D.J. Skyrme, Knowledge Networking. Creating the Collaborative Enterprise, Butterworth Heine-

mann, Oxford 1999. 
105 L. Zienkowski, Czy kapitağ wiedzy oddziağuje na wzrost gospodarczy ï spojrzenie ekonomisty, 
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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 person-

al computer: 

- Official's who is finishing work on the zoning plan,  

- A marketer who is working on the promotion campaign for a new prod-

uct group 

- Chief technologist having technical documentation about breakthrough 

technology of some product,  

- A scientist who working on a new application of a raw material,  

- 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 also recorded on small personal computers. 

 

6.3. New information security threats in the knowledge-based economy 

Organizations in the Knowledge-based Economy employ technology and 

ubiquitous connectivity to share an unprecedented volume of knowledge and infor-

mation assets with customers, service providers, suppliers, partners, and employees. 

The sophisticated technologies enable organizations to perform business tasks with  

a velocity and degree of efficiency that are unprecedented
106

. But 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 

knowledge-based economy. In last years, information security threats have changed 

and have become more common 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 previous year.
107

  

According to an international study which involved 676 IT and IT security 

practitioners with involvement in endpoint security, the greatest risks to the organi-

zation are increased mobility and public cloud computing services (figure 6).
108

 

Since the 2012 study was conducted, the percentage of respondents who iden-

tified the use of cloud computing resources as a major concern has increased from 

28 percent to 44 percent. Fifty-five say the increased use of mobile platforms is  

a threat to the organization, up from 47 percent last year. 

The data in the knowledge-based economy are increasingly distributed and 

shared between many partners, suppliers, contractors and customers. There are used 

systems to provide remote access to knowledge and information, as well as mobile 

devices such as smartphones and tablets, as well as the ñbring your own deviceò 

(BYOD) trend. While the use of mobile devices to share and transmit data continues 

                                                           
106 The Global State of Information SecurityÈ Survey 2014, PWC, 2014, p.2 
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68 

 

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 mobile device threats
109

: 

 
Figure 6. IT security risks of greatest concern to the organization 

Source: 2014 State of Endpoint Risk Report, Ponemon Institute LLC, Traverse City, p. 4. 

Lost and stolen phones. Symantec researchers left 50 phones behind in differ-

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 there is relatively 

easy techniques for evading some of the on-device security controls, such as bypass-

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 connections to wire-

less network a top threat, Rapid7's Sreenivas says. The problem is that wireless de-

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 once they are on an open network, it 

is quite easy to execute a man-in-the-middle attack." 

Leaving the walled garden. Users who jailbreak their smartphones or use  

a third-party app store that does not have a strong policy of checking applications for 

malicious behavior put themselves at greater risk of compromise. If some user are 

making the decision to download an app from an unknown source in a third-party 

app store, you are opening yourself up for the potential of malware. 

Vulnerable development frameworks. Even legitimate applications can be a 

threat to the user if the developer does not take security into account when develop-

ing the application. Vulnerabilities in popular applications and flaws in frequently 

used programming frameworks can leave a device open to attack. 
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Malicious And Suspicious Software. According to the McAfee Labs', mobile 

malware will drive growth in both technical innovation 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 communication), and in the form of compromised valid apps.
110

 The 

number of malicious software and applications that are dangerous for users Android, 

exceeded 1 million.
111

 

Another great risk to data security is cloud computing
112

,which has been 

around for more than a decade, and has simultaneously 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 cloud computing. The development of the cloud service 

model delivers business-supporting technology more efficiently than ever before, 

but also created new security challenges. Experts identified the following nine criti-

cal threats to cloud security (ranked in order of severity)
113

:  

1. Data Breaches.  

2. Data Loss.  

3. Account Hijacking.  

4. Insecure APIs.  

5. Denial of Service.  

6. Malicious Insiders.  

7. Abuse of Cloud Services.  

8. Insufficient Due Diligence.  

9. Shared Technology Issues. 

While cloud computing threat is become easier to detect and diffuse simpler 

and higher-volume attacks, concerns about advanced persistent threats (APT)
114

 - 

targeted attacks that attempt to breach a specific company's data over time - have 

risen from 14 percent in 2009 to 39 percent in 2013, an increase of 55 percent, ac-

cording to the Ponemon and Lumension study.
115

 

The general trend indicates that in the future APT may constitute a large part 

of all the risks. In The Global State of Information SecurityÈ Survey, hackers in-

creasingly were nominated as a potential source of attacks, so it seems alarming that 
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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 al-

ready apply appropriate remedies.
116

 

Increasing the level of security, both traditional and computer, lead cybercrim-

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 from "inside" 

the organization and trusted partners are the dominant source of incidents in organi-

zations around the world (figure 7). 

 

Figure 7. Estimated likely sources of incidents 

Sources: Bezpieczne informacjeï bezpieczna przyszğoŜĺ. Kluczowe obserwacje z wynik·w ankiety 

ĂGlobalny stan bezpieczeŒstwa informacji 2014ò, p.13, The Global State of Information SecurityÈ 

Survey 2014, PWC, 2014 p. 10. 

Special risk is associated middle managers, because they have greater access 

to information important to the organization than employees in lower positions. 
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Man acting unconsciously, or through breaking information security rules may 

cause to complete discrediting the security system (eg, using "yellow sticky note" of 

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 defenses.The increase in incidents combined with a concurrent rise in 

the volume of business knowledge being shared digitally results in an unsurprising 

finding: Proliferating data loss. According to The Global State of Information Secu-

rityÈ Survey, in 2013 24% of respondents reported loss of data (in Poland ï almost 

50%!!!) as a result of security incidents, a hike of 16% over 2012. Delving into the 

types of data exploited reveals some interesting findings. In almost half the cases, 

these incidents relate to the brand or reputation. But on the lead the effects of securi-

ty incidents also were (figure 8).
117

  

 

Figure 8. Impact of security incidents in Poland 

Sources: Bezpieczne informacjeï bezpieczna przyszğoŜĺ. Kluczowe obserwacje z wynik·w ankiety 

ĂGlobalny stan bezpieczeŒstwa informacji 2014ò, p.12, www.pwc.pl/bezpieczenstwo-biznesu 

- 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, transac-

tion documents, 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 . 
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6.4. Risk analysis as a key element of creating a security policy in knowledge-

based economy 

To combat todayôs risks, organizations should be able to achieve ongoing in-

sight and intelligence on ecosystem vulnerabilities and dynamic threats. Activities 

and investments should be driven by the best available knowledge about information 

assets, ecosystem threats, and vulnerabilitiesðand evaluated within the context of 

business activity.
118

 

The traditional reactive approach to information security strategy, which typi-

cally relegates security to an IT challenge, remains commonplace. But it is no longer 

effective, nor is it defensible. Todayôs new world of security risks demands that or-

ganizations treat information security threats as enterprise risk-management issues 

that can critically threaten business objectives. Safeguarding all data at the highest 

level is no longer realistic or even possible.  

Risk analysis enables an organization to identify threats and the associated 

vulnerabilities which have the potential to negatively impact their business. Re-

sources can then be effectively allocated to implement controls that reduce the like-

lihood and/or the potential impact of the threats being realized. Therefore risk analy-

sis is a critical element for the management of knowledge and information systems 

security
119

. 

Risks are a function of: 
120

 

- the asset values, 

- the threats, and their associated likelihood of the occurrence, that may 

threaten the assets. 

- the ease of exploitation of vulnerabilities by threats to cause unwanted 

impacts, and 

- the existing or planned safeguards, which might reduce the severity of 

vulnerabilities, threats and impacts 

Organizations have many reasons for taking a proactive risk analysis to ad-

dressing information security concerns
121

: 

Necessity of having an accurate inventory of IT assets as well as data assets 

and asset value in dollars, the importance of assets to the organization, or their criti-

cality to the organization. 

Risks analysis lets identified and documented threats, and known vulnerabili-

ties and prioritized based on impact or criticality of the IT asset or data asset that it 

impacts. 

A risk assessment assists the organization in justifying the cost of needed se-

curity countermeasures and solutions to mitigate the identified risks, threats, and 

vulnerabilities,as well as assists IT organizations with understanding the return on 

investment if funds are invested in IT security infrastructure. 

                                                           
118 The Global State of Information SecurityÈ Survey 2014, PWC, 2014, p. 2. 
119 L.S. Rutgers, R.P. Srivastava, T. J. Mock, An Information Systems Security Risk Assessment Model 

under Dempster-Shafer Theory of Belief Functions, [in:]  ĂJournal of Management Information Sys-

temsò, Vol. 22, No. 4, Spring 2006, p. 107 
120 ISO/IEC TR 13335 ï Part 3b, p. 78 
121 http://www.informit.com/articles/article.aspx?p=426764&seqNum=5 



73 

 

Legal and regulatory requirements aimed at protecting sensitive or personal 

data, as well as general public security requirements.
122

  

One of the key elements of ISO 27001 certification involves doing a compre-

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 the short initial 

analysis performance of all systems
123

. 

A comprehensive enterprise security risk assessment also helps determine the 

value of the various types of knowledge generated and stored across the organiza-

tion. Without valuing the various types of knowledge in the organization, it is nearly 

impossible to 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 vulnerabilities.
124

 

 

 
 

Figure 9. PDCA cycle in information security management system 

Source: http://www.isaca.org/Journal/Past-Issues/2011/Volume-4/Pages/Planning-for-and-

Implementing-ISO27001.aspx 
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In particular, risk assessments provide a basis for establishing appropriate se-

curity policies and selecting cost-effective techniques to implement these policies. 

Since risks and threats change over time, it is important that organizations periodi-

cally reassess risks and reconsider the appropriateness and effectiveness of the poli-

cies and controls they have selected.
 125

 This continuing cycle of activity, including 

risk assessment, may be conducted follows the plan-do-check-act (PDCA) cycle 

(figure 9).  

Reliably assessing information security risks can be more difficult than as-

sessing other types of risks, because the data on the likelihood and costs associated 

with information security risk factors are often more limited and because risk factors 

are constantly changing. 

Many ISS risk analysis methodologies and standards have been developed by 

both academic researchers and practitioners, including quantitative methods such as 

analysis, 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 Telecommunications Agency (CCTA). 

- NIST SP800-30 - Risk management guide for IT systems  

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

tion) information security risk evaluation  

- IRAM (Information Risk Analysis Methodologies) developed by Infor-

mation Security Forum,  

One of the simplest methods of risk analysis described in ISO/IEC TR 13335 

ï Part 3b, is the Ranking of Threats by Measures of Risk. A matrix or table is used 

here to relate the factors of impact (asset value) and likelihood of threat occurrence 

(taking account of vulnerability aspects) in the following steps (table 6): 

- Evaluation of the impact (asset value) on a predefined scale, e.g., 

1 through 5, of each threatened asset (column'b' in the table). 

- Evaluation of the likelihood of threat occurrence on a predefined scale, 

e.g., 1 through 5, of each threat (column 'c' in the table). 

- Calculation of the measure of risk by multiplying (b x c).  

- Making ranking in order of their óexposure' factor. 

 
Table 6. Simple risk assessment table 

Asset Threat 
Impact value 

b 

likelihood of 

threat occur-

rence 

c 

measure of 

risk 

bxc 

Server Electricity 

outage 
4 2 8 

 Fire 5 2 10 

Staff Loss of key 

staff 
5 2 10 

 Accident 3 3 9 

Source: Own research 

                                                           
125 http://www.gao.gov/special.pubs/ai00033.pdf 



75 

 

This procedure permits different threats with differing impacts and likelihoods 

of occurrence to be compared and ranked in order of priority, as shown here. In 

some instances it will  be necessary to associate monetary values with the empirical 

scales used here. 

6.5. Conclusions 

Todayôs world is constantly changing: is unpredictable, volatile, and seems to 

become more dangerous every day. In this world information and knowledge are the 

modern economic resources that allow to reduce the level of uncertainty and the 

level of unpredictability of the future. They are a necessary base for rational deci-

sion-making, without which we can't talking about the successes and economic de-

velopment of the country, as well as individual companies. Possession of infor-

mation and knowledge can be a source of sustainable competitive advantage. 

Growing importance of information and knowledge has made that has arisen 

new threats to their safety. Every year we can observe a growing numbers of new 

threats to the security of information and knowledge, associated with mobility in-

creasing and using public cloud computing services. 

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 risk 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 deferred taxes 

 

 

(Il²dio Tom§s Lopes) 
 

Il²dio Tom§s Lopes
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7.1. Background of business information disclosure  

In businesses uncertain environment, information is managed as a key re-

source in decision making. Used by multiple stakeholders, it should 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 disclosure. These 

theoretical factors are supported by several theories such as agency theory
127

, institu-

tional theory
128

, or contingency theory
129

. Thus, international committees and boards 

(v.g. IASB, FASB, APB) tend to harmonize the accounting principles in the finan-

cial statements preparation and dissemination, including a set of topics to be dis-

closed in the companiesô management reports and in annual accounts statements. 
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The effect of those harmonization principles has driven an increase in information 

quality towards a reliable and time based comparison of companiesô financial re-

ports. 

According to International Financial and Reporting Standards (IAS/IFRS), 

companies should disclose to their stakeholders a set of structured information, to-

wards the quality assurance and business comprehensiveness
130

. Thus, several topics 

should be disclosed such as the related-party disclosures, contingent liabilities and 

contingent assets, comparative information, uncertainties, and judgments and esti-

mations. For specifics items included in the balance sheet or in the income state-

ment, additional disclosures are required according the specific IAS/IFRS. Besides 

the mandatory information described in the accounting standards, the annual reports 

also include a set of voluntary information
131

, both influencing the market volatili-

ty
132

. Indeed, the compliance level information disclosure can potentially influence 

the stakeholdersô decisions and drive the financial markets. Sector regulators and 

other legal institutions (v.g. sector activity regulators, securities and exchange com-

mittees, national banks, and even courts) and corporate governance committees (v.g. 

audit committees) have the responsibility to monitor and ensure that financial report-

ing is prepared and managed in accordance with legal requirements and rules. The 

capital market manipulation is also mitigated through the reports certification as 

required by international and national legislation. Audit firms play within the legal 

certification of accounts, an important and decisive contribution. 

Information asymmetry is the focus of the information disclosure needs. 

Companies tend to provide to stakeholders the information they really trust and, 

therefore, positively influence their expected future returns, or mitigate their busi-

ness and financial risks
133

. 

This chapter has two complementary aims: the identification of information 

disclosure compliance of IASBô international accounting standards on provisions, 

contingent liabilities and deferred taxes, and the identification of variables that best 

explain the variance of those information disclosure indexes. Evidences, applied for 

non-financial listed companies, integrating the Euronext Lisbon regulated market, 

also constitute an overview about information disclosure, eight years after the inter-

national accounting standards adoption in Portugal as required by European Union. 

This approach also aims to provide new insights and contribute to a global and inte-

grated index construction, structured on overall assets and liabilities.   
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7.2. Infor mation in decision making 

The concept of information is nowadays broadly used. It translates everything 

that can be digitized, that can be converted into a set of bits and disseminated 

through multiple platforms. Information is a symbolic representation of a set of 

events, objects, and streams which requires rules in its disclosure
134

. It integrates 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 dynamically subjected to the filters of contextualization, 

categorization, calculation, correction, and condensation as stated by T.H. Daven-

port and L. Prusak
135

. Hence, information is a message in itself and is vulnerable to 

all the noise that arose from the processes of communication. 

F.I. Dretske argues that information is all that can produce knowledge
136

 while 

others see it as a message flow
137

. This flow of information supports the commit-

ment and beliefs between organizations and their stakeholders. Thus, knowledge and 

information disclosure to the entire company value system is embedded in the tradi-

tional theories as: 

- agency theory, 

- legitimacy theory,  

- institutional theory, 

- contingency theory. 

The transformation of data into information does not develop through a linear 

path. It depends on the filters used in that process
138

. Embedded in sense and logic, 

data outflows into information which embodies meaning and structure. Each trans-

formation filter highlights those who, in essence, can provide mechanisms for excel-

lence in the pursuit of intrinsic formalization of corporate value
139

. Condensation 

translates the aggregation process of data by carrying out the mathematical and sta-

tistical analysis while contextualization relates to the purpose of data collection, its 

correction, and the elimination of errors. The categorization seeks for the identifica-

tion of their main components. 

Assuming that information and knowledge are a key resource driven by indi-

viduals, groups, and organizations, the intensity in the disclosure process influences 

management decisions and stakeholdersô actions as a whole
140

. Market volatility, as 

a result of economic globalization, however associated with traditional business 

models, increases the urgency to produce useful information that can support multi-
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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 need of information 

quality. This is not merely a mechanism of standardization but fundamentally  

a mechanism to ensure the comparability of the information produced, in a scattered 

way, in the context of a globalized market. As a result of the unquestionable advanc-

es in the information and communication technologies, many users and agents are 

more experienced with regard to the usefulness of the information. Organizations 

develop increasingly sophisticated systems that provide the information on a time 

based way
141

. This revolution in the concepts of time and space is one of the leading 

brands of digital revolution 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 increase is also 

associated with the development of integrated management and control systems. 

The sophistication of those systems, through a dynamic two-way relationship, 

is characterized by the integration of financial and non- financial information, but 

also from its predictive nature. Management control systems have acquired flexibil-

ity, by enabling organizations to identify trends and warning signs which facilitate 

the implementation of emerging strategies. Characterized by their multiple lan-

guages, these systems integrate 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 the interna-

tional accounting standards, especially in the topics related to the information dis-

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 theories mentioned above. 

 

7.3. Information disclosures 

The accounting information disclosure to stakeholders is strongly influenced 

by the agency theory principles. Broadly, this theory has been incorporated in multi-

ple scientific fields
142

. However, the controversy over its usefulness, applicability 
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and validity, remains valid even today. It was developed during the 60s and the early 

70s XX century, by several economists, including K. Arrow and R. Wilson
143

. It 

translates the problem of attitude to risk either by individuals and/or by groups
144

. 

The differentiation of objectives inherent to those parties that leads their attitude is 

also different. Those are relations between the principal and agent, metaphorically 

supported by a contract-oriented behaviour of parties who take different attitudes 

towards risk
145

.  

According to K.M. Eisenhardt, the agency relationship arises between two or 

more parties in a designated agent, acting for the other, called the main field in  

a particular decision
146

. Acting both parties in favour of their own interest, the prin-

cipal conducts its action to minimize costs, the agent in order to minimize their ac-

tion. According M. K. Jensen Mec, and W. Ling, the agency costs correspond to the 

sum of the costs of monitoring by the principal (associated with the incentives of the 

agent and the monitoring process of their activity), expenses of the undertaking by 

the agent (associated with resources spent by the agent to compensate the principal 

for inappropriate actions) and residual losses (associated with the degree of diver-

gence between the agent's decisions and the decisions that potentially maximize the 

well-being of principal)
147

. 

The paradigm of the usefulness of information for decision-making is now 

one of the key issues in the designing process towards the information dissemination 

to their stakeholders. The profound changes that have occurred in the economies in 

general and in particular business models require information to be disclosed in  

a timely manner and meeting the expectations of its users. However, many are the 

factors that determine the type, timing and intensity with which this information is 

disseminated. 

There are several theories that have explained the various factors that influ-

ence the information disclosure drivers. However, it is our understanding that the 

factors that determine the dissemination of information result from a symbiosis be-

tween the business complexity and stakeholdersô needs. Each of those theories has 

its basis in the social contract, established between the company and its stakehold-

ers, creating internal mechanisms to respond to changes that occur in the environ-

ment. 

The contingency theory assumes a theoretical perspective that contingencies 

such as size, uncertainty and risk, technology and environmental pressures affect the 

organizationôs development and operating processes. Thus, organizations cannot 
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develop a standard framework to plan, organize and control their own activities. The 

second theory (institutional) considers that organizations should adapt to external 

expectations, so there external pressures to implement appropriate practices to dis-

seminate information. The fact that organizations tend to implement the same struc-

tures and practices along time as a response of social requirements is designated in 

the literature as institutional isomorphism
148

. The theory of legitimacy is based on 

the notion of the social contract between the reporting entity and the society in 

which it operates
149

. The dissemination of information is one way to relieve social 

pressure and legitimate their organizational activities. 

The usefulness issue of the information management has a diffuse scope, 

based on multiple drivers: the type of information user, their information needs, the 

emerging pressure from the capital markets, the changes occurred in the environ-

ment in which organizations develop their activities and even regulatory require-

ments often resulting from political decisions. Indeed, we cannot link a particular 

theory to the entities and stakeholdersô behaviours, regarding the dissemination of 

information. Those theories have specific determinants that embody the individual 

and collective behaviours. These behaviours derive from the symbiosis assumptions 

which are inherent to each particular theory. 

In this context, we assume 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 information. Although those disclosures are mandatory according inter-

national accounting standards, most of them do no comply with those requirements. 

This assumption supports the need to identify a ñDisclosure Indexò (DI) for the main 

liabilities recognised in the companiesô financial statements, such as provisions and 

deferred taxes.  

 

Provisions and contingent liabilities 

A provision is a liability of uncertain timing and amount. A contingent liabil-

ity is a possible obligation that arises from past events and whose existence could be 

confirmed only by the occurrence or non-occurrence of one or more uncertain future 

events not wholly within the control of the entity. It could also be a present obliga-

tion, derived from past events but without probable outflows from the entity. Fur-

thermore, contingent liabilities can also arise in the case of difficulties in its meas-

urement on a reliable basis (IAS 37). 

In order to comply with the qualitative characteristics of the financial infor-

mation, companies should, in compliance with the 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 items - 

table 7. 
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Table 7. IAS 37 disclosure requirements 

DI2n Description 

DI11 The carrying amount at the beginning and end of the economic period 

DI12 Additional provisions made during the period, including all increases to 

existing ones 

DI13 Amounts used during the period 

DI14 Unused amounts reversed during the period and recognized as revenues 

DI15 Increase during the period in the discounted amount arising from the 

passage of time and the effect of any change in the discount rate 

DI16 A brief description of the nature of the obligation (v.g. legal issues, oner-

ous contracts, restructuring plans, etc.) and the expected time of any 

resulting outflows of economic benefits 

DI17 Indication of uncertainties and related major assumptions 

DI18 Amount of expected reimbursements 

DI19 Estimate of the financial effect of contingent liabilities 

DI110 Indication of uncertainties relating to the amount or timing for any con-

tingent liabilities outflow 

DI111 Possibility of any reimbursement for contingent liabilities 

DI112 Statement about non-disclosure reasons 

Source: own research 

 

This class of liabilities, associated to the recognition of accruals and deferrals, 

are usually associated to earnings management practices. A. Ascioglu, S. P. Hedge 

and G. V. Krishnan evidences that firms which exhibit greater earnings management 

are associated with lower market liquidity
150

, while D. Marciukaityte and S.H. 

Szewczyk argue that discretionary accruals peak when firms obtain debt financ-

ing
151

. Furthermore, these authors also evidence that accruals are higher for firms 

that rely on debt rather than on equity financing. Complementarily, R.L. Crawford 

and T.R. Weirich have associated deferrals recognition as a common form of finan-

cial statement fraud and as a red flag of risk
152

. 

 

Deferred tax liabilities 

The issue of disclosure of the deferred tax arises associated with the character-

istic of understandability of financial information. The breadth and clarity of ac-

counting disclosure are highly dependent on preparers of financial information. Ac-

cording to G.K. Meek, C.B. Roberts and S.J. Gray, voluntary information only oc-
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curs in cases in which the benefits outweigh exceed the costs
153

. Although IAS 12 

enumerates the requirements in terms of qualitative and quantitative extent of the 

matters to be disclosed, the content and form remain dependent on the discretion of 

the preparer 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 differ-

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 topics (table 8). 

Table 8. IAS 12 disclosure requirements 

DI2n Description 

DI21 Current tax expense 

DI22 Adjustments recognized in the period for current tax of prior periods 

DI23 
Amount of deferred tax expense relating to the originating and reversal of tempo-

rary differences 

DI24 
Benefits from a previously unrecognized tax loss, tax credit or temporary differ-

ence of a prior period that is used to reduce deferred tax expense 

DI25 
Deferred tax expense arising from the write-down, or reversal of a previous write-

down 

DI26 The amount of tax expense relating changes in accounting policies 

DI27 Deferrals associated to items directly charged or credited in the equity 

DI28 Reconciliation between tax expense and accounting profit 

DI29 Changes in applicable tax rate 

DI210 
Amount and expiration dates of deductible temporary differences and other related 

items 

DI211 
Deferred taxes associated to investments in subsidiaries, branches and associates, 

and interests in joint ventures 

DI212 
The amount of deferred tax assets and liabilities recognized in the statement of 

financial position for each period 

DI213 The amount of the deferred tax income or expense recognized in profit or loss 

DI214 Gains and losses associated to discontinued operations 

DI215 Income taxes consequences of dividends to shareholders 

DI216 Other deferred taxes related to business combinations 

Source: own research 

We believe that those disclosure requirements are complex and, even in a ho-

listic way, this may constitute a severe inhibitor to disclosure behavior. Thus, the 

financial reporting will be incomplete which implies a weak utility of the annual 

accounts. As evidenced by E. Amir, M. Kirschenheiter and K. Willard, the omission 
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of information relating to deferred taxes are negatively associated with expected 

futures returns that flow to the entity.
154

 The omission of those effects undermines 

the completeness of financial information. To disclose information about deferred 

taxes is relevant to stakeholders.
155

 Investors usually associate the disclosure of de-

ferred taxes on revaluation of tangible and intangible assets with the expectation of 

continuous investments in depreciable and amortizable assets. Evidences obtained 

by P. K. Chaney and D. C. Jeter
156

 and by R. Colley, J. Rue, A. Volkan 
157

 also show 

a positive association between deferred taxes recognition and companyôs capitaliza-

tion. The market seems to recognize and incorporate the continuity of operations and 

their effects in terms of a desirable future returns. 

 

Information Disclosure Index  

The construction of an Information Disclosure Index is 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 iden-

tify the intensity and level of information reporting.
158

 In this regard, I. Dragu, 

A. T. Tudor
159

 have regressed the disclosure index of borrowing costs (IAS 23) with 

multiple variables (v.g. turnover, return on assets, return on equity, total sales, debt 

rate, solvency) and have evidenced that an increase in debt rate would generate in-

creased disclosure while an increase in solvency, in return on equity (ROE) and in 

return on assets (ROA), would mean lower quantities of disclosed information. 

A. Mutawaa and A. Hewaidy found a negative association between leverage and 

disclosure compliance level (dependent variable)
160

. A positive and significant asso-
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ciation was found between disclosure compliance level and company size, and sec-

tor of activity. These evidences corroborate the previous evidences was provided by 

R.S. Wallace and K. Naser
161

, A. Mora and B. Al-Shammari, P. Brown and 

A. Tarca
162

. Type of auditing company (Big4) is also positively associated to the 

dependent variable, however not statistically significant. 

Broadly, information disclosures are significantly associated to company size 

which means that large companies provide more mandatory and even voluntary dis-

closures than in SMEs
163

. Relating key profitability indicators such as ROE or ROA, 

evidences are not convergent
164

, which means that other variables exist that drive the 

effective information disclosure.    

 

7.4. Methodology of research 

This research is based on 47 non-finance companies, all of them listed in the 

Euronext Lisbon regulated market, with reference to 31 December 2012. General 

data was collected from DataStream database and information associated to depend-

ent variables was collected through a content analysis procedure to the annual con-

solidated accounts
165

. 

 

The theoretical information disclosure index 

Information disclosure level can be measured through several approaches
166

 

(Arvidsson, 2011), including the construction of an index metric
167

.The disclosure 

index (ID) for each company can be obtained through the ratio between the total of 

items disclosed by the company and the sum of the items 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 computed as follows: 
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Where: 

j

iDI
- Disclosure index for IASj in company i 

j

iy
 - Disclosure observed in company i for IASj 

j

iTD
 - Total disclosures required by IASj and applicable to company i 

 

These two indexes will be integrated in a multiple linear regression model as 

dependent variables. This is an un-weighted index which is assumed that all items 

are considered with the same level of importance to many users of financial state-

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 in-

cluded in the regression model as dependent variables, illustrating the level of com-

pliance about information 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 theory.
168

  

The dummy variable AUDIT assumes 1 if accounts were certified by a big4 

auditing company and 0 otherwise. The sector of activity is used in the model as  

a control variable, namely:  

1. Consumer services and transportation;  

2. Basic equipment and industry;  

3. Construction and infrastructures;  

4. Technologies and communications;  

5. Consumer materials;  

6. Petrol and energy;  

7. Media and advertising.   
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op.cit.; P. DiMaggio, W. Powell, The iron..., op.cit.; G. Reid, J. Smith, The Impact..., op.cit.; J., Guthrie 

R. Petty, K. Yongvanich, F. Ricceri, Using..., op. cit.; C. Chapman, D. Cooper, P. Miller, Linking 

Accounting, Organizations, and Institutions, [in:] C. Chapman, P. Miller, (eds.), Accounting Organiza-

tions and Institutions, Oxford University Press, 2009. The literature review also supports our assump-

tions and variables signs, namely: T. E. Cooke, Regression..., op. cit.; B. J. Bushee, C. F. Noe, Corpo-

rate ; D. G. Barako, P. Hancock, H. Y.Izan, Factors..., op. cit.; I. Dragu, A. T. Tudor, Developing..., 

op. cit.; A. Mutawaa, A. Hewaidy, Disclosure..., op.cit.; P. Broberg, T. Tagesson, S. Collin, What..., 

op.cit.; J. Oliveira, L. Rodrigues, R. Craig, Risk-relat..., op.cit. 
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Table 9. Variables description and framework 

VARIABLE 

TYPOLOGY 
VAR. DESCRIPTION 

PREDICTED 

ECONOMIC SIGN 

DEPENDENT 
DI1 Provisions and contingencies disclosure index 

n/a 
DI2 Deferred taxes disclosure index 

INDEPENDENT 

DIM  Natural logarithm of total assets + 

ROA Return on assets (net income/total assets) +/- 

ROE Return on equity (net income/equity) - 

EBITDA  

Natural logarithm of earnings before interests, 

taxes, depreciation and amortization 
+ 

DEB Debt ratio (Debts/Total Assets) - 

BGROW Business growth between 2011 and 2012 ? 

NIGROW Net income growth between 2011 and 2012 ? 

AUDIT  

Auditing company (1 ï Audited by a Big4 com-

pany and 0 otherwise) 
+ 

CONTROL SEC Activity sector + 

Source: own research 

 

The regression model 

In order to identify which variables (Xi; i=1,ék) best contribute to explain the 

variance of dependent variables, the model stated below has been regressed for both 

indexes. 

( )nj

SECAUDITNIGROWBGROWDEB

EBITDAROEROADIMp

jjjjj
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,...,1

9988776655

443322110

^

=

++++++

++++=

ebbbbb

bbbbb

(2) 

Thus, all variables were simultaneously introduced in the model in order to 

identify which ones can predict (rejection of H0: ɓ1=ɓ2=é=ɓ9=0; p<Ŭ) the infor-

mation disclosure index on provisions, contingent liabilities and deferred taxes for 

non-finance listed companies.  

 

7.5. Results and discussion 

Descriptive measures 

The sector of consumer services and transportation integrates 11 companies 

(23,4%) while the sector of basic materials and industry is represented by 21,3% (10 

companies). The overall distribution by sector is evidenced in the figure 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 table 10 the basic descriptive measures such as mini-

mum, maximum, mean, and standard deviation.  

Table 10.Descriptive measures 

Variable  Minimum Maximum Mean Std. Deviation 

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 0,88732 

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 
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Relating auditing services, the annual accounts were certified by a Big4 audit-

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
2
=42,00; df=28; p=0,001). Relating the disclosure information on provisions and 

contingent liabilities, that association is positive but not significant (c
2
=12,452; 

df=14). 

Other significant associations were identified between information disclosure 

indexes and other variables such as size, return on assets, net income growth rate, 

among others (Table 11). Size is positively associated with both indexes which cor-

roborates the literature.
169

 Broadly, larger companies tend to disclose higher levels 

of information in order to respond to the increase in the stakeholders information 

needs. However, that association is significant only for the information disclosure 

level on provisions and liabilities (c
2
=658,00; df=644; p=0,011). EBITDA, as a sus-

tainability key performance indicator, is significantly associated with both indexes 

(c
2
=658,00; df=644; p=0,023 and c

2
=1316,00; df=1288; p=0,013, respectively). 

Table 11. Most significant association measures 

Variable Xn Variable Xp c2 df 
Asymp. Sig. (2-

sided) 

Personôs Corre-

lation 

DI1 

DIM 658,00 644 0,011 
0,369**  

(0,011) 

EBITDA 658,00 644 0,023 
0,332**  

(0,023) 

NIGROW 572,00 559 0,041 
0,309**  

(0,041) 

DI2 

ROA 1253,33 1232 0,006 
0,403* 

(0,005) 

EBITDA 1316,00 1288 0,013 
0,360**  

(0,013) 

DEB 1316,00 1288 0,002 
-0,431* 

(0,002) 

AUDIT 42,00 28 0,001 
0,474* 

(0,001) 

*<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 information disclosure level by the companies listed 

in the Euronext Lisbon. Furthermore, it also aims to provide the literature with addi-

tional insights in this scientific topic. Ordinary Least Squares (OLS) multiple regres-

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 DI1 (p-value<0,1; adj. R
2
=0,183) 

and DI2 (p-value<0,01; adj. R
2
=0,53).  

                                                           
169 A. Mutawaa, A. Hewaidy, Disclosure..., op.cit.; I. Dragu, A. T. Tudor, Developing..., op. cit. 
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Information disclosure on provisions and liabilities is positively 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 cases not sig-

nificantly. Corroborating the evidence provided by I Dragu and A.T. an increase in 

debt rate (DEB), in return on equity (ROE) and in return on assets (ROA), is associ-

ated to lower quantities of disclosed information
170

. A positive association was also 

found between 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 observed in consumer services and transportation sector, 

and in basic equipment and industry sector.  

Table 12. Regression models summary 

VAR. 
DI1 DI2 

ɓ Sig. ɓ 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. R2=0,183 

F=2,072 

Sig. 0,061***  

Adj. R2=0,532 

F=6,437 

Sig. 0,000* 

 *<0,01 **<0,05 ***<0,1  

Source: own research 

Both regression models are statistically significant for a 5% (F=2,072; Sig. 

0,061) and 1% significance (F=6,437; Sig. 0,000), respectively. Although several 

variables are not statistically significant, both equations are evidenced towards an 

integrated predictive outlook.  

SECAUDITNIGROWBGROWDEB

EBITDAROEROADIMDI

071,01231,0247,0104,0204,0

17,0024,0555,0297,0604,01

+++--

+--+-=

This equation can be used as a proxy to predict the information disclosure on provi-

sions and contingent liabilities while the regression model stated below can be used 

to predict the information disclosure on deferred taxes. 

                                                           
170 I. Dragu, A. T. Tudor, Developing..., op. cit.; 
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SECAUDITNIGROWBGROWDEB

EBITDAROEROADIMDI

331,0405,0357,0046,0344,0

278,0044,0089,0165,0954,02

++-+-

+--+-=

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 on compliance 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 and volatile markets, the topic relevance in-

creases as a result of the businesses complexity and more decentralized stakeholders. 

Thus, the compliance of information disclosure with international accounting stand-

ards is the most visible way to provide an outlook weather 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, two information 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 set of inde-

pendent variables (size, profitability indicators, debt ratio, auditing, and activity 

sector). Both models are statistically significant, contrary to what occurs with some 

isolated variables. Positive associations were obtained between disclosure indexes 

and some variables such as size, EBITDA, return on assets, debt ratio, net income 

growth rate, and auditing company. Thus, the compliance level with international 

accounting standards is driven by financial and non-financial indicators. The extent 

in the sample size could refine those evidences and provide additional 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 the intensity disclosure procedures. Thus, 

acting the year as a control variable, some economic effects could be observed and 

economically interpreted. Furthermore, specific detractors and enablers in the infor-

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 

 

 

Using the Balanced Scorecard in an entity from the sector  

of micro-, small and medium enterprises in conditions  

of variability surrounding 

 

(Teresa Szot-GabryŜ) 
 

 

Teresa Szot-GabryŜ
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8.1. The determinants of strategic management in the MSME sector 

The role of the strategic approach in enterprise management is currently ap-

preciated both in scientific circles and among management practitioners. Operational 

management is of short-term dimension and is focused on meeting the enterprise's 

current goals as well as its needs. On the other hand, the strategic approach provides 

a wider perspective of several years of the enterprise's development. Using the stra-

tegic management tools and methods in practice depends on the owner's decision 

and is not frequently found in entities operating on a smaller scale, which belong to 

the sector of micro-, small and medium enterprises.  

The assurance of efficient functioning of an organization on the market is 

hedged around the development of an effective strategy. Leading an economic activ-

ity based on elaborating strategy have a very important signification in present con-

ditions of instability and variable surrounding, where the enterprises operating. The 

development of a good strategy is a difficult and complicated process. It requires  

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 fac-

tors that decide about the enterprise's possibilities and chances of development 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 be systema-
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