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Original Scientific Paper In this paper, the dynamic impact of renewable energy
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testing approach. The study was motivated by the call
DOI10.7251/ACE2338009N to increase renewable energy use in Kenya. Contrary to
uDC expectations, the results of the study show that renewable
620.92:339.564(676.2) energy consumption has no significant impact on economic
growth in Kenya, regardless of whether the analysis is in
the long or short run. The study, thus, concludes that the
development of the real sector in Kenya is not dependent
on the exploration of renewable energy. This implies that
Kenya can still pursue the necessary energy conservations
policies without compromising its long-term growth
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1. INTRODUCTION

The relationship between renewable energy consumption and economic growth
is beginning to generate a considerable amount of debate among academics
and policy-makers. The source of the debate has been centred on the recent
emphasis on and increase in renewable energy use, on the one hand, and the
need to stimulate economic growth, on the other hand; yet the renewable energy
use and economic growth nexus remains under-investigated. More studies on
the nexus in question have been on the causal relationship between renewable
energy consumption and economic growth (see, among others, Apergis & Payne,
2010; Armeanu, Vintila & Gherghina, 2017; Marques & Fuinhas, 2012; Ozcan
& Ozturk; 2019), leaving only a handful studies on the impact of the former on

http://www.ae.ef.unibl.org/ 9


http://www.ae.ef.unibl.org/
mailto:sheillanyasha%40gmail.com?subject=
https://orcid.org/0000-0003-2930-094X
https://orcid.org/0000-0003-4988-0259

Sheilla Nyasha et al. Does renewable energy spur economic growth in Kenya...

the latter (see: Majeed, Anwar & Luni, 2021; Smolovic, Muhadinovic, Radonjic
& Duraskovic, 2020).

Even where efforts have been made to explore the nexus, the outcomes remain
varied at best and far from being conclusive. In the renewable energy-growth
nexus literature, three strands have emerged. The first strand posits that
renewable energy consumption has a positive effect on economic growth (see,
among others, Cetin, 2016; Kamoun, Abdelkafi & Ghorbel, 2019; Majeed et al.,
2021), while the second strand maintains that the impact is negative (see Tsaurai
& Ngcobo, 2020; Venkatraja, 2020, among others). The third strand emphasises
that renewable energy use has no significant impact on economic growth (see
Nyoni & Phiri, 2018; Smolovic et al., 2020, in traditional member states). This
inconclusivity motivated this study.

In Kenya, huge investments have gone into the renewable energy sector
development, making the country referenced as having one of the highly
developed power sectors in both the sub-Saharan Africa (SSA) and Africa, in
general, with a strong national power utility and abundant renewable energy
resources (United States Agency for International Development [USAID] 2022).
Further, the World Bank (2022a) highlights that cooperation within the World
Bank Group and partnership with other development partners acted as a launch
pad for Kenya to achieve substantial headway in increasing the supply of both
reliable and cheaper electricity.

Despite this remarkable stride in its energy sector, Kenya is reported to have
continued to encounter substantial challenges to viable and broad economic
growth (USAID, 2022). These challenges have been exacerbated by COVID-
19-related economic disruptions, in addition to long-standing challenges such as
corruption and economic inequality (USAID, 2022). According to the USAID
(2022), two-thirds of Kenyans live in poverty. They make less than US$3.20 per
day (USAID, 2022). This bright renewable energy narrative and the not-so-bright
economic growth narrative in one economy have left researchers inquisitive;
hence, this study aimed to explore the renewable energy and economic growth
nexus in Kenya. To our knowledge, no empirical research has fully explored
this nexus using data from Kenya. The closest paper to our study is based on a
study by Qudrat-Ullah and Nevo (2021) on Africa, which includes a panel of 37
African countries. However, as in other panel data studies, the outcomes from
such a study may not adequately provide guidance to policy makers in Kenya as
they lack country-specific effects for Kenya.

Against this background, the objective of the current study is to empirically
investigate the dynamic impact of renewable energy consumption on economic
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growth in Kenya, using the autoregressive distributed lag (ARDL) bounds testing
approach. The study seeks to unravel the mystery behind the two opposing
narratives currently exhibited by the Kenyan renewable and real sectors. The
outcome of the study has key policy implications for Kenya.

The rest of this paper is structured as follows: Section 2 provides an overview of
the energy sector and economic growth in Kenya. Section 3 reviews the literature
on the impact of renewable energy consumption on economic growth, while
Section 4 presents the methodology, the study’s results, and the analysis thereof.
Finally, section 5 concludes the study.

2. AN OVERVIEVW OF RENEWABLE ENERGY AND ECONOMIC
GROWTH TRENDS IN KENYA

According to USAID (2022), Kenya is among the countries with the most
developed power sectors in sub-Saharan African region. Its energy arsenal
includes an active private sector, a strong national power utility, and abundant
renewable energy resources, such as geothermal, wind, and solar. Over the past
20 years, access to electricity has increased dramatically in Kenya, reaching an
electrification rate of 89% in 2017 (COBENEFITS, 2022), with electricity access
success primarily driven by its renewable energy development and innovative
and strategic policies. According to the World Bank (2022a) and COBENEFITS
(2022), the country’s abundance of stable renewable energy resources led to an
ambitious plan to achieve energy access for all by 2022. In 2019, more than 80%
of the renewable energy in Kenya came from hydro and geothermal sources
(Takase, Kipkoech & Essandoh, 2021).

Due to the government’s investment in geothermal energy, from 2014, the power
cost has been reduced by over 30%, for all consumers, irrespective of whether
they are industrial or domestic consumers — thereby reducing the cost of doing
business (World Bank, 2022a). The World Bank (2022a) further points out that
the World Bank Group is the largest development financier of geothermal power
in Kenya and has been engaged in geothermal development since the 1970s —
which explains Kenya’s advanced renewable energy sector as it commenced
with the renewable energy journey much earlier — raising prospects for growth
and shared prosperity.

Figure 1 displays the renewable energy consumption trends and the economic
growth trends in Kenya over the period 1990 - 2019.

http://www.ae.ef.unibl.org/ 11
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Figure 1. Trends in renewable energy consumption and economic growth in Kenya
(1990-2019)
Source: Author computations; Data (World Bank, 2022b)

As displayed in Figure 1, renewable energy consumption has been gradually
declining since the early 2000s, following a decade of stagnation. While the peak
of 83.3% was reached in 2003, the trough of 68.1% was hit in 2019 (World Bank,
2022b). In Kenya, renewable energy consumption is high, averaging 78% of the
total final energy consumption in the country per annum. On the other hand,
economic growth has been stronger than most sub-Saharan African economies,
averaging 3.6% per annum over the review period (World Bank, 2022b). The
strongest growth of 8.1% was recorded in 2010. In the review period, Kenya
once recorded a negative growth rate (of -0.8%) in 1992 (World Bank, 2022b).
Over the review period, economic growth in Kenya trended upward. Pre-
COVID-19 pandemic, Kenya was among the fastest-growing economies in
Africa, on average, posting an annual growth rate of 5.9% between 2010 and
2018 (USAID, 2022).

Despite positive developments, Kenya, like many countries in SSA, still needs
to overcome the challenges of lack of social and economic opportunities and
universal access to clean, reliable, and affordable energy services to power both
a resilient and sustainable economy and to provide affordable and secure energy
services for domestic, productive, and value creation activities (COBENEFITS,
2022). Wood-based fuel supply is still a primary energy source in remote
areas, low-income urban dwellers, and informal markets — pausing vegetation
destruction and environmental degradation (Takase et al., 2021).
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3. LITERATURE REVIEW

Although some work has been done in an effort to uncover the nature of the
association between renewable energy consumption and economic growth,
to date studies investigating the impact of renewable energy consumption on
economic growth are scant as more attention has been given to the causality
between the two. Even where such impact studies have been carried out, the
empirical outcomes have been fundamentally indecisive — organized into three
groups. The first group includes studies that found renewable energy consumption
to have a positive impact on economic growth, while the second group covers
the studies that found the impact to be negative. Then, there is the third category
with studies that found renewable energy consumption to have a neutral impact
on economic growth.

From the first group, Cetin (2016) investigated the relationship between
renewable energy consumption and economic growth in the long run for E-7
countries from 1992 to 2012 based on heterogeneous panel data analysis. The
results of the study revealed that renewable energy intake has a positive impact
on economic growth in the study countries. Inglesi-Lotz (2016) estimated the
impact of renewable energy consumption on economic welfare using panel data
methods. The results showed that the impact of renewable energy use or its
share of the overall energy mix on economic growth is affirmative. Charfeddine
and Kahia (2019) investigated the effect of renewable energy use and financial
development on carbon dioxide (CO2) emissions and economic growth in 24
countries of the Middle East and North Africa region during the period 1980
— 2015. Using panel vector autoregressive model, it was established that the
impact of renewable energy on economic growth, though weak, is positive.

Haseeb, Abidin, Hye and Hartani (2019) empirically investigated the role played
by renewable energy in inducing economic growth in Malaysia using annual
data over the period 1980 - 2016. Based on modern econometric techniques, the
study results showed that renewable energy has a significant and positive impact
on economic growth in Malaysia, both in the short and long run. Mahjabeen,
Shah, Chughtai and Simonetti (2020) analysed the energy-institutional stability-
economic growth nexus based on a Cobb Douglas production function in D-8
countries using data from 1990 to 2016. Using the Autoregressive Distributive
Lag, Fully Modified Ordinary Least Square, and Dynamic Ordinary Least
Square models and tests, the results of the study showed that renewable energy
consumption has a positive impact on economic growth.

Majeed et al. (2021) examined the influence of renewable and non-renewable
energy consumption on economic growth for 174 economies in a global pane
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setting using data from 1980 to 2019. The sample was further divided into the
subsamples of developed and developing countries over the review period.
The renewable energy sources were also further disaggregated by production
source, and an estimation of their separate impacts on economic growth ensued.
Using panel estimation methods, the results revealed that renewable energy
consumption has a positive impact on economic growth in all three samples —
the main global sample and the developed and developing country subsamples.

Other studies that belong to the first group of studies include Rafindadi and Ozturk
(2017) in the case of Germany; Zrelli (2017) for the Mediterranean countries;
Khobai and Le Roux (2017) in the case of South Africa; Marinas, Dinu, Socol
and Socol (2018) in the selected Central and East European economies using the
error correction model; Kamoun, Abdelkafi & Ghorbel (2019) in the case of a
panel of 13 OECD countries; and Smolovic et al. (2020), in the long run in both
the traditional and new European Union (EU) member states, from 2004 to 2018,
in a dynamic panel ARDL setting.

In the second category of studies, Ocal and Aslan (2013) examined the
renewable energy consumption-economic growth nexus in Turkey. Based on the
ARDL approach, the results of the empirical tests show that renewable energy
consumption has a negative impact on economic growth. Bozkurt and Destek
(2015) explored the association between economic growth and renewable energy
intake for the period 1980 — 2012 in selected OECD countries. The results based
on the ARDL approach showed that while the impact of renewable energy use
on GDP is positive in both the U.S. and Germany, it was found to be negatively
correlated with GDP in Italy and Turkey, leading to the conclusion that renewable
energy consumption has positive implications for economic growth but only in
more developed countries.

Smolovic et al. (2020) examined the relationship between renewable energy
consumption and economic growth in EU member states — both traditional and
new — over the period from 2004 to 2018 using a Pooled Mean Group estimator
within a dynamic panel ARDL framework. The results show that in the short term,
the impact of renewable energy consumption on economic activity is negative
in new member states. Tsaurai and Ngcobo (2020) investigated the impact of
renewable energy consumption on economic growth in Brazil, Russia, India,
China, and South Africa (BRICS) using panel data analysis and data from 1994
to 2015. Like Silva et al. (2012) and Lee and Jung (2018), all three estimation
techniques yielded results showing that renewable energy use and economic
growth in the study countries are negatively related.

14 http://www.ae.ef.unibl.org/
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In the same year, Venkatraja (2020) studied the impact of renewable energy
on economic growth in the BRIC (Brazil, Russia, India, and China) countries,
from 1990 to 2015 based on a panel regression model. The study confirmed the
negative association between the two.

Then, from the third category, characterised by the neutrality of renewable energy
consumption on economic growth, Dogan (2016) analysed the relationship
between economic growth, renewable and non-renewable energy consumption
for Turkey and found that while non-renewable energy consumption has a
significant positive consequence on economic growth, renewable energy
consumption has an insignificant impact on economic growth. Nyoni and Phiri
(2018) empirically investigated the impact of renewable energy on economic
growth utilising linear and nonlinear ARDL models and data from 1991 to 2016.
Neutral results were confirmed in South Africa.

Smolovic et al. (2020) examined the link between renewable energy utilisation
and economic growth in the EU member states from 2004 to 2018 and found the
renewable energy use to be insignificant in determining economic activity, but
only in the traditional member states.

On balance, the reviewed literature has shown that although most studies on
the impact of renewable energy consumption on economic growth fall in the
first category, an assumption that renewable energy has a positive impact on
economic growth should be taken with a large pinch of salt, as there is also
evidence to the contrary — thereby strengthening the need for country-specific
studies on the topic in order to promote evidence-based policy formulation and
implementation.

4. METHODOLOGY

4.1 The ARDL Bounds Testing Approach

This study utilises the autoregressive distributed lag (ARDL)-bounds testing
approach to examine the cointegration relationship among variables and the
impact of renewable energy consumption on economic growth in Kenya. This
approach was deemed suitable as it has copious advantages. The ARDL test has
superior small sample properties (Pesaran & Shin, 1999). It provides estimates
of the long-run model that are not biased and valid t-statistics even though some
of the regressors could be determined in the model (Nyasha & Odhiambo, 2016,
2020; Nyasha, Odhiambo & Musakwa, 2022; Odhiambo, 2008; Pesaran, Shin
& Smith, 2001) and it is non-restrictive on the order of integration of variables
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in the model, as long as the order is less than two. The approach is also simple,
using single equations rather than a set of multiple equations, yet with reliable
outcomes. In addition, it automatically incorporates dynamism in its estimation.
Its superiority over the conventional methods has been attested to by its increased
use in empirical research in recent times.

4.2 Specification of the Empirical Model

Four additional variables are added to the model to ensure the model is fully
specified and that the omission-of-variable bias is addressed. These variables
are trade openness, domestic investment, human capital, and inflation, and these
are known in the literature to be linked with economic growth (see Nyasha &
Odhiambo, 2019). While the coefficients of the first three additional variables
are expected to be positive, the coefficient of the last variable is expected to be
negative. The independent variable of interest, renewable energy consumption,
is expected to have a positive impact on economic growth; hence, its coefficient
is expected to be positive. To empirically examine the impact of renewable
energy consumption on economic growth, the empirical ARDL model specified
in this study is:

AEG[ = QO + iQIiAEGt—i + zn:Qb'AREt—i + igstNH + iQMAPGt—i

i=1 i=0 i=0 i=0
+Y Q. ADI_+Y Q ATO,_ +Q EG  +QRE,  +Q]IN,
i=0 i=0
+Q PG _+Q DI +Q.T0, +u, (1)

Where:

EG is economic growth, measured by the growth rate of GDP; RE is renewable
energy consumption, proxied by renewable energy consumed as a share of total
energy consumed; IN is inflation, measured by consumer prices (annual %); PG
is human capital, proxied by population growth rate (annual %); DI is domestic
investment, proxied by gross fixed capital formation as a percentage of GDP;
and TO is trade openness, calculated as the sum of imports and exports as a
percentage of GDP.

€, is a constant, Q1-6 and Q7-12 are short-run and long-run coefficients, A is
the difference operator, n is the lag length and pt is the white noise-error term.

Following equation (1), the ARDL-based error-correction model is specified as:
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AEGz = Q0 + iQIiAEGt—i t zleZiAREt—i + iQyMNH + iQMAPGz—[

i=1 =0 =0 i=0

+ ZQSiADIt—i + ZQ():‘ATOt—i + glECMt—l TH,

i=0 i=0

Where:

ECM represents the error-correction term; and its coefficient term; uf represents
the mutually uncorrelated white-noise residuals. The rest of the variables and
characters are as defined in Equation 1.

4.3 Data

The annual time series data from 1990 to 2019, for this study, was sourced from
the World Bank Databank (World Bank, 2022b).

5. EMPIRICAL RESULTS

5.1 Stationarity Tests

The Dickey-Fuller generalised least squares (DF-GLS) and Phillips-Perron (PP)
tests were utilised to test all the variables for stationarity in an effort to determine
the suitability of the ARDL-bounds testing approach chosen for empirical tests.
The outcome of the stationarity tests on all variables are summarised in Table 1.

Table 1. Results of Stationarity Tests — All Variables in Estimated Model

Dickey-Fuller generalised least square (DF_GLS) Phillips — Perron (PP)
Level variables ! Stviig;{f::ed Level variables ! stgrflfng:Sced
Variable Intercept Et?r;cf:i% Intercept {Etf}rrce?g Intercept {Et?frr(;l:it Intercept Iglit%l;(éirzjt
EG  -3.470%** -4 583%** - - -3.488%% -4.764%** - -
RE -0.232 -1.188  -3.853*** _4.852%** -0.835 0.486  -3.752%%% .5184%**
IN -1.984** 2396 - -6.144%%% .2.996%* -3.585%* - -
PG 0.207  -3.073**  -1.864* - -1.515 -2.153 -2.680*%  -3.438*
DI -2.294**  -2.879 - -5.465%*%*% 2388 23,116 -9.034%*** _8.83]1***
TO -1.203 -2.628  -3.583*** .3.553%**  _]1.131] 22,635 -5.630%** -6.077***

Notes: *, ** and *** denotes stationarity at 10%, 5% and 1% significant levels respectively

Source: Authors’ calculation
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The results of the unit root tests reported in Table 1 show that while some
variables were integrated of order zero, other variables were integrated of order
one. Furthermore, no variable was stationarity after being differenced more than
once, confirming that the ARDL-bounds testing approach is suitable for this
study.

5.2 Cointegration — Bounds Test

Following the confirmation that all variables of the study are stationary in either
levels or after differenced once, cointegration was carried out, where the long-
run relationship between the variables in the specified model is examined based
on the ARDL bounds testing procedure. The results of the cointegration test are
summarised in Table 2.

Table 2. Outcome of Bounds F-test for Cointegration

Dependent Variable Function F-statistic Cointegration Status

EG F(EGIRE, IN, PG, DI, TO) 5.03%** Cointegrated
Asymptotic Critical Values

Pesaran et al. (2001), 1% % 10%

p.300, Table CI(iii) 1(0) I(1) 1(0) 1(1) 1(0) I(1)

Case III 3.41 4.68 2.62 3.79 226 335

Note: *** denotes statistical significance at 1% level

Source: Authors’ calculation

As reported in Table 2, the results of the ARDL bounds test for cointegration
reveal that the calculated F-statistic of 5.03 is greater than the upper bound
critical value, reported by Pesaran et al. (2001) in Table CI(iii) Case III, at
1% significance level. The results confirm the existence of a stable long-run
association of the variables in the specified model, hence it is confirmed that
the variables are cointegrated. This confirmation is critical as it allows for the
estimation of the coefficients.

5.3 Coefficient Estimation

As part of the model estimation, optimal lag length for the model was determined
by using the Schwarz Information Criterion (SIC) as it produced a more
parsimonious model than the Akaike Information Criterion based model. The
resultant optimal lag length selected based on SIC is ARDL(1,0,0,0,1,0). Both
the long-run and the short-run coefficients of the study are displayed in Table 3,
Panel A and Panel B, respectively.
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Table 3. Results of Coefficient Estimation

Panel A: Long-run coefficients [Dependent variable: real GDP growth rate (EG)]

Regressor Co-efficient (t-statistic)
C 21.163 (1.332)

RE -0.363 (-1.464)

IN -0.087* (-1.951)

PG 0.887 (0.243)

DI 0.328* (1.864)

TO 0.085 (1.250)

Panel B: Short-run coefficients [Dependent variable: real GDP growth rate (AEG)]

ARE -0.392 (-1.416)

AIN -0.094* (-2.026)

APG 0.381* (1.762)

ADI 0.355* (1.825)

ATO 0.091 (1.242)

Ecm (-1) -0.981%%* (-5.753)

R-Squared 0.735  R-Bar-Squared 0.651
SE of Regression 1.686  F-Stat F(6,21) 6.212[0.001]
Residual Sum of Squares 56.841  DW statistic 2.124

Note: * and ** denote stationarity at 10% and 5% significance levels respectively.

Source: Authors’ calculation

The results of the estimated model reported in Table 3 reveal that in Kenya,
renewable energy consumption has no significant impact on economic growth,
both in the long run and in the short run. These results are confirmed by the long-
run (RE) and short-run (ARE) coefficients of renewable energy consumption that
are statistically insignificant. Although these results are contrary to expectations,
they are far from being unusual. Smolovic et al. (2020), in the case of traditional
member states, and Nyoni and Phiri (2018) also found the relationship between
renewable energy consumption and economic growth to be neutral. Though
unpopular, these results could have been driven by inefficiencies — possibly
reversing the gains derived from renewable energy consumption.

Further analysis of the results shown in Table 3 shows that other results of the
study are varied. While the relationship between trade openness and economic
growth was insignificant, domestic investment and inflation had a significant
impact on economic growth in Kenya. These results applied both in the long
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and short run. Although the latter two variables have a significant influence on
economic growth, as per expectations, domestic investment has a positive effect,
while inflation has a negative impact on economic growth. The impact of human
capital on economic growth turned out to be mixed — neutral in the long run but
positive in the short run. In the event of a shock in Kenya, the equilibrium would
be regained at a rate of 98% per annum, as reflected by the coefficient of the
lagged error correcting term that is negative and statistically significant at a 1%
level, with a 98% magnitude.

Diagnostic tests were performed for serial correlation, heteroscedasticity,
functional form and normality. The results show that the model passed all the
diagnostic tests, as shown in Table 4. Stability tests were also performed based
on the Cumulative Sum of Recursive Residuals (CUSUM) and Cumulative Sum
of Squares of Recursive Residuals CUSUMQ), and the results are displayed in
Table 5. The results confirm that the parameter stability of this model in the
sample period.

Table 4. Diagnostic Tests

LM Test Statistic Results [Probability]
Serial Correlation: CHSQ(1 0.425[0.515]
Functional Form: CHSQ(1) 0.710 [0.399]
Normality: CHSQ (2) 1.342[0.511]
Heteroscedasticity: CHSQ (1) 0.108[0.742]

Source: Authors’ calculation

Table S. Plot of CUSUM and CUSUMQ

Plot of CUSUM Plot of CUSUMQ
20 1.4
1.2
10 1.0
0.8
0.6
0
0.4
0.2
-10 0.0
-0.2
-20 -0.4
1992 1999 2006 2013 2019 1992 1999 2006 2013 2019
The straight lines represent critical bounds at 5% significance level The straight lines represent critical bounds at 5% significance level

Source: Authors’ computations from microfit output
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6. CONCLUSIONS

In this paper, the dynamic impact of renewable energy consumption on economic
growth in Kenya has been empirically investigated over the period 1990 — 2019.
Although there have been calls to increase renewable energy utilisation in Kenya
as part of reducing greenhouse gas emissions, the impact of such increased use on
economic growth has not been put to the test, yet it has huge energy and growth
policy implications for the country. The study used the ARDL-bounds testing
approach to examine this relationship. The results of the study revealed that in
Kenya, renewable energy consumption has no significant impact on economic
growth, regardless of the period of analysis — long or short term. Therefore, the
study concludes that the development of the real sector in Kenya is not dependent
on the exploration of renewable energy. From a policy perspective, these results
imply that policies on energy conservation can be implemented in Kenya without
threatening economic growth.
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JA JIN OBHOBJbUBA EHEPT'UJA ITIOJACTHYE EKOHOMCKH
PACT Y KEHUJHA - EMIIMPUJCKO UCTPA’KUBAIBE

1 eja Hjama, Exonomcku daxynret, Yausep3uret y Jyxuoj Adpunn, YHUCA, I[Ipetopuja
Jyxxnoadpuuka Pemybnuka

2 Hukomnac M. Onnjam60, ExoHoMckn axynrer, Yausep3uret y Jyxxuoj Adpumm, YHUCA,
[peropuja, Jy>xHOappuika Permyomrka

CAKETAK

Y 0BOM pay TMHAMHYKH YTHUIIA] TOTPOIIIEH-¢ OOHOBJEUBE CHEPIHje HA EKOHOMCKHU
pact y KeHnju emrnmpujcku je ucutan TokoM reproaa ox 1990. no 2019. ronune,
kopuihemeM MPUCTYIa TECTUPAka ayTOPETPECUBHE TUCTPHOYHpaHE TPaHHIIE
Kamrmema. CTyauja je MoTHBHCaHa MoTpedom n1a ce moBeha yrmorpeda 00HOBIbHBE
enepruje y Kennju. CynmpoTHO O4eKHMBamrMa, pe3yATaTd CTy[AHje MOoKazyjy Aa
MOTPOIIHa OOHOBJFMBE SHEPTHje HEMa 3HAYAjHUjU YTUIa] HA €KOHOMCKH PacT
y Kenuju 0e3 003upa 1a jau ce paju 0 JyropovHOj WIIM KPaTKOPOUHO] aHAJIU3H.
Jaxkie, y cTynuju ce 3akJbydyje Ja pa3Boj peaiHoT cekTopa y Kenuju He 3aBucu
on ynmorpebe oOHOBJEUBHX M3BOpa eHepruje. To ummummmpa na Keanja u game
MOXKE Jla CIIPOBOJIM HEOINXOJHE TIOJIMTHKE YIITElE eHepruje 0e3 yrpokaBama
CBOj€ JIyTOPOYHE MyTamke pacTa.

Ksbyune pujeun: Kenuja, nompouwirea 06Ho8/bU8e eHepauje, eHepeemCKu MUKC,
E€KOHOMCKU pacm.
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ABSTRACT

In this paper, we investigated the impact of social
entrepreneurship on the development of the transitional
economy. The research was carried out on the territory
of Bosnia and Herzegovina (B&H). As the most featured
negative side of the transition, we see an increase of social
inequality and poverty. One of the ways to solve these
problems is the development of social entrepreneurship.
The main goal of the research is to find a model for
the development of social entrepreneurship that would
contribute to the development of society and the economy
of developing countries. Ninety seven subjects of social
entrepreneurship, from all over B&H, participated in the
research. We collected data using questionnaires, and we
used correlation and regression methods to analyze them.
The results showed that social entrepreneurship is at a low
level and that its development would contribute to the
development of society and the economy. In this research,
we have created a model of social entrepreneurship
development and proved that social entrepreneurship
could be an excellent way to solve many social and
economic problems.

© 2023 ACE. All rights reserved

1. INTRODUCTION

We can follow the development of entrepreneurship and the private sector
from Adam Smith’s theory of the “invisible hand” and through Schumpeter
to contemporary economic flows and rapid technological development that
“forces” business entities to innovate and adapt to new economic conditions. In
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recent years, there have been more and more economic opinions according to
which entrepreneurship is considered as the fourth factor of production, next to
labor, capital and technologies (Wadhwani et al., 2020). Freedom of competition
contributes to the development of an entrepreneur as an individual, and thus the
economy, because according to Schumpeter’s theory, the growth of the number
of entreprencurs leads to economic growth (Bazhal, 2016). According to this
theory, the quality of community life depends on the number of entrepreneurs.
If everything worked as in theory, there would be no hungry or poor people
today, and we are aware of the fact that, today, these are the huge problems.
We are also aware of the fact that people who have some physical disability
or other health problem cannot live normally due to lack of understanding of
the environment and poor employment opportunities. Besides these problems,
there are many more, due to various marginalized groups of society. All over
the world, numerous governmental and non-governmental organizations and
associations are struggling with these problems, in order to provide decent life to
this part of the community and provide their employment opportunities. We meet
entrepreneurship in the business sector, the government sector and the non-profit
sector, in hospitals, cultural institutions, colleges, and sports clubs (Petkovic,
2021, p. 66).

The challenge for the academic community and political decision-makers is
how to find a long-term and sustainable solution to these problems. One of the
possibilities that arises, which offers the best and highest quality solution, is
the development of social entrepreneurship. So, in this case, ideas, knowledge
and innovations would contribute to solving not only economic, but also social
problems. Social entrepreneurship does not imply the acquisition of profit as the
basic goal of business, but also the investment of that profit in solving social
problems. Social entrepreneurship as one of the categories of entrepreneurship
offers opportunities for solving numerous social and economic problems.
Researching this area of business, we have seen that social entrepreneurship
is an important economic and social factor in developed economies. In B&H,
social entrepreneurship is not sufficiently developed and researched area. There
are many factors that influence this situation. The most often mentioned reason
for this situation is insufficient or no legal regulation of this type of business.
The next factor is the misunderstanding of the importance of the third sector
of the economy by state institutions. The support provided by state institutions
is weak or non-existent. The next factor is the weak inclusion of the social
entrepreneurship topics in the programs of educational institutions. In general,
the understanding of the concept and significance of social entrepreneurship is
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at a very low level in B&H. This refers to the existing business entities and
potential future entrepreneurs, as well as to the wider social community.

Social entrepreneurs are the driving force behind solving numerous economic
and social problems around the world (Bosma & Levie, 2010; GEM, 2019; von
Ravensburg et al., 2018; Spicer Kay & Ganz, 2019; Janelidze, 2020; Chliova,
Mair & Vernis, 2020; Pape et al., 2020; Bobyreff, 2021). Like all business entities,
social entrepreneurs are also faced with increasing competition on the market,
and that is why innovations are very important in this area as well. Innovating
business models of social entrepreneurship is the only way to survive in this
environment. This fact is supported by empirical research and authors who have
dealt with this issue (Seelos & Mair, 2005; Miiller, 2012; Wulleman & Hudson,
2015). Social entrepreneurship reduces unemployment, includes marginalized
social groups in economic activities, and helps solve health, educational and
other social problems, fights against climate change and pollution of nature.
There are indeed numerous activities that these entrepreneurs perform and in
that way they help the growth of social well-being. In order to encourage the
development of social entrepreneurship, there are many changes to be made in the
business climate of B&H. Today, in the digital era, there are many opportunities
to stimulate the development of the social entrepreneurship and entire economy.

Based on the above, we will define the research problem as a question: How to
improve the social and economic development of Bosnia and Herzegovina?

The subject of the research is a theoretical-empirical analysis of social
entrepreneurship and its impact on the development of the economy and society
with a special focus on Bosnia and Herzegovina. We will locate the subject of
research in the field of entrepreneurial and theoretical economics. The influence
of other variables in this research will be declared as constants (ceteris paribus).

The theoretical part of the analysis refers to the review of relevant literature in the
field of social entrepreneurship, as well as the impact of social entrepreneurship
on economic and social development. The empirical analysis is based on the
examination of economic subjects of social entrepreneurship in B&H. The
research was conducted in the form of a survey with a structured questionnaire,
and the questions were related to information about social entrepreneurship, as
well as about the significance and level of development of social entrepreneurship
in the territory of B&H. The aim of the research is to get information about
the awareness of subjects of social entrepreneurship about their importance in
solving certain social and economic problems. Based on the obtained data, we
will be able to analyze the current state of social entrepreneurship, as well as the
perspective of its development in B&H.
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The significance of the research is reflected in raising awareness of the benefits
of social entrepreneurship. This research could raise the awareness of state
institutions about the importance of social entrepreneurship. Also, this research
can encourage anyone who has an idea and is thinking about starting a business
to focus on this type of business. The results of the research can be useful for
decision makers in the government who are involved in the creation of guidelines
and initiatives for the development of social entrepreneurship. Also, the research
can be useful for managers in social enterprises to increase the efficiency and
effectiveness of social enterprises. This area is not sufficiently researched,
especially in developing countries, so our research is also useful for the academic
community.

This paper consists of seven parts: introduction, literature review, development of
hypotheses, description of empirical research methods, presentation of research
results, discussion and conclusion.

2. LITERATURE REVIEW

History of social entrepreneurship. At the end of the 18th and the beginning of the
19th century, as a response to the problems that were the result of major changes
in the economies of that time, the concept of social entrepreneurship appeared
for the first time. The first social enterprises in Europe were formed in Italy and
were called social cooperatives. Based on this example, social entrepreneurship
started to develop in other European countries as well. And today, there are
around 40 million employees and 200 million volunteers working in the social
entrepreneurship sector in the world (Banjac & Dojc¢inovi¢, 2016, p. 43). In the
19th century, cooperatives played a leading role in the social economy sector,
and were one of the oldest and most widespread forms of social enterprises
(Volkmann, Tokarski & Ernst, 2012, p. 10). In the period from 1945 to 1975, the
economy of Western Europe was mainly characterized by the traditional private
capitalist and the public sector. In this period, the social economy practically
disappeared as a significant force in the harmonization process of economic
growth and social well-being (Monzon & Chaves, 2008, pp. 550-553). At the
beginning of the 80s of the 20th century, the term “social enterprise” was used
in Great Britain during the creation of the program “Opening jobs in the EU”. In
Europe, the situation changed significantly with the adoption of the Italian Law on
Cooperative Sociale in 1991 (Borzaga & Santuari, 2000, pp. 5-9). In 1995, James
Gregory Dees held the first lectures on social entrepreneurship. Today, social
economy and social entrepreneurship are represented in the curricula of about 30
business schools in the USA. In the EU, the sector of social economy employed
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more than 11 million people in 2003, that is, 7% of the all working population
in the EU (Defourny & Nyssens, 2010, p. 40). Social entrepreneurship became
popular after the Nobel Prize in 2006, which was awarded to the Bangladeshi
banker and economist Muhammad Yunus. He is the founder of “Grameen”
bank, known for microfinancing small businesses, with an emphasis on female
entrepreneurs. He received the Nobel Prize for his efforts to create a microcredit
sector for financing those entrepreneurs who cannot get traditional bank loans
(Yunus, Moingeon & Lehmann-Ortega, 2010).

The concept of social entrepreneurship. According to Martin & Osberg (2007)
“every definition of the “social entrepreneurship” must begin with the term
“entrepreneurship”. The term “social” simply modifies entrepreneurship” (p.
30). According to the same authors, when we talk about social entrepreneurship,
this term usually refers to those business ventures that, in addition to generating
profit for the owners, also have some (higher) social or environmental purpose
(p. 34). These enterprises are different from other classic for-profit enterprises
because they measure their success not only by the profit they have achieved, but
also by the degree of positive social or environmental changes they have produced
- by the degree of created social capital (Santos, 2012, p. 344). The term “’social
entrepreneurship” was first widely used by Bill Drayton in 1963, who is the
founder of the “Ashoka” foundation in 1978, which connects social entrepreneurs
from all over the world and provides them with various forms of support - from
consultations to financial support (Prodanov, 2018). Banks (1972) was the first
who emphasized that social problems and business challenges can be solved
by deploying managerial skills. Dees (1998) defined social entrepreneurship
respecting the definitions given by Schumpeter and Jean-Baptiste Say. According
to him, social entrepreneurs play the role of initiators of changes in the social
sector. Bjork et al. (2014) defined social entreprencurship as the activities of
individuals and groups who identify gaps in the social system as an opportunity
to serve those who are marginalized in various ways and their goal is to deal
with these needs in an entrepreneurial way. Dwivedi & Weerawardena (2018)
defined social entrepreneurship as a strategic orientation in behavior, expressed
through innovation, proactivity, risk management, effective orientation, social
mission orientation and sustainability orientation, aimed at solving failures
on the social market, creating greater social values and maximizing social
impact. According Schneider (2017), social entrepreneurs cannot be classified
exclusively as profit or non-profit organizations, but as entities that perform both
functions - entrepreneurial and social. Social entrepreneurship contributes to the
development of an economy based on solidarity. According to Dickel & Eckardt
(2021), a distinction should be made between a social entrepreneur and a social
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enterprise. Social enterprises primarily (therefore not exclusively) operate in the
private non-profit sector, while social entrepreneurs, as leaders in areas of social
change, operate in the private for-profit, public and private non-profit sectors
(Petkovi¢, 2021). By researching the literature, we singled out three principles
of social entrepreneurship:

- Socially responsible business - Implies responsibility to the environment,
customers, workers, suppliers, to the community in which the enterprise
operates (Rawhouser, Cummings & Newbert, 2019).

- Sustainable development - is achieved through decentralized and fairer
distribution of profits, economic and social empowerment of local
communities and more responsible use of natural resources (Littlewood
& Holt, 2018).

- Democratic management - the right of employees to make decisions in the
enterprise and to participate in the distribution of profits. In the entities of
social entrepreneurship, all capital is subordinated to work and creating
benefits for society and environment in which it operates (Kannampuzha
& Hockerts, 2019).

3. DEVELOPMENT OF THE RESEARCH HYPOTHESIS

Social entrepreneurship is important as a stabilizing factor in the labor market
and as a factor in the sustainable development of the community. How important
social entrepreneurship is, and what its role in society and the economy is, is
shown by the data that social enterprises were less vulnerable during the global
economic crisis. For example, in the economic sector of Italy, the number of
employees decreased drastically during the crisis, but in social cooperatives,
that number increased by 2.7% in 2009 (Petricevi¢, 2012, p. 12). Canestrino
et al. (2020) state that social entrepreneurship is clearly market-oriented, while
social innovation is not necessarily market-based and can be found in any
sector: public, real and non-profit. Carayannis et al. (2019) point out that social
innovations are related to new products, services and models that aim to improve
human well-being and create social relationships and cooperation. Schwab
Foundation for Social Entrepreneurship states that social entrepreneurship refers
to the application of practical, innovative, sustainable approaches with the aim
of developing society, and with an emphasis on those who are marginalized
and poor (SCHWABFOUND, n.d.). Social entrepreneurship helps economic
development through the creation and preservation of jobs, social inclusion,
social innovation, rural and regional development, environmental protection,
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etc. (Martin & Osberg, 2007). Based on this research, we will define a hypothesis
that we will try to prove or disprove through our research. The hypothesis is:

H: The model of social entrepreneurship development will lead to the inclusion
of marginalized groups of society in economic and social flows, employment
increase and reduction of social help that would have consequence in the
development of society and the economy.

4. METHODS

Empirical research conducted for the purposes of testing the research hypothesis
is a combined qualitative and quantitative research. In order to be able to
form a theoretical model that will contribute to the development of social
entrepreneurship, we collected, processed, analyzed and interpreted secondary
and primary data. As part of the theoretical research, a review of domestic and
foreign literature was carried out. This part of the research gave us an insight into
the current state of the research problem and enabled us to analyze the results of
recent research in this area and to discuss and compare them with the results of
empirical research conducted for the purposes of testing the research hypothesis
and seeking answers to the research problem.

- For data processing, we applied automatic data processing using the
Google Drive application, which displays the data from the completed
questionnaire in tables and graphically in MS Excel.

- We used quantitative methods to analyze and test hypotheses:

O Binomial distribution - probability distribution model (Sylla, 2014),

P(x)z( n ]p‘”q"")‘ x=0,1,2,...,n (D)
X

P(x) = 0 for all other x.

O Chi square test (X?) - testing the significance between the frequency
of distribution and the mutual connection of different characteristics
(Lovri¢ et al., 20006),

vox Ut

http://www.ae.ef.unibl.org/ 31


http://www.ae.ef.unibl.org/

Irena Dalic et al. Influence of the social entrepreneurship on the development...

0 Duncan test of variance analysis — analysis of the impact of one
phenomenon to another (Duncan, 1955; Cobanovi¢ Nikoli¢-Pori¢ &
Mutavdzi¢, 2003),

R s = T 3)

- Signum test — since the collected results had non-parametric characteristics

that deviate from the expected binomial distributions, the Signum test was

used, and also for hypothesis testing (Stevi¢ et al., 2021; Stevi¢ et al.,
2019).

The population in this paper consists of business entities and non-profit
organizations on the territory of Bosnia and Herzegovina that are engaged in
social entrepreneurship, solving a certain social problem by investing part of
their profits. We formed the sample by random selection, by surveying a certain
number of subjects of social entrepreneurship. The methods we used in this
research for data processing and analysis, enabled us to determine the impact
of social entrepreneurship on the development of society and economy, with
a special focus on Bosnia and Herzegovina. For the purposes of this research,
we used questionnaires. The first part of questionnaire refers to the general
information about the subjects of social entrepreneurship. One part of the
questionnaire refers to the legal regulation of the business of social entrepreneurs.
In order to be able to compare the results of the analysis, we used the methods of
comparison and classification, then the methods of analysis and synthesis. Based
on the application of these methods and the obtained results, in this research we
proposed a new theoretical model which, if applied, should contribute to the
improvement of the development of social entrepreneurship as a factor in the
development of the economy and society. At the end, we compared the obtained
results with the results of similar research and looked at the possibilities of
their application in Bosnia and Herzegovina and other small open economies in
development.

5. RESEARCH RESULTS, HYPOTHESIS TESTING AND
DEVELOPMENT OF MODEL

General information. Ninety seven subjects of social entrepreneurship,
from the entire territory of B&H, participated in the empirical research for
the purposes of testing research hypotheses. We will present the territorial
representation of the respondents’ participation in Table 1.
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Table 1. Headquarters of subjects of social entrepreneurship that participated in the
research

Number of subjects of

social entrepreneurship Headquarters

12 Sarajevo

11 Mostar

10 Banja Luka

4 Tuzla, Vares

3 Prijedor, Bijeljina, Zenica, Foca, Jablanica, Bréko

2 Bratunac, Ustikolina, Konjic, Isto¢na Ilidza, Doboj, Samac, Isto¢no
Sarajevo.

1 Zavidovici, Tesli¢, Sanski Most, Olovo, Breza, Laktasi, Gorazde,

Gacko, Grahovo, Sapna, Sekoviéi, Prnjavor, Zep(‘:e, Ljubinje,
Gradacac, Modrica, Kladanj, Lopare, Srebrenica, Trebinje,
Domaljevac, Rogatica, Brod, Prozor-Rama.

Source: Authors’ compilation

The average year of establishment subjects of social entrepreneurship is 2006.
Therefore, we see that the middle age of establishment is not far away and these
are relatively “young” subjects of social entrepreneurship.

Most of the subjects of social entrepreneurship that participated in this research
were registered as citizens’ associations (28.9%), followed by limited liability
companies (23.7%), and independent entrepreneurs (18.6%).

The results of the research show that subjects of social entrepreneurship in B&H
are engaged in various activities. There are 25.8% of respondents engaged in
agriculture, which is the most represented activity in the sample. In the second
place there is trade with a 22.7% share in the total sample. In the third place there
is the provision of psychological and health services with 9.3% participation.

The number of workers per organization is approximately exponentially
distributed, determined by the large unevenness of the number of employees.
The largest, dominant group consists of entities with up to 10 employees (81),
and the average number of employees is 10.092.

When we talk about the level of education of employees in organizations, 54
organizations declared that they have from 1 to 4 employees, 15 organizations
have from 5 to 9 employees, while 8 organizations have 10 or more employees
with a high education. Most organizations (55) declared that they have from
1 to 4 employees with a high school. Eleven organizations declared that they
employ up to 5 workers with higher education, while 3 organizations declared
that they employ from 5 to 10 workers with higher education. Thirteen
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organizations declared that they have from 5 to 9 employees with high school,
then 3 organizations declared that they have from 10 to 19 employees with high
school, while 6 organizations declared that they have 20 or more employees with
high school. Nine organizations employ up to 10 qualified workers. Thirteen
organizations employ up to 4 unqualified workers, while one organization
employs up to 30 unqualified workers seasonally.

The average of workers age is normally distributed, with a mean age of 40.104
years, with a standard deviation of 6.49 years (X>=11.36219, df=7, p=0.12358).

Social entrepreneurship. Table 2 shows the answers to the question “What social
problems does your organization deal with?”. It was possible to give several
answers to this question at the same time. From the analyzed answers, we can
conclude that the most frequent problem, which organizations deal with, is the
inclusion of marginalized groups of society in economic flows. Next, there is
the education of marginalized groups of society through various seminars and
trainings, as well as health care and other problems that the respondents try to
solve through their activities.

Table 2. Social problems.

Solving social problems Number of responses
Inclusion of marginalized groups of society in economic flows 83
Education of marginalized groups of society 36
Health Care 23
Ecological problems 11
Other 5

Source: Authors’ compilation

To the question “How does your organization get involved in solving the
mentioned problems?” most organizations (50.5%) answered that they employ
people with disabilities. Assistance in the education of marginalized members
of society is provided by 37.1% of organizations, while 28.9% of organizations
provide assistance in providing health care for these members of society.
Financial and other assistance is provided in the treatment of patients with
various diseases by 19.6% of organizations, while 14.4% of organizations deal
with solving ecological problems. It was also possible to give several answers to
this question at the same time.

Distribution of answers to the question “For my organization, creating value for
society and the environment is more important than creating financial value for
the organization” with the following answers ((0) strongly disagree, (1) disagree
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(2 answers), (2 ) agree (17 answers), (3) strongly agree (78 answers)) was verified
by a significant binomial distribution (p>0.9999) with the parameter p=0.9278.
The mathematical expectation of 2.7835 and the standard deviation of 0.4615
with mode 3 (group of 78 respondents) was realized (Figure 1).

Distributon: Binomial, p = 0,92784
Chi-Square: —— . df= 0,p=—
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Figure 1. Binomial distribution: “For my organization, creating value for society and
the environment is more important than creating financial value for the organization.”

Source: Authors’ compilation

The distribution of responses to the question related to the market in which
organizations operate with the following answers: (1) local market, (2) national
market, (3) regional market and (4) global market, is given in the following
histogram (one organization is non-profit) (Figure 2). Figure 2 shows that 57
or 58.76% of the respondents operate on the local market, 28 or 28.87% on
the national market, 9 or 9.28% on the regional market and 2 or 2.1% of the
respondents operate on the global market.

2

1 2 3 4
Figure 2. Markets in which subjects of social entrepreneurship operate.
Source: Authors’ compilation
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The answers to the question “What products/services does your organization
offer on the market?” are very heterogeneous. Most respondents offer agricultural
products, such as honey and honey products, fruit and vegetable products,
cereals, healthy food, medicinal plants, dairy products and others. We also have
those who offer unique items and handicrafts on the market, as well as creams
and balms. Next, we have respondents who offer health care and socialization
services, as well as social assistance to marginalized members of society. A part
of the respondents on the market offers education and training services, as well
as marketing and financial services. A small part of respondents offers catering
services.

Distribution of answers to the question “Profit will be reinvested to serve the
social or environmental purpose of my organization” with the following answers
((0) strongly disagree, (1) disagree, (2) agree, (3) strongly agree) was verified
by highly significant (p=1) binomial distribution with parameter p=0.8762.
The mathematical expectation of 2.6288 and the standard deviation of 0.6006
with mode 3 (group of 67 subjects) was realized. Ninety one answers are in the
positive domain, which means that respondents believe in the reinvestment of
profits for social or environmental purposes (Figure 3).

Distributon: Bnemial, p = 087629
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Figure 3. Histogram of significant binomial distribution of profit reinvestment in social
or environmental purposes.
Source: Authors’ compilation
Distribution of answers to the question “Our organization invests significant
effort in measuring the social and environmental impact of our activities” with
the following answers ((0) strongly disagree, (1) disagree, (2) agree, (3) strongly
agree)) was verified by non-significant binomial distribution (X*=41.57195,
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df=1, p=0) with parameter p=0.7182. The mathematical expectation of 2.1546
and the standard deviation of 1.0442 with mode 3 (group of 54 respondents) was
realized (Figure 4).

" Distribution” Banomial, p = 071821
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Figure 4. Histogram of non-significant binomial distribution of investment of
significant effort in measuring social and environmental impact.

Source: Authors’ compilation

There is a significant difference between question related to willingness to
invest profits for social and ecological purposes and question related to efforts to
measure social and ecological impact (highly verified and unverified binomial
distributions confirm this fact). If the intention to reinvest profits is considered
as an independent factor, and the investment of efforts in measuring the social
and ecological impact as a dependent one, the analysis of variance shows the
absolute absence of the influence of the factor (p=0.0000).

Figure 5 shows a bivariate histogram of the relationship between profit
reinvestment and measuring effort. It shows that 22 respondents who are ready
for profit reinvestment (let us remind that 91 respondents answered positively to
the question about profit reinvestment, Figure 3) absolutely disagree or disagree
that they invest a significant effort in measuring the social and ecological impact
of their activities (22/91=0.2417). Although the answer is not satisfactory, it is
encouraging because of self-criticism of the respondents.
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E5R%

Figure 5. Bivariate histogram of the distribution of the relationship between profit
reinvestment and effort in measuring social and ecological impact.

Source: Authors’ compilation

The reason for the discrepancy in the desired reinvestments versus the realistic
measurement of social and environmental impact is somewhat clarified by
analyzing the descriptive (non-numerical) answer to the following question
from the questionnaire: “If you chose option 2 or 3 in the previous question,
please briefly describe how you measure social and ecological impact of your
organization”. Sixty one are dominantly focused on measuring social impact, 2
are focused on measuring ecological impact and two answers are missing. In this
sense, it can be undeniably concluded that the discrepancy arose at the level of
preference for social influence, while the ecological influence is ignored or not
recognized.

To the question “We are satisfied with the level of development of social
entrepreneurship in our economic environment” (with answers: (0) strongly
disagree, (1) disagree, (2) agree, (3) strongly agree) an answer is reflected in
general dissatisfaction. Even 95 out of 97 respondents (95/97=0.9793 - absolutely
insignificant binomial distribution) gave answers (eccentrically negative) from
the negative domain, and only 2 answers from the positive domain, where not a
single respondent had absolute agreement with the question. The mathematical
expectation of 0.4532 and the standard deviation of 0.5404 (group of 56
respondents) were realized (Figure 6).
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Figure 6. Histogram of significant binomial distribution of satisfaction.

Source: Authors’ compilation

According to the answers to this question, we see that the respondents are
dissatisfied with the level of development of social entrepreneurship.

The distribution of answers to the question: “Implementation of existing laws
that regulate social entrepreneurship is”, with the following answers ((0) none,
(1) weak, (2) good, (3) excellent), was verified by significant (X?>=2.08237, df=1,
p=0.1490) binomial distribution with parameter p=0.1030. The answers realized
the mathematical expectation of 0.4123 and the standard deviation of 0.5543
with mode 0 (group of 60 respondents) (Figure 7).
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Figure 7. Histogram of the significant binomial distribution
of the implementation of existing laws.
Source: Authors’ compilation
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The distribution of answers to the question: “Government support (guidelines,
initiatives) of the development of social entrepreneurship is”, with the following
answers ((0) none, (1) weak, (2) good, (3) excellent), was not verified by
significant (X?=52.03395, df=1, p=0.0000) binomial distribution with parameter
p=0.2010. The answers realized the mathematical expectation of 0.8041 and
standard deviation of 0.4481 with mode 1 (group of 74 respondents) (Figure 8).
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Figure 8. Histogram of non-significant binomial distribution of state government.

Source: Authors’ compilation

The distribution of answers to the question: “The support of international non-
governmental and governmental organizations and domestic non-governmental
organizations for the development of social entrepreneurship is”, with the
following answers ((0) none, (1) weak, (2) good, (3) excellent), was not
verified by significant (X*=31.48027, df=1, p=0.0000), binomial distribution
with parameter p=0.7010. The answers realized the mathematical expectation
of 2.1030 and the standard deviation of 0.5493 with mode 2 (a group of 70
respondents) (Figure 9).

The distribution of answers to the question: “Government financial incentives
for the development of social entrepreneurship are”, with the following answers
((0) none, (1) weak, (2) good, (3) excellent), was not verified by significant
(p=0.0000) binomial distribution with parameter p=0.1577. The answers realized
the mathematical expectation of 0.6288 and the standard deviation of 0.4856
with mode 1 (a group of 61 respondents) (Figure 10).
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Figure 9. Histogram of non-significant binomial distribution of support of international
non-governmental and governmental organizations and domestic non-governmental
organizations.

Source: Authors’ compilation
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Figure 10. Histogram of non-significant binomial distribution
of government financial incentives.

Source: Authors’ compilation

By analyzing the variance using Duncan’s test, we considered the relationship
of legal platforms to the implementation of the law and the financial incentive
for the development of social entrepreneurship. The distribution of answers to
the question “Government support (guidelines, initiatives) of the development of
social entrepreneurship is” was not verified by a significant binomial distribution
(p=0.0000) and had the following answers, respectively:
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(0) none 21
(1) weak 74
(2) good

(3) excellent 0

The mathematical expectation of 0.8041 with mode 1 (a group of 74 respondents)
is consistent with the response of weak government support.

The distribution of answers to the question “Implementation of existing laws
that regulate social entrepreneurship is” was verified by a significant binomial
distribution (p=0.1490) and had the following answers respectively:

(0) none 60
(1) weak 34
(2) good 3
(3) excellent 0

If we set the answers to the question: “Government support (guidelines,
initiatives) of the development of social entrepreneurship is” as a factor, and the
answers to the question: “Implementation of existing laws that regulate social
entrepreneurship is” as a dependent variable, we get the following results of
Duncan’s analysis of variance test (Table 3):

Table 3. The results of Duncan’s test of the relationship between the implementation of
existing laws in relation to government support.

(0) (1) ) G3)
Average values: 0.0952 0.4594 2.0000 /
(0) none 0.2235 0.0001 /
(1) weak 0.2235 0.0001 /
(2) good 0.0001 0.0001 /
(3) excellent / / /

Source: Authors’ compilation

Using the Signum test, we confirmed a significant difference (p=0.0000) between
the distributions of the questions “Implementation of existing laws that regulate
social entrepreneurship is” and “Government support (guidelines, initiatives) of
the development of social entrepreneurship is”. At the same time, this means
that the average ratings of government support are significantly higher than the
implementation of existing laws (respectively 0.8041>0.5543). There are no
significant differences in the low ratings of the implementation of existing laws
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between respondents who assessed that there is “no” government support or that
it is “weak”. In contrast, respondents who rated government support as “good”,
and there were only 2 of them, rated the implementation of the law significantly
high.

In rare cases, when government support is rated as a good, a significant difference
in this factor is highlighted. This is a standard example when government support
is limited by the possibilities of implementation, which only in rare cases find
the right solutions (based on the results in the table), and this significantly proves
that the implementation of existing laws depends on government support.

Now let us remind that the distribution of answers to the question: “Government
financial incentives for the development of social entrepreneurship are” was not
verified by a significant binomial distribution (p=0.0000) and had the following
answers respectively:

(0) none 36
(1) weak 61
(2) good 0
(3) excellent 0

The mathematical expectation of 0.6228 with mode 1 (a group of 61 respondents)
corresponds to the response of weak government financial incentives for the
development of social entrepreneurship.

If we introduce the answers to the question: “Government financial incentives
for the development of social entrepreneurship are” as a dependent variable, and
the answers to the question: “Government support (guidelines, initiatives) of
the development of social entrepreneurship is” as a factor, we get the following
results of Duncan’s analysis of variance test (Table 4):

Table 4. The results of Duncan’s test of government financial incentives in relation
to government support (guidelines, initiatives) for the development of social
entrepreneurship.

© (M @ 3)
Average values: 0.1948 0.7432 1.0000 /
(0) none 0.0382 0.0039 /
(1) weak 0.0382 0.3313 /
(2) good 0.0039 0.3313 /
(3) excellent / / /

Source: Authors’ compilation
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Using the Signum test, we confirmed a significant difference (p=0.0000) between
the distributions of the questions “Government support (guidelines, initiatives)
of the development of social entrepreneurship is” and “Government financial
incentives for the development of social entrepreneurship are”. It is significantly
proven that financial incentives are considered as a measure of state support, and
this is dominant among respondents who gave a low rating to state guidelines,
initiatives, i.e. who have not had the opportunity to use financial support yet or do
not recognize models for receiving state support. Their assessment of financial
incentives differs significantly from respondents who rated financial support as
“weak” or “good”. There are no significant differences between respondents
who rated state support for social entrepreneurship as “weak” or “good”.

And finally, we will examine whether the support of international non-
governmental and governmental organizations and domestic non-governmental
organizations, which was the only one with a positive evaluation, has an impact
on the level of satisfaction with the development of social entrepreneurship.

Let us remind that the distribution of answers to the question “The support of
international non-governmental and governmental organizations and domestic
non-governmental organizations for the development of social entrepreneurship
is” was not verified by a significant binomial distribution (p=0.0000) and had the
following answers respectively:

(0) none

(1) weak 7
(2) good 70
(3) excellent 19

The answers to this question realized a mathematical expectation of 2.1030 and
a standard deviation of 0.5493 with mode 2 (a group of 70 respondents), and this
corresponds to the rating of good support from international non-governmental
and governmental organizations and domestic non-governmental organizations.

If this question is considered as a factor - a grouping variable, and the question
“We are satisfied with the level of development of social entrepreneurship in
our economic environment” as a dependent variable, the following results of
Duncan’s variance analysis test are obtained (Table 5):
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Table 5. The results of the Duncan test of the influence of support from international
non-governmental and governmental organizations and domestic non-governmental
organizations on satisfaction with the level of development of social entrepreneurship.

(0) () 2) 3)
Average values: 0.2381 0.4729 2.0000 /
(0) none 0.063866 0.239182 0.212680
(1) weak 0.063866 0.435443 0.462251
(2) good 0.239182 0.435443 0.995812
(3) excellent 0.212680 0.462251 0.995812

Source: Authors’ compilation

The distribution of answers to the question “The support of international non-
governmental and governmental organizations and domestic non-governmental
organizations for the development of social entrepreneurship is” was not verified
by binomial distribution, so we conclude that part of the answer was subjective.
The analysis of variance in this case did not highlight significant results, i.e.
the support of international non-governmental and governmental organizations
and domestic non-governmental organizations does not affect the level of
satisfaction with the level of development of social entrepreneurship. Therefore,
dissatisfaction stems from factors that are negatively evaluated.

In developed countries, social entrepreneurship is at a very high level of
development. Social entrepreneurship foundations (Ashoka, REDF, Skoll,
Schwab and others) in the USA, in the period from 2003 to 2016, invested US$
1.6 billion in the development of social entrepreneurship in the USA and the
world (Spiceretal., 2019; Chliova et al., 2020). One of 10 individuals in Australia
and the US are social entrepreneurs. The contribution of social entrepreneurship
in the total GDP of the EU is about 11% (GEM, 2019). There are about 2.8
million companies in the social economy in the EU, and that is about 10% of all
European companies. About 13 million Europeans or about 6.3% of the working-
age population work in the social entrepreneurship sector today (OECD, 2020).

In the Republic of Srpska (RS) there are certain laws that touch on social
entrepreneurship in certain articles (Law on the Development of Small and Medium
Enterprises, “Official Gazette of the RS”, 50/13, 84/19; Law on Professional
rehabilitation, employment and training of the disabled, “Official Gazette of the
RS”,98/04,91/06,24/09, 37/12; Law on Associations and Foundations, “Official
Gazette of the RS, 52/01, 42/05 ; Law on Social Protection, “Official Gazette of
RS”, 37/12; Law on Agricultural Cooperatives, “Official Gazette of RS”, 73/08,
106/09, 78/11; Law on Lottery Games, “Official Gazette of RS “, 7/10). In 2016,
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the Government of the RS developed the Employment Strategy of the Republic
of Srpska 2016-2020 (Vladars.net, 2016). In 2017, the Ministry of Health and
Social Protection of the Republic of Srpska developed the Strategy for Improving
the Social Position of Persons with Disabilities in the Republic of Srpska 2017-
2026, in which the development of social entrepreneurship is defined as one
of the goals (Vladars.net, 2017). In 2018, the Ministry of Labor and Veterans
and Disability Protection formed the Platform for the Development of Social
Entrepreneurship in the Republic of Srpska (Vladars.net, 2018). In the Federation
of Bosnia and Herzegovina, the Social Inclusion Strategy was developed, which
represents the elaboration of the strategic goal of social inclusion from the B&H
Development Strategy (Unicef.org, 2020). In the Federation of B&H, a Platform
on social/social entrepreneurship in the Federation of B&H was created (Blc.edu.
ba, 2016, pp. 130-140). In December 2021, the Law on Social Entrepreneurship
was adopted in the RS (“Official Gazette of RS”, number 111/21). However, this
Law has not taken root in the RS yet. The law on social entrepreneurship has
not been adopted on the territory of the Federation of B&H yet, as well as in the
Brcko District.

According to the results of the research, the literature and the analysis of the
legal framework of B&H, we see that there are certain developments regarding
the laws and regulations that regulate social entrepreneurship. Certain laws,
guidelines and regulations have been adopted. However, there is a big problem
with the implementation of these legal regulations.

Therefore, we conclude that the development of social entrepreneurship through
the establishment of an adequate legal and business environment would contribute
to the development of society and economy in B&H. The model of development
of social entrepreneurship will lead to the inclusion of marginalized groups of
society in economic and social flows, increase in employment and decrease in
social help, and this will result in the development of society and the economy of
B&H. Therefore, we confirm the research hypothesis.

Model of development of social entrepreneurship. Based on the results of
empirical research and literature review, we created a model of development
of social entrepreneurship (Figure 11). This model shows that a lot of things
need to be done in order to bring social entrepreneurship to a satisfactory
level of development. It is necessary to start from the reorganization of the
ministries in the entity governments that deal with entrepreneurship issues. It is
necessary to research the market thoroughly and its needs for certain activities
in order to find space for the development of social entrepreneurship. On the
other hand, it is necessary to identify social needs and problems in order to
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know in which direction social entrepreneurship needs to be developed. It is
necessary to adopt laws, create guidelines and procedures in order to create a
favorable legal environment for the development of social entrepreneurship. All
these steps would lead to the development of social entrepreneurship, which
would ultimately lead to an increase in the inclusion of marginalized groups of
society in economic and social flows, a reduction in poverty, an increase in the
employment rate, a reduction in social help and a redirection of these funds to
economic development, a fewer number of ecological problems and finally to an
increase in the rate of economic growth.
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Figure 11. Model of development of social entrepreneurship.

Source: Authors’ compilation

http://www.ae.ef.unibl.org/

47


http://www.ae.ef.unibl.org/

Irena Dalic et al. Influence of the social entrepreneurship on the development...

6. DISCUSSIONS

Social entrepreneurship is particularly important in transition countries.
“The importance of social entrepreneurship in a certain society is inversely
proportional to the level of development. That is, if the society is less developed,
the importance of social entrepreneurship is greater” (Petkovi¢, 2021, p. 106).
Our research also showed that social entrepreneurship is important for the
development of society and economy in transition countries. Many authors state
that the biggest problem in developing countries is the absence or unclearly
defined legal framework that would regulate social entrepreneurship, business,
rights and obligations (Halilbasi¢ Osmankovi¢ & Tali¢, 2015; Bradi¢-Martinovic¢
& Zdravkovié, 2016; Nenezi¢ & Kalezi¢, 2016; Prodanov, 2018; Vojvodi¢ &
Banovi¢, 2019). This is about legal regulations that will enable the development
and operation of social entrepreneurs, not laws that will trap this sector with
definitions and regulations ignoring the importance of supporting this business.
In our research, we proved that legal regulation is a factor that hinders the
development of social entrepreneurship in B&H and that there are a lot of things
that need to be done in order to start developing social entrepreneurship with
favorable dynamics. Our results are supported by the research of Kraus et al.
(2017), who state that the influence of social entrepreneurship is increasing,
and it is reflected in the adoption of more and more neoliberal government
policies related to the reduction of public spending on social inequalities and
environmental challenges.

Torres & Augusto (2020) also researched the impact of social entrepreneurship
on development of economy and sociaty. The absence of social entrepreneurship
can contribute to a low level of national well-being (p. 6). Thus, their results as
well as ours support the idea that social entrepreneurship is more important in
countries where governments do not meet social needs.

Popkova & Sergi (2020) explore the directions of future development of social
entrepreneurship in Russia and Asia. They also use correlation and regression
methods to analyze the collected data. Like us, they encountered a similar
problem: “extensive and accurate statistical data about social entrepreneurship
are not available” (p. 13). Unlike our research, which covers the territory of
Bosnia and Herzegovina, this research covered a huge area. Ten thousand
social enterprises participated in the research (p. 14). They proved that social
entrepreneurship is at a low level of development, but that it contributes to
increasing the ecological effects of the economy as well as increasing education
in these countries.
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The significance of our research is reflected in the created model that is applicable
in practice. The results of the research showed that the vast majority of respondents
are dissatisfied with the level of development of social entrepreneurship in B&H
and that governments do little to improve this status. The results also showed that
international organizations help development of social entrepreneurship, but that
this is insufficient to bring social entrepreneurship to a satisfactory level. Much
greater support from domestic institutions is needed. Also, the analysis of the
results showed that social entrepreneurship can contribute to the development of
the economy and society through employment of marginalized groups of society,
solving environmental problems, improving health and social protection, etc.

7. CONCLUSIONS

Ninety seven subjects of social entrepreneurship from all over B&H participated
in this research. The research showed that social entrepreneurship is at a low
level of development. We have come to the conclusion that there is not enough
understanding of the importance of this area of economic activity. Some
progress has been made, but not enough for social entrepreneurship to help
the development of the economy and society. That is why we tried to show,
with this research, what great importance social entrepreneurship has for social
and economic development. This can be seen from the reviewed literature, as
well as from the results of empirical research. The biggest problem we have
faced with is the impossibility of finding the exact number of subject of social
entrepreneurship on the territory of B&H. Not a single competent institution
has information about it. We approached the respondents in various ways,
through social entrepreneurship forums and associations and by respondents
sharing the questionnaires among themselves. So the exact population of social
entrepreneurship subjects in B&H remains unknown. What we know is that
it is not a large population and that it does not have enough influence on the
development of society and the economy. Investigating social entrepreneurship
in B&H, we came to the conclusion that its development would contribute to the
development of society and economy in B&H. We have developed a model of
some steps that should be taken in order to provide an institutional framework
for the development of social entrepreneurship and create a favorable business
and legal environment.

The scientific and pragmatic contribution of the research. The scientific
contribution is reflected in the analytical, theoretical and empirical significance
of this research.
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The analytical significance of the research represents the possibility of
determining the development direction of B&H, as well as proposing a new
model of rules and guidelines that will enable the development of social
entrepreneurship. The new model will enable the development and innovation
of social entrepreneurship, which will increase the competitiveness of this
sector and thus ensure the strengthening of the economy and societies. This
research contributes to the existing theories in this field of research. Researching
the literature, we came to the conclusion that this is still an under-researched
area in domestic and foreign literature. Based on the analysis of the results of
empirical research, we determined how many companies and entrepreneurs
in B&H generally know about social entrepreneurship and how much social
entrepreneurship is developed. Results of empirical research proved that social
entrepreneurship affects the development of the economy and society, bearing
in mind that in many more developed countries social entrepreneurship has a
significant role in solving numerous social and economic problems.

When we talk about a pragmatic contribution, this dissertation enables the
application of the obtained results in practice, and that will be useful for decision-
makers in the ministries who deal with entrepreneurship issues. The research
will contribute to managers in social entrepreneurship entities, because it shows
the possibilities and advantages of social entrepreneurship development. This
research will contribute to investors to get to know about the advantages of
social entrepreneurship. We believe that the obtained results will also be useful
to the academic community, which will be able to learn more about the role
and significance of the development of social entrepreneurship. Considering that
the research in this area is relatively recent, we expect that this work will arise
greater interest in the academic community for research in this field. The research
should interest the general public in the significance of the development of
social entrepreneurship, which should be the driving force for solving economic
and social problems in developing countries. The research can be interesting
to the general public because it shows the significance of the development of
social entrepreneurship that should be the driving force for solving economic
and social problems in developing countries.

Limitation of the research. The first limitation of the research is the modest
financial possibilities, which are a big obstacle for more extensive research.

The biggest problem relates to the collection of data about the number of subject
of social entrepreneurship in B&H. Not a single institution that deals with
business entities and entrepreneurship has any data about the number of subjects
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of social entrepreneurship, neither on which of the registered business entities
are engaged in social entrepreneurship.

Future research. We leave open the questions about the number of subjects of
social entrepreneurship to future researchers, questions of other influencing
factors on the development of social entrepreneurship such as digitization,
motivation, knowledge, sources of funding for initial business activities,
etc. Future researchers can deal with obstacles to the development of social
entrepreneurship in underdeveloped countries, as well as their elimination. Future
researches could be focused on innovating business models and the importance
of innovation in social entrepreneurship.
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YTHUIAJ COIUJAJTHOT IPEAY3ETHUILLITBA HA PA3BOJ
TPAH3ULIUMOHE ITPUBPE/IE 1 IPYLITBA

1 Upena Hapuh, Caobpahajau daxynrer J060j, YauBep3uret y Mctounom Capajesy,
Bbocna u Xeprerosuna

2 YKusko Epuer, Caobpahajau daxyarer /1060j, YauBep3uret y Mctounom CapajeBy,
Bbocna u Xeprerosuna

CAKETAK

Y 0BOM CMO pajy UCTPaXXWIH YTHIA] JPYIITBEHOT MPEAYy3ETHUIITBA HA Pa3Boj
TpaH3UIMOHE cKOHOMHje. McTpaxuBame je CIPOBEACHO Ha Moapy4jy bocHe
n Xepuerosune (buX). Kao HajuspakeHHMjy HEraTMBHY CTpaHy TpaH3HIIH]je
BUIUMO ToBeharme CcolMjaiHe HEejeIHAKOCTH M CHpOMAIITBA. JedaH ol HauyMHa
pjelaBama OBUX MPoOeMa jecTe pa3Boj COIUjaIHOT MPey3eTHUIITBA. [ J1aBHI
Wb UCTPAKUBAha jecTe poHalin MoJielT pa3Boja COLUjaTHOT PEAY3ETHUIITBA
Koju OM JONPUHHMO pa3Bojy JpYIITBA W TPUBPEAE 3eMajba y pas3Bojy. Y
HUCTPAKUBAY je yuecTBOBaso 97 cy0jexara COLMjaTHOT MPEAYy3C€THUIITBA U3
uyjene buX. [MogaTke cMo MpUKynHiIX TOMOhY YIIUTHHKA, a 32 lbUXOBY aHAJIH3Y
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KOPUCTHJIM CMO METOZe Kopenaiuje U perpecuje. Pesynratu cy mokaszanu
Jla je COIMjaiHO MPEAY3E€THHUIIITBO Ha HHCKOM HHBOY, T€ Ja OM HEroB pasBoj
JIOTIPUHUO Pa3BOjy APYIITBA W MpUBpene. Y OBOM HCTPaXKHBamy Kpewpaid
CMO MOJIEJI Pa3Boja COLMjATHOT MPEAY3CTHHIINTBA U J0Ka3alH Jia APYIITBEHO
MPEAy3ETHUIIITBO MOKE OUTH U3BPCTAH HAYMH PjeIIaBarmba MHOTHX JAPYIITBEHUX
1 EKOHOMCKHUX MpoodiiemMa.

Kibyune pujeuun: Coyujanno npedyzemuuuimeo, OpyuimeeHu pazeoj, RpuspeoHu
Pazeoj, npuspeoHu pacm.
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1. INTRODUCTION

Loyalty in higher education is gaining importance due to the problem faced by
almost all higher education institutions in the world, which is the departure of
students from the institution, i.e. leaving their studies before completion. Kotler
and Fox (1995) stress that retaining enrolled students is just as important as
attracting them. Many authors believe that retaining existing customers or service
users is more important than market share, but this requires building relationships
with them. The development of a customer relationship management strategy,
known in the world as CRM (Customer Relationship Management), opened up
numerous opportunities for building the aforementioned relationships (Kotler &
Keller, 2012, p. 152). This strategy proved to be useful for companies in order
to build loyalty and attract new users, while service users received numerous
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benefits such as: information about products/services, greater opportunities to
compare products from different manufacturers in terms of price, quality, etc.
The goal of CRM is to create long-term relationships with service users through
the creation of trust. Relationship marketing is the basis for building loyalty
and customer satisfaction, that is, service users. This way of managing relations
with customers can also be applied in higher education. Building relationships
with students is the way to improve education services, improve quality and thus
increase the satisfaction of users of these services. When we talk about the loyalty
that results in keeping students at the institution, it does not refer to staying
beyond the regular deadline for completing studies, in the sense of renewing
the years of study, but it implies completing the studies within the stipulated
period. Universities apply marketing instruments for this purpose, although
they all reluctantly admit it. The application of marketing instruments in higher
education in no way diminishes the social importance, purpose and mission of
the existence of these institutions. On the contrary, it enables them to achieve
their vision and mission as well as to improve all aspects of the quality of service
they provide. Students’ loyalty should be viewed through the current dimension
and future intentions. The current dimension refers to the spread of positive
propaganda about the university, and regular attendance at classes. Attending
classes improves the quality of teaching and especially motivates teachers to
innovate and improve their lectures in accordance with modern methods and
techniques, which is why the final results are better. Future intentions mean
students staying until graduation, staying on the next cycle of studies, but also
cooperation after graduation through alumni organizations. Alumni associations
are made up of former students of a university. The goal of these associations
is to maintain the connection of the university with its graduate students after
graduation, and through them with the enterprises and companies they work for.
Former students can contribute to the development of the university in various
ways, such as: creating curricula, creating a university development strategy,
promoting the faculty, etc. The experience of former students is very important
for future students. The relationship between students’ loyalty and their future
intentions is the subject of research in this paper, and the following hypothesis
has been put forward:

Loyalty of students is positively related to their future intentions (staying at the
institution until the end of their studies, pursuing the next level of studies, and
spreading positive propaganda about the institution).

The aim of the paper is to show the relationship between loyalty and future
intentions of students, from the marketing aspect. Also, the aim of the work
is to show the importance of applying marketing principles in non-profit
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organizations such as higher education institutions, which face various problems
in their functioning in modern society.

2. LITERATURE REVIEW

In the paper A business marketing strategy applied to student retention: a higher
education initiative, the authors propose a model of managing relations with
students for the purpose of retaining students in the same way as companies do
to retain customers (Ackerman & Schibrowsky, 2007, p. 328). Higbee, Arendale
and Lundell (2005) stated that two million students annually would drop out of
college in the absence of developmental education. Student retention has become
a real challenge for the academic community. The measures taken must be more
effective, because every lost student means “one unfulfilled dream” and for every
unfulfilled dream there are long-term consequences (Fike & Fike, 2008, p. 85).
The fact is, the loss of students has bad consequences for universities, but also
for the individual, family and society as a whole. The application of marketing
in the field of higher education should not be understood by university managers
and academic citizens as an unrealistic concept imported from the business
world. Marketing in higher education should be understood as a philosophy and
strategy for the development of the higher education sector, which meets the
needs of domestic and international clients (Maringe, 2006). In the work Student
loyalty modeling, Lerbin and Aritonang (2014), studying the factors of student
loyalty, came to the conclusion that trust is the basic factor of loyalty and that
a student who trusts an institution remains loyal to it. Many authors point out
that the two most important factors that influence the achievement of student
loyalty are students’ trust and commitment to the institution. Trust represents
“the willingness to rely on ... in whom he has confidence” (Ljubojevi¢, 2002, p.
94). Commitment refers to the alignment of students’ abilities, skills and value
systems with the expectations, requirements and values of the higher education
institution (Rojas-Méndez et al., 2009, according to Tinto et al., 1993). Back
in 1995, Mountain Empire Community College saw a significant dropout of
students, which made this problem a management priority. A faculty plan for
student retention was developed and a committee dedicated to that goal was
formed (Sydow & Sandel, 1996, p. 3). Haverila, Haverila and McLaughlin
(2020, p. 358) came to the conclusion that different strategies for managing
relations with students are applied for domestic and foreign students. Namely,
the future intentions of students are different for these two categories of students.
The importance of maintaining contact and relations with former students was
shown in the paper Antecedents of Student’s Behavioral Intentions in Higher
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Education Institutions, where the importance of the role of the behavioral
dimension, but also the cognitive dimension of future student intentions, is
particularly highlighted (Binnawas, Khalifa & Bhaumick 2020, p. 1949). There
are numerous researches in this area, and some of them are: Schlesinger, Cervera
& Wymer (2021), Elliot & Shin (2002), Rodi¢-Luki¢ (2015), Maxwell-Stuart
et al. (2018), Carvalho & de Oliveira Mota (2010), Abdelhamid, Polo Peia, &
Mahrous (2020), Todea et al. (2022).

3. SATISFACTION AND LOYALTY IN HIGHER EDUCATION

After enrolling in an educational institution, students compare the perceived
service with the expected one. In this sense, students evaluate in detail the
quality of teaching programs, the quality of teachers, the environment in which
they live, the additional values that the institution provides them in terms of
equipment, libraries, sports and other activities, the availability of technology in
teaching, the professionalism of non-academic staff and numerous other factors.
If the perceived service is below expectations, the student is dissatisfied. If the
perceived service is equal to or above the expected, the student is satisfied. In
higher education, numerous studies show that perception has a great influence
on student satisfaction (Alves & Raposo, 2006; Hartman & Schmidt, 1995).
Namely, upon arriving at the faculty, students have already formed expectations.
More often than not, these expectations are higher than what they actually
experience at the university. This creates a feeling of dissatisfaction or, in the
worst case, dropping out of the faculty. Taking into account the above, higher
education institutions monitor and compare the perception and expectations of
students, with the aim of determining the source of dissatisfaction and acting in
the direction of eliminating, that is, reducing the gap between the experienced
and expected feelings of students. By comparing the perception of students in
relation to their personal traits, characteristics, status and other characteristics,
significant data is obtained on how a certain dimension of service quality is
perceived. The prerequisite for creating loyalty is customer satisfaction. It does
not mean that every satisfied customer will become loyal, but to become loyal,
the customer must be satisfied with the product or service. Satisfaction is a
prerequisite for loyalty, but it is not the only one, which should not be neglected.
It is important to take into account the intensity of satisfaction, that is, the
intensity of the consumer’s response to the service (Veljkovi¢, 2009, p. 176). A
satisfied consumer can always replace the product with another, if a better one
appears that he thinks can better satisfy his needs. This means that loyalty is only
associated with an extremely satisfied consumer, fond of and enthusiastic about
the product, who, in addition to buying, also spreads positive propaganda and
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thus attracts new customers. What does loyalty mean in higher education? In
higher education, loyalty can mean a stronger connection with students, forming
a positive opinion, spreading positive propaganda, strengthening the image and
reputation of the institution, staying at the university until the end of the studies,
continuing the studies at the next level, and the connection after the end of the
studies. This leads to a greater number of new service users and the retention
of existing ones. In the secondary sense, loyalty implies the profit benefit for
these institutions. Hennig-Thurau, Langer and Hansen (2001) in their research
found two key determinants of student loyalty, namely the quality of teaching as
perceived by students and emotional commitment to the institution. The results
indicate that the impact of service quality on loyalty is about twice as great as that
of commitment. The authors showed that the importance of different aspects of
quality differ significantly depending on the type of study, which is a good way
to develop loyalty specific to certain study programs (Hennig-Thurau, Langer
and Hansen, 2001, p. 341). The Figure shows the elements of student loyalty.

Student
satisfaction

Cognitive
commitment

Student loyalty

Commitment Perceived
to goals service quality

Advocacy
for other
activities

Emotional
commitment

Integration
of the academic
system

Social
integration
system

Figure 1. Elements of student loyalty
Source: Hennig-Thurau, Langer and Hansen, 2001, p. 336.

According to the figure, student loyalty is formed under the influence of the
following elements: emotional commitment, cognitive commitment, and trust
in teaching and non-teaching staff, commitment to goals, service quality and
student satisfaction (Hennig-Thurau, Langer and Hansen, 2001, p. 336). Unlike
the satisfaction of service users, which can be short-term and reflect the current
state, the attitude about service quality is formed on the basis of a long-term,
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overall assessment of performance. In the case of services, this is particularly
important, because the quality of the service, unlike tangible goods, is not a
specific goal that must be met, but an integral part of the entire service provision
process and the complete management of the institution. Therefore, the issue of
service quality, and therefore loyalty in higher education, is much more complex.
Loyalty certainly must be based on satisfaction, but loyalty is the ultimate and
basic goal of the institution. It is this commitment to the stated goal that will
lead to the loyalty of existing and attracting new service users. The risk of
students leaving the university will be reduced, the university will become more
competitive, and the relationship between students and all employees as well as
between the employees will be better. For users of services in service companies,
experts recommend the business philosophy of “absolute retention of users”,
because these users, if they are dissatisfied with the service, do not return to the
institution and cause more damage to the institution with their oral propaganda.

In education, the retention rate refers to the number of students who remain
at the institution until the end of their studies. At educational institutions, it is
primarily necessary to assess the losses that universities suffer from the departure
of students, which are mostly of a non-financial nature. There is no universal
definition of student retention or dropout. The most common understanding of
retention is the time during which students remain at universities and progress
towards completing their degree program within a given time frame. The concept
of dropping out of school is related to a person who leaves an educational
program early, before completion and graduation. The term “completion rate”
refers to the estimation of the proportion of students who start studying and
who will complete their studies. In some countries, graduation rates include the
estimation of how many students will change majors before graduating. In order
to increase retention rates, it is important that universities recognize the diversity
of student needs.

4. MATERIALS AND METHODS

Empirical research in this paper included additional processing (analysis) of a
sample created for the purposes of Nedeljka Elez’s doctoral dissertation entitled
“The role of the marketing concept in ensuring the loyalty of users of services
of higher education institutions” at the Faculty of Economics of the University
of East Sarajevo (Elez, 2021). For the purposes of the research, students of the
University of East Sarajevo and the University of Banja Luka were surveyed.
The sample included students from all scientific fields (social, humanistic,
technical, natural and medical sciences). Students of all study cycles and all study
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statuses were included, considering their availability (attendance at lectures).
The sample used in this paper is a deliberate convenient sample, which implies
that it is formed from the available units of the basic set. The number of surveyed
students was 1032 students, of which 520 students from the University of East
Sarajevo and 512 students from the University of Banja Luka. The survey was
anonymous. The survey was conducted in the winter and summer semesters of
the academic year 2018/19. Given that the survey included 1032 respondents
(520 East Sarajevo, 512 Banja Luka), and that the sample should represent the
phenomenon as a whole, i.e. should be as similar as possible to the phenomenon
as a whole in terms of its structure and general characteristics (Dragovi¢, 2008,
p. 57), the sample was in its characteristics completely similar to the basic set
because it included all categories of students and all study cycles. In accordance
with the specifics of the research itself, which was carried out exclusively on the
student population, it could be said that the sample was representative.

Empirical research was carried out using an instrument for collecting primary
data - a questionnaire with a Likert scale. The obtained data were processed
using the statistical package SPSS20. Analysis of data on satisfaction, loyalty
and future intentions of service users was performed using descriptive statistics.
Inferential statistics were used to prove the hypothesis. The questionnaire for
measuring the satisfaction and loyalty of users of higher education services
was created in accordance with the specifics of higher education institutions.
The questionnaire used a 1-5 Likert scale, 1 meaning “completely false” and 5
meaning “completely true” for the given statement. The students could circle the
numbers between (2, 3, and 4) according to their opinion.

The claims were arranged as follows:

- Statements 1-10 referred to the dimension of satisfaction with the service
and opportunities to participate in value creation,

- Statements 11-15 referred to the dimension of students’ intentions in the
future,

- Statements 1620 referred to the emotional dimension, attachment and
loyalty.

The questions were structured as follows:

1. Ibelieve that the faculty where I study has a good reputation.

2. I am satisfied with the lesson plans that are adapted to the students.

3. My colleagues and I are sufficiently involved in creating a better quality of
life at the faculty in all segments (creating lesson plans, making important
decisions, etc.).

4. I am satisfied with the teaching staff at the faculty.
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I think that with the degree I get, I will be able to find a suitable job.

I am satisfied with the price of the study.

If the price were higher, [ would enroll in the same study program again.

My expectations were met in every respect.

I am satisfied with the up-to-date information on the website of the faculty/

university.

10. T am satisfied with the participation of the faculty/university in social
networks.

11. Tam willing to stay at the faculty until graduation.

12. 1 am ready to regularly participate in the student survey and express my
opinion and suggestions for the improvement of the educational service.

13. Tam ready to continue my education at the same faculty.

14. 1 want to stay in touch with the faculty after graduation.

15. 1 would recommend the faculty to others.

16. 1 have confidence in the employees of the faculty.

17. 1 feel close to the other students with whom I study every day.

18. I am proud of the faculty where I study.

19. I speak positively about the faculty to others.

20. If I were to enroll at the faculty again, I would enroll at the same one.

A R

The empirical part of this paper is based on the research from the mentioned
doctoral dissertation, but the analysis is based on a more detailed analysis of
certain dimensions of loyalty and their relationship with future intentions, which
was not done in the dissertation.

5. RESULTS

When examining the satisfaction, future intentions and loyalty of users of
higher education services, a questionnaire with a Likert scale was applied. The
questionnaire consisted of the following dimensions: satisfaction with the service
and the opportunity to participate in value creation, intentions in the future,
emotional dimension, commitment and loyalty. Descriptive statistical indicators
were presented for each dimension.

On the dimension examining satisfaction with the service and opportunities to
participate in value creation, the lowest achieved score was 10, and the highest
was 50 points. The arithmetic mean was 35.65, with a standard deviation of 8.54
points. Skewness (-0.431) indicated a slight negative asymmetry, and kurtosis
(-0.350) indicated a platykurtic distribution. The distribution was statistically
significantly different from normal (SK=0.069, for the number of degrees of
freedom 1032, p=0.000).
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Table 1. Statistics - rating of satisfaction with the service

Statistics
Satisfaction with the service and opportunities to participate in value
creation
Total number (N) | Valid 1032
Missing 0
Arithmetic mean (Mean) 35.6502
Standard deviation (Std. Deviation) 8.53695
Asymmetry (Skewness) -431
Statistical error of asymmetry (Std. Error of Skewness) .076
Flattening (Kurtosis) -.350
Statistical error of flattening (Std. Error of Kurtosis) 152
The minimum 10.00
The maximum 50.00
S-K Statistic .069
Df 1032
Sig. .000

Source: Authors’ calculation

Histogram
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0
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Satisfaction with the service and ononunities to
participate in the creation ot value

Chart 1. Service satisfaction rating

Source: Authors’ calculation

When it comes to the dimension related to intentions in the future, the lowest
achieved score was 5, and the highest was 25 points. The respondents achieved
an average of 20.03 points, with a standard deviation of 4.49 points. Skewness
(-1.024) indicated negative asymmetry, while kurtosis pointed to the conclusion
that the distribution was leptokurtic. Based on the results of the Smirnov-
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Kolmogorov test, which for 1032 degrees of freedom was 0.134, and which was
statistically significant at the 0.01 level (p=0.000), it could be argued that the
distribution was statistically significantly different from the normal.

Table 2. Statistics - assessment of future intentions

Statistics
Students’ intentions in the future
Total number (N) Valid 1032
Missing 0
Arithmetic mean (Mean) 20.0291
Standard deviation (Std. Deviation) 4.48806
Asymmetry (Skewness) -1.024
Statistical error of asymmetry (Std. Error of Skewness) .076
Flattening (Kurtosis) 704
Statistical error of flattening (Std. Error of Kurtosis) 152
The minimum 5.00
The maximum 25.00
S-K Statistic 134
Df 1032
Sig. .000
Source: Authors’ calculation
Histogram
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2
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Chart 2. Assessment of future intentions

Source: Authors’ calculation

On the third dimension Loyalty - commitment (emotional dimension), the lowest
achieved score was 5, and the highest was 25 points. The respondents on this
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dimension achieved an average of 18.94 points with a standard deviation of
4.76 points. The distribution was negatively asymmetric (skewness was -0.694)
and platykurtic (kurtosis was -0.117). Testing the statistical significance of the
deviation of the obtained distribution from the normal model, showed that the
deviation was statistically significant (SK=0.117, for the number of degrees of
freedom 1032, p=0.000).

Table 3. Statistics — Commitment assessment

Statistics
Loyalty-Emotional dimension or commitment
Total number (N) Valid 1032
Missing 0
Arithmetic mean (Mean) 18.9409
Standard deviation (Std. Deviation) 4.75933
Asymmetry (Skewness) -.694
Statistical error of asymmetry (Std. Error of Skewness) .076
Flattening (Kurtosis) - 117
Statistical error of flattening (Std. Error of Kurtosis) 152
The minimum 5.00
The maximum 25.00
S-K Statistic 117
Df 1032
Sig .000

Source: Authors’ calculation

Histogram
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Chart 3. Commitment assessment

Source: Authors’ calculation
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On the questionnaire that measures loyalty, the minimum score was 20, and the
maximum was 100 points. The arithmetic mean of the results was 74.62, with
a standard deviation of 16.32 points. Skewness was negative (-0.651) which
indicates negative asymmetry. The distribution was leptokurtic because the
kurtosis was 0.79. The deviation of the obtained distribution from the normal
model was statistically significant (SK=0.70, for the number of degrees of
freedom 1032, p=0.000).

Table 4. Statistics — Loyalty assessment

Statistics
Loyalty - satisfaction
Total number (N) | Valid 1032
Missing 0
Arithmetic mean (Mean) 74.6202
Standard deviation (Std. Deviation) 16.32630
Asymmetry (Skewness) -.651
Statistical error of asymmetry (Std. Error of Skewness) .076
Flattening (Kurtosis) .079
Statistical error of flattening (Std. Error of Kurtosis) 152
The minimum 20.00
The maximum 100.00
S-K Statistic .070
Df 1032
Sig .000

Source: Authors’ calculation

Histogram

60 - _ Mean = 74.62
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Chart 4. Loyalty assessment
Source: Authors’ calculation
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In order to determine whether there is a statistically significant relationship
between loyalty (the emotional component of student attachment and satisfaction
with the service) on the one hand, and students’ intentions in the future on
the other, Spearman’s correlation coefficient was used, as a non-parametric
alternative to Pearson’s r coefficient. The non-parametric alternative was used
because there were pronounced asymmetries in the distribution of the results of
the mentioned variables.

Table S. Correlations between student loyalty, commitment, satisfaction and future

intentions
Correlations
Student loyalty | Satisfaction with the service and Intention of students in the future
opportunities to participate in value period
creation
Correlation Coefficient 775" | Correlation Coefficient 742"
Sig. (2-tailed) .000 Sig. (2-tailed) .000
N 1032 N 1032
Correlation is significant at the 0.01 level (2-tailed).,,

Source: Authors’ calculation

6. DISCUSSIONS

In this paper, a comprehensive approach to the research of factors influencing
selected dimensions in higher education was made. Regarding the dimension
that examines satisfaction with the service and the possibility of participation
in the value creation, based on the results shown, it can be concluded that the
respondents most often achieve results above average. This means that they are
satisfied with the service and opportunities to participate in the creation of value.

When it comes to the dimension related to future intentions, the presented
numerical and graphical descriptive statistical indicators indicate that the
majority of respondents achieve results that are higher than average. This shows
that the majority of students intend to continue their education at the faculty they
study in the future.

In case of the commitment dimension (emotional dimension), the results show
extremely high scores, which means that students have trust and closeness to
the employed academic and non-academic staff at the faculty where they study,
that they speak about the faculty mostly in a positive sense, and that they would
recommend the faculty to others.
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Regarding the questionnaire that measures loyalty, and based on the results
obtained, the indicators are above average. This means that the respondents are
satisfied with the service, that there is loyalty towards their faculty.

Based on the statistical connection between loyalty (the emotional component
of student attachment and satisfaction with the service) on the one hand, and
the intentions of students in the future period on the other hand, and based on
the values that can be read from table 5, we see that there is an extremely high
correlation (0.775) between student loyalty, satisfaction with the service and
the opportunity to participate in value creation. Another important fact is that
this correlation is statistically significant at the 0.000 level. The above results
can be interpreted in the context of the fact that students who are satisfied with
the service and participate in value creation of the faculty services also show
greater loyalty - attachment to the higher education institution where they study.
For the correlation of loyalty and the intentions of students in the future period
and the commitment of students, an extremely high correlation (0.742) was also
obtained. It is statistically significant at the level of 0.000, which shows that
loyalty significantly affects the future intentions of students in higher education.

7. CONCLUSIONS

The correlation between student loyalty and their future intentions in higher
education is established by the following hypothesis “Loyalty of students is
positively related to their future intentions (staying at the institution until the
end of their studies, pursuing the next level of studies, and spreading positive
propaganda about the institution) ”. The obtained results show a high correlation
of loyalty and future intentions of students. This means that students who are
committed to the institution spread positive propaganda, promote the institution
activities and thus attract new service users. Also, they are more willing to stay at
the institution until the end of their education and to continue their studies at the
next level of study. In accordance with the above, the hypothesis was confirmed.

Although every university thinks it takes enough care of its students, few actually
take the essence of that relationship seriously. Students are what for-profit
institutions call “best customers”. Only when they understand this, faculties
can begin to engage with students in the sense of learning about them, their
needs, preferences, and the criteria they use to make decisions about choosing
the faculty to study at. After that, the faculty should provide students with other
opportunities, apart from leaving as a result of their dissatisfaction. The research
of student wishes, needs and opinions is the first step towards improving
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mutual relations and implementing a strategy for managing relations with them.
Marketing in this case provides all the necessary help and tools.
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YTUIAJ MAPKETHUHI'A HA JIOJAJTHOCT CTYAEHATA "
BYAYRE HAMJEPE ¥ BUCOKOM OBPA3OBABY

1 epuna Manypa, Exonomcku dakynrer Yausep3ureta y bamoj JIynu, bocra u Xeprerosuna
2 Henespka Enes, [Tossonpuspenan dakynrer Yausepsurera y Mcrounom CapajeBy,
Bbocna u Xepuerosuna

CAKETAK

[IpuMjeHa MapKEeTHHIIKOT KOHIIENITA ¥ BHCOKOM OOpa30Bamy MOXE 3HauajHO
nobospmarn nepdopmance oBux MHCTUTYIHja. [loceOHO je 3HauajHa yrora
MapKeTHHTa y 00e30jejuBamy JI0jaTHOCTH CTy/IeHaTa U OJIarOBpeMEHOT yTHIIaja
Ha BUXoBe Oynyhe Hamjepe, HAPOUUTO y JAHAIIKBE BpPUjeME Kala j& CMambCHe
Opoja cTyaeHara BEJIMKY IPOOJIEM Y HAIIIO] IP3KABH, aJli Uy 3eMJbaMa OKPYKeba.
OBaj pal, ca MapKeTHUHIIKOT aCIeKTa, Jiaje pe3yiTare UCTPaKUBama OJHOCA
CTYIEHTCKE JIOjaTHOCTH U HHXOBUX Oyayhux HaMmjepa y BUCOKOM 00pa3oBamYy.
HctpaxkuBame je 00aBJbEHO Ha CTYICHTHMA JBa Jp)KaBHA YHHUBEP3UTETA Yy
Peny6nuu Cprickoj. Pesynrarn uctpaxkupama 1mokasyjy Aa IMOCTOjU jaka Be3a
CTYIEHTCKE JIOJaJIHOCTH U Oyayhux Hamjepa CTyleHaTa y BUCOKOM 00pa3oBamy.
JoOujenn pe3ynTatd cy 3HauajHH 3a YHUBEP3UTETE KOjU JKelle 3aJpiKaTh
CTYJCHTE Ha MHCTUTYIIMjH, aJJM M OCHTYPATH ceOU MapTHepe W HAKOH 3aBpIETKa
IbUXOBOT CTY/H]A.

Kibyune pujeunm: mapxemune, ycayeda, BUCOKOUIKOACKE —UHCIMUMYYuje,
cmyodenmu, nojannocm, 6yoyhe namjepe.
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ABSTRACT

The purpose of the research is to determine the causes of
failure of information systems development projects. We
came to the hypothesis that rewarding can improve the
success of information systems development projects. For
this reason, it is suggested that employment contracts be
tied to business results. Extrinsic and intrinsic rewards are
a good motivator that affects the improvement of employee
performance, i.e. increases productivity, business results
and job satisfaction and contributes to increasing the
success of information systems development projects.
Designers and managers of information systems
development projects who participated in the research,
gave their views on the impact of rewards on the success of
the information systems development project in response
to survey questions. The attitudes were evaluated on a
five-point Likert scales. We obtained additional data based
on conversations with managers and designers who deal
with the development of information systems. Through
the research design, we determined an independent
variable related to the employment contract based on
business results, which is the basis for the application
of various forms of remuneration, and a dependent
variable related to the success of the information systems
development project. The main findings of the research
are related to the definition of the contract between the
owner on the one hand and managers and designers on the
other hand, which solves the problems of opportunistic
behavior of managers and designers of information
systems development project. In addition, the factors of
extrinsic and intrinsic rewards that are most often used to
motivate managers and designers of information systems
development are defined. The practical implications of
the research refer to the benefits that the company owner,
managers and designers of the information systems
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development will have. They will receive the best model
of employment contract for employees working on the
development of an information systems project. In addition,
they will receive information about the views of designers
and project managers related to reward factors that improve
the success of the information systems development
project. The originality of the research refers to the creation
of a model that links the work contract based on business
results with reward factors that help to increase the success
of the information systems development project.

© 2023 ACE. All rights reserved

1. INTRODUCTION

The failure rate of information systems development projects is extremely high
and is about 40%. It has become a practice for information systems development
designers to consider failure as inevitable (Moura, Dominguez & Varajao, 2021).
Researchers have identified a number of risk factors associated with the failure of
an information systems development project (Hashmi, Shahzad & Izhar, 2022).

In order to solve the problem of the failure of the information systems
development project, various solutions were offered, and among them rewarding
designers and project managers as motivational factors for achieving the success
of the information systems development project particularly stand out (Zhao,
Feng, Wei & Wang, 2022).

Hasberg’s theory of motivation proposes two types of rewards, extrinsic and
intrinsic rewards, which are used as a motivator to achieve defined goals (Malik
& Naeem, 2013).

It is expected that using these types of rewards as a motivator will solve the
problem of the low level of success of the information systems development
project.

In the research, designers and project managers who work on the development
of the information systems project were surveyed. Their views were processed
and analyzed with the aim of testing the hypotheses. The hypotheses claim that
extrinsic and intrinsic rewards are a good motivator for designers and project
managers and improve the success of information systems development projects.
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2. LITERATURE REVIEW

2.1. The contract between the owner and the designer

The relationship between the owner on the one hand and the designer on the
other hand in companies dealing with the development of information systems
projects is based on a contract on the fulfillment of defined obligations (Turner
& Miiller, 2004).

In order to measure the effectiveness of the relationship between the owner
and the designer, (Sunindijo, 2015) it is necessary to know the costs borne by
the owner, as well as the results of the company’s operations, i.e. indicators of
financial success. The goal is to achieve the highest level of efficiency of the
contractual relationship between the owner and the designer (Todorovi¢, Tomas
& Todorovié, 2020).

The solution to the designer’s opportunistic behavior (Gurcaylilar-Yenidogan &
Erdogan, 2023) and the reduction of agency costs can be achieved by a well-
defined contract between the owner and the designer. The purpose of the contract
is to reduce or eliminate the designer’s opportunistic behavior and to force the
designer to work in the interest of the owner, and to receive an adequate reward
for that loyalty.

Contracts can be complete or incomplete (Badenfelt, 2011) as shown in Figure 1.

Full contracts are used when the situation is certain. If the cost of control is
high, then contracts are concluded based on the achieved business results. When
control costs are low, then contracts are based on behavior.

Incomplete contracts are used for uncertain situations and in these contracts,
in addition to the owner and designer, a third party is involved, which can be a
notary or a court.

A complete contract specifies the rights and obligations of each party. The
contract is clear and unambiguous. The information is known to both parties, that
is, there is no asymmetric information that would allow the occurrence of moral
hazard, unfavorable selection or dispute (Kujala, Nystén-Haarala & Nuottila,
2015).

In this paper, we will deal only with the situation in which complete contracts
are concluded and where the cost of control is high, that is, where contracts are
concluded based on the achieved business results.
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The contract between the
owner and the designer

< I Er_oﬁeﬁl%
I' reducing or eliminating the |

| opportunistic behavior of the |
I designer

Complete contract Incomplete contract

Y Requests from three

1. If the cost of control is high - The parties:

contract is based on achieved results é gz‘;?grrler

2. If the (;ost of control is lpw - The 3. Notary public or court
contract is based on behavior

Figure 1. Contract between the owner and the designer

Source: Authors’ compilation

In this contractual situation, a contract is concluded which, in addition to the
basic salary, offers the designer various forms of rewards for achieving the
agreed results.

2.2. Rewarding the designer

The reward system deals with the strategies, policies and processes needed
to ensure that the contribution of people in the organization is recognized
and rewarded with financial and non-financial means (Shneor, Mrzygtod,
Adamska-Mieruszewska & al., 2022). In practice (reward processes, practices
and procedures) it is about the design, implementation and maintenance of the
reward system (Fink, Wyss & Lichtenstein, 2018), which aims to satisfy the
needs of the owner and designer. The overall goal is to reward people justly,
fairly and consistently (Chamtitigul & Li, 2021) in accordance with their value
to the organization, and in order to advance the achievement of the organization’s
strategic goals (Nguyen, 2020).

Reward management is not only salary and employee benefits, but also non-
financial rewards such as recognition, learning and development opportunities,
and increased job responsibility.

Figure 2 shows the total reward system with basic elements: definition of the
total reward system; the purpose of the total reward system; the functioning of
the reward system; reward system design, types of rewards and social partners
in the reward system.

78 http://www.ae.ef.unibl.org/


http://www.ae.ef.unibl.org/

(ACE) Acta Economica, Vol. XXI, No. 38, 2023 75-92

The total reward system consis
mutual relations and practices t
order to effectively manage rew
of the company and employees

- Employed  gogial partners Definition
- Workers union =L —

- Government

It helps provide financial and nc
to employees who achieve cert
An effective reward system hel}
become more competitive by re
employees and reducing the ral
turmnover,

The purpose of the

total reward system
- Basic salary

f to the cost of living

hort-term incentives  Different types of

compensation

Total reward
system

ong-term incentives
- Focus on work

- Extras

wcial compensations
cial compensations

How the reward - Reward strategy
system works - Reward policy

- Rewarding practices
- Reward process

= Reward procedures

The importance of
the total reward
system

ncreasing influence  Benefit from

\ployee cooperation _ compensations retaining personnel, as well as |

ng individual neads influencing behavior and motive

d retaining workers - Encourages employees to cor
- Creates a relaxed and challen
environment

- It deals with the prablems of n

Figure 2. Total reward system
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The reward is usually something of value (Tan, Teoh & Cheah, 2019), such as
money. There are two types of rewards. Extrinsic rewards are concrete rewards
that employees receive such as: salary, bonuses and benefits. Intrinsic rewards
tend to give personal satisfaction to an individual such as: using knowledge
and skills, advancement, career development, gaining new obligations and
responsibilities, creativity and independence in performing tasks (Figure 3.)

Bonuses

Extrinsic
rewards
productivity
Rewards Using knoyvlcdgc Employee Achlevmg
and skills performance business results
Job satisfaction
— Career development
Intrinsic
rewards

New obligations and
responsibilities

Creativity and
independence

Figure 3. Extrinsic and intrinsic rewards

Source: Authors’ compilation
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2.3. The success of the information systems development project

The success of the information systems development project is interpreted
differently (Razzaq, Huang, Sun & Xie, 2019). One group of authors (Puche
Regaliza, Jiménez & Val, 2017) suggests that projects be evaluated as successful
if they are completed within the planned time, defined budget and quality. Other
authors (Eichhorn & Tukel, 2018) emphasize that the designer must primarily
satisfy the wishes and requirements of the user.

The third group of authors (Einhorn, Meredith & Marnewick, 2022) emphasizes
that the project must achieve the defined goals of the project, and that it was
completed within the foreseen time and within the planned budget.

If we summarize the factors on the basis of which the success of the project is
evaluated, we can group them as:

1) client satisfaction, i.e. acceptance of the project by the client,

2) perceived quality of the project, i.e. that the project affects the improvement
of the user’s performance,

3) successful implementation of the project, i.e. that the project was completed
within the plan and budget and meets the specified requirements.

In addition to the numerous tools and techniques developed for managing
information systems development projects, we still have a large number of failed
projects. Tools and techniques alone will not do much (Ciric Lalic, Lalic, Deli¢,
& Gracanin, 2022). It is similar to having a quality musical instrument. A musical
instrument does not create music, but a musician on that musical instrument
creates music. The same is true of information system project management.
Project management tools and techniques do not manage the project, the
designers and the project manager do. Tools and techniques can speed up some
activities, but the knowledge and skills of designers and project managers are
crucial. Inadequate knowledge and skills of designers and project managers are
more likely to cause project failure than lack of project management tools and
techniques.

The team of designers is led by a team leader and he or she is in charge of
connecting individual competencies of designers with group competencies
with the aim of creating team competencies. That’s why he needs to create a
complementary team, which has good communication and commitment. Then
the projects will be cheaper, that is, they will cost less. It will be better and of
better quality, that is, it will fulfill the wishes and demands of the users. They will
finish faster, that is, they will be finished in the predicted time schedule.
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The manager tries to motivate the designers by offering them various types of
rewards and achievements to achieve the defined goals of the project (Todorovic,
Todorovi¢ & Tomas, 2020).

3. MATERIALS AND METHODS

Only respondents who were willing to voluntarily participate in the research
took part in the research. The research examined the attitudes of 30 employees
who work on the development of information technology projects. Individual
and average assessments of respondents represent the opinion of those persons,
and not the position of the organization in which they are employed.

In this study, an open and closed questionnaire was used. This is because the fact
that for sensitive topics that require fixed answers and where less articulation is
needed, open-ended questions are suitable.

The study is designed to evaluate the influence of the independent variables on
the dependent variable.

Respondents were asked to express their perceptions using a five-point scale
Likert scale.

Table 1. Five-level Likert scale of perception

Agreement
1 2 3 4 5
I don’t agree atall I do not agree I’'m undecided I agree I completely agree
Frequency
Never Rarely Occasionally Often Very often
Significance

It doesn’t matter ~ Little important Moderately important Important Very important
Probability

Almost never right Usually not true  Occasionally true  Usually true Almost always right

Source: Authors’ compilation

The percentage of perception ranges from 0% to 100%. Zero percent is when
the perception is negative (1), and a hundred when the perception is maximally
positive (5) is 100 %.

After the research was conducted, a conversation was held with randomly
selected respondents and the summary results of the research were presented.
We asked them to give comments on certain characteristic items.
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Research design

The research design is based on the assumption that company owners offer
project managers and designers work contracts that are based on business results.
Various types and forms of rewards are defined in the contracts. The owners
have at their disposal numerous opportunities for motivating and rewarding the
designer and manager of the information systems development project.

Extrinsic motivation and rewards influence the satisfaction of designers to
achieve rewards or avoid unwanted consequences. In extrinsic rewards, in
addition to a fixed salary, bonuses and benefits are offered.

Intrinsic motivation comes from the designer himself who performs certain
work activities for his own satisfaction. Intrinsic motivation and rewards refer
to: the possibility of using one’s own knowledge and skills, the possibility of
advancement, the possibility of learning and personal development, receiving
more responsible tasks and creativity and independence in performing tasks.

Input variables Response variables Output variables

Performance-
based contract

Rewarding Project success

Intrinsic
rewards

Extrinsic
awards

Figure 4. Research model

Source: Authors’ compilation
Based on the draft of the research, we set the following hypotheses in the paper:
H,— The main hypothesis

If the cost of controlling the manager and the project team is high, then the owner
will conclude a full contract based on the achieved business results and using
rewards as motivation to achieve project success.
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H, - Hypothesis

Intrinsic rewards have a positive effect on user satisfaction, perceived quality
and the project implementation process, that is, on the overall success of the
information systems development project.

H, - Hypothesis

Extrinsic rewards have a positive effect on user satisfaction, perceived quality
and the project implementation process, that is, on the overall success of the
information systems development project.

4. RESULTS

Awarding managers and designers with the aim of obtaining a quality design and
implementation of the information systems development project was carried out
on the basis of extrinsic and intrinsic awards. The mean value of perception and
percentage of perception of all respondents is shown in Table 2, 3, 4 and 5.

Table 2 shows the mean values and percentage of the perception of all
respondents about the impact of rewards on the success of the information
systems development project. The respondents’ perception was measured on a
five-point scale. On the Likert scale, it has a mean value of 3.86 or 77.2% of the
total value. The reported values are close to value 4 on the Likert scale, which
represents agreement with the stated attitudes.

Table 2. Remuneration of managers and designers

Likert scale from 1-5

Awards Mean value of perception % of perception
ER Extrinsic rewards 3.95 79.0
IR Intrinsic rewards 3.77 75.4
Total - average 3.86 77.2

Source: Authors’ compilation

Rewarding is represented by extrinsic and intrinsic rewards. The respondents’
evaluations show that they believe that extrinsic and intrinsic rewards are
approximately equally influential as motivators for the successful completion
of an information systems development project. Extrinsic rewards have a mean
value of 3.95 or 79%, intrinsic rewards have a mean value of 3.77 or 75.4%.

Extrinsic rewards are presented in Table 3 and are divided into three basic
constructs: salary, bonuses and benefits. In Table 3, bonuses are divided into
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three subcategories: bonuses for achieved results, bonuses for meeting deadlines
and bonuses for savings. Benefits are divided into three subcategories: health and
safety benefits, time off and flextime benefits, and other benefits. The constructs
that were evaluated and have the highest level are basic salary with a mean value
of 4.82 (96.4%) and bonuses based on achieved results with 4.71 (94.2%). The
construct with the lowest level is other benefits and conveniences with a mean
value of 3.21 (64.2%).

Table 3. Extrinsic rewards

Likert scale from 1-5

o .
Average value perception % of perception

Extrinsic rewards

ERO1 Basic salary 4.82 96.4
ERO2 Bonuses for achieved results 4.71 94.2
ERO03 Bonuses for meeting deadlines 3.98 79.6
ERO04 Bonuses for savings 3.63 72.6
EROS5 Safety and health benefits 3.44 68.8
ERO06 Benefits of free and flexible time 3.86 77.2
ERO07 Other benefits and benefits 3.21 64.2
Total - average 3.95 79.0

Source: Authors’ compilation

Intrinsic rewards are presented in Table 4 and are divided into five constructs,
namely: use of knowledge and skills, advancement in work, career development,
obtaining new obligations and responsibilities, and creativity and independent
work in the execution of tasks. The construct rated at the highest level is career
development with a mean value of 4.42 (88.4%). The construct with the lowest
level is new obligations and responsibilities with a mean value of 3.38 (7.6).

Table 4. Intrinsic rewards

Likert scale from 1-5

o .
Mean value of perception 76 of perception

Intrinsic rewards

IR01 Use of knowledge and skills 3.72 74.4
IR02 Advancement in work 3.62 72.4
IR03 Career development 4.42 88.4
IR04 New obligations and responsibilities 3.38 67.6
;l:i)fi rcnzlesg\t/;‘;}{( Sand independence in 372 744
Total - average 3.77 75.4

Source: Authors’ compilation
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The success of the information systems development project was measured by
three dimensions: user satisfaction, perceived quality and the implementation
process. The mean value of perception and the percentage of perception of all
respondents is shown in Tables 5, 6, 7 and 8.

Table 5 shows the mean values and percentage of the perception of all respondents
about the influence of individual elements for the success of the project on
the overall success of the information systems project. The perception of the
respondents who evaluated the success of the information systems development
project based on the five-level scale. The mean value of the Likert scale is 3.88
or 77.6% of the total value. The reported values are close to value 4 on the Likert
scale, which represents agreement with the stated attitudes.

Table 5. Project success

Likert scale from 1-5

Awards Mean value of perception % of perception
SC User satisfaction 4.19 83.8
Q Participated quality 4.07 81.4
I Implementation process 3.37 67.4
Total - average 3.88 77.6

Source: Authors’ compilation

Table 6 shows the sub-elements of the user satisfaction construct, namely: the
project that was developed is used by its users and the project contributes to
increasing the efficiency and effectiveness of employees. Both sub-elements
have a high level of agreement over 4, i.e. the project that was developed is
used by its users has a level of agreement of 4.31 or 86.2% and the project
contributes to increasing the efficiency and effectiveness of employees has a
level of agreement of 4.07 or 71.4%.

Table 6. User satisfaction

Likert scale from 1-5

User satisfaction Mean value of perception

% of perception

SCO01 The project that was developed is used 4.31 86.2
by its users

SCO03 The project contributes to increasing the 4.07 81.4
efficiency and effectiveness of employees

Overall — average 4.15 4.19 83.8

Source: Authors’ compilation
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Table 7 shows the sub-elements of the participatory quality construct with values:
the project fulfilled the wishes and requirements of the users 4.17 (83.4%), the
project showed significant improvements in the implementation of activities 4.14
(82.8%). The project results had a positive impact on business decision-making
3.86 (77.2%) and the project results had a positive impact on the organization’s
performance 4.12 (82.4%). The expressed values are above the value 4 on the
Likert scale, which represents agreement with the stated attitudes, except for the
value of the project results that had a favorable effect on the making of business
decisions, which has a value of 3.86.

Table 7. Participating quality

Likert scale from 1-5

Participating quality Mean value of perception

% of perception

QO1 The project fulfilled the wishes and
requirements of the users

Q02 The project has shown significant 4.14 2.8
improvements in the implementation of activities ’ ’

QO3 The results of the project had a favorable

4.17 83.4

impact on business decision-making 3.86 71.2
Q04 The results of the project had a positive

) e 4.12 82.4
impact on the performance of the organization

Total - average 4.07 81.4

Source: Authors’ compilation

Table 8 shows the sub-elements of the implementation process construct with
the following values: the project was implemented without major problems and
errors 3.50 (70%), the project was completed within the foreseen deadlines 3.32
(66.4%), and the project was completed within the budget 3.19 (67.4%). The
expressed values are above value 3 on the Likert scale, which represents partial
agreement with the stated attitudes.

Table 8. Implementation process

Likert scale from 1-5

Implementation process Mean value of perception

% of perception

101 The project was implemented without major

problems and errors 3.50 70.0
102 The project was completed on time 3.32 66.4
103 The project was completed within the budget 3.19 63.8
Total - average 3.37 67.4

Source: Authors’ compilation
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S. DISCUSSIONS

This research supports the hypothesis that in conditions where the costs of
controlling the execution of work activities of project managers and designers
in the development of information systems projects are high, the owner of the
company concludes a labor contract with the project manager and designers
based on the achieved business results. In this way, he will be able to use the
reward as a motivation to achieve the success of the project. Analyzing the data
collected through the survey, the level of agreement with the questions about the
impact of rewards on the success of projects was 3.86 (on a Likert scale from
1 to 5), i.e. 77.2% agreement, which means that the respondents agree with the
stated impact (Figure 5.).

In further discussion with the project managers and designers, they believe that
the best model for the work contract is a complete contract based on the achieved
results. This type of contract further motivates them to increase productivity,
achieve defined business results and be satisfied with their work. Therefore,
rewarding has a positive effect on the success of the information systems
development project, i.e. on its quality, completion deadlines and budget.

For performance-based work contracts for which a fixed salary is determined,
they believe it is not applicable for the project manager and designers, but it is
applicable for the administrative staff associated with the information systems
development project.

Until now, it has not been the practice to conclude employment contracts as
incomplete contracts and to protect risks by introducing a third party, i.e. a notary
or a court.

Intrinsic rewards, which are based on the personal satisfaction of individuals,
that is, their sense of contribution and self-importance, were significantly valued
with a total score of 3.77 or 75.4% satisfaction. Based on these data, the first
auxiliary hypothesis is confirmed, i.e. that intrinsic rewards have a positive effect
on user satisfaction, perceived quality and the project implementation process,
i.e. on the overall success of the information systems development project.

The most valued item was career development with 4.42 or 88.4%. In the
conversation with the designers, they pointed out that career development in
the field of information technology is very important, as technology, knowledge
and skills quickly become obsolete, and thus reduce their competence and
competitiveness on the labor market.
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Extrinsic rewards based on employee earnings were evaluated with an overall
rating of 3.95 or 79% satisfaction. Based on these data, the second auxiliary
hypothesis is confirmed, i.e. that extrinsic rewards have a positive effect on user
satisfaction, perceived quality and the project implementation process, i.e. on the
overall success of the information systems development project.

The most valued items related to material income of employees. The basic salary
was valued at 4.82 or 96.4%, and the bonuses for the achieved results were
valued at 4.71 or 94.2%. In the conversation with the designers, they pointed out
that material rewards are the biggest motivator for achieving business results, but
that bonuses and benefits are also an important motivator.

Analyzing how certain items of the project affect its success, we see that
user satisfaction is the most important item and was rated with 4.19, i.e. 83%
satisfaction, while perceived quality had an effect of 4.07 or 81.4% satisfaction,
and the implementation process had an effect of 3 .37 or 67.4% satisfaction.

In conversations with respondents, they stated that the implementation process
had the least impact on the success of the project, 3.88 or 77.6%. As an
explanation, they stated that in practice, during implementation, certain problems
and small errors appear that the user tolerates and does not significantly affect
his satisfaction and the quality of the project.

Input variables Response variables Output variables

HO+ 3.86 or 77.2%

Performance-
based contract

Rewarding Project success

3.77 01 75.4% 4.19 or 83.0% 133

User 3.88 or 77.6%

satisfaction

Intrinsic
rewards

4.07 or 81.4% H3bH

Perceived
quality

3.37 or 67.4% H3c+H

Extrinsic
awards

Implementation
process

3.95 or 79.0%

Figure 5. Model analysis results

Source: Authors’ compilation
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6. CONCLUSIONS

Poor performance of information systems development projects has become a
problem for project companies, project users and society as a whole. In order
to try to solve this problem, this research tried to give an answer regarding
the impact of rewards, i.e. intrinsic and extrinsic rewards, on the success of
information systems projects.

The answers to the questions can help owners, project managers and designers
create better labor contracts based on business results. Owners can analyze all
models of employment contracts and find the model and reward methods that
best suit their goals and needs. In addition, owners can have useful information
related to motivating project managers and designers to achieve the success of
the information systems development project.

Designers can use the information for future labor contract negotiations with
owners.

Also, the research confirmed that by using the Likert scale it is possible to
obtain information and attitudes of individual respondents on the basis of
which valid conclusions and recommendations can be made.
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HAT'PABUBAIBLE U YCIIJEX ITPOJEKATA PA3BOJA
NH®OPMALMOHUX CUCTEMA

1 Bopuc Togoposuh, Exonomcku dakynrer Yausepsutera y bamoj Jlynun, bocHa n Xepuerosnna
2 Mapwuja Togoposuh, Acka Menua, beorpaa, Cpouja

CA/KETAK

CBpxa UCTpakHBama Ce OJHOCH Ha yTBphHBame y3poKa HEyCIjexa Mmpojekara
pasBoja nH(popManmoHux cuctema. Ilommm cMo 10 XuIoTe3e Aa HarpahuBame
Moxe 1MOoOO0JBIIATH YCHJENTHOCT MpojeKara pa3Boja WHPOPMAIIMOHUX CHCTEMA.
Crora ce npejuiaxke Jja YroBOpH 0O pany Oylly Be3aHH 3a pe3yiTare MmociiOBama.
ExcTpuH3nyHe W MHTPUH3WYHE Harpajga cy no0ap MOTHBAaTop KOjU yTHYE Ha
noGoJblamenepGopMaHCH3aoCIeHUX, 0OJTHOCHO HATOBehamb e POy KTHBHOCTH,
pe3ynTara TOCJOBamba W 33J0BOJECTBA IOCIOM, T€ AONpUHOCH moBehamy
YCIjeNTHOCTH IIpojeKara pa3Boja MH(PpOPMAMOHUX cucTeMa. Y UCTPAKUBABY CY
y4eCTBOBAJIM MIPOjEKTAHTH U PYKOBOIMOIIM MTpOjeKaTa pa3Boja HHPOPMAIIMOHUX
CHUCTEMa KOjU Cy Y aHKETHHM NHTamkUMa H3HHjeH CBOjE€ CTABOBE O YTHUIAjy
HarpahuBama Ha YCHJEIIHOCT TPOjeKTa pa3Boja MHPOPMAIIMOHHX CHCTEMA.
CraBoBH Cy BpeIHOBaHHM Ha OCHOBY merocTeneHe JIukeproBe ckame. JlomaTHe
MOJIATKE CMO TPUKYIHUIIM TaKO INTO CMO Pa3roBapajd ca PyKOBOIAHMOIMMA U
MPOjeKTaHTHMa Koju ce OaBe pa3BHjeM HH(opManuoHuX cucrema. J{nzajHom
HACTpakMBamka YTBPAIA CMO HE3aBHUCHY BapHjadITy Koja C€ OTHOCH Ha YTOBOP O
pany TeMeJbeH Ha pe3yJITaThMa IOCIOBamka, KOjH je OCHOBA 3a MPUMjEHY pa3HUX
o0nrka HarpaljuBama U 3aBUCHY BapHjalily Koja ce OJHOCH Ha yCIjeX MpOojeKTa
pa3Boja uHpOpMANMOHUX cUcTeMa. [TTaBHH Halla3d HCTPAXKHBAKa Cy BE3aHU
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3a neuHucame yropopa n3Mel)y BIacHUKA, ca je[He CTpaHe, U PYKOBOAUOIA U
MpojeKTaHara, ca Apyre CTpaHe, YuMe ¢e pjeliaBajy npoOaeMu OMOPTYHUTETHOT
MOHAIakha PYKOBOAMOIIA M IPOjeKTaHaTa pa3Boja WHPOPMAIMOHUX CHCTEMA.
[Mopen tora, neduHncanu cy GakTOpu EKCTPUH3NYHUX U HHTPUH3WYHUX HArpaaa
Koju ce Hajuemhe KOPUCTE KOJ MOTHBHCAama PYKOBOIMOILIA M IPOjeKTaHaTa
pa3Boja uH(pOpMaIMOHUX cucTeMa. [IpakTHUHE HMIUTUKAIMje HCTPaKHUBaba
OJIHOCE ce Ha KOPHCTH Koje hie uMaTH BIIaCHHK KOMIIaHHWje, T€ PYKOBOIHOIH U
NpOjeKTaHTH pa3Boja nHpopmannonux cucrema. Onu he nobutn HajoOIBH MOIET
yroBOpa o paiy 3a 3alociieHe KOji pajie Ha pa3Bojy Mpojekra HHHOPMAIMOHUX
cucrema. Ilopen Tora, mobuhe mHbOpManuje o craBoBHMa IpoOjeKTaHaTa U
PYKOBOAMOIIA MPOjeKTa Be3aHMUX 3a (hakrope HarpahuBama KOju MOOOJbIIABAjY
VCI[JEIIHOCT TMpPOjeKTa pa3Boja WHPOpPMAIMOHHX cucTeMa. OpUTHHAITHOCT
UCTpaXHBamba OJHOCH CE HAa KpeHpame MOJIea KOjH MOBE3yje YroBOp O pay
TeMeJbEH Ha pe3yaTaThMa MocioBama ca (pakropuma HarpajuBama Koji MoMaxy
na ce moeeha ycmjenHocT npojekra pa3soja nHGOPMAIIMOHUX CUCTEMA.

KibyuHe pujeun: unmpun3zuune Hacpaoe, ekCmpuHsuyHe Hazpaoe, 3a0080,/6CMeEo
KOPUCHUKA, K8ATUMeEM NPOjekma, npoyec umniemeHmayuje npojexma.
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ABSTRACT

Turkey experienced many economic crises during the
90s and 2000s, and international trade activities changed
drastically as the Turkish currency “Lira” fluctuated
severely. The Turkish lira has depreciated rapidly
against foreign currencies in recent years, affecting
Turkey’s international trade activities. The research uses
Autoregressive Distributed Lag (ARDL) bounds testing
to investigate the effect of the Turkish Lira depreciation
on Turkish exports from 1990 to 2020. The findings
suggest that the exchange rate is related to exports in
both short and long run. In contrast, the inflation rate
has a negative and insignificant long run influence on
exports, but a negative and significant short run effect.
Furthermore, imports have a negative and insignificant
impact in the long run, while exports have a positive
and significant effect in the short run. In the long run,
the deposit interest rate is positive but insignificant at 1
percent and 5 percent significance levels. These results
suggest that Turkey should produce its intermediate goods
in anticipation of the high exchange rate and export high-
value-added technology-intensive products to eliminate
the dependency of Turkey’s exports on imports.

© 2023 ACE. All rights reserved

1. INTRODUCTION

Integrating with the global economy assists countries in increasing economic
growth and development while decreasing poverty. With the foundation
of the World Trade Organization (WTO) in the early 1990s, the process of
trade liberalization advanced, and developing nations, in particular, became
considerably more significant in global trade, substantially raising their incomes
(IMF, 2001). Yet, trade liberalization has caused significant issues with the
exchange rate throughout the years.
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The first effect for any economy is that an inflated exchange rate leads to a
balance of payments deficit since trade liberalization causes import prices to fall
and import volumes to increase.

If export production reacts with a slight lag to more favorable incentives and
if trade policy removes an anti-export bias, countries are likely to experience
balance of payments deficits and overvalued currency real exchange rates. If
the currency’s real exchange rate continues to be overvalued, it could become
unsustainable to discriminate against export (Collier & Gunning, 1992). On
the other hand, a sustained excessive depreciation of the currency after trade
liberalization could unnecessarily increase import prices for producers and
consumers, reverting some of the pre-liberalization anti-export biases back
into production. A chronic over-depreciation of a currency as a result of trade
liberalization, on the other hand, may raise import prices for both producers and
consumers, restoring part of the output’s pre-liberalization anti-export bias.

Foreign trade tactics are crucial for growing economies such as Turkey. Turkey,
which began a revolutionary trade transformation process in 1980, transitioned
its trade liberalization policies within the context of the post-1980 liberalization
trend (Utkulu & Seymen, 2004). Turkey’s trade activity has also increased
after the adoption of the Customs Union Decision in 1995. As a result, Turkey
removed custom taxes on industrial items from the European Union (EU).

During the 1990s and 2000s, Turkey faced several economic crises, and foreign
trade activity altered dramatically as the Turkish currency “Lira” fluctuated
dramatically. From 1970 to 2020, the proportion of intermediate and investment
products in total imports in Turkey varied between 80% and 90%. In 2020,
roughly 75% of all imports were intermediate products, with the remaining 15%
being investment items. Because the import of intermediate products is required
for increased production and economic growth, the import of these commodities
is highly sensitive to price variations. Despite rising investment goods prices,
these items must be imported to ensure production continuity. As a result, given
the wide range of imported goods, it is difficult for the actual exchange rate to
have an influence on imports. As a result of the variety of items in imports, the
actual exchange rate has a tough time influencing imports. Because consumer
items account for almost half of overall exports (40% in 2020), the actual
exchange rate may have a greater impact on exports. Yet, because intermediate
and investment goods account for nearly 60% of total exports, and imports of
intermediate and investment goods are required for the manufacturing of these
items, imports are unavoidable for increased production and exports. As a result,
the effect of the real exchange rate on exports is expected to be bigger than the
effect on imports in the short run (Catalbas, 2021).
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In recent years, the Turkish lira has depreciated fast against foreign currencies,
harming Turkey’s international commercial activity. The primary goal of
this research is to examine the economic consequences of the Turkish lira’s
depreciation on international trade. This study specifically intends to:

- analyze the trend and pattern in the exchange rate connected to Turkey’s
international trade operations; and

- evaluate the significance of Turkish Lira indicators in the Turkish trade
process.

Unlike the existing literature about the exchange rate-trade relationship in
Turkey, the study adds other important variables, such as deposit interest rate and
inflation, to the model. In general, in countries where price stability is unstable
and prices tend to increase, the directing of exports to other countries causes
a decrease in export rates. However, it paves the way for the import of these
goods from other cheap countries and increases imports. Because Turkey’s final
exports are dependent on importing raw material and semi-finished goods, the
effect of inflation is especially crucial to be examined. Besides, monetary policy
decisions are effective on exchange rate. For this reason, the deposit interest rate
has been added to the model.

This paper is divided into the following sections: the second and third section
examines the theoretical literature and empirical literature, respectively; part
four covers the estimation method used in the analysis; section five includes the
findings and discussion, while section six includes the conclusions and policy
recommendations.

2. THEORETICAL LITERATURE REVIEW

Currency depreciation is generally defined as the decline in the value of a
currency at its exchange rate relative to other currencies. Although devaluation
and depreciation are separate phenomena, the main impact on a currency remains
the same. Both lead to a devaluation of the national currency in terms of foreign
currency. Therefore, both benefits will be broadly similar (Bhatia, 2022).

There are several ideas on how devaluation and depreciation impact trade
balance. In its most basic form, “classical trade theory” refers to trade in goods
and services using the real exchange rate. All other factors held constant, trade
theory argues that exchange rates can affect an economy’s imports and exports
(Adeyemi & Oseni, 2021).
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Lerner (1944) extended the classical trade theory by considering the price
elasticity of import and export demand as essential factors for assessing the
impact of exchange rate fluctuations on the trade balance. Increased exports and
decreased imports as a result of currency depreciation may not always imply
a trade balance adjustment or improvement. According to the “exchange rate
elasticity approach” (Krueger, 1983), transactions made during a depreciation
or devaluation may dominate a short-term trade balance adjustment. That is, the
trade balance initially worsens during the ‘contract period’ until the volumes
of exports and imports adjust. Export and import elasticity increases with time,
quantities respond to changing effective prices, and the trade balance improves.
According to Williamson (1983), higher import costs due to devaluation may
result in the higher local price of non-traded commodities. In general, inflation
increases the effective real exchange rate, reducing the possibility of an
improvement in the trade balance.

A depreciation or devaluation diminishes the real money supply, resulting in
an excessive demand for money, according to the monetary approach to the
exchange rate. This leads to stockpiling and increased trade balance (Upadhyaya
& Dhakal, 1997). Krugman (2016) also argued that the real exchange rate is
essential for correcting trade balances and significantly influences commerce.
Devaluation is especially critical when capital inflows are unsustainable. He
criticizes “elasticity pessimism” which maintains that trade flows do not respond
to price signals and currency devaluation.

Because the theoretical overview does not provide a clear response concerning
the relationship between currency depreciation and international trade, an
overview of empirical research is required, which is the focus of the next section.

3. EMPIRICAL LITERATURE REVIEW

There is no consensus in the empirical literature examining the relationships
between exports, imports and real exchange rates. There is no association
between these variables in many studies. In many studies, sometimes very
significant relationships were found among these variables while sometimes
no significant relationships were found among them. In Armenia, for example,
Barseghyan & Hambardzumhyan (2017) inspected the effect of exchange rate
changes of Armenian exports on its major trading partner between 2007 and
2016. They accepted that exchange rate changes will have a significant negative
impact on exports in both short and long term. Kumar, Begam & Nargis (2020)
examined the impact of currency depreciation on exports of SAARC countries -
Bangladesh, India, Pakistan and Sri Lanka from 1981 to 2017. The panel ARDL
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model revealed a reverse relationship between the currency depreciation and
exports in the long run, as well as a significant role for ECM in the short run.
Contrary to Kumar, Begam & Nargis (2020), Alemu & Lee (2014) found no
evidence for the effect of depreciation to improve trade balance for 14 Asian
economies.

Oluitan, Anifowose & Arokoyo (2021) analyzed the impact of currency
fluctuations on the export revenue of the selected African countries from 1990 to
2019. For the estimation of the variables, GMM is applied. They revealed that the
inflation rate has a positive, but without significance effect on the export revenue
of the selected countries. Dilanchiev & Taktakishvili (2021) used monthly GEL
exchange rate data from May 2006 to April 2020 to examine the impact of
the deprecation of the Georgian lari on exports. In this study, an ARDL model
was applied. They observed that currency depreciation has a negative long-run
effect on exports. The findings show that the influence of the exchange rate on
Georgian exports reveals inelastic demand for Georgian export goods. Adeyemi
& Oseni (2021) investigated the association between currency depreciation and
Nigerian trade balance. Using the ARDL model, the authors discovered that
currency depreciation had a positive and significant influence on Nigeria’s trade
balance from 1986 to 2018. However, Genemo (2017) asserted that currency
depreciation would affect the trade in African countries negatively.

From a different point of view, Brun, Gambetta & Varela (2022) examined why
exports respond to exchange rate depreciations slowly and why they act after
exchange rate appreciations quickly for Pakistan’s economy. They found that
the sluggish reaction to depreciations stems from three different channels -
information, supply constraints and pricing to the market.

In the extant literature, several studies about the currency depreciation-trade nexus
give mixed results in Turkey. For example, Giil & Ekinci (2006), concluded that
there is no causal relationship from the real exchange rate to imports and exports.
Barisik & Demircioglu (2006) argued that there is an existence of a weak nexus
between the exchange rate regime and export-import. Ordu (2013) investigated
the sensitivity of Turkish trade deficit to fluctuations in real exchange rates.
The author revealed that trade deficit has a tendency to constantly grow despite
longer devaluation periods. Thus, foreign exchange policy could not establish
a positive trade balance. Barak & Naimoglu (2018) used ARDL analysis to
evaluate the international trade volume and exchange rate movements of the
vulnerable five nations, including Turkey. The study discovered a positive and
substantial association between foreign trade volume and exchange rate in both
long and short run.
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Among the newest studies, Siinbiil (2021), for example, used monthly data from
January 2013 to July 2020 to study the real effective dollar sales rate and Turkey’s
import and export connection with ARDL. The author determined a long run
negative relationship between the exchange rate of the dependent variable and
the imports of the independent variables. The study discovered a positive and
substantial association between foreign trade volume and exchange rate in the
long and short run. There is also a positive relationship with exports. Catalbag
(2021) examined the long and short-term relationships between exports, imports,
and the Turkish real exchange rate using quarterly data from January 1990 to
March 2019. The vector error correction model (VECM) was used to confirm
the long-term link between the series, while the Granger causality test was used
to analyze the short-term relationship. At the 1% significance level, the Granger
causality test indicated a two-way causation relationship between real exchange
rate and export and a one-way causality association between import and export
and import and real exchange rate. Furthermore, it was discovered that short-
run deviations in the series were stabilized in the long run. Dinger, Shingal
& Tekin-Koru (2022) applied a gravity model using a firm-based database of
Turkish companies to observe the exchange rate - trade relationship from 2003
to 2015. They found that the depreciation of the lira was related to an increase
in the number of Turkish exports. However, this association can differ from
sector to sector in Turkey. Finally, Kopuk & Mecik (2022), analyzed the effect
of depreciation on Turkey’s imports and exports after 2008 global crisis from
the first quarter of 2008 to the last quarter of 2020. They applied Augmented
Dickey-Fuller (ADF), Phillips Perron (PP) and Zivot-Andrews (ZA) for unit
root tests and short-long term coefficient estimations; Vector Error Correction
Model (VECM), Dynamic Least Squares Method (DOLS) and Fully Modified
Ordinary Least Squares Method (FMOLS) methods. They revealed that real
effective exchange rate decreased exports both in the short and long run. They
also pointed out that there is a unidirectional causality from inflation to exports.

4. DATA AND METHODOLOGY

4.1 Data Set

This study section investigated the data sources, models, and econometrics
techniques employed. The study relied on yearly time series data obtained
from secondary sources. It involved annual data for Turkey on export rate (as a
percentage of GDP), exchange rate, inflation rate, deposit interest rate, and import
rate (as a percentage of GDP), which are all collected for the period spanning
from 1990 to 2020. The information was obtained from the Turkish Central Bank
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Bulletin and the World Bank. The logarithm of all series was taken in order
to purify the series from small fluctuations and make them linear. Accordingly,
LEXP denotes the average export rate, LDEPO represents the deposit interest
rate, LIMP symbolizes the import rate, LEXC indicates the exchange rate and
finally LINF denotes the inflation rate.

Table 1 summarizes the first descriptive statistics of our series. It can be observed
that LEXP is 3.09 per cent with the standard deviation 0.21 per cent and maximum
of 3.48 per cent. Besides, LDEPO, LIMP, LEXC and LINF have a mean value
of 3.47 per cent, 3.22 per cent, -0.64 per cent, and 3.09 per cent respectively.
LEXP, LDEPO, LIMP, and LINF have probability values greater than 0.05. This
suggests that the variables are normally distributed. The distributions of LDEPO
and LINF are somewhat right-skewed, whereas the distributions of other series
are slightly left-skewed. LDEPO, LIMP, and LINF have kurtosis values of less
than 3. This suggests that the distribution is platykurtic. LEXP and LEXC have
kurtosis greater than 3. This suggests that the distribution is leptokurtic.

Table 1. Descriptive statistics of the data used

LEXP LDEPO LIMP LEXC LINF
Mean 3.092030 3.473865 3.223078 -0.645797 3.096218
Median 3.135755 3.188788 3.262472 0.354873 2.719979
Maximum 3.4886282 4.474959 3.400831 1.948280 4.656053
Minimum 2.592639 2.592041 2.940695 -5.948405 1.832581
Std. Dev. 0.219035 0.686015 0.144500 2.222829 1.029809
Skewness -0.870373 0.203207 -0.558553 -1.144493 0.239664
Kurtosis 3.618761 1.382927 1.975208 3.083327 1.292316
Jarque-Bera 4.408543 3.590959 2.968412 6.776604 4.063507
Probability 0.110331 0.166048 0.226682 0.033766 0.131105
Sum 95.85294 107.6898 99.91543 -20.01972 95.98277
Sum Sq. Dev. 1.439295 14.11850 0.626405 148.2291 31.81518
Observations 31 31 31 31 31

Source: Author’s compilation

4.2 Methods

Many unit root tests are used in the literature to check for the stationarity of the
series. Augmented Dickey Fuller ADF (Said & Fuller, 1984) test has been used
commonly for this purpose.
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Table 2. Unit Root Test
Augmented-Dickey Fuller Unit Root Test

Country Variables Level 1% Difference

Turkey LEXP 1.094469 -5.031651*
LDEPO -0.652165 -5.449138*
LIMP -2.018493 -5.769450*
LEXC -2.987565*
LINF -0.990364 -4.657942*

Note: * denotes that the series become stationary at 1 % level of significance

Source: Author’s calculations

The model we use for the data will be an Autoregressive distributed lag ARDL
model (Pesaran, Shin & Smith, 2001). This approach is considered superior to
a similar one in the case of a small sample size (Ma, Wahab, Liu & Liu, 2018).
ARDL model can be applied independently of the series’ integration order since
it does not set restrictions under the variables of interest (Pesaran & Pesaran,
1997). The formal ARDL model structure used in this study is as below:

AExport, = const+6,, Export,_ +6
o Inflation Rate + 6

Inflation Rate

Deposit Interest Rate, +

Deposit Interest Rate

Import_ +06 Exchange Rate, +

Import Exchange Rate

P p .
ijlaExport,iAExporttfi + Z,‘:]aDeposit Interest Rute,iADePOSlt IntereSt Ratetfi +

Zp a Alnflation Rate,_, + 2;05 Almport,  +

i=1  Inflation Rate,i Import i

Zp (04 AExchange Rate, +6ECT _+¢,,

i=1  Exchange Rate,i

where, o

Export 5Dep0s[t Interest Rate’ 51/1/Zati0n Rate’ 5]mport’ 5E)cchange Rate arc the long_run

coefficients; a are the short-run

Export’ aDeposit Interest Rate® alnﬂation Rate’ a[mport’ aExchange Rate
coefficients, ECT is the error correction term, ¢, is the error term.

Critical values like Akaike, Schwarz, and Hannan-Quinn are used to determine the
number of lags. The lag length providing the smallest critical value is determined
as the lag length. If the model creates an auto-correlation problem, the second
lag length that provides the smallest critical value is taken. If the autocorrelation
problem still continues, this process is continued until this problem disappears
(Karagol et al., 2007). In this study, the number of lags was determined as 4
according to the Akaike criterion. As a result of the LM test, an autocorrelation
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problem was found in the model. To eliminate this problem, the appropriate lag
length is taken as 3.

S. RESULTS AND DISCUSSIONS

The first technique to assess the long-run relationships between our series is
cointegration — Bound test (Pesaran, Shin & Smith, 2001).

Using both statistics (Fisher statistic and T-Student statistic), we found that
there is a long-term relationship between the series and therefore a cointegration
between them. Since the cointegration relationship has been determined, ARDL
model can be installed to determine the long and short run relationships. Table 3
presents the bounds test results.

Table 3. Bounds Test Results

Critical values*

Statistics Conclusion
Lower bound 1(0) Upper bound I(1)

F-Statistics

5.887073 3.354 4.774 Cointegration

t-Statistics

-4.051324 -2.86 -3.99 Cointegration

Note:*at 5% significance.
Source: Author’s calculations.

The long-term coefficients calculated according to the estimation results of the
ARDL (2, 3, 3, 3, 0) model are given in Table 4. According to the results, the
coefficient of exchange rate (LEXC) has a positive and significant effect on
exports at 1 percent level of significance. The inflation rate (LINF), at levels of 1
percent and 5 percent in the long run, has a negative impact on exports, indicating
that it is insignificant, but shows significance at 10 percent. The coefficient of
import rate (LIMP) depicts a negative and insignificant relationship with the
exports in the long run. Lastly, the coefficient of deposit rate (LDEPO) has a
positive but insignificant impact on exports at 1 per cent and 5 percent but shows
significance at 10 percent.

Table 4 presents the result of the short-run dynamic in the model that shows
the effect of inflation, exchange rate and import rate in promoting exports.
Significant correlations were found between the short-term export rate and
all other variables, in contrast to long-term coefficients. The direction of the
relationship between exports and exchange rates is positive, with a coefficient
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of 0.85. This coefficient can be interpreted to mean that 1 percent change in the
exchange rate will increase exports as the percentage of GDP by 0.85 percent.
This coefficient can be interpreted as 1 percent change in the exchange rate which
will increase exports by 0.85 percent. Similarly, the direction of the relationship
between exports and import is positive in the short run. In other words, 1 percent
increase in imports as a percentage of GDP will increase exports by 1.21 percent.
Additionally, the short run and long run directions of the connection between
inflation and exports are both negative. One percent increase in inflation causes
a decrease in exports of 0.25 percent. As expected, the error correction term
(ECM-1) is negative and statistically significant. This means that deviations from
the short run equilibrium will approach the long run equilibrium. The estimated
value of this coefficient is -0.715. It shows that the speed of adjustment is high.

Table 4. ARDL (2, 3, 3, 3, 0) Model Results
Long-Run Coefficients

Variables Coefficient Standard Dev. t-Statistics Prob.
LINF -0.391990*** 0.209811 -1.868302 0.0863
LIMP -1.450767 0.947031 -1.531912 0.1515
LEXC 0.166923* 0.036149 4.617614 0.0006
LDEPO 0.296615%** 0.154715 1.917162 0.0793

Short-Run Coefficients
LEXP (-1) 0.825741* 0.156100 5.289805 0.0002
LINF -0.253715* 0.055989 -4.531541 0.0007
LINF (-1) 0.106582%* 0.038990 2.733567 0.0181
LINF (-2) 0.123354* 0.036778 3.354005 0.0057
LIMP 1.210113* 0.292337 4.139452 0.0014
LIMP (-1) 0.259459 0.245878 1.055233 0.3121
LIMP (-2) 0.742717%%* 0.253364 2.931421 0.0126
LEXC 0.850751* 0.085148 9.991453 0.0000
LEXC (-1) -0.546191* 0.107961 -5.059169 0.0003
LEXC (-2) 0.178991%** 0.089932 1.990291 0.0698
ECT (-1) -0.715097* 0.114146 -6.264755 0.0000
Number of obs. R-squared Adjusted R-squared Log Likelihood
31 0.927763 0.878101 54.08185

Source: Author’s representation using E-Views 10

Note: *, ** *** ] percent, 5 percent, and 10 percent denote significance at one percent, five
percent, and ten percent levels.
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Aserial Breusch-Godfrey correlation LM test was used to determine whether there
is autocorrelation among the residuals. Since the probability value is higher than
1 percent, we cannot reject the null hypothesis of no presence of autocorrelation.
That means there is no autocorrelation problem in our model. In order to test
for heteroskedasticity, the Breusch-Pagan-Godfrey test was performed. We
observed that there is no heteroskedasticity in our model. The Jarque-Bera test
was utilized to evaluate the normality distribution of the residuals. Normality
was established at 1% and 5%. Similarly, the result displays the Ramsey Reset
test for misspecification, which confirms that the model is accurately specified.
All the test results are shown in Table 5.

Table 5. Diagnostic Test Results

Diagnostic Test Techniques Statistics Probabilities
Serial correlation (LM Test) 8.710378 0.0128
Heteroskedasticity (Breusch-Pagan-Godfrey Test) 18.64589 0.2302
Normality Test (Jarque-Bera) 3.656685 0.160680
Ramsey Reset Test 2.003494 0.1846

Source: Author’s representation using E-Views 10

At last, to check for the stability of the model, the CUSUM squared test is used.
As shown in Figure 1, our model deviates from the long-run equilibrium on and
off to return inside the range. That means that the model is stable; it converges
all the time to the long-run equilibrium.

1.6

0.8

0.4

0.0

-0.4 T T T T T T T T T T T

— CUSUM of Squares - 5% Significance

Figure 1. CUSUM of squares test results

Source: Author’s representation using E-Views 10
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6. CONCLUSIONS

The study is trying to determine the effect of the Turkish Lira’s depreciation
on exports in an empirical way using time series data from 1990 to 2020. The
exchange, inflation, import and deposit interest rates were selected as independent
variables to depict currency depreciation. ARDL bounds testing technique was
employed for cointegration in the study.

The outcomes of the econometric analysis have shown that the exchange rate
coefficient has a positive and significant impact on Turkey’s exports in the long
and short run. Changes in exchange rates are an essential determinant of Turkey’s
exports. Notably, parallel to the rapid increase in exchange rates since 2013,
Turkey’s share in world exports rose from 0.83 percent in 2013 to 1.02 percent
in 2021. The balance between the exchange rate and export has always favored
Turkey as an exporter. This result is in line with the study conducted by Siinbiil
(2011) that the exchange rate positively influences exports in Turkey.

The inflation rate has a negative and insignificant effect on exports in the long
term, while its effects are negative and significant in the short term. In Turkey, the
effect of inflation on exports happens in the form of eliminating the competitive
exchange rate advantage provided by the rising exchange rate due to increased
production costs, such as energy, raw materials, labor wages, etc.

Import rate shows a negative and insignificant impact in the long run, while it
has a positive and significant effect on exports in the short run. Because Turkey’s
final goods output is typically reliant on imports, a boost in the exchange rate
often floats trade openness in favor of imports. Importing raw materials and
intermediate goods may boost Turkey’s exports in the short run. But, when the
exchange rate rises, imports will erode exports in the long run. Furthermore, since
an increase in the exchange rate will increase the price of imported products in
the market, inflation will also tend to increase.

The deposit interest rate has a positive but insignificant (at 1 percent and 5
percent level of significance) long-term impact on exports. This result differs
from economic expectations because increasing interest rates may cause foreign
trade activities and investments to decrease. Uslu (2018) found that the effect of
an increase in the interest rate on exports is statistically insignificant. That is in
line with the findings from the author for Turkey.

The target to be determined in terms of Turkey’s exports should be to sell high-
value-added, technology-intensive products to final consumers in dynamic
markets with high purchasing power. In this respect, Turkey continues investing
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in the electric automobile and defense industry and tries to produce new products
in these sectors.

Exchange rate increases do not have an effect on exports alone. For this reason,
exporters need a stable exchange rate and business environment, not ever-
increasing exchange rates. In this context, we believe that import restrictions due
to high exchange rates may hamper Turkey’s export activities.
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YTULUAJ AENNIPELHUJAITMJE BAJIYTE HA U3BO3: IPUCTYII
AYTOPETPECUBHOI' JUCTPUBYUPAHOI 3AOCTAJAIBA
3A TYPCKY JIUPY

1 Junmaz Onyp Apu, YHuBepsutet y bejOoypry, DakynTeT eKOHOMCKUAX U aJMAHUCTPATHBHUX
Hayka, Oncjek 3a Mmel)yHaponHy TproBHHY U mocioBame, bejoypt, Typcka

CA/KETAK

Typcka je mokuBjella MHOTE €KOHOMCKE KpH3€ TOKOM IOCJbEAbUX JeleHuja
20. Bujeka u moueTkoMm 21. Bujeka, a MelyHapojHe TProBHHCKE aKTHBHOCTHU
Cy Ce JpacTU4YHO NPOMHjCHUJIC IOIITO je Typcka BajiyTa ,,Jiupa” 030UJbHO
ocumimpana. Typcka Jupa je MocJbeAbUX ToArHa Op30 Jienpecupaa y OJHOCY
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Ha CTpaHe BallyTe, IITO je yTUHalo Ha meljyHapojHe TProBHHCKE aKTHUBHOCTH
Typcke. UcTpaxuBambe KOPUCTH TECTHpamE TpaHUIAa ayTOPErpEeCHBHOT
qucTpuOyupanor 3aoctajama (AP/1J]) na Ou ce uctpakuo edekar aenpecujaiuje
TypCKe Jipe Ha TypcKkH u3Bo3 o 1990. no 2020. ronune. Hanasu cyrepuiny na je
JEBU3HH KypC MTOBE3aH ca M3BO30M M Ha Kparak M Ha Iyru pok. Hacympot Tome,
cTona uH(IaNMje UMa HeraTWuBaH M Oe3Ha4yajaH JyropoYHH yTHIA] HA H3BO3,
aJy HeraTWBaH W 3HauajaH KpaTkopodyHu edekar. Jlasbe, yBO3 MMa HeraTHBaH U
Oe3HauajaH yTHIIAj Ha Ty>KU POK, IOK H3BO3 MMa ITO3UTHBAH U 3HauajaH eekar Ha
Kparak pok. Ha 1yru pok, macMBHa KaMaTHa CTOIIa je IO3UTHBHA, any Oe3HavajHa
Ha HHUBOY 3Ha4ajHOCTH o | m 5 mpouenara. OBU pe3yaraTu cyrepuiny na Ou
Typcka Tpebano Ja mpou3BOaM MHTEpPMENUjapHy poOy y OUeKHBamy BHUCOKOT
JEBU3HOT Kypca M Jia W3BO3U MPOU3BOJIE Ca BUCOKOM JIOAATHOM BpHjeIHOIINY
KOjW 3aXTHj€Bajy HHTCH3UBHY TEXHOJIOTH]Y KaKo O ce eJTMMUHICala 3aBUCHOCT
TYPCKOT M3B03a O yBO3a.

KibyuHe pujeuu: oenpecujayuja sanyme, Kypc, u3603, y8o3, APIJI
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ABSTRACT

The study aimed to reveal the impact of green economy
practices in achieving competitive advantage in companies
operating in Romania, according to the size of the
companies. The study used the descriptive causal approach.
As for the study population, it consisted of all employees
in Romanian companies in the departments of quality
assurance, quality control, research and development, and
production. The questionnaire was used as a main tool for
collecting data and information that was analyzed with a
set of statistical means, via the Internet to collect data,
followed by the analysis of correlations between specific
variables. By applying the Pearson chi-square test, 355
questionnaires were distributed, and only 100 were
retrieved. The results of the study have showed that there
is an impact of green economy practices in achieving
competitive advantage, as well as an impact of total
quality management practices in achieving competitive
advantage in the Romanian operating companies under
study. There were no statistically significant differences
in the averages of the impact of green economy practices
on achieving the competitive advantage. There is a
relationship between the use of green economy standards
and the subsequent perception of their effectiveness.

© 2023 ACE. All rights reserved

1. INTRODUCTION

The Earth is warming and the climate is changing mainly due to human activities,
such as burning fossil fuels, deforestation, changing natural land use, industrial
processes and unsustainable agriculture, which emit gases, called greenhouse

gases.

Recent reports indicate that in April 2022, carbon dioxide levels in Earth’s
atmosphere rose by more than 420 parts per million, which is the highest level
ever recorded in human history.
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The last time global carbon dioxide levels exceeded 400 ppm was around 4
million years ago when the world was around 3 degrees Celsius (5.4 degrees
Fahrenheit) warmer and the sea level was much higher than it is today.

All these manifestations have made the countries of the world in urgent need
to change the environment of the economy (brown or black) and to take the
necessary measures to reduce the risks of crises and shocks increasingly rooted
in the current traditional model followed in development which neglects the
environmental perspective in economic development (Altenburg et al., 2016,
Fankhauser & Jotzo, 2018).

The United Nations Environment Program carried the banner of change. Its
initiative in 2008 was to move towards the green economy, which is a new model
of economic development and represents a new engine to promote economic
growth and development, create new employment opportunities, strengthen social
equality and rely on renewable energies. Clean environment, which preserves
the environment from pollution, preserves the right of future generations to
development, improves the efficient use of economic resources, and provides a
safe and carbon-free climate that ensures the well-being of humanity.

Countries around the world have started to turn to the so-called green economy
as a new strategy to reduce the environmental risks associated with the economy,
because the green economy works to achieve sustainable development.

The transition to a green economy and the criteria for using a green economy
require the company to set goals and establish processes in order to achieve the
result. Numerous studies confirm the preponderant role of the transition to a
green economy through its financial, economic and social effects respectively
(Dechezleprétre & Sato, 2017).

Studies published over the past decade on the approaches taken to the transition to
a green economy and the economic impact, have reported somewhat conflicting
results. While arguments have been made that transitioning to a green economy
is an inefficient tool and only a formal function, several surveys in Europe and
America show that the transition to a green economy is still considered a critical
method in the business sector. This fact is corroborated by surveys conducted in
Poland, North America and Canada.

The unanswered question is why some companies have managed to deal with the
inherent weaknesses of energy saving, while others have abandoned the energy
system. Interestingly, an examination of the ways in which these well-established
practices are modified to increase their effectiveness in the business environment
and the benefits for decision-making is missing from the literature. Regardless
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of alternative methods, some authors have attempted to suggest the transition
to green economy as an inevitable consequence of development in various
fields, and the enhancement of various positive effects in various economic
aspects, including the financial and competitive aspect of companies (Schmitz
& Schrader, 2015). This study summarizes recommendations for improving
financial impact and competitive advantage, while examining their application
in the real world. This is primarily to review the transition to a green economy
through regular comparison of targets and actual performance to discern any
discrepancies in it as implemented by businesses in the business environment,
that is, Romanian business. Research has also been conducted to determine the
factors that contribute to the adoption of these improved methods and to measure
the perception of their success after their implementation.

According to the United Nations Environment Program, the green economy “is
that economy that results in an improvement in human well-being and social
equality while significantly reducing environmental risks and ecological scarcity
of resources. We can look at the green economy in its simplest form, and it is that
economy that it reduces carbon emissions, increases the efficiency of resource
use, and accommodates all age groups.”

The green economy “is one of the new models of fast-growing economic
development, which is based mainly on good knowledge of the environment, and
whose most important objective is to address the mutual relationship between
human economies and the natural ecosystem.” (Barry, 2007).

The incentives for the transition to the green economy are represented in the
interest in rural development with the aim of alleviating poverty in rural areas,
as the green economy contributes to alleviating poverty through the wise
management of natural resources and ecosystems, and this will achieve the
benefits of natural capital we can deliver to the poor, taking care of water and not
polluting it and striving to rationalize it, as improving water efficiency and using
it can greatly reduce its consumption. Improving methods of obtaining water will
contribute to providing groundwater inside wells and also preserving surface
water, supporting the transport sector. Collectively, reaching a 25% reduction in
energy price subsidies in the Arab region will save more than 100 billion dollars
within three years, and this amount can be transferred to greening energy and
moving to it in the field of transportation. By greening 50% of the transportation
sector in the Arab countries as a result high energy efficiency and the use of
public transportation and hybrid cars save approximately $23 billion annually,
and spending $100 billion in greening 20% of existing buildings over the next
ten years, is expected to provide more than 4 million job opportunities (Khanfar,
2014).
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Addressing the problem of solid waste and trying to recycle it (the production
of phosphoric acid and fertilizers, the production of concentrated minerals, the
concentrated use of fertilizers in agriculture, industrial and traditional tanneries,
the pharmaceutical industry and the manufacturing industry) is important as
more than 50% of this waste is thrown into the water, and the emissions coming
out of it lead to water pollution, if it is not disposed of well by burying it in a
sanitary landfill or recycled (Ismail, 2014).

It will lead to a clean environment and reduce toxic emissions. Work to increase
sustainable investments in the field of energy and measures increasing energy
efficiency, as the transition to a green economy will lead to a significant reduction
in greenhouse gas emissions. In the investment scheme in which 2% of GDP is
invested in key sectors of the green economy, more than half of that investment
is allocated to increase the efficiency of using energy and expand the production
and the use of renewable energy resources and the result is a 36% reduction in
the intensity of energy use at the global level (van Zanten, 2010).

Thus, green political economy provides coherent analyzes and offers
resistance to the new wave of economic globalization (Paterson et al., 2000;
Figui¢re & Metereau, 2021). It brings together issues of threat from the global
biotechnology industry, the dominant capitalist development model, the
deepening of North-South inequalities, the concentration of poverty and misery,
ecological restructuring and modernization, the character scientific expertise and
technological imperatives in the development of public policies. It is a politics
of speaking truth to power, giving voice to the powerless, future generations and
the non-human world (Lavrinenko et al., 2019).

The theme of green economy was mainly addressed during the Rio+20
Conference held in June 2012 to celebrate the 20th anniversary of the Rio
Summit. Governments have agreed to define the green economy as an important
tool for sustainable development and an inclusive economy that drives economic
growth, employment and poverty eradication while maintaining the healthy
functioning of Earth’s ecosystems.

Green economy, according to Margolis and Foster (1991), can be primarily
understood as the term denoting any economic theory that views human economic
activity as an integral part of ecosystems (Matthews and Boltz, 2012). Green
economics is a complete economic theory to pursue economic growth based on
sustainability with environment, energy, health and public welfare, promoting
good governance, regulation, technology and education.

Economy of Sustainability in a four-book review. The first study is On the Road
to a Green World Focusing on the Political Economy of the Global Environment
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by Clapp (2014). The second study, Trade, Growth and Environment, focuses
on theory and evidence by Copeland and Taylor (2004). Study III “Nations
Natural Advantage,” Business Opportunities, Innovation, and Governance in
the Twenty-First Century by Hargroves and Smith (2005). The fourth study is
“Globalization and the Environment”, with a focus on the greening of the global
political economy by Kutting (2004).

All of these studies, despite their diversity, agree that the pursuit of sustainability
requires an understanding of the shape of the dynamics in the global political
economy. In Perry’s (2007) study “A Green Political Economy Model: From
Environmental Modernization to Economic Security,” he states that the weakest
aspect in understanding sustainable development has been the economic
dimension. It is suggested that ecological modernization is the dominant concept
of sustainable development within the UK. The judgment is based on key
sustainable development policy documents and an awareness of the strategic
opportunities of policy discourse. In particular, it is suggested that the discourse
of economic security should be used to present policy-relevant pathways to
outline a green political economy.

From the point of view of system theory by Owen (2005). Systematic
requirements, hierarchical characteristics, and gradual evolution from simple
to complex are systematically identified (Sultan & Mason, 2010). Small and
medium enterprises have limitations in controlling strategic resources, and
the level of market research and formal planning is still relatively low. These
conditions encourage the importance of investment to develop strategic resources
in line with the implementation of strategies to create competitive advantage and
results in improving business performance by gaining competitive advantage
from strategic resources that are created or obtained, maintained and developed
by the company as a basis for choosing the competitive strategy, for maneuvering
to face competition in the market.

The Food and Agriculture Organization (FAO) defines sustainable development
(adopted in 1989), as “the management and protection of the natural resource
base and the direction of technical and institutional change in such a way as to
ensure the fulfillment and continued satisfaction of human needs for present and
future generations.” That sustainable development (in agriculture, forests, and
fisheries resources) protects land, water, plant and animal genetic resources, does
not harm the environment, is technically appropriate, economically appropriate,
and socially acceptable (Stanley, 2022).

The term sustainable development was introduced in 1974 in the wake of the
Stockholm Conference, which was followed by the Rio Summit for the first
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time on the environment and sustainable development, which declared in 1992
the characteristics of sustainable development, summarized in, development
in which the time dimension is the basis (Barney & Hesterly, 2010), as it is
necessarily long-term development, which depends on the assessment of present
potential, and is planned for the longest future period of time during which
variables can be predicted.

It is a development that puts meeting the needs of individuals in the first place,
as its priorities are meeting the basic and necessary needs of food, clothing,
education, health services, and everything related to improving the physical and
social quality of human life (Gassmann & Keupp, 2007). It is a development that
takes into account the preservation of the biosphere in the natural environment,
regardless of its basic elements and compounds such as air and water, for example,
or the vital processes in the biosphere, such as gases, for example. Therefore, it
is a development that requires not depleting the natural resource base in the
biosphere, and also requires preserving the minor cyclical processes. And the
largest in the biosphere, through which resources and elements are transported
and purified to ensure the continuation of life (Pavic, Koh, Simpson & Padmore,
2007).

The concept of competitive advantage occupies an important place in both the
areas of strategic management and business economics, and this concept emerged
clearly in the early eighties of the last century when Porter introduced the
concept of competitive strategies, “and pointed out that the most important and
determining factor for the success of business organizations is their competitive
position in the industry in which they work.” There are many tools and indicators
that are used in empirical studies to assess competitiveness. These indicators
differ according to the level of analysis, whether it is at the state level or at the
sector level.

Or at the enterprise level. At the macroeconomic level, the most important
measures and indicators that are often used in testing and evaluating
competitiveness are considered the trade balance as the most used indicators.
As for the sector level, the focus is usually on three types of indicators: relative
production costs, relative productivity and exchanges. As for the enterprise,
among the most important indicators are profitability, manufacturing cost, total
factor productivity, and market share.

Accordingly, the notion of competitive advantage is an edge over competitors
gained by delivering greater customer value, through lower prices or by providing
more benefits that correspond with higher pricing. Some of the indicators used
to measure competitive advantage is unique, rare, not easily imitated, not easily
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replaced, and competitively priced. Competitive advantage is a collection of
strategies to determine the benefits of a company from the competition between
other companies. The competitive strategy includes low cost and differentiation.
Furthermore, the combination of both strategies is called the focus. Basically
every company competing in an industry environment has a desire to be more
superior to its competitors. Competitive advantage is the relative advantage of an
organization that may exceed its competitors. Competitive advantage is basically
growing from a value or benefit that the company could create for the customer.

If the company is able to create excellence through one of the three generic
strategies proposed by Porter, it will obtain competitive advantage. He states that
competitive advantages are the kinds of strategies to help the company maintain
its viability (de Jong & van Dijk, 2015).

The opinion was supported by which is it stated that in a competitive market,
the company’s ability to produce the performance, especially the financial
performance, is highly dependent on the degree of competitive advantage.

2. MATERIALS AND METHODS

The aim of the study is to examine how traditional budgeting processes are
modified to suit firms in the Romanian business environment and to identify the
factors that determine the choices that are made.

2.1. Sample data

The target group consists of companies operating in the Republic of Romania
that have adopted green economy methods in their work.

In order to obtain a wide range of respondents, quantitative research was carried
out in the form of a web-based questionnaire distributed via e-mail. Contact
information for the companies’ senior employees was obtained from the
Albertina database, the target group which includes executives and employees in
positions such as chief executive officer, chief financial officer, heads of finance
and control, and project managers. These individuals are ideal because of their
experience in creating and working with budgets.

Data was collected from January to June 2018. In all, 1,360 businesses were
contacted, 100 of whom completed the survey. The data of the respondents is in
Table 1.
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Table 1. Summary Statistics

Variable Fre Perc
Manufacturing 40 40%
Construction 25 25%
Energy supply 20 20%
Engineering 10 10%
Other 5 5%

Source: Author’s calculation

2.2. Determination of hypotheses

After reviewing the literature, the author identified the research questions below
as a basis for hypothesis formulation:

- Does the perception of moving to a green economy affect the competitive
effects of companies?

- Cantheuseof green economy standards affect the quality of competitiveness
within companies?

- Do companies adopt green economy standards and the dimensions of
competitive advantage?

The survey conducted here primarily measured the factors that influence whether
a company has used green economy standards. First, if companies adopt the
dimensions of competitive advantage, and measure the correlation between the
use of criteria for the transition to the green economy and competitive advantage,
and then measure the impact of the use of green economy criteria in each of the
dimensions of competitive advantage adopted in the study, the first hypothesis
below examined the effect of visualizing the effect of using The green economy
dimension is the quality of intra-firm competitiveness, measured by the self-
evaluation of beneficiaries on a scale of 1 to 5 (from “very disagree” to “highly
agreed”) in decisions regarding the implementation of the use of green economy
standards

H1: The use of green economy standards affects the quality of competition
within firms.

As for the second aspect, it examined the impact of the perception of the impact
of the use of green economy on the research and development dimension within
companies, measured by the self-evaluation of beneficiaries on a scale from
1 to 5 (from “very disagree” to “highly agreed”) in decisions related to the
implementation of the use of economic standards.
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H2: The use of green economy standards affects research and development
within companies.

The third hypothesis was developed to examine the extent to which the perception
of the impact of green economy use affects the quality of market share within
companies, measured by the self-evaluation of beneficiaries on a scale of 1 to 5
(from “very disagree” to “highly agreed”) in decisions about implementing the
use of economic standards.

H3: The use of green economy standards affects market share within companies.

The fourth hypothesis was developed to examine the impact of perception of the
impact of green economy use on financial profits within firms, measured by the
self-evaluation of beneficiaries on a scale of 1 to 5 (“very disagree” to “highly
agree”) in decisions about implementing the use of green economy criteria.

H4: The use of green economy criteria affects financial profits within companies

The defined hypotheses were all tested by Pearson’s chi-square test of
independence, whereby comparison of observed frequencies with expected ones
was made assuming normal distribution. It follows that the variables were tested
to see if they were dependent on each other. While the zero hypothesis (HO)
assumed the independence of both variables, the alternative hypothesis (H1) was
confirmed if the variables were dependent on each other. The level of significance
was set at o = 0.05. After collating the answers to the survey in Google forms, the
database containing these responses was transferred to spss v25. The calculation
occurred in spss v25.

3. RESULTS

Since the study investigated the potential enhancement of traditional budgeting
processes, it was necessary to know which respondents were using a traditional
budget. To avoid various interpretations of traditional budgeting, the term was
defined in the questionnaire as a method of planning on an annual basis that uses
financial variables.

According to the aforementioned definition and most respondents mentioned
in Table 2, the company is working to increase investments within it in order to
green the economy. This means mobilizing new and additional resources besides
reallocating capital came with the largest average of 4.25. Then I took the phrase
work to encourage green private investment within the company through stable
and predictable incentives, policies, and market frameworks average 4.11, so
that the company takes full advantage of its comparative advantage in trading in
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environmentally sustainable goods and services with a mean of 4.07, while the
statement that product designs and plans are developed within our company to
focus on the environment took the lowest average of 3.57, and accordingly the
Romanian companies under study are working to use green economy standards.

Table 2. Factor Analysis for The use of green economy standards

Arithmetic Standard

Statements mean deviation
Policies to increase energy efficiency are the easiest and cheapest way 3.83 0.84

to achieve energy security

Technologies such as efficient LEDs offer significant energy reduction 4.07 0.74
potential

The green economy contributes to the provision of sustainable 3.88 0.85
electricity to Romania

Access to renewable energy systems within the green economy is 3.79 0.66
affordable

Increasing investments within the company in order to green the 4.25 0.87

economy means mobilizing new and additional resources as well as
reallocating capital

Promote green private investment within the company through stable 4.11 0.81
and predictable incentives, policies, and market frameworks.

Government regulations encourage the policy framework for the 4.02 0.90
transition to a green economy.

Increasing investments in green economy resources within the 4.01 0.80
company

The company has the right to make full use of its environmentally 4.07 0.91
sustainable comparative advantage

Operations are reduced and environmental requirements are met 3.91 1.07
within our company

Product designs and plans are developed within our company to focus 3.57 0.96
on the environment.

In our company, green products are classified and stored in different 3.84 1.00
places than other products.

Energy and resource savings are achieved in our company, and 3.93 0.97
emissions reduction, control, reuse and recycling are implemented.

In our company, training is provided to our employees on 3.83 0.84

environmental protection.

Source: Author’s calculation

The respondents’ answers to the phrases of competitive advantage ranged
between (3.67-4.30( where the phrase “the institution uses electronic methods
in administrative work effectively” took a greater average of 4.30, then came the
phrase that the institution develops its intellectual capital through professional
development and employee motivation with an average of 4.05, then the phrase
“striving” the company aims to expand the market geographically in order to
achieve a large market share with an average of 3.91, then the statement that
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there has been an increase in the market share in the last three years with an
average of 3.82, and this confirms that Greek companies have a competitive
advantage inside and outside Romania, and all dimensions of the competitive
advantage are applied to create competition inside and outside Europe.

Table 3. Factor Analysis for Competitive advantage

Variables Statements Means  Std. dev.
The quality Designing production processes to achieve the best 3.85 0.99
level of products
The outputs of the institution are commensurate with 3.86 0.90
the national standards
The organization develops its intellectual capital 4.05 0.92
through professional development and employee
motivation
The organization contributes to the continuous 3.92 0.87
training of employees
Research and The organization uses electronic methods in 4.30 0.88
development administrative work effectively
The institution responds to societal changes in a way 4.04 0.89
that it contributes to the development of the labor
market
The company’s ability to face competition and 3.96 0.92
achieve competitive advantage
Improving productivity by achieving efficiency and 3.75 0.89
effectiveness in performance
Market share The company innovates new ways to increase the 3.76 0.94
percentage of sales.
The company seeks to expand the market 391 1.00
geographically in order to achieve a large market
share
The company seeks to carry out marketing campaigns 3.67 0.97
to increase its profits.
The company seeks to devise promotional methods at 3.80 1.01
low cost.
Financial profits Annual sales increase in the last three years 3.78 1.00
Increased market share in the last three years 3.82 0.99
Net profit increase in the last three years 3.79 1.01
Outperform competitors in the last three years 3.81 0.85

Source: Author’s calculation

3.1. Testing the hypotheses

At first, the existence of a correlational relationship between the independent
variable green economy and the dimensions of competitive advantage was
examined (through the Pearson correlation coefficient test), and the following is
an explanation of this:
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Table 4. Results of the Correlation Pearson test between green economy and
competitive advantage

Qg?{glal Market share I(}:\S}Z?(r);lrlniﬁ(ti The quality
763 830 832 753 correlation

coefficient Green
.000 .000 .000 .000 sig economy
1000 1000 1000 1000 The number

Source: Author’s calculation

It is clear from Table (4) that there is a positive relationship between each of the
green economy, and each of the dimensions of competitive advantage, and the
significance value of all the mentioned areas reached 00.0, which is less than
05.0. It is also clear that this relationship is strong and positive, because the
values of the correlation coefficient ranged from what between (.753, .832) and
this indicates the possibility of examining the existence of an effect between
these variable.

Based on the results of the previous procedures that showed the suitability of the
data to the assumptions of the regression analysis, the following are the results
of the hypothesis examination:

The first hypothesis: There is an impact of the green economy on the quality of
the economic institutions located in Romania to test this hypothesis, a Regression
Multiple Analysis test was conducted, and Table 5 shows the results of this test:

Table S. The results of the Analysis Regression Multiple between the use of green
economy and quality in economic institutions

T. signification level ~ Calculated T value Unstandardized Variables

000. 2.513 .868 (Constant)

.001 3.765 402 green economy
762 R
580. R-square
576. Adjusted R-square

184.654 Calculated F

000. F . Test significance

Source: Author’s calculation

It is evident from Table 5 that there is a statistically significant effect of the
use of green economy on quality in economic institutions in Romania, as the
calculated F value amounted to 184.654, which is a function at the significance
level of 000. The coefficient of determination reached 580, which indicates that
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the use of the green economy explains what is valued at 58% of the quality in
the economic institutions in Romania from the point of view of its employees.
The green economy has 3.765 with a significance level of .001, and this value
is less than 0.05, which indicates that there is an effect of each use of the green
economy on quality.

The second hypothesis: There is an impact of the green economy in research and
development among the economic institutions located in Romania.

To test this hypothesis, a Regression Multiple Analysis test was conducted, and
Table 6 shows the results of this test:

Table 6. Results of Analysis Regression Multiple between the use of green economy
and research and development in economic institutions

T . signification level ~ Calculated T value Unstandardized Variables

000. 3.430 .899 (Constant)

000. 2.861 .530 green economy
.636 R
404. R-square
400. Adjusted R-square

176.435 Calculated F

000. F . Test significance

Source: Author’s calculation

It is evident from Table 6 that there is a statistically significant effect of using
green economy in research and development in economic institutions in
Romania, as the calculated F value amounted to 176.435, which is a function
at the significance level 000. The coefficient of determination was 0.404, which
indicates that the use of the green economy explains its value of 40.4% of research
and development in economic institutions in Romania from the point of view of
its employees, and the table shows that there is a significant effect of < 0.05
for each use of the green economy in research and development in institutions,
as the calculated T value for each use of the green economy is 2.861, with a
significance level of 000., and this value is less than 0.05, which indicates that
there is an effect for each use of the green economy in research and development.

The third hypothesis: There is an impact of the green economy on the market
share of the economic institutions located in Romania.

To test this hypothesis, a Regression Multiple Analysis test was conducted, and
Table 7 shows the results of this test:
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Table 7. Results of Analysis Regression Multiple between the use of green economy
and market share in economic institutions

T . signification level ~ Calculated T value Unstandardized Variables

000. 2.881 759 (Constant)

004 . 3.578 305 green economy
.622 R
386. R-square
380. Adjusted R-square

284.421 Calculated F

000. F . Test significance

Source: Author’s calculation

It is evident from Table 7 that there is a statistically significant effect of the
use of the green economy on the market share in economic institutions in
Romania, as the calculated F value amounted to 284.421, which is a function
at the significance level of 000. The coefficient of determination was 380. This
indicates that the use of the green economy explains its value of 38 % of the
market share in economic institutions in Romania from the point of view of its
employees, and the table shows that there is an effect of < 0.05 for each use of the
green economy on the market share in the institutions, as the calculated T value
for each use of the green economy was 3.578 with a significance level of 004.
And this value is less than 0.05, which indicates that there is an effect of each use
of the green economy on the market share.

Fourth hypothesis: There is an effect of the green economy on the financial
profits of the economic institutions located in Romania.

To test this hypothesis, a Regression Multiple Analysis test was conducted, and
Table 8 shows the results of this test:

Table 8. Results of Analysis Regression Multiple between the use of green economy
and financial profits in economic institutions

T . signification level ~ Calculated T value Unstandardized Variables

000. 2.198 155 (Constant)

.029 3.740 375 green economy
.804 R
646. R-square
640. Adjusted R-square

265.176 Calculated F

000. F . Test significance

Source: Author’s calculation
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It is clear from Table 8 that there is a statistically significant effect of using the
green economy in financial profits in economic institutions in Romania, as the
calculated F value reached 265.176, which is a function at the significance level
000. The coefficient of determination reached 646 which indicates that the use
of the green economy explains its value of 64.6 % of the financial profits in the
economic institutions in Romania from the point of view of their employees, and
the table shows that there is an effect of <0.05 for each use of the green economy
in the financial profits in the institutions, where the value of T calculated for
each use of the green economy was 3.740 with a significance level of .029, and
this value is smaller than 0.05 indicating that there is an effect of each use of the
green economy on financial profits.

4. DISCUSSIONS

The results of the study showed that the decisions made regarding the criteria of
competitive advantage in Romanian companies are affected by objective factors
in the external environment, and by structural factors within the company. There
is also an effect and harmonization between the use of green economy and the
competitive advantage of Romanian companies.

According to the results of the applied study, the acceptance of the H1 hypothes1s
“the distinctive role played by the green economy for business owners” is
confirmed. Not in the sense of a method that underpins effective quality, but
rather as a means that provides executives with insight into designing production
processes that achieve the best level of product. The institution’s outputs
are commensurate with the national standards, through which and through
professional development and employee motivation, the institution develops its
intellectual capital, and the H1 results fully meet the expectations of the study.

Based on the results of the H2 hypothesis, the effect that the use of the green
economy plays in research and development has been confirmed. The use of
green economy standards has an impact on the organization’s effective use of
electronic methods in administrative work, which responds to the societal changes
that contribute to the development of the labor market, the company’s ability to
face competition, achieve competitive advantage, and improve productivity by
achieving efficiency and effectiveness in performance.

The use of green economy standards also contributes to the company
innovating new ways to increase sales, as the company works to expand the
market geographically in order to achieve a large market share, and to carry out
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marketing campaigns to increase its profits, and innovate promotional methods
with low cost, and this is proven by the predictions of the hypothesis. H3

Based on the results of the H4 hypothesis, the use of green economy criteria
affects financial profits, by increasing annual sales, increasing market share,
increasing net profits, and outperforming competitors in the last three years.

Therefore, these results can be interpreted as confirmation of the effectiveness
of the use of criteria for the transition to a green economy in the dimensions
of competitive advantage. As a result, it can be assumed that the financial
implications of the transition to a green economy become more evident through
the simultaneous use of the dimensions of competitive advantage.

5. CONCLUSIONS

Romania is a country rich in renewable energy sources, and solar energy and wind
energy are among the most important sources that may help Romania get out of
many economic and social crises. The projects of installing power stations and
connecting them to the roofs of buildings are among the most influential projects
on the economic and social dimension, and there is a huge virgin market. Solar
and wind energy projects in Egypt are capable of growth for years to come. But
what is important is the availability of legislation and laws motivating this. What
is required from the current tariff is to increase the price of energy produced from
rooftop projects, provided that there are the same soft financing mechanisms
announced by the government. Only then will we have a very good opportunity
to use solar energy and wind energy to change the lives of citizens for the better.

Therefore, as recommendations:

Many results can be reached to benefit from the experience of Romania in the
following points:

A. Renewable energy is of great importance in protecting the environment, as
it is a clean, non-polluting energy, and its use is expanding with this target, and
thus reducing the use of traditional energy sources (known for their bad impact
on the environment in view of the pollution and carbon emissions they create),
especially due to the cost of generating electricity from sources. Renewable
energy is declining, and from it one of the sustainable development goals can
be achieved, which is to maintain a clean environment and achieve economic
development.

B. Romania is witnessing a great boom in the field of renewable energy. This
is due to the entry into force of the Renewable Energy Sources Law (EEG) on
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April 1, 2000. The most important characteristic of this law is that it is only for
renewable energy. The law aims to address climate change and reduce dependence
on fossil fuels. It contains monetary incentives for those who provide renewable
energy sources and interest in scientific research in the field of renewable energy.

C. In light of the complexity of the environmental problem in Romania, the
Romanian government seeks to solve these problems by resorting to renewable
energy, especially as we mentioned earlier that Romania is witnessing a great
boom in the field of renewable energy, including reducing the use of traditional
energy and reducing harmful gas emissions of carbon dioxide, nitrogen and
sulphur.
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YTUIAJ CTAHIAPIA 3EJIEHE EKOHOMUMJE HA
KOHKYPEHTCKY HPEJHOCT: CJIYYAJ PYMYHUJE

1 Xanoyra Xacuba, Yauepauretr Adonenxamug Mepu Koncrantun, Koncrantus, Amxup

CAKETAK

Cryavja je uMana 3a IiJb J1a UCTPAKHU YTHUIA] MIPAKCE 3€JICHE CKOHOMUjE Yy
MOCTU3aby KOHKYPEHTCKE NMPETHOCTH KOMIIaHWja Koje mociyjy y Pymynwju,
npemMa BenuuuHU KommaHuja. CTyauja je KOpUCTHIIA JECKPUNITHBHU Kay3aJHU
npuctyn. [lIto ce THye cTynaujcke NoMyNanyje, YAHWIH Cy je CBU 3all0CICHU Y
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PYMYHCKUM KOMIaHUjaMa y ojjjeJbeluMa 3a 00e30jeleme KBaaureTa, KOHTPOITY
KBaJIUTETA, NCTPAKUBAKE U Pa3BOj M NPOMU3BOMAKY. YIUTHHUK je KopullheH Kao
[JIaBHY aJiaT 3a MPUKYIUbalke Mojaraka U uH(opMaIfja Koje Cy aHaIu3upaHe
CKYIIOM CTaTUCTUYKUX CPEACTaBa, IIpU 4eMy Cy IIOJALM NPUKYIUbAHUA IIyTEM
WHTEpHETa, HAKOH yera je paleHa aHanm3a Kopesanuja usMel)y TOjearMHUX
Bapujabmu. Ilpumjenom [lupcoHOBOT XU-KBajpaT TecTa, MOaUjesbeHo je 355
YIHUTHHUKA, a MonymeHo je camo 100. Pesynraru crynuje cy mokasaiu ja mocToju
YTHIIa] TIPaKce 3eJICHE EeKOHOMHU]E Ha IIOCTHU3akhe KOHKYPEHTCKE MPETHOCTH, Kao U
YTULA] TIpaKce yIpaBibamba YKYITHUM KBAJUTETOM Ha MOCTU3AHhEe KOHKYPEHTCKE
MPEAHOCTH y PYMYHCKUM OIIEpaTUBHHM KOMIIaHHjamMa KOjeé Cy aHaJH3HpaHe.
Huje Omiio CTaTMCTHYKKM 3HAYajHUX pasjvKa y MpOCjeliMMa yTHIdja MpPaKkch
3eJieHe EKOHOMHM]jE Ha MOCTU3akhe KOHKYPEHTCKe MpeaHocTH. YTBpheHa je Be3a
n3mel)y ynorpebe cTanaap/a 3ejieHe eKOHOMHU)E M HAKHAIHE MEPLETIIN]e BbHX0BEe
e(hMKaCHOCTH.

Kiby4uHe pujeun: zerena ekonomuja, KOHKYpeHmMHOCM, KOHKYPEHMHA RPeOHOCHI,
PYMYHCKe KOMNaHuje.
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ABSTRACT

The concept of sustainable development represents an
inexhaustible topic of research, which gains additional
importance in the conditions of the current energy
crisis. In this sense, the attention of the scientific and
professional public is directed towards greater use of
renewable energy sources in tourism. The aim of the
work is to research the attitudes of consumers towards
the use of renewable energy sources and the application
of the principles of sustainable tourism on Vlasina
Lake. The first part of the paper contains a review of the
professional literature, while the second part of the paper
presents the results of research on consumer attitudes
towards the application of renewable energy sources
on Vlasina Lake. Statistical analysis was performed
using the SPSS software package. The importance of
the work is reflected in the potential implications for
the development of the strategy for the sustainable
development of tourism in Southeast Serbia.

© 2023 ACE. All rights reserved

1. INTRODUCTION

Sustainable development is a concept that has been in the focus of interest of
academics for the last decade. It is based on the necessity of establishing a
balance between meeting the growing needs of the population, using limited
natural resources and improving the quality of life.

Meeting current needs without compromising the ability of future generations
to meet their needs requires accepting sustainable development as a dominant
philosophy respected by every individual in the global economy (Drazi¢, 2020).
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The application of the concept of sustainable development requires fundamental
changes in business behavior, management methods in all sectors of economic
activity, as well as the way natural resources are managed and used. Due to the
necessity of changes in business behavior at the global level, in 1992, at the
UN Conference on the Environment and Sustainable Development in Rio de
Janeiro, a binding agreement was adopted in which the principles of sustainable
development were defined and Agenda 21 was adopted as a development action
plan for member states.

Twenty years later, at the World Summit in Rio (Rio+20) there was a discussion
over the application of the principles of sustainable development in practice,
with a focus on the institutional framework of sustainable development, on the
one hand, and the green economy in the context of sustainable development
and poverty reduction, on the other. At the RIO+20 conference, held in 2012,
17 sustainable development goals 2015 - 2030 were adopted, as a series of
individual goals aimed at achieving the basic goal of sustainable development.

The Agenda for Sustainable Development until 2030 with 17 sustainable
development goals provides the basis for realizing the vision of sustainable
development, as well as short-term and long-term goals in all three categories
of sustainable development (environmental, economic and social). Within the
framework of the implementation of the Sustainable Development Agenda until
2030, continuous monitoring and measurement of progress in achieving the
goals of sustainable development is one of the key factors (Statistical Office of
the Republic of Serbia, 2020).

The Republic of Serbia was actively involved in the definition of sustainable
development goals, as a member of the Open Working Group on Sustainable
Development Goals and the Intergovernmental Committee of Experts on
Sustainable Development Financing. It also showed its commitment to the
achievement of the goals set in the 2030 Agenda and, accordingly, submitted the
Report on progress in achieving the goals of sustainable development by 2030
in the Republic of Serbia in December 2020 (Statistical Office of the Republic
of Serbia, 2020).

The report contains progress assessments based on data from the Republic
Institute of Statistics for 83 indicators within 17 sustainable development goals,
according to Eurostat’s methodology in the European Union. Given that in
Serbia the stated goals are not quantitatively expressed, progress is measured on
the basis of data for a certain indicator in the initial year, and then the movement
of progress in a positive or negative direction is measured.
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Thus, the report shows the results for goal 12 - Ensure sustainable patterns of
consumption and production, within the Resource Productivity indicator for
the period 2015 - 2018. Moderate progress was made in achieving the goals
of sustainable development, while significant progress was made for the period
2010 - 2018. When it comes to the indicator Domestic consumption of materials
for the period 2015 - 2018, a significant deviation from the achievement of the
goals of sustainable development was achieved, while for the period 2010 - 2018,
a moderate deviation was achieved.

Results for goal 15 - Protect, restore and promote the sustainable use of terrestrial
ecosystems, sustainably manage forests, fight desertification, stop and reverse
the process of land degradation and stop the loss of biodiversity. Based on the
indicator Area under forests as a share of the total land area results, show for
both considered periods 2015 - 2020 and 2000 - 2020 moderate progress in
achieving the goals of sustainable development, while for the indicator Official
development assistance for the preservation and sustainable use of biodiversity
and ecosystems, the results show significant progress in achieving the goals of
sustainable development for the period 2015 - 2018 and 2002 - 2018 (Statistical
Office of the Republic of Serbia, 2020).

Stefanovi¢ and Azemovi¢ (2012) believe that the application of the concept
of sustainable development in practice implies maximum emphasis on the
positive characteristics of the goals of sustainable development, while negative
repercussions need to be minimized.

The difference between the earlier understanding of tourism and the concept of
sustainable tourism is that earlier the importance of the economic component
and the realization of economic profit was emphasized, while in the model of
sustainable tourism, the importance of environmental protection is primarily
emphasized.

The application of the concept of sustainability is very important for all economic
branches. Within tourism, sustainability implies the satisfaction of tourists with
the necessity of a balance between the ecological, socio-cultural and economic
components, which achieves the optimal development of tourism with the
rational use of resources, the possibility for future generations of tourists to satisfy
their needs, respect for tradition, socio-cultural heritage, fostering intercultural
understanding, as well as achieving long-term economic growth and profitability
(Drazi¢, 2020).

Sustainable tourism implies a responsible attitude towards the environment
and cultural heritage, along with increasing employment and the possibility of
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making a profit. The World Tourism Organization and the UN Environment
Program define sustainable tourism as achieving a balance between meeting the
needs of tourists and preserving tourist destinations with the possibility of future
generations of tourists meeting tourist needs, which indicates the need for the
concept of sustainable development to be a key factor in the management of
tourist activity, concludes Jovici¢ (2000).

In 1996, Agenda 21 for the Travel and Tourism Industry was adopted by the
World Council for Tourism and Trade including 12 goals for the development of
sustainable tourism, which are primarily aimed at preserving and improving the
environment and rational use of natural resources in tourism. The satisfaction of
tourists is the goal that needs to be fulfilled along with the protection of cultural
heritage.

The application of the concept of sustainable tourism requires an integral
approach to traditional management strategies, determining the destination
with a tourism development plan. Concretely, it is necessary to adequately plan
traffic infrastructure, land exploitation, economic development, marketing while
adapting to the capacities of the tourist destination and the offer of new attractive
contents, so as not to cause environmental pollution and the destruction of the
destination’s cultural heritage (Stefanovi¢ & Azemovic, 2012).

Modern business conditions impose the need for energy growth of around 1.5%
per year with a forecast of acceleration up to 3 times by 2055 (Drazi¢, 2020).
As a significant aspect of tourism activity, Luyando, Jaramillo, Zabaloy &
Guzowski (2020) state energy consumption for products, services and visitor
experiences, which leads to the conclusion that the growth of tourism activity
leads to increased energy consumption.

The current, global energy crisis has additionally focused on the interest in
renewable energy sources. Also, the fact that non-renewable sources are not
inexhaustible, as well as the fact that the use of fossil fuels and the emission of
carbon dioxide with the greenhouse effect affect environmental pollution are
factors that direct the population towards the use of renewable sources.

The benefits of using renewable energy sources are huge, but due to economic
limitations regarding the cost of purchasing equipment, the share of energy from
renewable sources is relatively low both globally and nationally.

Cekrlija (2012) believes that natural resources (forests, agricultural lands, fossil
fuels and minerals, rivers, lakes and the sea) represent the natural wealth of
individual countries as well as the whole world and that it is necessary to create
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a quality strategy for the planned management of renewable resources after
analyzing the collected data.

Luyando et al. (2020) state that the use of renewable energy sources is a
significant factor for increasing the eco-efficiency of tourist destinations and
suggest that energy efficiency plays a key role and provides added value in the
sustainable development of tourism, with the conclusion that Mexico’s tourism
sector has improved its position in the world by investing in a more efficient
and sustainable energy management model that provides competitive advantages
over other industries.

Mehmood et al. (2022) explore the impact of economic growth, tourism and
renewable energy in Pakistan, India, Nepal and Sri Lanka. The research results
confirmed that the use of renewable energy sources improves air quality in
Pakistan, India, Sri Lanka and Nepal. Regarding tourism, the obtained results
show that tourism improves air quality in Pakistan and Nepal, while in Sri Lanka
and India it has a negative effect, i.e. it increases the emission of carbon dioxide.
The authors’ conclusion is that greater use of renewable energy sources is needed
in the tourism sector, in order to reduce possible negative implications.

Vasi¢ and Radovi¢ (2021) point out that there is a difference between sustainable
and ecotourism and state that the concept of sustainable tourism needs to be
applied in all segments of tourism, and that ecotourism is a special segment of
tourism that is based on the application of sustainable development.

A similar position is stated by Bradi¢-Martinovi¢ and Mileti¢ (2018), who
believe that sustainable tourism is aimed at minimizing the negative impact of
tourist travel on the environment and the local community, while ecotourism
emphasizes the preservation of nature and the education of tourists about the
destination.

The mutual connection between tourism and sustainable development is strong,
given that tourism has both positive and negative impacts on the concept of
sustainable development. The positive impact is reflected in the development of
the economic area, the growth of employment, the encouragement of investments,
the support of local communities, the definition of the economic value of natural
and cultural resources, the development of intercultural understanding and
tolerance. On the other hand, the degradation of the ecosystem, the disruption
of the flora and fauna as well as the ecological and social characteristics of the
tourist area, the pressure on the traditions of the local community, the irrational
consumption of natural resources, and greater environmental pollution represent
the negative impacts of tourism on sustainable development (Drazi¢, 2020).
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Milosevié¢, Ili¢ and Popovic (2021), and according to the source (Globalecotourisml,
2016) cite as negative consequences of ecotourism: the pressure of people on
local infrastructure, pollution, noise, waste, endangerment of water, profit that
is realized does not bring enough benefits to the local community , population
disturbance, competition for natural resources.

The preservation of the environment is negatively affected by the increase in the
number of inhabitants, the use of fossil fuels, deforestation, and the development
of tourism, so in this context, the development of ecotourism, the development
of ecological awareness of the population and education about the importance
of protecting natural resources and biological diversity are important, as Bradic-
Martinovi¢ and Mileti¢ (2018) point out.

Riojas-Diaz, Jaramillo-Romero, Calderon-Vargas and Asmat-Campos (2022)
conclude in their research that tourism is the main factor of economic activity
in La Florida, employing more than 32% of the population. Also, it was
determined that there is a positive influence between sustainable tourism and
local development in the sense that the development of tourism contributes to
improving the quality of life of the local population, increasing employment and
economic development.

Observed at the level of total economic activity, in many countries around the
world tourism plays an important role and affects economic development, income
and employment (Luyando et al. 2020) and in that context tourism should be
viewed in such a way that the offer and demand in tourism is influenced by a
number of external factors: political, economic, technological, socio-cultural,
legislative and environmental factors (Sharpley, 2009).

The World Travel & Tourism Council presents reports on the economic impact of
travel and tourism on economic development and employment for 185 countries
and 25 regions in the world. Before the pandemic, the travel and tourism sector
accounted for 1 in 4 new jobs in the world. The latest annual survey of the World
travel & tourism council shows (World Travel & Tourism Council, 2023):

- After a 50.4% decline in GDP in 2020 (a loss of almost 4.9 trillion USS$),
the contribution of travel and tourism contributed to a 21.7% increase in
GDP ($1 trillion) in 2021.

- In 2019, the travel and tourism sector contributed with 10.3% to global
GDP; after a decrease of 5.3% in 2020 due to permanent restrictions on
mobility, the share was increased to 6.1% in 2021.
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- Compared to 333 million in 2019, in 2020 with a decrease of 18.6%, 62
million jobs were lost and the number of employees reached 271 million.
The year 2021 brings an increase of 6.7%, or 18.2 million jobs.

- After a decrease of 47.4% in 2020, the consumption of domestic visitors
increased by 31.4% in 2021,

- After a 69.7% decrease in 2020, spending by international visitors
increased by 3.8% in 2021.

When it comes to the Republic of Serbia, the research shows the following data:

— The share of travel and tourism in GDP was 5.9% in 2019, while in
the following years the share was reduced primarily due to movement
restrictions, in 2020 to 3.7% and in 2021 to 3.6 %.

- In 2019, the number of employees in tourism was 6.2% of the total number
of employees, in 2020 the number of employees was 5.5%, while the year
2021 brought a slight increase in the absolute number of employees, but
also a decrease in percent to 5.4%.

— The consumption of domestic tourists in 2019 was 31%, and shows an
increase to 34% in 2021.

- The consumption of international tourists had a decreasing trend, so the
consumption in 2021 amounted to 66%, while in 2019 it amounted to
69%.

Milosevi¢, 1li¢ and Popovi¢ (2021) state that ecotourism had a slight growth
tendency, but after the COVID-19 pandemic, it recorded a decline. However,
they believe that the benefits of ecotourism will be recognized and that in this
context, ecotourism will quickly recover with the finding of solutions by the
local community in the context of encouraging the preservation and protection
of nature, cultural diversity and heritage destinations.

2. PREVIOUS RESEARCH - LITERATURE REVIEW

In their research, Milosevi¢, 1li¢ and Popovi¢ (2021) analyze the attitudes of
public opinion on ecotourism and conclude that a change in attitudes, continuous
education and development of the ecological awareness of the population is
necessary in order to enable the application of the principles of ecotourism.
The results of the research show that 57% of respondents are informed about
ecological tourism, while 50% of respondents believe that nature conservation
is the most significant effect of ecotourism. It should be pointed out that after
informing respondents about ecotourism on websites, the change in respondents’
attitudes was significant, and even 97% of respondents declared that they had a
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positive opinion and attitude about the application of ecotourism, as Milosevic,
Ili¢ and Popovi¢ (2021) point out. The result obtained in this way points to the
conclusion that additional information and constant education of the population
is necessary.

When it comes to the environment, residents of La Florida show a positive
awareness of protecting their natural environment (Riojas-Diaz et al., 2022).
The authors also state that professional marketing support is needed for greater
use of renewable energy sources, given that there is sufficient local potential
in La Florida for the use of solar and wind energy using solar panels and wind
generators. As an example, they cite the creation of sustainable accommodation,
the satisfaction of energy needs by using renewable energy sources that affect
the reduction of energy supply costs, which would increase the likelihood of
tourists’ stay longer than one day, which ultimately affects the realization of
higher income for residents (Riojas-Diaz et al., 2022).

Grubor, Milicevi¢ and Djoki¢ (2019) in their research on the analysis of tourists’
behavior and their intention to visit green rural hotels highlight the importance
of green rural tourism for sustainable development. Using the dynamic approach
of the theory of planned behavior, they analyzed the influence of attitudes,
subjective norms, perceived behavioral control on the intention to visit a green
rural hotel, in the context of three different phases of behavior in which the
respondents are (pre-decision phase, pre-action phase and action phase). The
obtained research results show that there are significant positive effects of
attitudes, subjective norms and perceived behavioral control observed at the
level of the whole model, while observed by phases, attitudes have a positive
effect only in the second phase, subjective norms in the first phase and perceived
behavioral control in the third phase.

Luyando et al. (2020) confirm that there is a connection between the hotel
category and the level of energy efficiency, i.e. that four- and five-star hotels are
the most motivated to implement energy efficiency measures and use renewable
energy sources based on their ability to invest in energy efficiency projects with
the aim of reducing business costs, in relation to incentives from local self-
governments or the state. The reason for this behavior, the authors explain, is
the existence of an adequate level of profit for investments, on the one hand, and
the possibility of promotion as a socially responsible company, on the other, in
order to attract tourists from developed countries with developed environmental
awareness and greater purchasing power.

The aim of the research by Djokic et al. (2023) is to analyze the student’s
intention to use e-bikes in the context of their attitudes, subjective norms,
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perceived behavioral control and financial incentives. The results show that
financial incentives have the strongest influence on the intention to use e-bikes
on students. Also, attitudes and subjective norms have a positive influence on
the intention to use e-bikes. The obtained results can be a guideline for the future
activities of the state in the form of financial incentives for greater use of e-bikes,
as well as the significant influence that the media has on shaping the behavior
of students.

Bradi¢-Martinovic¢ and Mileti¢ (2018) state that ecotourism is a specific part of the
concept of sustainable development and a chance for the development of tourism
in the Republic of Serbia, full of natural resources needed to be nurtured and
preserved. However, the authors state that in the Republic of Serbia, ecotourism
is still at a very low level of representation. That is why it is necessary to educate
and develop the ecological awareness of the population about the benefits of
sustainable development and ecotourism, as well as invest in sustainable forms
of tourism, in order to increase the demand for ecotourism in the Republic of
Serbia.

3. RESEARCH RESULTS

Vlasina, viewed in a wider geographical context, means a vast mountain plateau,
the river Vlasina and Vlasina Lake. It is located in the southeastern part of the
Republic of Serbia. The lake is located at an altitude of 1,210 meters and as such
represents the potential for the development of various types of tourism. The
characteristic of this mountain plateau, together with the lake and the river, is a
diversified and rich ecosystem.

Dealing with the problems of the tourism industry, Stefanovi¢ and Azemovic¢
(2012) state that the level of environmental preservation directly affects the
possibilities of development, primarily of recreational tourism, and in this
context, the key potential advantage of the Vlasin Plateau is ecologically based
forms of tourism, which should be promoted with the aim of achieving long-term
destination development.

The research is based on the application of the Theory of Planned Behavior with
the aim of analyzing the views of respondents on the use of renewable energy
sources on Vlasina Lake. The same was conducted using an online questionnaire
on a sample of 127 respondents from the territory of southeastern Serbia.

Descriptive analysis shows that of the total number of respondents, 59.8% (76)
are female respondents, while 40.2% (51) are male respondents. When looking
at the age of the respondents, the average age of the respondents is 42.5 years

http://www.ae.ef.unibl.org/ 141


http://www.ae.ef.unibl.org/

Radomir Stojkovic et al. Sustainable development through the prism...

(standard deviation 9.716), where the youngest respondent was 18 years old, and
the oldest was 69 years old. The largest number of respondents (50.4%) were 40-
50 years old. In terms of education, the largest number of respondents, 77.2%,
have higher or high education, 6.3% are students and 16.5% are respondents who
have completed secondary school (standard deviation 0.758).

The questionnaire used in the research was devided into two parts. The first
part of the questionnaire refers to the respondent’s gender, age and education
as a sociodemographic characteristic of the respondent. Questions related to the
research of attitudes towards the use of renewable energy sources at Vlasina
Lake were covered in the second part of the questionnaire. At the same time,
attitudes were measured based on five statements:

Table 1. Answers of the respondents

Variables and Assertions Average Standard deviation
I think that using renewable sources of energy is good. 3.58 1.300
I think that the use of renewable energy sources is positive. 4.24 1.106
I believe that the use of renewable energy sources is desirable. 4.27 1.123
I think that using renewable energy sources is easy. 343 1.124
I believe that using renewable energy sources is wise. 4.28 1.067

Source: Authors’ calculation

By answering the questions, the respondents expressed their views using a five-
point Likert scale (from “totally disagree” to “totally agree”). Respondents
mostly agreed with the statement that using renewable energy sources is wise,
desirable and positive (average score 4.2), and the least with the statement that
using renewable energy sources is easy (average score closest to 3.4).

The t test of independent samples was used to compare respondents of different
sexes, while Pearson’s correlation was used to determine the existence of a
correlation of age and education with the respondents’ attitudes.

Chart 1 shows the answer to the question of whether respondents have ever
visited Vlasina Lake, and indicates that the largest number of respondents have
visited the specified destination more than once, while Chart 2 shows whether
respondents believe that renewable energy sources are used at Vlasina Lake.
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Yes, just once,
11.8%

Not, 1.6% Yes, more
than once,
57.5%
I visit often,
29.1%

Chart 1. Have you ever visited Vlasina Lake?
Source: Authors’ calculation

Not, 23.6%

Yes, 33.1%

Rarely, 43.3%

Chart 2. Do you think that renewable energy sources are used at Vlasina Lake?
Source: Authors’ calculation

When asked which renewable energy source is most often used on Lake Vlasina,
respondents gave preference to hydropower plants (67.7%), given that the
surroundings of Vlasina are rich in rivers and water potential, as well as that a
couple of mini hydropower plants have been built in the last couple of years. The
second place is taken by solar energy (21.3%), the third by pellets (6.3%) and the
last one by wind energy (4.7%).

When we consider gender, 48 women believe that hydropower plants are the
most frequently used source of energy compared to 38 men. When it comes to
solar energy, 16 women gave a positive answer compared to 11 men (Chart 3.)
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Chart 3. Which renewable energy source is used most at Vlasinal.ake?

Source: Authors’ calculation

When it comes to the application of energy efficiency principles in Vlasina
accommodation units, 44.1% believe that they are not applied, 39.4% that they
are rarely applied, and only 16.5% gave a positive answer. For the application
of the principles of sustainable tourism in Vlasina, in relation to the application
of the principles of energy efficiency, a greater number of respondents believe
that they are applied, 29.1%, that they are rarely applied, 34.6%, and 36.2% that
they are not applied. Graph 4 shows the respondents’ responses based on the sex
of the respondents, which indicates that a greater number of female respondents
gave a positive response compared to men to both questions.

40
35
30 28
25
20
15
10 g 9
5 | 1 &
0
Women Women Women
Not Rarely Yes

B Are the principles of energy efficiency applied in the accommodation?
Are the principles of sustainable tourism applied?

Chart 4. Are the principles of energy efficiency and sustainable tourism applied?

Source: Authors’ calculation
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When asked which form of ecotourism would be the best choice for promoting
Vlasina Lake, half of the respondents believe that it would be a recreational
vacation (summer and winter), and sports-recreational tourism is in the second
place (Chart 5).

Countryside
tourism, 7.9%

Recreational

Excursions and vacation
excursions, (summer/winter),
6.3% 50.4%
Sports and
recreational,
35.4%

Chart 5. Which form of ecotourism would be the best choice
for promoting Vlasina Lake?

Source: Authors’ calculation

Results of the t test: t(125) =-1.267; p =0.208>0.05 show that men and women do
not statistically significantly differ in their attitudes towards the use of renewable
energy sources at Vlasina Lake.

Pearson’s correlation results: r =-0.083; p = 0.351 > 0.05 show that there is no
correlation between the age of the respondents and attitudes towards the use of
renewable energy sources at Vlasina Lake.

Pearson’s correlation results: r = 0.177; p = 0.047 > 0.05 show that there is
a positive and statistically significant correlation between the respondents’
education and the respondents’ attitudes towards the use of renewable energy
sources on Vlasina Lake.

4. DISCUSSIONS

Theoretical considerations in the paper indicate the importance of applying the
concept of sustainability and greater use of renewable energy sources in tourism.
The aim of the work is to analyze the attitudes of consumers towards the use of
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renewable energy sources and the application of the principles of sustainable
tourism on Vlasina Lake.

Identifying the consumer’s perception according to the variables investigated in
the paper gives the possibility of comparison with the obtained results of previous
research. The research results provide insight into consumer perceptions of
renewable energy sources and show that there is awareness and positive attitudes
about the advantages and importance of using renewable energy sources (the use
of renewable energy sources is wise, desirable and positive), in accordance with
the research of Grubor, Mili¢evi¢ and Djoki¢ (2019) that there are significant
positive effects of attitudes on the intention of tourists to visit green rural hotels,
as well as in accordance with the results obtained by Djokic et al. (2023) that
attitudes have a positive influence on the intention of students to use an e-bike.

Also, the data obtained from the analysis of consumer attitudes show that
consumers are aware that it is not easy to start using renewable energy sources,
which is somewhat clear considering the standard of living of consumers in the
Republic of Serbia, and partly in accordance with the statements of Luyando et
al. (2020) that there is a connection between the category of the hotel, the level
of energy efficiency of the hotel and the attraction of environmentally conscious
tourists with greater purchasing power.

Respondents’ answers about the application of the principles of energy
efficiency and sustainable tourism in Vlasina indicate that a greater percentage
of respondents believe that they are not applied or rarely applied, which is not in
line with the results of the research by Luyando et al. (2020) who point out that
the use of renewable energy sources is a significant factor for increasing the eco-
efficiency of tourist destinations. They state that energy efficiency is a dominant
factor in creating additional value in the sustainable development of tourism.

In the context of socio-demographic characteristics, the results point to the
conclusion that respondents with a higher level of education have more positive
attitudes towards the use of renewable energy sources in Vlasina and, on that
basis, can represent the target group for developing a marketing strategy.

Also, the results of the empirical research indicate the identification of
recommendations for the adoption of the principles of sustainable tourism and a
higher level of the use of renewable energy sources.

Namely, despite the existence of positive attitudes of respondents about the use
of renewable energy sources, it is necessary to improve marketing activities in
terms of increasing information and educating consumers about the benefits of
using renewable energy sources, as well as consistent positioning of the concept

146 http://www.ae.ef.unibl.org/


http://www.ae.ef.unibl.org/

(ACE) Acta Economica, Vol. XXI, No. 38, 2023 133 -150

of sustainable development and ecotourism in the minds of consumers, in
accordance with Bradi¢-Martinovi¢ and Mileti¢, (2018) and Milosevi¢, 1li¢ and
Popovi¢ (2021).

The scientific contribution of the paper, in addition to indicating the importance of
using renewable energy sources in tourism, is also reflected in recommendations
for directing marketing activities in the direction of creating strategies for
improving the quality of the environment, human health and efficient use of
natural resources.

5. CONCLUSIONS

Sustainable development, renewable energy sources, energy efficiency,
ecotourism represent concepts that, at the moment when the energy crisis has
entered the world stage, are gaining more and more importance every day.
Previous research shows that the principles of sustainable development have
begun to be applied in the Republic of Serbia, but they are still not at a satisfactory
level. When it comes to the development of sustainable tourism and ecotourism,
it is also at a low level, but with a tendency to develop.

The results of the research show that there are positive attitudes of respondents
towards the use of renewable energy sources in the function of developing
sustainable tourism in the Vlasina area.

However, planned and continuous information and education of the population
about the benefits of sustainable development and sustainable tourism is
necessary.

Considering the low percentage of positive answers to the question of whether
the principles of energy efficiency are applied in the accommodation facilities
of Vlasina Lake, the results of the research indicate the need for incentives
from the political and economic authorities of the area for the application of
energy efficiency. This type of incentives, primarily in the hotel context, would
also have a secondary effect. It is about the promotion of socially responsible
companies, which would attract a larger number of tourists with a developed
environmental awareness. This is already an established practice of a developed
tourist destination, and the ultimate goal would be to introduce the principle of
energy efficiency by the owners of households that provide rental services.

In the context of the issue of choosing the best form of ecotourism, given that the
majority of respondents opted for recreational vacations and sports-recreational
tourism, the local development and tourism strategy can be based on financial
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support for the use of e-bikes. Due to the natural and health characteristics of the
property’s surface, which have a positive impact on people’s health, in addition
to the above, it is necessary to direct financial incentives towards energy-efficient
housing capacities.

Future research may include a larger number of respondents, as well as
respondents from different parts of the Republic of Serbia.
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O P KUBU PA3BOJ KPO3 ITPU3MY TYPUSMA U
MNOTPOLIAYA HA TYPUCTUKOM TP KULITY - CTYANJA
CIYYAJA BJIACUHCKOI JE3EPA

1 Pagomup CrojkoBuh, DakynTeT 3a HHKeHEpCcKH MeHaMeHT, beorpax, Cpbuja
2 Jlparana Hukomuh Puctuh, OTP 6anka a.n. Hou Cagn, Cpouja

CA/KETAK

KoHIienT oxp>xMBOT pa3Boja MpeAcTaB/ba HEUCHPIIHY TEMYy UCTPaKHUBamba, Koja
JIOJIaTHO J00Mja Ha 3HA4ajy y YCIOBHMa TPEHYTHE CHEPTeTCKe Kpu3e. Y ToM
CMHUCITY, TaXHha HayYHO-CTPYYHE jJaABHOCTH je ycMjepeHa ka Behem xopumrhemy
OOHOBJPMBHX HM3BOpa €HEPrHje y TYpPUCTHUKOj njenarHoctd. Lusb pana jecre
HCTPaXKMBamkhE CTAaBOBa IMOTpONIada npema Kopuiihermy OOHOBJFHUBHX H3BOpa
eHepruje W NPUMjeHa MPHUHIUIA OJPXXHBOT Typu3Ma Ha BiacwHCKOM jesepy.
BiacuHcko je3epo o je mmper reorpadcekor mojMa — BiaacuHCKa IutaHUHCKA
BucopaBaH. OBa reorpadcka o0jacT Hamasu ce Ha jyrouctoky CpOuje u
TepuTopujanHo npunana ITunmwckoM okpyry. IIpBu 110 paga caapKu mperies
KpenuOuiHe nureparype. Y 003Hp Cy y3eTa akTyellHa HCTPaXKHBamba OBE BPCTE
Kako y cBHjery, Tako u'y Cpouju. Onp>KuBH pa3Boj CBE BUIIIE J100Wja HA 3HAYA]Y
u Meh)y HocHoIIMMa TOJIMTHYKE U €KOHOMCKE BJIACTH, a TypU3aM je MPero3HaT
Kao0 MOTEHIMjaJIHO BOJIchin CEKTOP Y MPOMOILIMjH OAPKHUBOT pa3Boja. To je pasior
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3aIlITO CE CBE BHIIE TEOpETHYapa MHTEPECYje 3a OBY MCTPaKHUBAYKy OOJACT.
Hpyrun nmuo pana je emmupujcke mpupoae. OBle Cy TpUKazaHH pe3ylTaTd
UCTpaXWBamka CTaBOBa IOTpOIIada TpemMa MpUMjeHH OOHOBJHMBUX HU3BOpa
eHepruje Ha BiacunckoM jesepy. UcrpakuBame je oOyxBartiio 127 morporaya
ca tepuropuje jyrouctoune CpbOuje. Pesynraru 1m0 Kojux Cy ayTOpH IOILLIH
Orie/lajy ce Y HMCTOBJETHOCTH MHUIIbEHAa 00a I0Jia MO0 OCHOBY Kopuiiherma
00HOBJbMBE €HEpTuje Ha TepuTopuju BracuHckor jesepa. OHO mTO je Beoma
outHo u mTo he y OynyhHocTH at 10OpY OCHOBY 3a Pa3BOj OAPKHUBOT TypHU3Ma
jecTe MO3UTHBHA M CTAaTUCTHYKM 3HAa4YajHa Kopenaludja y morieay o0pa3oBamba
U CTaBoBa MoTpomiada (McnuraHuka). Mako cy ekckyp3uje W u3neTtd, mebhy
AQHKETHPAHUM HCIUTAHUIIMMA, HajMalbe 3aCTyIUbeHH OOJHMK EKO-Typu3Ma,
UCTpaKWBambe HABO/IM Ha 3aKkJby4ak 1a he y OymyhHoCTH 0Baj BHJ TypU3Ma HMaTH
nepcrnektuBy. OBO ce U3BOIU U3 YMEHCHUIIE O BUCOKO] KOpeJalju 00pa3oBarmba
W craBoBa wucnuTanuka. CTaTHUCTHYKa aHalu3a je chpoBeaeHa momohy
codreepckor makera SPSS (The Statistical Package for the Social Sciences).
3Hauaj paja ce oniea y MOTCHIMjaIHUM UMIUIMKAIlMjaMa 3a Pa3Boj CTparerije
OJIP)KMBOT pa3Boja TypusMa jyrouctouHe CpOuje W TypUCTHUKE ICCTUHAIHU]E
Koja 00jenumyje Biacuucky 00J1acT, a y udjeM enuIeHTpy ce Hajla3u BiacuHcko
jesepo. Aytopu he HacTojaTH na TOMYIapU3yjy IHUTAHkE OIPKHUBOT pa3Boja
KpO3 TypUCTHUYKY M Hay4HY JjEIaTHOCT W MPOUIMPEHE WHTEPECHUX Ipyrna Ha
MPECTaB/beHY TEMY Ha TepuTopuju nujene Cpowuje.

Kibyune peuu: ooporcusu paszej, mypuzam, oOHO6bUSU U3GOPU eHepalje,
cmaeosu nompowaia, Bracuncko jezepo.
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ABSTRACT

The projection of insured deposits level in banks is of the
key importance for the financial planning of the Deposit
Insurance Fund as an integral part of the deposit insurance
system. On the one hand, in a situation when banks fail,
Deposit Insurance Fund are used for payouts of insured
deposits in those banks or for financing processes of
resolution such banks, which represents a real outflow of
the Fund. On the other hand, the main regular inflows into
the Deposit Insurance Fund are realized from insurance
premiums which, as a rule, are calculated on the basis
of insured deposits in all banks. The research problem
posed in this paper is how to predict changes in the level
of insured deposits in banks, that is, how this level in
banks changes in relation to the total assets of the banking
sector. The research covered the period from 2009 to
2021. The level of insured deposits in banks was set as the
dependent variable and the level of bank assets was set
as the independent variable. The research was conducted
on the banks operating in Bosnia and Herzegovina. The
research confirmed the significant conditionality of the
growth of insured deposits with the growth of the bank
assets, and also opened up some new directions for further
research in terms of the influence of other elements on the
financial planning of the Deposit Insurance Fund and the
presence of moral hazard in the banking sector.

© 2023 ACE. All rights reserved

1. INTRODUCTION

The importance of deposit insurance system and deposit insurance fund, as its
crucial part, is especially evident in the current environment in which many
unpredictable events and risks appear and in which financial crises are much
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more frequent than in previous decades. Therefore, proper planning of the
Deposit Insurance Fund is very important for the efficient functioning of the
deposit insurance system.

In the financial planning of the Deposit Insurance Fund, projections of inflows
and outflows of the Fund are very important. The most significant regular
inflows are realized from insurance premiums that banks pay as a certain fee for
deposit insurance and the most significant outflows of funds are through payouts
to depositors in the event of liquidation/bankruptcy of banks or through the
financing of bank resolution processes in those countries where such possibility
exists.

In the context of the above, planning changes in the level of insured deposits in
banks is important for two reasons. The first reason is that the strengthening of
the Deposit Insurance Fund is mostly done from insurance premiums which, as
arule, are charged on the basis of total insured deposits in banks, and the second
reason is that the level of insured deposits in banks represents the potential
exposure of the Deposit Insurance Fund, i.e. in a situation when banks fail, the
Fund should have enough available funds to fully protect all insured deposits in
banks.

Given that banks use insured deposits as their source of financing, it was
researched how the level of insured deposits in the banks operating in Bosnia
and Herzegovina changed in relation to the change of the level of total bank
assets over a period of 11 years (2009 - 2021). The goal was to determine the
dependence of changes in the level of the insured deposits in relation to changes
in the total assets of the banks operating in Bosnia and Herzegovina, i.e. in the
Republic of Srpska and Federation of Bosnia and Herzegovina'.

The results of the research could be useful to the deposit insurance system in the
process of financial planning of the Deposit Insurance Fund.

Many studies have shown the importance of monitoring the level of insured
deposits in banks in the context of determining the optimal amount of the Deposit
Insurance Fund.

1 Bosnia and Herzegovina is a country consisting of two entities, the Republic of Srpska and the
Federation of Bosnia and Herzegovina. Given that bank supervision and bank resolution processes
are carried out by two institutions in Bosnia and Herzegovina - the Banking Agency of the Republic
of Srpska for banks with headquarters in the Republic of Srpska and the Banking Agency of the
Federation of Bosnia and Herzegovina for banks with headquarters in the Federation of Bosnia and
Herzegovina, and that there are two entity banking laws, in this paper we observed both the entire
banking sector in Bosnia and Herzegovina, as well as the separate banking sectors at the entity
level.
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The amount of the Deposit Insurance Fund at the end of a certain period of time
is affected by insured deposits on two grounds. Firstly, in the case of payouts of
insured deposits during the observed period, there is an outflow from the Fund,
and secondly, the inflow into the Fund based on the charged premium is directly
related to the level of insured deposits in banks, which, as a rule, is the basis for
calculating the insurance premium.

The equation used for “dynamic” planning of the Deposit Insurance Fund,
which takes into account changes in the level of insured bank deposits, can be
represented as (International Association of Deposit Insurers, 2011, p. 14):

B =B ,—D+1+P+R,

Where

B, — denotes Deposit Insurance Fund at the end of period t,

D, — denotes the total payout to depositors over period t,

I, — denotes the investment income of the Deposit Insurance Fund over period t,
P — denotes insurance premiums received over period t,

R,— denotes the recoveries received over period t.

Data on deposits and bank liabilities should be available from quarterly bank
financial statements that banks file with their regulators. Estimates of insured
deposits are often reported by banks as well, sometimes directly to the deposit
insurer and other times to the central bank. The accuracy of self-reported insured
deposits varies with the complexity of deposit insurance coverage rules, with
more complex rules yielding worse estimates. The percentage of deposits that
are insured will vary with bank type within the country, and insurance exposures
depend heavily on the deposit insurance thresholds relative to average depositor
wealth levels as well as wealth distributions (O’Keefe & Ufier, 2017, p. 28).

The impact of the growth of deposits onto the Deposit Insurance System’s funds
and its pay out capacity are as follows — the payout capacity is always larger
at lower covered deposits’ annual growth rate. Authorities should take into
account the growth of deposits’ impact when deciding on an annual premium
level, especially if the country experienced a significant growth of deposits
(Ognjenovi¢, 2017, p. 123)

Empirical research conducted in order to assess the relationship between the
Deposit Insurance Fund and total deposits and loans showed that the volume
of total deposits and total loans and advances were negatively and statistically
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significant to the Deposit Insurance Fund in the long run (Ebiaghan & Jeroh,
2020).

Research on changes in the level of insured deposits is also important for
planning the target amount of the deposit insurance fund.2 In the literature,
two approaches can be found in determining the target amount of the deposit
insurance fund, namely: the Loss Distribution Approach and the Credit Portfolio
Approach (O’Keefe & Ufier, 2017, p. 5). It is also possible to use the so-called
discretionary approach. The discretionary approach refers to the situation when
the target fund size is not determined according to specific methodology. Instead,
arbitrary decision and judgments are made when establishing the target fund size
(Ognjenovi¢, 2017, p. 160). Regardless of which method was used in the planning
process of the Deposit Insurance Fund, the key information is the level of insured
deposits in banks, i.e. what the potential liability of the Deposit Insurance Fund
is in the event that the bank encounters problems in its operations.

In order to determine the optimal level of the Deposit Insurance Fund, if the
credit portfolio approach is applied, in addition to the probability of default, the
loss rate per default, the overall exposure at default is a key factor. Expected
Losses in state of world t = PDt x LGDt x EADt (O’Keefe & Ufier, 2017, p. 12).

In the research of the methodological approach for the development of the Target
Deposit Insurance Fund Model, it is determined the importance of reporting
regarding the level of insured deposits. Research regarding changes in insured
deposits in an earlier period determines how the movement of the level of insured
deposits will be predicted in the developed model. The percentage of deposits
that are insured tends to depend heavily upon bank type (O’Keefe & Ufier, 2016,
p. 20).

For the purposes of assessing the adequacy of the Deposit Insurance Fund using
the credit risk model, the relationship between gross domestic product and
inflation, interest rate changes and deposit growth was researched (Doss, 2017).

Research conducted by the International Association of Deposit Insurers showed
that it is necessary to continuously review the target amount of the deposit
insurance fund, taking into account the factors that influence its determination,
which constantly change. One of the factors is the structure and characteristics of

2 The target amount of Deposit Insurance Fund is the desired (target, optimal) level of the
“coverage ratio”, expressed as the ratio of the total required amount of Deposit Insurance Fund and
the total exposures of Deposit Insurance Fund to the member banks of deposit insurance program
- total insured deposits in banks. Deposit insurance coverage ratio is a measure for the Deposit
Insurance System’s ‘compensation power’ or its ‘payout capacity’. It is, somewhat, similar to the
concept of bank’s capital adequacy ratio (CAR) (Ognjenovié, 2017, p. 109).
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the financial system, an integral part of which are insured deposits (International
Association of Deposit Insurers, 2018, p. 12).

2. MATERIALS AND METHODS

In this paper, regression and correlation analysis was applied. The relationship
between bank assets and insured deposits was determined using a simple linear
regression analysis. Bank assets represent an independent variable, whereas
insured deposits in banks are a dependent variable and they are observed in the
total amount in the banks operating in Bosnia and Herzegovina, as well as at the
level of the banking sector of the Republic of Srpska and the banking sector of
the Federation of Bosnia and Herzegovina. The functional connection between
bank assets and insured deposits in banks was analyzed and it is shown as:

Y=f(def, X)

The simple linear regression model can be written as:

Y=B+Bx +¢ i=12,..,N

Where:

Y: means dependent variable, in this analysis, insured deposits in banks;
x: means independent variable, in this analysis, bank assets;

- B, 1, are unknown constants or regression parameters;

¢, 1s a stochastic member or a disorder, or an accidental error and

N means the size of the base set.

The estimates of the parameters in the regression equation are obtained on the
basis of the least squares method and it is shown as:

y DALY
Loy ()

b =y-bx

0

The parameter b0 shows the expected value of the dependent variable Y, if the
independent variable X has the value of zero, while the parameter b1l shows the
average change of the dependent variable with a unit increase of the independent
variable.
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For the needs of the analysis, the econometric program EViews was used.
The obtained coefficient of determination shows that the applied model is
representative and that there is a strong connection between the observed
variables, as well as that the applied model is good at forecasting trends.

3. RESULTS

The following table shows the results of the regression analysis of bank assets
and bank insured deposits at the level of the entire banking sector of Bosnia and
Herzegovina.

Table 1. The influence of bank assets on the level of insured deposits in the banking
sector in Bosnia and Herzegovina?

Dependent Variable: ID
Method: Least Squares

Date: 02/16/23 Time: 11:04
Sample: 2009Q4 2021Q4
Included observations: 49

Variable Coefficient  Std. Error t-Statistic Prob.

C -3428777. 644695.9 -5.318441 0.0000
ASSETS 0.428631 0.024955 17.17639 0.0000
R-squared 0.862585 Mean dependent var 7449269.
Adjusted R-squared 0.859661 S.D. dependent var 2253648.
S.E. of regression 844258.7 Akaike info criterion 30.17027
Sum squared resid 3.35E+13 Schwarz criterion 30.24748
Log likelihood -737.1715 Hannan-Quinn criter. 30.19956
F-statistic 295.0284 Durbin-Watson stat 0.082625
Prob(F-statistic) 0.000000

Source: Deposit Insurance Agency of Bosnia and Herzegovina (n.d.), Reports on the situation in
the banking sector of the Republic of Srpska (2022) and Reports on the situation in the banking
sector of the Federation of Bosnia and Herzegovina (2022)

Regression analysis showed that the coefficient of determination (r2) is 0.86,
i.e. 86% of changes in insured deposits are explained by changes in the level of
bank assets. Therefore, the growth of insured deposits in banks is significantly
conditioned by the growth of bank assets. The coefficient for the independent
variable (bank assets) which is 0.43 showed that an increase/decrease in the
amount of bank assets by one observed unit leads to an increase/decrease in the
amount of insured deposits in banks by 0.43 units.

3 Data from Appendix 1
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Chart 1. Regression equation of bank assets and insured deposits
of the banking sector in Bosnia and Herzegovina

Source: Author’s calculation

Bearing in mind that banks in Bosnia and Herzegovina operate in accordance
with two entity banking laws, a separate research was carried out for the banking
sector of the Republic of Srpska and the banking sector of the Federation of

Bosnia and Herzegovina.

Table 2 shows the results of the regression analysis of bank assets and insured
deposits at the banking sector of the Republic of Srpska and Table 3 shows
the results of the regression analysis of bank assets and insured deposits at the
banking sector of the Federation of Bosnia and Herzegovina.

Table 2. The influence of bank assets on the level of insured deposits in the banking

sector of the Republic of Srpska*

Dependent Variable: ID
Method: Least Squares

Date: 02/16/23 Time: 15:19
Sample: 2009Q4 2021Q4
Included observations: 49

Variable Coefficient  Std. Error t-Statistic Prob.

C -2344066. 230122.8 -10.18615 0.0000
ASSETS 0.642242 0.033000 19.46163 0.0000
R-squared 0.889608 Mean dependent var 2076385.
Adjusted R-squared 0.887259 S.D. dependent var 770355.9
S.E. of regression 258661.6 Akaike info criterion 27.80439
Sum squared resid 3.14E+12 Schwarz criterion 27.88161
Log likelihood -679.2075 Hannan-Quinn criter. 27.83369
F-statistic 378.7552 Durbin-Watson stat 0.134346
Prob(F-statistic) 0.000000

Source: Deposit Insurance Agency of Bosnia and Herzegovina (n.d.) and Reports on the situation
in the banking sector of the Republic of Srpska (2022)

4 Data from Appendix 2
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Regression analysis showed that the coefficient of determination (r2) is 0.89,
i.e. 89% of changes in insured deposits are explained by changes in the level of
bank assets in banking sector of the Republic of Srpska. Therefore, the growth
of insured deposits in banks is significantly conditioned by the growth of bank
assets. The coefficient for the independent variable (bank assets) which is 0.64
showed that an increase/decrease in the amount of bank assets by one observed
unit leads to an increase/decrease in the amount of insured deposits in banks by
0.64 units.

The coefficient of 0.64 showed that in the banking sector of the Republic of
Srpska there is a greater correlation of changes in insured deposits conditioned
by bank assets compared to the entire sector of Bosnia and Herzegovina.

12,000,000
y = 1.3852x + 4E

10,000,000 + 06R2= 0.8896 °

8,000,000

-
0&0
6,000,000 pot 22 "
*
4,000,000
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0
0 500,000 1,000,000 1,500,000 2,000,000 2,500,000 3,000,000 3,500,000 4,000,000

Chart 2. Regression equation of bank assets and insured deposits
of the banking sector of the Republic of Srpska

Source: Author’s calculation

Regression analysis for banks based in the Federation of Bosnia and Herzegovina
showed that the coefficient of determination (12) is 0.83, i.e. 83% of changes in
insured deposits are explained by changes in the level of bank assets in banking
sector of the Federation of Bosnia and Herzegovina. Therefore, the growth of
insured deposits in banks with headquarters in the Federation of Bosnia and
Herzegovina is significantly conditioned by the growth of bank assets, although
this conditionality is partly smaller compared to banks with headquarters in the
Republic of Srpska.

The coefficient for the independent variable (bank assets) which is 0.36 showed
that an increase/decrease in the amount of bank assets by one observed unit
leads to an increase/decrease in the amount of insured deposits in banks by 0.36
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units. At the same time, this coefficient showed that in the banking sector of the
Federation of Bosnia and Herzegovina there is a significantly lower correlation
of changes in insured deposits conditioned by bank assets compared to the entire
banking sector of Bosnia and Herzegovina and especially in relation to the
banking sector of the Republic of Srpska.

Table 3. The influence of bank assets on the level of insured deposits in the banking
sector of the Federation of Bosnia and Herzegovina’

Dependent Variable: ID

Method: Least Squares
Date: 02/16/23

Time: 15:34

Sample: 2009Q4 2021Q4
Included observations: 49

Variable Coefficient Std. Error t-Statistic Prob.

C -1192334. 447405.4 -2.664998 0.0105
ASSETS 0.354958 0.023704 14.97486 0.0000
R-squared 0.826726 Mean dependent var 5372884.
Adjusted R-squared  0.823039 S.D. dependent var 1484890.
S.E. of regression 624644.5 Akaike info criterion 29.56771
Sum squared resid 1.83E+13 Schwarz criterion 29.64493
Log likelihood -722.4090 Hannan-Quinn criter. 29.59701
F-statistic 224.2463 Durbin-Watson stat 0.084651
Prob(F-statistic) 0.000000

Source: Deposit Insurance Agency of Bosnia and Herzegovina (n.d.) and Reports on the situation
in the banking sector of the Federation of Bosnia and Herzegovina (2022)
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Chart 3. Regression equation of bank assets and insured deposits
of the banking sector of the Federation of Bosnia and Herzegovina

5 Data from Appendix 3

Source: Author’s calculation
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4. DISCUSSIONS

The research conducted on the entire banking sector of Bosnia and Herzegovina
showed that there is a high degree of connection between insured deposits and bank
assets, i.e. the growth of insured deposits in banks is significantly conditioned by
the growth of bank assets. However, there are differences between the banking
sector of the Republic of Srpska and the banking sector of the Federation of
Bosnia and Herzegovina regarding the unit change in the amount of insured
deposits in relation to bank assets. There is a significantly smaller change for
banks with headquarters in the Federation of Bosnia and Herzegovina (0.36)
compared to banks with headquarters in the Republic of Srpska (0.64).

The above coefficients show that the banks with headquarters in the Republic
of Srpska use insured deposits as sources of financing more than in the case
of banks with headquarters in the Federation of Bosnia and Herzegovina. One
of the reasons may be the fact that banks based in the Republic of Srpska offer
higher interest rates on deposits than banks in the Federation of Bosnia and
Herzegovina and thus become more competitive in terms of collecting insured
deposits. Given that banks determine the price of their placements, among other
things, two questions can be asked on the basis of the cost of financing sources.

First, do banks based in the Republic of Srpska achieve lower profitability
compared to banks based in the Federation of Bosnia and Herzegovina? In order
to be more competitive, the banks based in the Republic of Srpska should not
have higher interest rates on credit placements than banks based in the Federation
of Bosnia and Herzegovina. On the other hand, if the sources of financing for the
banks based in the Republic of Srpska are more expensive, then maintaining a
competitive position in terms of lending damages profitability.

Another question would be whether, in order to achieve better profitability, the
banks based in the Republic of Srpska place funds at higher interest rates on
loans than banks based in the Federation of Bosnia and Herzegovina, in which
case the risky clients who are ready to pay higher interest rates on the obtained
funds could appear as their clients.

The deposit insurance system is very interested in all of the above due to the
exposure of the Deposit Insurance Fund to insured depositors, but there is also
an interest of the complete financial safety net.

The significant reliance of banks on insured deposits, as a source of their own
financing, also raises the question of the possible effect of moral hazard caused
by the deposit insurance system. Deposit insurance, like any other insurance,
by its nature, causes possible hazardous behavior of certain participants in the
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system (Kruni¢, 2016). This especially occurs if the deposit insurance system, as
well as the entire financial safety-net, does not have sufficiently good protective
mechanisms to mitigate such effects of moral hazard (Kruni¢, 2012).

Due to limited data availability, this research focuses on the entire banking sector
in Bosnia and Herzegovina, i.e. in its entities, the Republic of Srpska and the
Federation of Bosnia and Herzegovina. The same research could be conducted
on individual banks, where it would be determined how individual banks rely
on insured deposits as a source of financing, which is particularly useful for
planning of the Deposit Insurance Fund. In the process of planning the Deposit
Insurance Fund, taking into account the quality of banks in the entire banking
sector with a special emphasis on systemically important banks, is of additional
importance.

In this paper, we researched the changes of one factor - insured deposits - which
affects the financial planning of the Deposit Insurance Fund. In addition to
insured deposits, for the planning of the Deposit Insurance Fund, assessments
of the sensitivity of individual banks to crisis situations, possible compensation
of insured deposits, as well as the percentage of the recovery, are of a key
importance. Everything mentioned in this part of the discussion points to possible
new directions of research.

5. CONCLUSIONS

In the process of financial planning of the Deposit Insurance Fund the projections
of the level of insured deposits in banks are very important. This is because
insured deposits represent the Fund’s potential exposure to banks facing failure.
At the same time, the level of insured deposits is also important from the point
of view of the deposit insurance premium, which represents the most significant
regular inflow of funds into the Deposit Insurance Fund.

This paper researched the dependence of changes in the level of insured
deposits in banks in relation to bank assets. The research confirmed a significant
relationship between bank assets and the level of insured deposits in banks in
Bosnia and Herzegovina, where there is a difference in the degree of change
within the entity’s banking sectors. A significantly smaller unit change in the
amount of insured deposits is present for the banks with headquarters in the
Federation of Bosnia and Herzegovina compared to the banks with headquarters
in the Republic of Srpska. This indicates that the banks with headquarters in the
Republic of Srpska use insured deposits as a source of financing more than it is
the case with the banks based in the Federation of Bosnia and Herzegovina.
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This research also opened up some new directions of research in terms of the
impact of other elements on the financial planning of the Deposit Insurance
Fund, as well as in terms of presence of moral hazard in the banking sector.
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APPENDICES

APPENDIX 1:Total bank assets and total insured deposits in Bosnia and
Herzegovina (in thousands of BAM)

PERIOD D ASSETS

12/31/2009 3,070,927 | 20,508,838
03/31/2010 3,470,165 | 20,545,005
06/30/2010 4234691 | 20,270,722
09/30/2010 4291463 | 20,174,541
12/31/2010 4,476,555 | 20,331,235
03/31/2011 4,574,866 | 20,357,094
06/30/2011 4,623,943 | 20,526,217
09/30/2011 4,736,895 | 20,805,326
12/31/2011 4,819,378 | 20,838,125
03/31/2012 4,910,583 | 20,429,847
06/30/2012 4974224 | 20,685,482
09/30/2012 5,031,580 | 21,035,477
12/31/2012 5,208,438 | 21,186,269
03/31/2013 5345958 | 21,144,574
06/30/2013 5,346,136 | 21,225,064
09/30/2013 5,963,811 | 21,669,387
12/31/2013 6,137,946 | 22,023,581
03/31/2014 6,878,250 | 21,861,648
06/30/2014 6,958,909 | 22,157,035
09/30/2014 7127201 | 22,841,628
12/31/2014 7,179,572 | 22,772,464
03/31/2015 7426969 | 22,450,020
06/30/2015 7,500,614 | 22,844,521
09/30/2015 7,599,284 | 23,245507
12/31/2015 7,760,738 | 23,582,049
03/31/2016 7,888,494 | 23,389,821
06/30/2016 7,985,629 | 23,643,050
09/30/2016 8,065,645 | 24,088,541
12/31/2016 8,354,769 | 25,013,801
03/31/2017 8,434,390 | 25,133,007

http://www.ae.ef.unibl.org/

163


http://www.ae.ef.unibl.org/
https://www.iadi.org/en/assets/File/Papers/Approved%20Research%20-%20Discussion%20Papers/IADI_DIF_Sufficiency_Paper-official_issuance.pdf
https://www.iadi.org/en/assets/File/Papers/Approved%20Research%20-%20Discussion%20Papers/IADI_DIF_Sufficiency_Paper-official_issuance.pdf

Gorana Krunié

Functional correlation between bank assets...

PERIOD ID ASSETS

06/30/2017 8,515,497 25,753,207
09/30/2017 8,575,833 26,527,838
12/31/2017 8,761,191 27,248,816
03/31/2018 8,863,222 27,513,202
06/30/2018 8,996,308 28,750,315
09/30/2018 9,100,186 29,251,866
12/31/2018 9,359,418 29,853,834
03/31/2019 9,478,086 30,180,877
06/30/2019 9,632,538 31,021,246
09/30/2019 9,730,254 31,853,625
12/31/2019 9,954,705 32,509,432
03/31/2020 9,726,348 31,870,052
06/30/2020 9,959,865 31,777,763
09/30/2020 10,126,318 | 32,131,470
12/31/2020 10,392,961 | 32,905,011
03/31/2021 10,606,711 | 33,145,052
06/30/2021 10,814,742 | 34,153,088
09/30/2021 10,947,188 | 34,883,089
12/31/2021 11,094,799 | 35,442,081

Source: Deposit Insurance Agency of Bosnia and Herzegovina (n.d.), Reports on the situation in
the banking sector of the Republic of Srpska (2022) and Reports on the situation in the banking
sector of the Federation of Bosnia and Herzegovina (2022)

APPENDIX 2: Total assets and total insured deposits in the banks with
headquarters in the Republic of Srpska (in thousands of BAM)

PERIOD ID ASSETS
12/31/2009 760,187 5,371,717
03/31/2010 778,538 5,353,902
06/30/2010 935,838 5,382,803
09/30/2010 965,723 5,333,324
12/31/2010 1,012,890 5,340,267
03/31/2011 1,068,730 5,403,210
06/30/2011 1,091,941 5,483,844
09/30/2011 1,124,680 5,634,562
12/31/2011 1,163,625 5,731,790
03/31/2012 1,197,961 5,781,132
06/30/2012 1,220,196 5,871,162
09/30/2012 1,257,312 6,118,710
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PERIOD ID ASSETS
12/31/2012 1,333,571 6,195,503
03/31/2013 1,393,164 6,337,067
06/30/2013 1,384,703 6,356,757
09/30/2013 1,582,244 6,494,131
12/31/2013 1,657,581 6,576,920
03/31/2014 1,852,151 6,623,653
06/30/2014 1,905,102 6,735,392
09/30/2014 1,985,801 6,962,097
12/31/2014 1,946,873 6,615,647
03/31/2015 2,054,644 6,505,974
06/30/2015 2,090,475 6,535,376
09/30/2015 2,142,262 6,613,299
12/31/2015 2,170,507 6,575,166
03/31/2016 2,197,296 6,351,244
06/30/2016 2,197,658 6,307,920
09/30/2016 2,251,582 6,430,092
12/31/2016 2,313,386 6,631,767
03/31/2017 2,355,504 6,628,503
06/30/2017 2,388,404 6,760,363
09/30/2017 2,439,483 6,947,275
12/31/2017 2,495,043 7,038,965
03/31/2018 2,545,142 7,146,694
06/30/2018 2,596,762 7,700,197
09/30/2018 2,645,518 7,681,394
12/31/2018 2,733,059 7,760,073
03/31/2019 2,780,070 7,724,378
06/30/2019 2,826,116 7,938,975
09/30/2019 2,873,541 8,111,725
12/31/2019 2,948,503 8,297,662
03/31/2020 2,890,256 8,066,699
06/30/2020 2,955,423 8,259,899
09/30/2020 3,020,418 8,324,711
12/31/2020 3,101,450 8,508,573
03/31/2021 3,180,418 8,018,003
06/30/2021 3,249,049 9,149,929
09/30/2021 3,309,771 9,389,823
12/31/2021 3,372,324 9,551,253

Source: Deposit Insurance Agency of Bosnia and Herzegovina (n.d.) and Reports on the situation
in the banking sector of the Republic of Srpska (2022)
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APPENDIX 3: Total assets and total insured deposits in the banks with
headquarters in the Federation of Bosnia and Herzegovina (in thousands
of BAM)

PERIOD ID ASSETS

12/31/2009 2,310,740 15,137,121
03/31/2010 2,691,627 15,191,103
06/30/2010 3,298,853 14,887,919
09/30/2010 3,325,740 14,841,217
12/31/2010 3,463,655 14,990,968
03/31/2011 3,506,136 14,953,884
06/30/2011 3,532,002 15,042,373
09/30/2011 3,612,215 15,170,764
12/31/2011 3,655,753 15,106,335
03/31/2012 3,712,622 14,648,715
06/30/2012 3,754,028 14,814,320
09/30/2012 3,774,268 14,916,767
12/31/2012 3,874,867 14,990,766
03/31/2013 3,952,794 14,807,507
06/30/2013 3,961,433 14,868,307
09/30/2013 4,381,567 15,175,256
12/31/2013 4,480,365 15,446,661
03/31/2014 5,026,099 15,237,995
06/30/2014 5,053,807 15,421,643
09/30/2014 5,141,400 15,879,531
12/31/2014 5,232,699 16,156,817
03/31/2015 5,372,325 15,944,046
06/30/2015 5,410,139 16,309,145
09/30/2015 5,457,022 16,632,208
12/31/2015 5,590,231 17,006,883
03/31/2016 5,691,198 17,038,577
06/30/2016 5,787,971 17,335,130
09/30/2016 5,814,063 17,658,449
12/31/2016 6,041,383 18,382,034
03/31/2017 6,078,886 18,504,504
06/30/2017 6,127,093 18,992,844
09/30/2017 6,136,350 19,580,563
12/31/2017 6,266,148 20,209,851
03/31/2018 6,318,080 20,366,508
06/30/2018 6,399,546 21,050,118
09/30/2018 6,454,668 21,570,472
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PERIOD 1D ASSETS

12/31/2018 6,626,359 22,093,761
03/31/2019 6,698,016 22,456,499
06/30/2019 6,806,422 23,082,271
09/30/2019 6,856,713 23,741,900
12/31/2019 7,006,202 24,211,770
03/31/2020 6,836,092 23,803,353
06/30/2020 7,004,442 23,517,864
09/30/2020 7,105,900 23,806,759
12/31/2020 7,291,511 24,396,438
03/31/2021 7,426,293 24,527,049
06/30/2021 7,565,693 25,003,159
09/30/2021 7,637,417 25,493,266
12/31/2021 7,722,475 25,890,828

Source: Deposit Insurance Agency of Bosnia and Herzegovina (n.d.) and Reports on the situation
in the banking sector of the Federation of Bosnia and Herzegovina (2022)

OYHKIINOHAJIHA ITOBE3AHOCT AKTUBE BAHAKA U
OCUI'YPAHUX JEIO3UTA Y BOCHU U XEPLHEI'OBUHU —
HEPCHEKTUBA ®OHJIA 3A OCUT'YPAILE AEIIO3UTA

1 I'opana Kpynuh, Arenuuja 3a ocurypame nenosura bocue n Xepuerosune, bama
JIyka, bocHa u Xepuerosuna

CAKETAK

IIpojexmrja HMBOA OCHTYpaHUX ACTO3UTa y OaHKaMma je ol KJbyJHOT 3Hadaja 3a
(uHaHCH]jCKO ITaHupame DOH/IA 332 OCUTYPAhE ICTIO3UTA Ka0 CacTaBHOT JIHjera
CHUCTEMa ocurypama jaemno3uta. Ca jemHe cTpaHe, y CHUTyaIldjd Kaaa J0JIa3u
1o npornacty 6aHaka, cpenctBa PoH/A 3a OCUTypambe JICTIO3UTa Ce KOPUCTE 3a
WCIUIaTy OCUTYpaHHX JICTIO3UTa y THM OaHKaMa WU 32 (PMHAHCUpame Tpoleca
peCTpyKTypHcama TakBHX OaHaka, IITO MPEJCTaBJba peajaH OJJIUB CpPElCTaBa
n3 ®onpma, 0K, ca Jpyre CTpaHe, INIABHU PEIAOBHH IPHJIMBH CpPEICTaBa y
®DoHI 3a OoCHUTypame JENOo3uTa CE€ OCTBapyjy M3 IpeMHja OCUTypama Koje
ce, MO TMpaBmily, 00pauyyHaBajy Ha OCHOBHILy OCHTYpPaHHX JICTIO3UTA Y CBUM
Oankama. McrpaxxuBauku IpoOJIeM KOjH CE TTOCTaBJha y OBOM pay jecTe: Kako
npeaBuhaTH TPOMjeHE HUBOA OCHTYpPAaHUX JEMO3WTa y OaHKama, OJXHOCHO
KaKo Ce Taj HUBO y 0aHKaMa MHjeHa y OMHOCY Ha YKYIHY aKTHBY OaHKapCKOT
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cekropa. McrpaxkuBame je o0yxsaruio nepuon ox 2009. no 2021. rogune. Kao
3aBHCHA TIPOMjeHhHBa MOCTABJbEH j€ HUBO OCHI'YPaHHUX JIENIO3UTa y OaHKama, a
Kao He3aBHUCHA MpoMjeluBa akTuBa OaHaka. McTpakuBame je TIPOBEICHO KOJ
Oanaka koje mocnyjy y bocau u XepueroBunu. VcTpakuBame je MOTBPIMIO
3HA4YajHY YCJIOBJBEHOCT PAaCcTa OCUTYPaHHX JCMO3UTa PaCTOM aKTHBe OaHaka, a
OTBOPWJIO je M HEKEe HOBE IMpaBIIC 3a Jlajba UCTPAXKHMBaba y TOMIEIYy yTHIaja
JPYTHX eJIeMeHaTa Ha GUHAaHCHjCKO TulaHupambe DOHIa 32 OCUTYpatbe ACT03UTa
U IIPUCYTHOCTH MOPAJIHOT Xa3ap/a y 0aHKapCKOM CEKTOpY.

Kibyune pujeun: @ono 3a ocucyparbe 0eno3uma, ocueypani 0eno3umu.
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