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Abstract

Students’ possession of a variety of entrepreneurial skills, regardless of their field of study, is
undisputedly the most valuable accomplishment for their future. Entrepreneurial educators are the ones
who promote these skills in their students. This paper explores creativity in teaching because creativity is
regarded as one of the constituents of the entrepreneurial mindset. The paper aims to assess educators’
self-perception of the importance of creative teaching factors (CTF), show their understanding of creative
people and provide suggestions to promote the culture of creativity and innovation within classrooms. In
order to rate the importance of CTF, an online survey was conducted. There were 149 educators from
various European countries who participated in the survey and they gave the highest importance to
the willingness to improve, commitment to teaching and acquiring new skills and knowledge. When
describing a creative person, most educators mentioned the possession of the skill of problem solving as
well as out of the box thinking. As to suggestions of promoting the culture of creativity and innovation in
the classroom, a majority acknowledged the use of technology, e-learning, experiential learning, and
most importantly continuous professional development of educators. Hart and Sriprakash (2017)
mentioned that students’ merit is ascribed through ranking of institutions, programs of study or graduate
employment outcomes and it engenders a tendency to pursue excellence which in turn dampens
innovation and creativity. Our research has proven that precisely aspects such as the curriculum, lack of
materials and insufficient teacher training inhibit creativity and innovation. The findings hope to raise the
awareness of various ways of promoting creativity and innovation within classrooms, and thus boost the
entrepreneurial potential in students.
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JEL Classification: A20
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Introduction

Educators have always been the crucial factor in student’s education and their main role of
preparing students for their future employment and career has not changed. Additionally,
creativity in education is becoming ever more relevant since it enhances the dynamics of both
teaching and learning. Possession of creative skills distinguishes educators amongst themselves
and sets a new path for modelling future generation’s knowledge.

If educators themselves appreciate and practice creativity, they will transfer the enthusiasm to
their students, which is utterly important in the 21% century, when the creativity and innovation
are valued highly. Nevertheless, expectations from graduates are different to what they used to
be, and what was needed from them ten years ago is not what is needed now. Entrepreneurial
skills have gained reputation as important qualities valued both in business and in personal life.
When hiring students, companies need diversity of opinion, flexibility and skills such as thinking
out of the box. For example, IBM (2010) CEOs consider creativity as the most important
leadership quality. That is the reason why education policy makers should put emphasis both on
the students' acquisition of entrepreneurial skills as well as on employing educators who possess
a variety of entrepreneurial skills such as flexibility, openness to change, willingness to
experiment. Research regarding the necessity of creativity as an entrepreneurial skill in graduates
exists, yet there is still limited research on the educators' perception of creative teaching factors
and their understanding of creative people. By understanding educators' perception of importance
of creative teaching factors, we can comprehend how to further develop various entrepreneurial
skills in students. Furthermore, a gap exists in practice between the skills which companies
expect from graduates in the 21% century and the skills that graduates acquire during their
education, which might be due to the lack of diversity in educational context. Yet, even though at
times the move from traditional towards creative teaching is a fraught process for both willing
and unwilling educators (Pollard, V. Hains-Wesson, R. and Young, K, 2018), they have to be the
ones who take matters into their own hands and work on themselves and their competences in
order to be able to master entrepreneurial skills in their students.

Since creativity and innovation are prerequisites to promoting economic and social progress and
employment (European Commission, 2009), in this paper we will concentrate on the educators’
perception of importance of factors that influence creative teaching as well as any significant
difference between surveyed educators. By analysing and comparing educators we hope to gain
insight into the differences of opinion of the importance of creative teaching. Further, we hope to
raise educators' awareness of the need for creative teaching and to provide suggestions of various
ways of promoting creativity and innovation within classrooms, thus boosting the entrepreneurial
potential in students. In addition, we will explore educators’ portrayal of creative people, their
suggestions of various ways of promoting the culture of creativity and innovation in classrooms
as well as the factors which they believe inhibit creativity.
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The research is conducted with the following hypotheses:

H1: Educators want to promote the culture of creativity and innovativeness in their
classrooms

H2: Male and female educators assess the importance of creative teaching factors
(CTF) differently

H3: Foreign language educators assess the importance of creative teaching factors
(CTF) differently than educators who teach other subjects

H4: Educators believe that the curriculum inhibits creativity

This paper consists of an introduction with four research hypotheses, literature review on
creative teaching factors, methodology used for the research accompanied with data analysis, and
finally results and discussion. Limitations, in addition to further study, are mentioned in the
conclusion.

Literature Review
Creative Teaching Factors

Fostering creative talent is valuable not only to ones’ personal development but also to the
society. Today’s business and knowledge economy is unceasingly changing therefore businesses,
corporations and enterprises are trying to stay relevant and place emphasis on the production of
innovative products and services with the ultimate goal of gaining competitive advantage (Wu,
H.-Y., Hung-Shu, W., I-Shuo, C. and Hui-Chun C., 2013). Creativity is treated as one of the
main competitive advantages of organizations due to the fact that competence of creative
employees results in successful performance of creative organizations (Girdauskiene, 2013).
Accordingly, creativity is portrayed as one of the fifteen key competences developed by the
Entrepreneurship Competence Framework and thereby considered as one of the main
entrepreneurial skills that can be developed and refined over time (Livingston, 2010).
Nevertheless, since creativity is not easily assessed, a lot of work was explored on the topic of
measuring creativity. In the words of Batey (2012), creativity can be measured based on the 4Ps
approach elaborated by Rhodes (1961) which incorporates an assessment of Product, the
characteristics of the Person, the Press and the Processes required for creativity. Cottrell (2015)
designed a self-evaluation survey of creative thinking skills consisting of 25 sentences (and 5-
point Likert scale as answers) which gives an insight into one’s own creativity and suggestions
on how creative thinking skills could be further developed. In addition, Girdauskiene (2013)
identified key factors for individual and organizational creativity implementation such as
motivation, openness to change, problem solving, decision making, experimentation, recognition
and flexibility. Also, personality, intelligence, knowledge, thinking style, motivation,
environment, age, gender, education, and emotional intelligence were suggested in the work by
Costa, S.D., Paez, D., Sanchez, F., Garaigordobil, M. and Gondim, S. (2015) as factors that
influence creativity.

Since education plays an important role in reinforcing creativity in students, educators must
develop their own knowledge and belief in the context of the instruction of creativity if they want
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to enhance the creativity of their students (Yeh, Y. C., Huang, L.Y. and Yeh, Y.-L., 2011). In the
last decade, plenty of research has been conducted on the topic of creativity and factors that
influence creativity in teaching (Zhou, J., Shen, J., Wang, X., Neber, H. and Johji, I. 2013, Wu et
al. 2014, Costa et al, 2015, Franco, M., Haase, H. and Correia, S., 2015, Said-Metwaly, S.,
Kyndt, E. and Den Noortgate, W. V., 2017, Rubenstein, 2018). The eight creative teaching
factors (CTF) identified as factors which possess good internal consistency, reliability and
influence creative teaching are creative motivation, personal effort, learning attitude, teaching
belief, school environment, teaching commitment, personal quality and growing-up experience
(Hong, J-C. Horng, J.-S., Lin, L.-J., Chang, S.-H., Chu, H.-C. and Lin, C.-L. 2003). Moreover,
when educators’ conceptualization of creativity was explored cultural differences arose (Zhou et
al. 2013). In addition to exploring factors which influence creative teaching, the perception of
creativity of educators is an extremely important issue as well as uncovering factors which
inhibit creativity and providing suggestions for promoting the culture of creativity in teaching.
Rubenstein (2018) examined educators’ perceptions of creativity using personal, behavioural and
environmental factors of Social Cognitive Theory and revealed the dichotomy between
educators’ perceptions of personal and behavioural factors that promote and macro-environment
factors that inhibit creativity. Furthermore, educators rely on the ex-cathedra approach while
teaching (Hong et al., 2003). As to suggestions of promoting the culture of creativity in teaching,
Al-Balushi and Al-Abdali (2014) mention teamwork as an approach to professional development
that focuses on creativity in teaching, while Yeh et al. (2011) designed a teacher training
program that integrates knowledge management (KM) and blended learning which results in
improving educators’ professional knowledge and personal teaching efficacy in their creative
teaching. In addition, blended learning, guided practice, observational learning, group discussion,
peer evaluation, and feedback were mentioned as factors important for the success of creative
teaching (Yeh et al., 2011).

Furthermore, age, gender and experience differences among educators are a vital part of the
research on creativity (Simpkins, R. and Eisenman, R. 1968, Klassen, R.M. and Chiu, M.M.
2010, Baoguo S., Xi, L., Chen, Q., and Qiu, J., 2017) as well the topic on the subjects that the
educators teach (Cimermanova, 2014). The differences should be explored further in order to
understand all the aspects influencing creative teaching.

Methodology and Data Analysis

The aim of this empirical research was to examine whether educators value CTFs, and which
ones they consider the most important in order to understand which aspects influence creative
teaching. Also, authors wanted to comprehend whether there are differences between educators
with the aim of grasping why some educators are considered more and some less creative. This
research was conducted in order to raise the awareness among educators at all levels, regarding
the understanding what CTFs are and how they contribute to a more creative teaching
environment.

The ten factors used in our survey which influence creative teaching are willingness to improve,
teaching beliefs and attitudes, acquiring new skills and knowledge, commitment to teaching,
desire to be creative, personality, intelligence quotient, growing up experience, school
environment and attractive appearance. The CTFs used in this survey were modelled by a
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previously conducted survey in Taiwan: The Questionnaire Construction of Creative Teaching
Factors (Hong et al., 2003) which identified the influential factors of creative teaching.

The questionnaire for our research entailed open and closed questions and five-point Likert
scales as answers, one being not important and five being extremely important. In order to
analyse the quantitative and qualitative data, both descriptive and statistical analysis were used.
In SPSS the independent sample t-test tested the quantitative variables, namely the differences
between educators’' gender and the subject that they teach. In total, 149 educators from eleven
European countries participated (Albania, Bosnia and Herzegovina, Croatia, France, Germany,
Ireland, Portugal, Serbia, Slovenia, Spain, UK). Table 1 provides the overview of the
demographic data of the educators (N=149) who participated in the survey.

Table 1: Demographic Data

Country n (%) Age n (%)
Croatia 107 (71,8) 20-30 29 (19,5)
Other 42 (28,2) 31-40 52 (34,9)
Total 149 (100) 41-50 41 (27,5)
Gender 51-60 22 (14,8)
Female 99 (66,4) 60+ 5(3,4)
Male 50 (33,6) Total 149 (100)
Total 149 (100) Years of Experience  n (%)
Institution n (%) 5 or less 30 (20,1)
carly - childhood |5 5.0) 6 to 10 years 33 (22,1)
Primary Education 8 (5,4) 11 to 20 years 51 (34,2)
Secondary Education | 23 (15,4) More than 20 years | 35 (23,5)
Higher Education 115 (77,2) Total 149 (100)
Total 149 (100)

Subject

Foreign language 52 (34,9)

Other 97 (65,1)

Total 149 (100)

Source: Authors’ own work

Results and Discussion

For the purpose of this research, educators (N=149) rated their perception of the importance of
creative teaching factors. Even though the questions entailed five-point Likert scales as answers,
answers were categorized in three groups (not important, somewhat important and extremely
important). As can be seen from the descriptive analysis in Table 2, all CTFs scored high with
Willingness to Improve, Commitment to Teaching and Acquiring New Skills and Knowledge
being rated as the most important factors. This signals that educators are well aware of CTFs and
their importance. Meanwhile, as expected, attractive appearance is for half of educators (N=74)
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not considered as important (Mean=2,42). Since the participation in the survey was voluntary it
could be that the educators willing to take part are more proactive in the first place and therefore
have an inclination towards creativity.

Table 2: Educators' Importance of Creative Teaching Factors

CTF Not Somewhat Extremely | Mean | Total
Important | Important Important

Willingness to Improve 3 6 140 4,67 | 149

Commitment to 2 9 138 454 | 149

Teaching

Acquiring New Skills 2 12 135 4,47 | 149

and Knowledge

Personality 2 13 134 4,36 | 149

Desire to be Creative 1 17 131 4,30 | 149

Teaching Beliefs and 9 24 116 4,10 | 149

Attitudes

School Environment 5 32 112 3,98 | 149

Growing-Up 11 29 109 3,91 | 149

Experience

Intelligence Quotient 3 40 106 3,84 | 149

(1Q)

Attractive Appearance 74 49 26 2,42 | 149

Source: Authors’ own work

Authors also aimed at exploring whether gender and the subject that the educators teach play a
part in educator’s perception of the importance of creative teaching factors. Therefore, Table 3
provides statistically significant differences in gender of the educators. According to the results
of the t-test, statistically significant difference in gender of the educators exists only for two
CTFs. Women consider 1Q (t = 2.912, df = 75.530, p = 0.005*), more important in teaching
(=3,98) then do men (¥=3,56). Also, another statistically significant difference in gender of the
educators is apparent (p = 0,004, df=74,437, t=2,930) since women consider commitment to
teaching more important (x=4,67) than do men (£=4,28). These results partly confirm our second
hypothesis that female and male educators assess the importance of CTFs somewhat differently.
Authors expected there to be bigger differences between male and female educators but the data
do not support to this assumption. The reason for this could be the uneven distribution between
male and female educators (66% of the surveyed educators were women).

10
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Table 3: Gender Difference Between Educators

Gender i S.td'. t-test
Deviation
Intelligence Quotient | Female 3.98 654 |t =2.912,
(IQ) Male df = 75.530,
3.56 .907 0 = 0,005
Commitment to Female 4.67 589 |t =2.930,
Teaching Male df = 74.437,
4.28 .834 0 = 0.004*

*p-value is given for T-test on a significance level of 0.05

Regarding the subject that educators teach, statistically significant differences were noticed in
four CTFs. It can be concluded that our third hypothesis, which states that foreign language
educators assess the importance of CTFs differently than educators who teach other subjects, was
also proven. Namely, according to the t-test, there is a statistically significant difference between
educators who teach a foreign language and those who teach other subjects (p = 0,040, df=147,
t=2,075) since educators who teach a foreign language consider the desire to be creative an
extremely important factor in teaching (£=4,46) in contrast to educators who teach other subjects
(x=4,22).

According to the results of the conducted t-test, a statistically significant difference exists
between educators who teach foreign languages and those who teach other subjects regarding
three following CTFs, teaching beliefs and attitudes, commitment to teaching and acquiring new
skills and knowledge as can be seen in Table 4. The factor teaching beliefs and attitudes (p =
0,000, df=147, t=3,710) was rated by educators who teach foreign languages higher (x¥=4,46)
than by educators who teach other subjects (¥=3,91) similarly to commitment to teaching (p =
0,033, df=128,782, t=2,157) since educators who teach foreign languages rated commitment to
teaching higher (£=4,69) than do educators who teach other subjects (¥=4,45) and acquiring new
skills and knowledge (p = 0.049*, df = 124.823, t = 1.992) where educators who teach foreign
languages rated acquiring new skills and knowledge higher (x=4,62) than educators who teach
other subjects (¥=4,39). The differences in opinion might arise due to the fact that during their
education foreign language educators gain more experience in making intercultural contact,
travelling abroad and learning about other countries business and education and are therefore
more open-minded, flexible and committed to acquiring new skills.
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Table 4: Subject Difference Between Educators

Which subject Std.
do you teach? | x |Deviation t-test
Desire to be Creative Foreign t=2.075,
language 4.46 609 df = 147,
Other subjects | 4.22 .725|p = 0.040*
Teaching Beliefs and Foreign t=3.710,
Attitudes language 4.46 699 df =147,
Other subjects | 3.91 .947 |p = 0.000*
Acquiring New Skills and | Foreign 462 599 t=1.992,
Knowledge language ' ' df =124.823,
Other subjects | 4.39 744 |p = 0.049*
Commitment to Teaching | Foreign t=2.157,
language 4.69 579 df = 128.782,
Other subjects | 4.45 750 |p = 0.033*

*p-value is given for T-test on a significance level of 0.05

Furthermore, in three open-ended questions, educators were asked to give their opinion of
creative people, to elaborate on ways of promoting the culture of creativity and innovation in
their classrooms and to identify factors which inhibit creativity. The most recurring and
significant answers were put into categories. From our descriptive analysis it is apparent that
educators believe creative people are open-minded, problem-solving, resourceful, flexible,
spontaneous and not afraid to try out new things. There is also a common understanding between
educators that creative people are unorthodox, thinking out of the box, proactive, quite
inquisitive and curious yet compassionate and conscientious. Also, values such as being able to
adapt, being intelligent, enthusiastic, self-confident, risk taking and productive were emphasized.
Additionally, it is a worthy remark that some of the mentioned skills and attributes are
characteristic for entrepreneurial people. When asked what they do or could do to promote the
culture of creativity and innovativeness in their classrooms, in the open-ended question section
of the survey, educators stated that they use or would use the following activities: continual
professional development, mind mapping, brainstorming, project work, use of technology
(mobile phones, laptops, internet), critical thinking, assigning projects that require convergent
and divergent thinking, inter-curricular approach, associative thinking development, substituting
traditional exams with research projects or papers, experiential classroom, design-thinking,
mindfulness, real-life case studies, and merging education with culture or real-life. This proves
our first hypothesis that educators want to promote the culture of creativity and innovativeness in
their classrooms. From our data it seems that educators are not only aware of different ways of
promoting creativity but are also willing to undertake activities for promoting creativity. Even
though educators believe creativity can be promoted within the classroom, there are still factors
which they believe inhibit creativity. The ex-cathedra approach while teaching is merely one of
the obstacles found in our research that prevents educators from implementing creative teaching.
Some of the mentioned were: the constraints of the curriculum, the lack of support for proactive
educators as well as intrapersonal factors such as insufficient thinking out of the box, reluctance
to change, and humiliation. By that, our fourth hypothesis that educators believe that the
curriculum inhibits creativity has also been proven. This is a clear signal for the ministry of
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education and other bodies of government regarding the significant and fundamental changes
needed in education.

Conclusion

The aim of this research was to show how educators assess creative teaching factors and whether
differences in opinion among educators exist. The importance of creative teaching for students’
acquisition of knowledge and entrepreneurial skills must not be underestimated. In this research,
we have given more emphasis to educators’ self-assessment due to the fact that educators are the
ones who educate students. Educators self-reflection and opinion is crucial when considering the
validity, authenticity and outcomes of their teaching in order to boost the entrepreneurial
potential in students. Furthermore, we wanted the educators to give their opinion on the
characteristics that creative people possess, to provide strategies for improving the culture of
creativity in their classrooms and also to recognize obstacles that might inhibit creativity within
the classroom for the purpose of raising awareness of all educators at different levels of
education regarding the necessity and importance of creative teaching.

Despite the fact that the sample of educators in the survey was rather large, our research still has
a number of limitations. Firstly, the survey conducted was a self-assessment and educators who
participated in the survey were not equally distributed considering the country they came from.
Secondly, there was not an equal distribution of the subjects that the educators teach. Also, there
was a lack of male educators who should have been included in the survey for an equal
distribution of male and female educators. Finally, most of the educators were employed in
higher education.

Since the sample of educators was not representative, in further research we suggest to include a
larger and equal number of educators from all European countries in order to get a more
statistically valuable findings, to make a comparison between the equal number of foreign
language educators and educators of other subjects, and to include an equal number of educators
from different levels of education in the survey with the purpose of a more valuable
understanding of European educators’ creative teaching implementation on students’ knowledge
and entrepreneurial skills’ acquisition.
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Abstract: Alba lulia, the 33th city (from 320 cities) of Romania if considered its demography, has become
in 2014 the first Romanian branded city. The most important heritage of the city is the citadel — a military
architectural monument that is unique in the Eastern part of Europe. The citadel is a heptagonal
construction from the 18th century with more than 1 km in diameter. As it is mentioned in the Brand
Manual of the city, the shape of the citadel became the source of inspiration for designing the city logo
and all the visual identity of the Alba lulia city.

The aim of the present paper is to emphasize the impact that the city branding had on the touristic
development of Alba lulia. The research is achieved through analyzing secondary data regarding the
economic development of the city in the last years (before and after the city branding), especially the
touristic indicators. The main sources of information are represented by the Romania’s Statistical
Yearbooks, the data gathered from accommodation facilities, touristic agencies and other internal
documents from the local authorities that managed the branding project.

After analyzing the data we observed that there are several economic indicators that increased after the
year 2014, the year of branding the city. These indicators are directly related to tourism. For example,
the existent tourist accommodation capacity increased from 3858 bed seats in 2014, to 4585 bed seats in
2015, which means nearly 18% in only one year.

Keywords: brand, tourism indicators, tourism development
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Introduction

The way a city is perceived can change the future of that city in terms of business and tourism
efforts, and also its relations with other cities or nations. A good perception can increase the
foreign direct investments or the tourist affluence, all of these having a positive effect on the
citizens welfare.

Defining “brand”

As Kotler and Armstrong (2014) argue, a brand is any name, design, style, words or symbols
used singularly or in combination that distinguish one product from another in the eyes of the
customer.

A brand is, in fact, a promise to customers that they can expect long-term security, a competitive
frame of reference and consistent delivery of functional as well as emotional benefits.

Also, it can be regarded as a set of marketing and communication methods that help to
distinguish a company from competitors and create a lasting impression in the minds of
customers. The key components that form a brand's toolbox include a brand’s identity, brand
communication (such as by logos and trademarks), brand awareness, brand loyalty, and various
branding (brand management) strategies.

Defining “city branding”

Although the concept of branding has its roots back in the 1940s, “the first journals that have
tackled tourism destination branding did not flourish until 1998, with the study of Pritchard and
Morgan from 1998, in which the concepts of branding and destination image were integrated
together. The recent appearance of the destination branding articles in the academic arena gives
us strong reasons to suspect that this concept is in its infancy” (Kasapi and Cela, 2017).

City branding started by being considered as the process by which the relation between people
and the image of their city is built (Nickerson and Moisey, 1999), and that has the role to provide
a consistent and focused communication strategy (Hall, 1999). Or, establishing a positive image
in order to gain recognition and to create differentiation within a city as a destination,
considering factors as: names, terms, signs, logos, design, symbol, slogan, the name being the
most important one (Cai, 2002). In the end, it can be considered a method meant to increase the
attraction of a city by creating city recognition (Rainisto, 2003). City branding is understood as
the means both for achieving competitive advantage in order to increase inward investment and
tourism, and also for achieving community development, reinforcing local identity and
identification of the citizens with their city and activating all social forces to avoid social
exclusion and unrest (Kavaratzis, 2004).

As we know, cities have always been brands. Usually people think about cities in terms of
qualities or attributes, a promise or a story. For example: Paris is romance, Milan is style, New
York is energy, Washington is power, Tokyo is modernity, Barcelona is culture, Rio is fun.
These are the brands of cities, and they are inextricably tied to the histories and destinies of all
these places (Anholt, 2006).
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Brands play an integrative role when related to places because at the core of the brand is culture
and the people who create it. Beyond promoting destinations, experiences and products, place
brands enhance identity and culture (Gnoth, 2007).

One of the most complex definition is that of Zenker and Braun (2010). They argue that city
branding represents all associations which are visually, verbally and behaviorally formed in the
minds of consumers and shaped by general design of the city through the aims, communications,
values and culture of its stakeholders. In the same time, they mention that it can be defined as
the process employed by public administrations to intend to create place brands, networks of
associations in the target groups’ minds based on the visual, verbal, and behavioral expression of
a place, which is embodied through the aims, communication, values, and the general culture of
the place’s stakeholders and the overall place design.

It aims to affect the perceptions of a place and position in the minds of the target groups. Place
branding can even be considered as a “governance strategy for projecting images and managing
perceptions about places” (Braun et al., 2014)

Cities own a diversity of features, such as culture, art, heritage, or natural resources that create
complex identities that exist in the minds of consumers. These features work together towards
creating a differentiated image in the minds of consumers (Kasapi and Cela, 2017).

Introducing Alba lulia

Alba lulia tells the story of a town with a millennial history, which has been a capital even since
the Romans, and is also nowadays considered the Other Capital of Romania. The strength of its
cultural profile is also given by its exceptional cultural heritage, which is to be rediscovered and
reprinted by the local people, but also by the Romanian and foreign tourists.

Alba lulia tells the story of its European old age, starting with the Roman civilization that had a
place and a significant role here. The Romans founded here two cities named Apulum (the Latin
name of Alba lulia). Each of them occupied a large area in the southern and eastern areas of the
current city. The Apulum civil settlements, organized around the 13th Legion of Gemina, formed
the most important urban center of Dacia Roman. The elements discovered by archaeologists are
capitalized on the Route of the three fortifications, on the main thoroughfare of the Citadel,
Mihai Viteazul Street, and in the Citadel Square. Of the two cities founded here by the Romans,
there is only one left, Alba lulia.

The urban flowering period of Apulum lasted less than 200 years, being shrouded by the raids of
the migratory peoples. There were another 600 years of decay. Re-entering the history scene has
been done slowly, with small steps.

Abandoned in the third century, the ruins of the Apulum Castles and the edifices on the premises
will be given new destinations only at the beginning of the Middle Ages. On the ruins of the
Roman fortress were built the walls of another fortification - the medieval fortress. Nowadays,
the bastions built up in the 17th century on the southern side of are still visible. The Saxon
Bastion, for example, is considered as part of the Three Fortifications Route. The Sassian
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Bastion was the successful part of a larger project of medieval fortress with four bastions of
defense, to which the prince of Transylvania and the three political nations, the Saxons, the
nobles and the Szeklers had to contribute. Only the prince and the Saxons succeeded in building
the bastions on the south side of the fortress, both integrated today in the Alba Carolina Fortress.

In the south-western corner of the former legion camp, two early churches were built: a rotunda
and a basilica of the Eastern type. It is the place where the foundations of the future episcopal
center were built, and around which an intense urban life developed over time. Until the 14th
century, the Roman Catholic Cathedral in Alba lulia was the largest religious building in
Transylvania. Nowadays, it is the oldest cathedral in Transylvania that continues to function,
being the oldest building in Alba lulia and Alba County, built at the beginning of the 13th
century. At the same time, it is the longest in Romania, having 93 meters in the axle, being the
tallest building in Alba lulia and Alba county through the tower measuring 56.7 meters.

Almost for a millennium now, Alba lulia has been the religious capital of Transylvania, for one
or more confessions. In the moral and physical structure of the Alba lulia Fortress, the role of
religion is quite visible. At the center of the fortification built by the Austrians 300 years ago,
there are now two architectural jewels - the Roman Catholic Cathedral and the Cathedral of
Coronation. The first embraces all styles used between the 10th and the 18th centuries, the
Romanesque style being the most used one. The second, in the Brancovenian style, was raised in
record time to host the coronation of the kings of Romania, Ferdinand and Maria, as sovereigns
of Great Romania, on October 15, 1922. Even though their history and destination are opposite,
symbolism reinforces the "cradle of cultures” reputation of the city (the Romanians and
Hungarians have been living together here for about a millennium now).

Alba lulia was for about one hundred and fifty years now, the political capital of the Principality
of Transylvania (the period when Transylvania was quasi-independent), with its epicenter in the
Princely Palace. The edifice lived its glory in the Transylvanian Principality, when the fate of the
region was conducted from Alba lulia. It goes without saying that the residence of the princes
constituted during the epoch the center and the most important scene of the political life in
Transylvania. For this stage of the greatest historic importance of the Palace, we have to consider
the whole complex with three courtyards, including the area of today's Episcopal Palace. Today's
palace represents about two-thirds of what was in the premodern era when he hosted the
"Transylvanian Clay". Currently, it is in conservation, and specialists are investigating on the
ground the hidden traces of grandeur of the past. Here the first museum dedicated to the
Pincipated Transylvania will be established.

The third fortification of the city, Alba Carolina Fortress, is the largest fortress in Romania,
perfectly preserved for over 300 years. One of the unique aspects of the White Carolina Fortress
is the succession of the six gates on the east-west axis, on the southern flank of the fortification.

The years 1600 and 1918 are two major moments in which Alba lulia intersected with great
history. The first had Mihai Viteazul in the forefront and is appreciated by the historians as an
ephemeral union, and somewhat on short term. From Alba lulia, from the Palace of Principles,
the voivode led the destinies of Transylvania, but also of Moldavia and Wallachia.
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After three consecutive centuries, Alba lulia received the honor of being the city that gave
Romania its identity. Here, in 1918, the document that confirmed the union of Transylvania with
Romania was signed. This is the reason why, the place has been regarded, for a century, as the
symbolic capital of Romania, or the Romanians’ Soul Capital. In this context, the "Other
Capital™ slogan was designed.

The excellent organization of the National Guard was one of the strongest arguments for which
Alba lulia was elected, in 1918, as the Great National Assembly venue that decided the Union of
Transylvania with Romania.

Nowadays, the Union from 1918 is also redeemed by the modern method of reenactment. One of
the troops is precisely the National Guard, reconstituted by a project of the Union National
Museum, consisting of ten soldiers and several other volunteers.

Another ten reenactors embody all the personalities involved in the organization of the Great
National Assembly, but also in other events preceding the National Union.

There are two other reenactment troops in the city: the Fortress Guard and Apulum Guard. The
first one has an artillery body, one for infantry and another for cavalry, and the second features
the atmosphere of the ancient world, with Roman legionaries, Dacian warriors, gladiators and
dancers.

After 2010 when the restauration of the Citadel began, Alba lulia is slowly becoming a tourist
destination of excellence.

Alba Carolina Citadel is the largest open-air cultural scene in Romania, where festivals, films,
exhibitions, theater performances, historical reconstruction shows are organized.

Restoring Alba Carolina Citadel

It took years of work, 150 million euros invested, studying of the original plans of the fortress
and purchasing construction materials that are similar to those used for building the fortification
hundreds of years ago.

In this way, Alba lulia became for the whole of Romania an example of good practice in using
European Funds for restoring a huge historical monument. With a lot of efforts, this city of no
more than 60,000 people has managed to turn an area of over 100 hectares into an open-air
museum. In other cities with much larger budgets, historic buildings are still in the cradle.

As we mentioned before, the story of the city begins long ago, two thousand years ago, when the
legion XI1I Gemina came to those lands. The Romans built a castra, then built a town, Apullum.
On the walls of that town Balgrad was built in the Middle Ages. In 1714, Alba lulia as it is now
turned into something unique for the southeast Europe: a Vauban, a seven-corners-star-shaped
fortification with three lines of defense. It was named Alba Carolina.
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The wonderful citadel was then buried in the darkness of the days that followed. The seven high
bastions of 12 meters, buildings of rare beauty, 6 triumphal gates and nearly 6 kilometers of
walls were more than 90 years old covered with earth and forgotten.

Practically, the sculptural decorations present on the third gate are actually a living book of
history, the most important statue on the third gate is that of Emperor Charles VI, during which
the fortress Alba Carolina was built, he is depicted on his horse in a position of victor, around it
are statues of Turkish prisoners and the prey of war.

Now the gate again has its own guard. The fortress guard also preserves the most important
buildings, the paved alleys, the squares or dozens of bronze statues.

With the guard of the fortress, was given life to this historic building, the soldiers of the guard
work at the gates of the fortress, and even besides some important objectives.

In this way, Alba lulia became an old-new city, everything is old, but it is freshly renovated
which gives life and notoriety, and the little statues showing epoch people are even more
beautiful. Fortunately for the city, the local administration understood what treasure they live in,
they understood that historical tourism is one of the most important forms of tourism in Romania
and that if the money is invested rationally, it worth doing it.

So, after many years the restoration was done, and it was done with good taste. The investment
was worth the effort.

Branding Alba lulia

Alba lulia managed to break the ice, being the first Romanian city to adopt a professional
touristic brand. In 2010, once with the first works that transformed the city, the city
administration chose an original way of affirming its identity, calling out its citizens to answer
questions such as: who are we, what best describes us, what is worth promoting?

In the following years, the tourist logo has been used wherever it has been invited: conferences,
events, national or international fairs, concerts, promotional materials, gathering a remarkable
number of presence that has ensured its expansion and notoriety. Unfortunately, in many cases,
few graphic or aesthetic aspects were considered.

The branding professional that had this difficult mission has rigorously documented a tourist
branding manual, a consistent way of assistance for anyone who chooses to use the tourist logo
based on “The Other Capital” slogan.

The city's handbook is important from two points of view: one practical, another symbolic. The
practice is related to the city's marketing objectives: the restoration of the fortress will be
completed, and the promotion of the fortress will just begin. The public administration
considered that it would be impossible to consistently create and promote a city brand without
using a brand manual.
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For that reason, the Brand Manual has been created in 2014. In over 200 pages, the manual
covers, in addition to logo and slogan, typographic, chromatic, secondary visual elements, visual
identity recommendations, practical applications, and especially a consistent strategic part. What
does this mean for the city? It means that any promotional activity starting from that moment on
will be more efficient because the brand manual guarantees the coherence and consistency of the
city promotional efforts. From a symbolic point of view, the manual is a premiere: Alba lulia is
the first city in Romania with a brand manual made following the international standards, as well
as the marketing strategy created by the marketing agency engaged by the local administration
for the job.

The city has been admitted in the "City Logo" city's marketing program of the European Union,
alongside cities such as Oslo, Warsaw or Genoa. With this occasion, we were proud to see that
although we were the only city in Southeastern Europe that has been accepted and we are the
smallest city in the program, we are looking not just as simple participants but as leaders in
marketing strategy.

Beyond the clear intention of representing a professional work tool in promoting the city, the
manual explains and guides how to use the identity elements. Thus, local businesses or
organizations of any kind who want to improve their image and promote their belonging to one
of the most solid and recognized communities in Romania, have the opportunity to download
and use free of charge the city's branding manual from the City Hall website. The only
requirement is to follow the instructions in order to unalterably respect the purpose for which the
document was created.

The Brand Manual consists of a set of rules, recommendations and examples of using the city
brand, aiming to maintain a strategic and visual brand consistency across a 2 to 5 years’ time
period. Its role is to define both the brand’s visual identity and its way of usage and the brand’s
strategic foundation and the direction of development.

The Alba lulia Brand Manual has two sections. In the Brand Identity section, the manual
addresses: symbolism; logo and slogan; chromatic elements; typographic elements; secondary
visual elements; rules of identity usage; recommendations. The Brand Strategy section addresses:
brand positioning; brand archetype; touristic positioning; brand development strategy

In their struggle to create a strong city brand (the first in Romania), the authorities understood
that when tourists think of the cities to visit, they usually think of climate, level of pollution,
roads/ transport, the cost of living / prices, the offers for leisure time, events, cultural and urban
life.

In this sense, following the model for analyzing cities designed by Anholt (2006), the
administration involuntarily, but systematically took care of the six components of the model.

First, they made sure that “place” component is fulfilled by taking care of the outdoors and
transport infrastructure; after that, asking the citizens about their needs through regular polls they
fulfilled the “prerequisites” component by making sure that the people living in the city have
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everything they need, and assuring their basic necessities and public amenities; the “people”
component was the easiest one because people in this region have the culture of being friendly
and opened to cultural diversity. Practically, people living in the city accepted easily the foreign
tourists, the employees from shops, restaurants all speak a little bit of English and everybody
understood how important that is. Being a small city, a transit one, of course it needed some
“pulse” and for that, during the summer season, in the city are organized interesting events and
activities that are meant to satisfy different kinds of public. Because Alba lulia has huge touristic
“potential”, the administration used European Funds in order to offer economic and educational
opportunities for the ones interested in it. And of course, an important amount of money was
spent in order to create “presence” for Alba lulia at national and international level by using a
strong promotional strategy based on social media and participation in international tourism
fairs.

Research Methodology

The aim of the paper is to emphasize the impact that the Alba lulia city branding had on the
regional development indicators — tourism indicators, in our case.

The objectives of the paper are to define city branding and determine the impact that this
marketing strategy had on different tourism indicators, namely: the number of tourists; the
number of nights spent by tourists in the city of Alba lulia; the number of accommodation units;
the number of bed seats.

In order to achieve these objectives, a secondary databased research was conducted using the
data obtained from the Romanian National Institute of Statistics.

Research Results

After extracting the data from the Romanian National Institute of Statistics, Excel program was
used in order to create the following graphics that show us very easily how important is for a
place to have an open minded local administration that understands the importance of a a good
marketing strategy; that understands that having a such important historical monument in your
city can bring a lot of wealth in the tourism sector.

The following graphics show how the tourism indicators evolved in the last 10 years. It is worth

mentioning again that not only city branding influenced them, but also the steps done before that
moment.
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Figure br. 1 - The evolution of the accommodation units during 2007 - 2017

—4— Hotels Hostels —#— Motels =—s<=Turistic Vilas Turistic Pensions Agroturistic Pensions
18
16
14
12
10
8 *’##’d.’-#ﬂd.H‘hh‘.”’,/.—————oﬂ—fﬂﬂ’
6
4 R $ $ —
o x 3 Y e i »———F——— & 1

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 S
0

urce: Authors’ own work

From the graphic above (figure nr. 1) we can observe the evolution of the accommodation units
in Alba lulia during 2007 — 2017 period. Although at the beginning of the analyzed period we
can observe that till 2010 there are no major evolutions. But, starting with the beginning of the
reconstruction period we can see that the number of the accommodation units increased, and we
can observe also in 2014 another important increasing point. If in 2007 in Alba lulia were 5
hotels, in 2012 were 6 and in 2017 there were 9, the number of the hotels almost doubled.

Figure br. 2 - The evolution of the accommodation capacity during 2007 - 2017
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In the case of touristic pensions, the evolution is even more important. If in 2010 there were 3
pensions, in 2011 there were 11 touristic pensions, in 2015 their number increased to 16, but it
slowly decreased to 14 in 2017.

Similar evolutions can be seen (figure nr. 2) also, in the accommodation capacity for the same

period. The graphic shows even better how accommodation capacity has two important points of
increase: the first one is in 2010 and the other in 2014, more emphasized in the case of hotels.
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Figure br. 3 - The evolution of the nights spent by tourists during 2007 - 2016
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Although Alba lulia is considered a small city for Romania and people used to say that it is just a
transit city, tourists spending in average only one night here because there was nothing to see,
nowadays, the average of the nights spent increased to almost 3. This happened because the local
administration understood how important it is for the tourist to find here a story, places to visit,
events to take part in, to have a real reason to come here and to remain more than one day. The
figure nr. 3 shows even more obvious the impact that restoring the fortress and branding the city
had on the touristic indicators.

Figure nr. 4 — The annually evolution of tourists” arrivals during 2007 - 2017
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Figure br. 5— The monthly evolution of tourists’ arrivals during 2010 - 2017
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Following same ascending curve, figures number 4 and 5 show how the number of tourists that
arrived at Alba lulia accommodation units during 2010 — 2017 increased. We can see from the
statistical data that also Alba lulia has seasonal tourism and that in the mead season the number
of the tourist increased from less than 2000 in 2010, to 7000 in 2017.

Figure br. 6 - Evolution of total number of tourists during 2010 — 2018 (March)
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From the graphic above, we can see that the total number of tourists that come to Alba lulia
increased. Although the number of the foreign tourists is not so high yet, we can observe a slight
increased though. The number of the Romanian tourists is much higher also because Alba lulia
represents one of the most important historical objectives from Romania and for Romanians.

According to data obtained from the hotels in Alba lulia and Alba lulia National Museum and
some other previous researches done on the Alba lulia tourism, mainly, the foreign tourists that
choose to visit Alba lulia come from countries like: Poland, Republic of Moldavia, Italy,

Germany, Hungary and other near European countries, but also from farther countries like
Finland, Sweden or even Australia.
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Conclusions

Analyzing the tourism statistical indicators, we can conclude that the local administration from
Alba lulia successfully succeeded in creating a place brand, networks of associations in the
tourists’ minds “based on the visual, verbal, and behavioral expression of Alba lulia.

For sure, this success wouldn’t have been possible if the local administration wouldn’t have
worked according to CBI six key dimensions: presence (international status and standing); place
(outdoors and transport); prerequisites (basic necessities, public amenities); people (friendliness,
cultural diversity); pulse (interesting events and activities); potential (economic and educational
opportunities).

City brand can have a huge impact on the tourism indicators if it is done right.
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Abstract: Educational effects as external (social) educational goals are realized changes in the
environment that are the product of behavior which is learned through education. These educational
effects can be identified, in particular, at the level of higher education during the problem solving which
leads to the alignment of the curriculum content of higher education institutions and the needs of the
society (environment). Numerous universities have focused their curricula on unprofessional
undergraduate vocational skills and competences with which they achieve the highest employability
through external goals of education, i.e.earn the most.

But the greatest obstacle for all higher education institutions is finding the paths towards the educational
outcomes that will make educational production (the graduates of these higher education institutions)
acceptable in the educational environment. These educational outcomes of educational production are in
direct relation with all elements of the curriculum system in their interrelation. If we want to improve
education or achieve a higher quality of educational production, it is necessary to harmonize the changes
of certain elements of the curriculum system. If we achieve the harmonization of the integral (and not
partial) changes we can expect positive effects and the reduction of the cost-benefit ratio. This is the path
of an internal reform of educational activity, the basis of which is the systemic analysis aimed at
identifying the combination of changes in each of the elements of the curriculum system. Surely, we must
keep an eye on certain limitations (internal and external) which will ultimately, with the quality
analysis,show if it is possible to carry out a project of changes with verification of its cost-effectiveness.
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Introduction

The quality of educational outcomes, and the cost-benefit ratio with which higher education
institutions are increasingly struggling to and the desire and efforts to enhance the current
relations with which neither educational inputs in higher education institutions, so investors or
educational production (graduates of these institutions of higher education) or, educational
outcomes as well as educational and learning environment as external objectives of education are
not satisfied at all.

Educational outcomes of educational productions are directly related to all elements of
curriculum system that consists of a special interrelationship. If we want to improve education,
or to achieve a higher quality of educational production it is necessary to harmonize changes in
certain elements of the curriculum system. If we manage to harmonize the changes there can be
expected positive effects and a reduction of the cost / benefit ratio.

The educational effects, considered by Pastuovi¢ (1999), does not depend only on the quality of
educational outputs, but also about the extent to which they become enters the elements of
external learning goals (subsystem).

Furthermore, the same author says that the elements of external goals of education are mutually
connected and therefore the economic profitability of investment in education depends not only
on economic condition, but also on the function of other elements of the external objectives of
education (educational environments) and the relationship between them, because equal
educational productions do not produce the same economic effects (Burton, J. K. & Merrill, P. F.
, 1977).

There are two elements in regulating the use of the human capital in the economy that are
especially important: the dominant cultural patterns and the political structure of the State

(entity).

The return on investment in education

Cost-benefit approach is directly related to the theory of human capital that its essence is based
on the setting that the flows are, deciding how much some investment to invest in human and
physical capital, opposite. Therefore, the profitability of both of these capitals (human and
physical) is determined identically. The same is composed in the calculation of the cost of
education that is predicted and their direct relationship with the potential benefits that will be
achieved by increasing the education (Boyd, W. L., 1988).

The candidate approach is on the trail of the cost-effectiveness easier comparisons of multiplied
investments and finally the recognition of economic and most effective investment. This opens
up the possibility of calculating and comparing rate of return of all invested in human and
physical capital, that is, the justification of investment in health and education, that is, the
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justification of investment in education at all levels both in formal, and various forms of non-
formal education.

This return on investment in education (estimates of return on investment in education) based on
the theory of human capital, in the world started to explore in the mid of the last century and with
one side, thus exploring the economic profit after investment, and with the other side, the results
of which are based on time and estimates based on new economic techniques, confirmed the
importance of the theory of human capital whose underlying hypotheses are based in the
assumption that individuals and collectives invest in health and education because in this way
increase, with one side, annual and life earnings of individuals, and on the other, increases
economic growth, institutions or society.

Therefore, there is imperative impose of need for clarification of the economic effects of the
education and the factors that condition them in the economic part of the external objectives of
education (economic environment). There are numerous factors which condition the utilization
of education, which forces and Croatian author Pastuovi¢ (1999):

1. ,,compatibility of educational productions (for professions and degrees of education) with
the needs of the economy and society,

compatibility of the content of education and the requirements of work,

the quality of education (educational outputs),

regional, sectoral and organizational arrangement of employees personnel,

application of the results of educational staff in the organization and society“ (Pastuovié,
1999, p. 392).

agrwn

This cost-benefit analysis can be carried out at multiple levels to decide how much to invest in
education. These levels are:

1. individual level
2. institution level
3. national level (entity, cantonal).

What is particularly interesting for our considerations are these two last levels, this second and
third level, the level of the institution, ie the access to costs-benefits at the university level and
the cost-benefit ratio at the national (entity, cantonal) level.

Cost-benefit at level of the educational institution

Cost-benefit at institution level (university level) can be viewed through, on the one hand, direct
costs and the value of lost time (organizational costs of education of employees), and on the
other hand, with the overall benefit of such education as a general good.

If we draw the parallel between the benefits of investing in educational content and various
forms of physical capital, as a product we can get rational investment decision-making.
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Unlike an individual's level, economic cost-effectiveness of education can be more easily
assessed at the institution level (University level) and is the most important investment decision
maker.

This investment decision as a basis for its adoption takes the preinvestment study, which is based
on the conceptual solutions. Preinvestment study approaches to analysis of all variants that make
an investment decision from an economic position. There is no significant difference between
investment and pre-investment studies.

Cost-benefit at national (entity, cantonal) level

This third, national level, ie access to cost-benefit (at national level) is particularly interesting
because it is common knowledge that public authorities finance public education systems to
accelerate the economic development of the country by estimating.

At this level of national (entity, cantonal) level, this approach estimates the profitability of
different investments in physical capital and different forms of investment in human capital, ie
the viability of investing in different degrees and types of education. It is one of the elements for
developing a development policy on a macroplane plan and microplane educational policy.
Through the cost-benefit approaches during the seventies and eighties many national researches
on the versatility of different types of education have been conducted. They are presented in
review studies, which have been repeatedly updated by Psacharopoulos, G. (1981). Pastuovié¢
(1999) used data collected on a sample of 44 countries. Based on these data he reveals several
regularities:

1. ,,The most profitable ones are individual and social investments in elementary education.

2. The greater benefit of investing in education, especially in higher education, is the
educated individual rather than the society.

3. All rates of return to education are significantly above 10%.

4. The profitability of educational investments in the underdeveloped countries is higher
than in developed countries (Pastuovi¢, 1999, p. 363).

When deciding on investing in education at the national (entity, cantonal) level, important data
are gained in the cost-benefit approach (though not the only one) because the state and entities
through investment in education expect not only economic gain but also the one in the sphere of
politics , culture, ecology, or have a wider social context. This cost-benefit approach is used with
other reports from other ministries of the state (entities, cantons) to form annual budgets so that
budget allocations (for public spending) to all government ministries are correct and to the
satisfaction of all ministries. According to the World Bank report, at the end of the last century, it
started to maintain a restrictive financial policy towards education at all levels of public
education institutions whose previous investments were above the optimum. Budgetary funds at
the national level (entity, cantonal) that were previously planned for public education are geared
towards the needs of health care or economic infrastructure (World Bank, 1987). This
redistribution of budget resources is the result of weak economic effects of education and
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visually dissatisfied governments (financial, cantonal) which the funds have decided to redirect
to more cost-effective investments.
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Conclusion

Within the theory of human capital, the underlying hypothesis is set against contradictions in the
decision-making process of investing in physical and human capital, so the profitability of
investing in physical and human capital is determined simultaneously. The economic viability of
investing in education is not only conditioned by the economic situation but also by other
elements of the external educational goals (educational environment) and their interaction,
because the same economic effects are not the result of equitable educational production. The
results of many studies have shown that the most profitable investments in elementary education
(individual and social), then that individuals have a greater benefit than societies if they invest in
higher education and that all rates of return on investment in education are higher than 10%
particularly concerning investment in education in underdeveloped countries.
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Abstract: There has been a significant increase in the number of Internet users worldwide. For
businesses, it is an unparalleled opportunity to sell products and services through this virtual channel.
Therefore, it is crucial to understand how consumers perceive online purchases. The aim of this study is
to compare two different countries, Portugal and Bosnia and Herzegovina, regarding their online
purchasing behaviour. Data was collected through an online survey distributed in November of 2017. A
total of 180 valid responses was obtained. The percentage of Portuguese respondents who had never
bought online (12%) was much lower than Bosnhian respondents (35.6%). However, considering those
who had already purchase online (134 respondents), there were no significant differences in the
frequency of online purchases between Bosnian and Portuguese respondents. Moreover, in both Portugal
and Bosnia and Herzegovina, age and level of education do not have a significant effect on the frequency
of online shopping. There were no significant differences between both countries regarding perceived
risk, perceived usefulness, enjoyment and trust in online shopping. However, people from Portugal
recognize that there are more benefits from shopping online than Bosnian people do. In both countries,
the most purchased items are clothing and travel.

The opinions and experiences of friends are significantly more important to the Portuguese regarding
online purchase decisions. Other factors that are significantly more important to the Portuguese than for
Bosnian are the website appearance, ease of navigation, product variety, special offers/discounts,

Detailed product information, terms and conditions of website and privacy protection.

The findings of this study provide useful insights for online stores selling to the Portuguese and Bosnia
and Herzegovina markets. Indeed, understanding their online consumer behaviour can help them to
increase online shopping in these countries.

Keywords: Online shopping, consumer behaviour
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Introduction

The world has changed since the invention of the Internet. The Internet not only changed the way
businesses are conducted but also the traditional way of people shopping. For instance, now e —
commerce is one of the alternatives available to the consumers(Adnan, 2014). According to
Techopedia, E — commerce is the buying and selling of goods and services, or the transmitting of
funds or data, over an electronic network, primarily the internet. These business transactions
occur either as business — to — business, business — to — consumer, consumer — to — consumer or
consumer — to — business. Internet is being used by consumer for different reasons and purposes
such as for searching products and services, new features, prices and comparison of prices,
reviews, selection of products or services through Internet placing the order, making payments or
another of the required products through the Internet. (Moshrefjavadi, Dolatabadi, Nourbakhsh,
Poursaeedi, & Asadollahi, 2012). Nowadays, online shopping is being more and more presented
and used due to its ease of use, comfort, convenience, cost saving and time saving(Adnan, 2014).
Moreover, increase in online shopping activities forced companies to offer their products and
services online to gain competitive advantage over other companies in the marketplace. In the
past, people were bound to opening times or specific locations. However, nowadays time is not
limited and consumers can purchase products and services virtually at any time and place.
Internet has become present in our everyday life as a medium for communication and
information(Adnan, 2014). According to Statista(n.d.), the leading statistics company on the
Internet, the retail e — commerce sales worldwide have been growing yearly, and the projections
shows a growth to 4.48 trillion US dollars by 2021. The highest online shopping penetration rate
is in China. From November 2016, the most popular online shopping category is fashion. The
statistics on e —commerce share of total global retail sales from 2015(7.4%) to 2017(10.1%), and
is expected to reach 15.5% in 2021. Online shopping is one of the most popular online activities
worldwide (Statista, n.d.).

Literature Review

Factors influencing consumer buyer behaviour in this study

Consumer buying behaviour is the outcome of the needs and wants of the consumer and they purchase to
satisfy these needs and wants (Dudovskiy, 2015). The factors that will be discussed in the following
section have been chosen after reading the relevant literature in the field of consumer’s behaviour in
online shopping.
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Perceived risk

Perceived risk has a great effect on online consumer behaviour and their intention to purchase. Indeed, if
consumer perceived risk is high, their consumer intention to purchase product or service online will be
low. On contrary, when they perceived the risk is low, their intention to purchase online is going to be
high. The risk is real and as long it is real, it will affect consumer’s behaviour online. Researchers define
perceived risk with respect to improbability and consequence. Moreover, perceived risk may be in some
cases over exaggerated due to the limitation of the physical access to product/services and sales personnel
(Forsythe, Liu, Shannon, & Gardner, 2006). A study done by Kumar and Dange (2014) analysed different
dimensions of perceived risk such as financial risk, time risk, product risk, delivery risk and trust risk that
influenced online shopping behaviour. Moreover, the study mentioned that there are two components of
perceived risk such as: uncertainty and the significance of the consequences of particular purchases. The
uncertainty stands for the possible outcomes which could have positive or negative behaviours and results
of this consequences. When we discuss the uncertainty, we can also say that it is linked to possible loss of
money due to making financial transactions. Financial transactions on Internet can lead to various risk
factors.

Product risk

Product risk is the product itself. The risk is allied with the consumers belief whether the product would
function according to their expectations. A study done by Yeniceri & Akin (2013) argued that product
risk was related to poor performance, especially when the product did not meet the consumers
expectations. The major problem was inability to assess the good quality of product or brand in online
stores. Moreover, the non-availability of physical inspection resulted in increase of the product
performance risk. Ji et al. (2012) studied the consumer attitude towards the online shopping and focused
on impact of different perceived risks. The study found that there was a negative effect of product
performance when it came to products like clothing, while there was a positive effect when the consumer
shopped products like cell phones. Shahzad (2015) argued that majority of online consumers were
confident in getting the same product that they purchased online, and consumer did not have fear of
receiving a poor performance product through a malfunctioning merchandiser over the Internet.

Delivery risk

The fail of delivery might occur by the goods lost, goods damaged or the goods were sent to a wrong
place after the confirmation of online order. Delivery risk is one of consumer’s major concerns regarding
the purchase of products online. Therefore, customers try to approach trustworthy online sellers so they
can reduce the product delivery risk. Furthermore, when consumers purchase from reliable online
merchants, they feel safe and secure. For these reasons, online merchants should provide insurance
coverage to online buyers if an item is not delivered to the consumer (Ariff, Sylvester, Zakuan, Ismail, &
Ali, 2014).

37



International Conference on Economic and Social Studies (ICESoS)
10 - 11May 2018 — Bosnia and Hercegovina / Sarajevo
Mosoud (2013) research showed that non — delivery of order will have negative influence on the attitude

toward shopping online. People do not tend to shop online because they are not sure whether the ordered
merchandise will be delivered or not and lack of seriousness and efforts toward building trust by the
retailers make it a significant reason.

Moshrefjavadi et al. (2012) research also showed that fear of non-delivery of order will have negative
influence on attitude toward online shopping. That is, higher the risk of losing money and probability of
disclosing credit card information, the lower attitude toward online shopping.

Hong (2015) suggested that delivery risk had a positive effect if consumers ordered the product from a
reliable online merchant. During purchasing from reliable online merchant, the consumer felt safe and
secure from undesired product delivery problems,

Shahzad (2015) research showed that delivery risk has no significant impact on consumers’ online
shopping behaviour, and that the consumers get their products through reliable and trustworthy suppliers.

Psychological factor

Trust

Trust is a type of psychological factor and is related to the protection and safety of consumers. It provides
protection on the websites and it keeps the personal information safe (Ariff et al., 2014). Moreover, in the
research done by Ariff et al. (2014) it was mentioned that security and trust had a positive effect on
consumer’s attitude in online shopping.

Yoruk et al. (2011) research was based on the Turkish and Romanian consumers, and it was shown that
trust and security were the major obstacles when it came to not shopping online. Similarly, in different
research, Monsuwe et el (2004) research showed that if the trust of the consumers was violated in any
way, it led to the negative attitude toward the online shopping. On the other hand, keeping personal
information safe and secure led to the positive attitude toward online shopping.

Perceived relative advantage

Perceived usefulness

A study done by Ramayah and Ignatius (2005) argued that perceived usefulness was not a significant
factor in determining the intention to shop online. The study believes that this surprising result is
contingent upon variables such as type of products. Therefore, online purchases are believed to be more
common in familiar products (e.g. books, CD’s), while shoppers still prefer conventional means for
apparels and household items. According to the Renny et al. (2013), perceived usefulness influenced
attitude toward online airlines ticketing usability, positively.
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Perceived enjoyment

Consumers associate shopping with the enjoyment meaning it is a fun activity regardless of whether it is
an online or offline shopping. According to Venkatesh (2000), he considered the perceived enjoyment as
“the extent to which the activity of using a specific system is perceived to be enjoyable in its own right,
aside from any performance consequences resulting from the system use”. A study done by Ramayah and
Ignatius (2005) found that perceived enjoyment had a positive influence on the online shopping intention.
The study further contends that individuals would only purchase through the Internet if they find it to be
“enjoyable”.

Portugal and Bosnia & Herzegovina

Portugal and Bosnia & Herzegovina were chosen for different reasons. Firstly, it was easier to collect the
data from these two countries. Secondly, we wanted to see the differences between these countries when
it came to the online shopping. Moreover, we will start with the brief fact of Internet usage in Boshia &
Herzegovina and Portugal and then proceed to the statistics about the online shopping in the above-
mentioned countries.

A brief fact about the internet usage in Portugal and Bosnia and Herzegovina:

Bosnia and Herzegovina Portugal
Population 3,802,134 10,304,734
Internet Users 2,343,255 6,930,752
Penetration 61.6% 55.6%

Table 1 Internet Usage in Bosnia and Herzegovina and Portugal (Stats, 2016)

Portugal

There are currently 5.5 million e — commerce users in Portugal with projection of 1.67 million new users
to be shopping online by 2021. 7.2 million of e — commerce users will represent 81.1% of the total
population. Furthermore, the average user spends 440 euros online, and it is estimated to grow up to 520
euros by 2021.(Portugal e-commerce will grow up to 7.2 Million Online Shoppers by 2021, 2017)
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Figure 2 User by Age Group and Gender in the e - commerce market (in millions)

As you can see from the figure above, males between the age group of 25 — 34 accounts for the biggest
market share, representing 1.1million online shoppers. The females aged between 16 — 24, accounts for
800,000 online shoppers. It is projected that the ration of male to female shoppers will remain the same
across most of age groups.(Portugal e-commerce will grow up to 7.2 Million Online Shoppers by 2021,
2017)

Total e — commerce revenue across all product categories is 2,97 billion USD and it is expected to reach
4.6 billion USD by 2021. The leading product category that accounts for 808 million USD market share
are Toys, Hobby & DIY. The second one is fashion, accounting for 801 million USD. It is projected by
2021, that fashion will lead the charge, valued at 1.3 billion USD. Moreover, Toys, Hobby & DIY will
also grow, reaching 1.2 billion USD.(Portugal e-commerce will grow up to 7.2 Million Online Shoppers
by 2021,2017)
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Figure 3 Projected e - commerce Revenue Per Year by Market Segment (in millions)

When it comes to the preferred online payments, 48% of online shoppers used Prepaid Cards, 40% used
Bank Transfer, 9% used Credit Cards and 2% selected eWallets.

It is important to mention that 90% of online sales in Portugal were made via the computer. 4% of
purchases were made via tablet and 4% via smartphone. (Portugal e-commerce will grow up to 7.2
Million Online Shoppers by 2021, 2017)

Bosnia and Herzegovina

Small number of Internet users in Bosnia and Herzegovina practice to shop online. The major reasons of
not shopping online are distrust, concern for money and product safety. Moreover, we can say that e —
commerce arrived in Boshia and Herzegovina with the online services such as E — kupon.ba, CityDeal.ba,
Jupi.ba, etc. Online services have affected more and more users to start shopping online, due to its
attractive offers. (Selimovic & Pestek, 2014)

When it comes to Bosnia and Herzegovina, there are no statistical data on e — commerce yet. According
to the research done by Ozlen et al. (2012), out of 350 people who participated in the survey, only 110
said they have bought online at least once. Furthermore, it was found out what items were bought the
most online. The results differed when it came to female and male. Females shopped online for clothes
while males shopped more for software, books and travel.

Also, age played an important role. People in earlier years (19 — 23) were the biggest portion of those who
said they bought at least once. Those who had 24 years or more were less likely to be online customers.
The research found that discounts were the highest on the list of the things people liked when it came to
online shopping. PayPal is used mostly by the ones who shop online.
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Methodology

There were two data used for this research: primary and secondary data. The primary data was collected
through an online survey that consisted of 49 questions that measured:

INSTRUMENT CREATOR AND YEAR NUMBER
I T(éf;ﬁ'
Perceived risk (Shahzad, 2015), Masoud (2013) 8
Usefulness Cheema et al. (2013), Amaro & Duarte (2014) 3
Enjoyment Cheema et al. (2013), Amaro & Duarte (2014) 3
Psychological Factor(trust) | Amaro & Duarte (2014), (Shahzad, 2015) 3
Perceived benefit Cheema et al. (2013), Amaro & Duarte (2014) 3

The online survey was distributed to people in both Portugal and Bosnia & Herzegovina. After the
samples were collected they were passed to an Excel file in order to create a SPSS which we used for
analysing all the data.

Statistical tests that were used:

1. Independent t-test: used to see whether there is a difference between two different
populations. The population mean is unknown.

2. Chi— Square: involves the use of parameters to test statistical significance of the
observations under study

3. Mann — Whitney U test: is a nonparametric test of the null hypothesis used to compare
differences between two independent groups when the dependent variable is either ordinal or
continuous, but not normally distributed.

4. Interquartile range (IQR) — also called the midspread or middle 50%, is a measure of statistical
dispersion, being equal to the difference between 75" and 25" percentiles, or between upper and
lower quartiles.

The secondary data was collected throughout the Internet searches, books and articles. The literature on
the Internet was carefully reviewed in order for a better understanding of the research study topic.
Moreover, my mentors provided me with the right sources and directed me to move to the right direction.
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Results

Frequency of online shopping versus nationality

There were 104 respondents from Bosnia & Herzegovina, while from Portugal there were 76
making it total of 180 respondents. Of the Portuguese, 67 shop online, so 9 (12%) never shopped
on-line. Of the respondents from Bosnia & Herzegovina, 67 shops online so 37 (35.58%) have
never shopped online.
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Among the Portuguese, the percentage of respondents who had never bought online was lower
than that of Bosnhian respondents (12% and 35.6%, respectively). However, for the others, there
were no significant differences in the frequency of online purchases between Bosnian and
Portuguese respondents.”

Frequency of online shopping versus educational level and age (in each nationality)
Fisher exact test: p=0.548 Portugal ; p=0.81 Bosnia & Herzegovina
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In both Portugal and Boshia and Herzegovina, age and level of education do not have a significant effect

on frequency of shopping online.

Factors versus nationality
Each factor was assessed by the mean value of the corresponding items for each respondent.
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There were no significant differences between both countries regarding perceived risk, perceived
usefulness, enjoyment and trust in online shopping. However, people from Portugal recognize that there
are more benefits from shopping online than Bosnian people do.

Most purchased items (in each nationality)
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In both countries, most purchased items are clothing and travel.
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Influence of family, friends and online forums versus nationality
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The opinions and experiences of friends are significantly more important to the Portuguese (p=0.007) for
the online purchase decision (p=0.007).

Importance of some factors versus nationality
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Other factors that are significantly more important to the Portuguese than for Bosnian are the website
appearance, ease to navigation, variety of products, special offers/discounts, detailed product information,
terms and conditions of website and privacy protection.

Conclusion

Online shopping is becoming more and more presented in our daily lives. Internet development led to
whole world of business opportunities aiming at redefining business success. Internet has created a
significant impact on attitudes of buyers all across the globe. It has provided new opportunities to
consumers to purchase goods and services virtually, anytime, anywhere. There is an increase in number of
internet users worldwide, and for marketers it is an opportunity to offer their products and services
through this virtual channel. Many factors may affect the decision of buyers to shop online. This research
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study was undertaken with the basic objective of exploring main external online factors that affect

consumer buyer behaviour. The study revealed five main external online factors such as perceived risk,
usefulness, perceived benefit, trust and enjoyment. For the purpose of this work, 180 individual
respondents from Portugal and Bosnia & Herzegovina were considered and primary data was drawn using
five — point Likert type scale. On the one hand, results from the research study revealed that there was no
significant different between countries and perceived risk, usefulness and trust. On the other hand, there
was a difference between the nationality and perceived benefits. Portuguese people assumes that there are
more benefits when buying online than Bosnian people do. Furthermore, there was a difference between
the nationality and enjoyment. People from Bosnia and Herzegovina seems to enjoy more than people in
Portugal when it comes to shopping online.

The demographic finding revealed that Portuguese people are shopping online more frequently than
Bosnian people do. Majority of Portuguese people shops online less than once a month, while Bosnian
people shops online as little as possible. Moreover, when it comes to Portugal, female tend to shop online
more from companies based in the country they live in, while males tend to shop online more from
companies based in European Union.

When it comes to comparison of countries and opinions/experiences of family, friends and online forums,
Portuguese people are more following opinions and experiences of friends than Bosnian people do. There
is no significant difference in opinions and experiences of family and online forums.  Moreover,
Portuguese people are more following importance of website appearance, easy to navigate through web,
variety of products, special offers/discounts, detailed product information, terms and conditions of
website and protection of privacy than Bosnian people do. There is no significant difference when it
comes to free shipping and legal certification. Furthermore, Portuguese people are more following the
improvements of more secured website, customer service and return exchange policy than Bosnians do.
There is no significant difference when it comes to delivery on time, displayed hidden costs, website
interface and product tracking process.

To conclude, continuous efforts have to be devoted to studying consumer online shopping behaviour in a
dynamic way. The present study has brought new dimensions and ideas to understand online consumer
behaviour and increase the market potential of online shopping in Portugal and Boshia & Herzegovina.
Future studies can extend the results of this study for investigating the online consumer buying behaviour.
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Abstract: The development policy of socio-economic systems is inevitably linked, if not identical, to
certain investments, whose scope, dynamics, timeliness and structure intensively correspond with the
financial potential of the investor. The investment system is an open dynamic system, whose efficient
functioning allows the current investments to be productive, so that the future financial inflow will enable
a permanent increase in invested funds.

The global development of the socio-economic community represents the synergetic effect of individual
contributions at the microeconomic level, whereby the investment policy requires an adequate global
infrastructure both in terms of support and in a corrective context. The choice of subjects and the
dynamics of investment is a key issue of macroeconomic development.

Economic practice encompasses a wide range of investment models in terms of volume and investment
dynamics, while we consider the optimal model as the one(s) that provides such business result that
contributes to the business goals and long-term stability of business systems. The choice of investment
model is an essential problem of every business system, and therefore of the wider community.

Investment processes have an uncertain, irreversible character, they are related to the current
consumption with the business expectation of the corresponding benefits in the future period.
Conventional models for evaluating the cost-effectiveness of investment investments are based on the
selection of the proposed investment projects. Launching the potentials of scientifically intuitive decision-
making, such as game models against nature, not only allows the choice of the optimal model, but also
the modeling of candidate investment alternatives.

The potential of tourism activity provides significant investment potential of the Eastern Balkans,
whereby the decision-maker in terms of model ranking of the proposed tourist projects enables significant
improvement of the mentioned business sector. Models of game theory provide a development-investment
"domino effect”, which triggers a successive increase of tourism projects and return of invested funds
through reinvestment into projects of lower model rank, whereby the selection of projects does not imply
rejection, but only the delay of investments.

Key words: investment, development politics, scientific-intuitive decision making, games against nature,
optimal investment model
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1. INTRODUCTORY CONSIDERATIONS

The necessity of the development of a socio-economic whole requires investment, direction and
recruitment of limited resources to unlimited needs, while favoring activities that optimally contribute to
the global system. The irreversibility of investment processes requires continuous, cross and
comprehensive consideration of all aspects of the structure and concept of the functioning of the proposed
business systems.

Business decisions have the potency of subtle balance between business goals and realities if they are
based on long-term direction and control of the behavior of the business system based on the cause-effect
matrix of future business outcomes in an uncertain real environment.

The concept of functioning of business systems is determined by the system's management model,
whereby the set of management procedures subordinates the realization of the desired business outcomes
with the inevitable respect for the system environment of the specific systems. The management
challenge corresponds to the systemic approach, whereby the management process respects the system
environment, so that the environmental objectives are involved in the decision-making process.

Moving the boundaries of coincidence according to legality, predictability, and calculation is made
possible by the construction of the decision model, which transforms the system reality into an adequate
quantitative model as the backbone of the management rationality of the controlling process.

The process of investment, in traditional approach, treats the proposed business system in terms of static
and/or dynamic indicators of the business future, isolated from the system environment, and thus
competitive projects, which, unjustifiably, leads to ignoring the aspects of the competitiveness of projects.

The abandonment of the traditional approach to investment decision-making is based on the model
ranking of the implementation priorities, starting from a matrix view of a large number of static, dynamic,
as well as a number of qualitative and quantitative indicators of the business future of investment projects
in the context of their competitiveness.

Rationally based investment decisions, as derivatives of management options, concern not only the
specific system, but also the wider community. The key problem of establishing and/or improving
business efficiency closely corresponds to the methods and techniques used in the process of their choice,
and is measured by the compatibility of the model and the rationality that we approximate with it.

Mathematical analysis of conflict situations in business decision-making refers to the modeling of the
priorities for the justification of investment ideas in the context of the proposed tourism projects. With the
above approach, uncertain business outcomes, instead of irrational business stigma, become a rational
business expectation. This also goes beyond controlling the isolation of competitive projects and adopting
the concept of successive realization of a series of projects in line with the inevitable growth of
investment potential.

2. INVESTMENT-DEVELOPMENT POTENTIAL OF TOURIST ACTIVITY IN B&H

Investment potential is a key factor in the development and improvement of a particular economic
activity, which includes private and corporate capital vendors, both locally and globally. The owners of
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capital base the business decision on (non)investment on a comprehensive, well-founded and thoroughly
analyzed decision. Investment decisions include the analysis of a large number of external and internal,
qualitative and quantitative factors.

Important external factors are related to development tendencies within the chosen field of activity, as
well as to the general characteristics of the business context of the geographical and political environment
of operations. The management consequences of tourism projects from the perspective of investors are
emphasized, while considering the contribution to the socio-economic community.

The incentive factors that determine Bosnia and Herzegovina as a site for investment in tourism relate to
the following facts. The tourism sector recorded positive business trends, such as increased arrivals by
6.4% and number of overnight stays by 7.3% in 2017 compared to 2016 (RS, 2018). Monetary
""consequences” can be expressed with a corresponding figure of 799.7 million convertible marks in 2017,
representing 2.6% of total gross domestic product, with a prediction of growth by 5.1% for 2018.
(Halimi¢, 2018)

Important affirmation factors of investments in tourism activity in the observed geographical territory
refer to:

« exceptional natural ecological potential, primarily in terms of mountain/river-adventurous, spa, rural-
agricultural tourism, hunting and fishing tourism;

« geographical position, in terms of the transit position that connects Central and Southern Europe;

» market opportunities, in terms of low competitiveness, openness and lack of research, availability of
skilled labor, with the presence of low labor costs, organic, ecological crop production;

« the potential of non-functioning facilities related to non-privatized state-owned property for tourism
purposes;

« rich cultural and historical heritage, numerous preserved cultural and historical monuments distributed
throughout the territory.

An additional quantitative-qualitative analysis refers to the individual effects of the proposed investment
projects in terms of their benefits to direct investors, while respecting the socio-economic interests of the
local and or global socio-political community, as a basis for the potential alliance of investors and local
and/or global social structures.

The analysis of the cost-effectiveness of investments is a complex process involving a large number of
activities and participants, requiring the coordination of legal, material, organizational and financial
resources, and is reduced to the composition of sources of financing with the minimum cost of capital
sources on the one hand, and the maximum business result on the other hand.

The additional complexity of the investment project analysis refers to the uncertainty of business
outcomes, irreversibility of the realized investments and significance of the monetary consequences of
withdrawal from the investment at certain stages of realization, while acknowledging the fact that there is
a high rate of direct correlation between the phase of realization of the investment project and the costs of
its cancellation.

3. MATRIX ASPECTS OF THE INVESTMENT PROJECT MODEL RANGING
The backbone of management commitment in the context of selecting a particular investment alternative
is reflected in the values of the static and/or dynamic indicators of the investment business future, which

relates to the repayment period, unit cost price, productivity, cost-effectiveness and profitability of the
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investment, technical equipment coefficient, net present value and unit net present value, internal rate of
return and annuity criterion. (Landika, 2015)

The stated criteria with different approach foresee the business future of the investment project, while the
management decision usually refers to the choice of investing or not, only in relation to a specific
investment project. Such approach to making investment decisions makes it possible to assess the future
business justifiability of an investment alternative, without comparing it to competitive investment
alternatives.

The commercial justification of an investment alternative, enriched by comparative analysis in terms of
modeling the ranking of investment alternatives, makes it possible to choose the optimal among a number
of competitive investment alternatives.

An additional incentive for investment preference refers to modeled disposal, not the rejection of
investment alternatives, whereby the funds derived from investing are directed to additional investments
with respect to the modeled order.

3.1. Model aspects of matrix correction of business alternatives

Business decision makers show a special ingenuity in respecting the decision-making conditions and
adequate modeling of real circumstances in the function of achieving a high level of isomorphism in the
process of model approximation of the management situation. The selection and quantification of internal
and external factors in the process of forming a decision model is particularly required under the
conditions of uncertainty, such as in the case of business future of investment projects.

The decisive factor in the context of choosing a decision model refers to the decision-making conditions,
which relate to models of games against nature in the conditions of uncertainty. This class of model
represents the backbone of mathematical analysis of conflict situations. A conflict situation refers to the
management situation in which the interests of a large number of participants are confronted, with the
differences between the rational and the irrational opponents. (Pavli¢i¢, 2004)

The fundamental difference between the mentioned management situations refers to the interest of the
opponent to take the position that is/is not the most unfavorable to the opponent. Specifically analyzed
problems relate to games against nature, that is, an irrational opponent.

3.2.  Principles of mathematical formulation of the optimality of investment alternatives

The payment matrix (M) is an instrument of mathematical analysis of conflict situations, and its
formulation encompasses the formulation of man's strategies on the one hand and the state of nature on
the other hand. Man's strategies (Ai) are related to the payment matrix orders, and columns are related to
the state of nature (Sj). This can be shown by the following mathematical expression:

S
M = A [&j Jmxn
Equation 1. General form of payment matrix (Sikavica, Bebek, Skoko, & Tipuri¢, 1999)

Payment matrix elements refer to ranking business-investment alternatives from the aspect of certain
criteria. The mathematical formulation includes:
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- Formulation of investment alternatives;

- Calculating the value of all or selected static and dynamic indicators of the financial viability of an
investment alternative;

- Adding social indicators of investment alternatives as decision criteria, relating to the benefits of the
socio-political community, such as contribution to the local budget, employment rate, pollution, use of
existing capacities, etc.;

- Ranking of investment alternatives in relation to the formulated indicators on which investment
decision-making is based,;

- Formulation of matrix payment elements (aij), refers to the rank of the Ai strategy in relation to the
indicators of the return on investment Sj;

- Choosing an optimal man’s strategy using: Hurwitz, Wald, Laplace and Savage criteria, as well as
Bayes criteria, if the conditions are fulfilled;

- Realization of investment projects according to the model established order. (Landika, Jakupovié, &
Supukovié, Analysis and Research, 2018)

3.3. Testing the stability and alternative investment optimus

Model correction of the implementation of investment alternatives allows comparative selection of a large
number of investment alternatives with a comprehensive analysis of factors and indicators of their
business future. Correction of business alternatives from the perspective of uncertain future outcomes,
seen from the aspect of a large number of indicators of investment benefits, as well as a number of
decision criteria, provides greater reliability in the expected business and financial outcome.

Model optimization of the investment order enables the investment decision-maker to inspect the
investment order with respect to all offered investment alternatives. Further enrichment of the presented
approach of the model ranking of investment alternatives relates to the model preference of investment
alternatives and/or indicators of their profitability, and is achieved by adding weight to certain strategies
and/or indicators.

The model investment order enables the establishment of an optimal order of tourist investment projects,
thus achieving the time delay of certain projects without their a priori rejection.*

4. FINAL CONSIDERATIONS

The key issue of improving the efficiency of the selection process and the implementation of investment
projects relates to the adequate application of models and techniques of decision-making models.
Decisions, as derivatives of management alternatives, determine the business future of business systems,
thereby affecting the business system itself, including many related systems, often even a wider
community.

Abandoning the traditional approach in the process of preparing and making investment decisions is
based on the symbiosis of the future business system and its natural-social-business environment, while
achieving a synergetic effect in the socio-economic sense. Comprehensiveness of the selection criteria

 1f some projects prove unprofitable or unacceptable, they can be rejected, depending on the decision-maker's
decision, decision criteria defined, results of certain criteria, etc. However, this is not the basic idea of this approach.
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and methods of estimation of investment alternatives, matrix linking of causality and consequential
connectivity, as well as integral approach and modeling of the investment order, all ensure optimum
business results.

Analysis of the disputed area presented by a set of research questions relates to the conversion of the
traditional decision-making model, which increases the potency of the decision-maker, and thus
significantly contributes to the quality of the business result. An adequate theoretical model, designed for
the needs of an integrated approach to the selection of tourist investment alternatives, enables model
selection and optimal timetable.

The selected mathematical model as an approximation of the contested part of the realities as a subject of
research, contributes to the increase in the investment capacity of tourism projects. Balancing limited
resources in the context of increasing the quality of functioning and control of the analyzed business-
tourist system, as a systemic component of the global system which it is part of, increases the capacity
and potency of the global socio-economic system.

This approach converts individually understood and analyzed investment processes into sequential,
whereby knowledge is added to the process of investment decision making in the function of increased
business efficiency. The monetary effects of the application of the proposed methodology significantly
outweigh the costs related to the consultant service of the expert in the process of preparing the business
decision and possible corrections in the realization process.
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Abstract: Purpose — One of the utmost goals of any business is to provide desired service/product quality
and to achieve customer satisfaction. Satisfied employees lead to satisfied customers. They are likely to
assist customers with a more pleasant demeanour and a higher level of customer service. Conversely, low
employee satisfaction and overall low employee morale can negatively affect company’s operations
greatly, causing dissatisfied customers and hurting profitability. The marketing approach, which is
primarily focused on internal customers (employees) to create a working climate of psychological
support, mutual trust and respect, improves guests’ satisfaction and brings long-term success. Such
approach is called internal marketing (IM). To date, the majority of researchers have been defining
internal marketing differently, depending on their specialization. A link between internal marketing
activities (internal market orientation — IMO) and internal service quality (ISQ) in the hospitality
industry is missing. Therefore, the purpose of this study is to define dimensions of IMO, which enhance
ISO, and empirically confirm the positive correlation between them in the hospitality industry.

Methodology — To achieve the research objectives, the first part of this study lists a literature review,
which defines dimensions of internal market orientation that influence internal service quality. To obtain
the information from the employees in the hotel industry, a questionnaire was designed. An adapted
SERVQUAL instrument was used to measure the internal service quality while internal market
orientation was implemented from the already conducted study in the hospitality industry in Spain
(Ruizalba, Bermudez Gonzalez, Rodriguez Molin, Blanca, 2014). The questionnaires were distributed to
the hotels” employees in Dubrovnik in August 2017. A total of 201 valid questionnaires were obtained.
Descriptive and correlation analysis were obtained to analyse the data.

Findings — The findings imply that there is a positive correlation between internal market orientation and
internal service quality in the hotel industry in Dubrovnik.

Originality of the research — The study contributes to both academics and practitioners. It defines specific
dimensions of internal market orientation that could influence internal service quality. Hotel managers
could use such information to enhance internal service quality. Furthermore, the results provide valuable
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information for the hotel management about the hotel personnel’s attitudes concerning working
environment.

Keywords internal service quality, internal market orientation, hospitality industry, statistical analysis

Introduction

The hospitality industry is one of the major service industries around the world (Ma & Qu, 2011). In this
rapidly changing market, hotels are constantly under severe competitive pressure. The greatest chance
hospitality organizations have of gaining competitive differentiation is through service quality. The
quality of internal service is the basis for improving the modern way of doing business (Marshall, Baker
and Finn, 1998). The idea of internal services has emerged from the internal marketing perspective, which
views employees within the firm as internal customers and suggests that satisfying the needs of internal
customers would help organizations achieve their objectives (Berry, 1981; Gronroos, 1981). Therefore, it
is not surprising to see a growing research interest in the role of internal service (Gremler et al., 1994;
Johnston, 2008; Stauss, 1995; Vandermerwe and Gilbert, 1991) and its quality (Boshoff and Mels, 1995;
Hallowell et al., 1996; Kang et al., 2002; Nazeer et al., 2014; Reynoso and Moores, 1995). Previous
studies on internal service quality (ISQ) focus on its operationalization (Brandon-Jones and Silvestro,
2010; Frost and Kumar, 2000; Kang et al., 2002; Reynoso and Moores, 1995; Stauss, 1995), explore its
antecedents and consequences (Boshoff and Mels, 1995; Edvardsson et al., 1997; Hallowell et al., 1996;
Johnston, 2008; Loveman, 1998; Nazeer et al., 2014) or study its role as a moderator (Ehrhart et al.,
2011). However, studies on the specific dimensions of IMO that enhance I1SQ in the hotel service industry
are rare. Previous empirical research has mainly focused on examining the direct relationships between
the IM dimensions and the outcome variables such as: market orientation, employees’ satisfaction,
customers’ satisfaction and service quality (Shiu and Yu, 2010; Aburoub et al., 2011; Gaspari and Taga,
2011; Akroush, 2012). Hence, based on the relevant literature review of IMO and ISQ, the research
objectives are: first, to reveal both IMO and I1SQ dimensions in hospitality industry. Second, to examine
an integrated model of IMO on ISQ in the hospitality industry. Third, to provide hoteliers with an
empirical model of IMO and ISQ from which hotel managements can benefit in making managerial and
marketing decisions for a better performance.

This study contributes to the extant literature in many ways. First, it illustrates the role and dimensions of
IMO and 1SQ explicitly in the hospitality industry. Then, the conceptual model and the hypothesis driving
the empirical examination are developed. Following this, the empirical research design is explained and
justified, the data are explained and analysed and the results presented. Finally, the implications of the
study are discussed, while providing some insights for future research.

1. Literature review

The internal customer is an essential part of the service product and the perceptions of service quality in
the hospitality industry. Satisfied employees create satisfied customers who are more loyal and therefore
create more profit for the company (Ahmed and Rafiq, 2003).
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1.1. Internal Service Quality

Employees are of key importance in the service industry because their work represents an integral,
inseparable part of the service. Internal services are defined as ‘“services provided by distinct
organizational units or the people working in these, to other units or employees with the organization”
(Stauss, 1995).

The idea of internal services originated from the concept of internal marketing that involves viewing
employees as internal customers and jobs as internal products (and services) that satisfy the needs and
wants of these internal customers while addressing the objectives of the organization (Berry, 1981;
Gronroos, 1981). Furthermore, Frederick and Mukesh (2001) defined internal service quality as an
internal environment based on a supportive consciousness among employees in which customers are
internal employees and the support staff includes management and other support service providers. In the
reviewed literature about the internal service marketing, researchers argued that providing a better service
to the internal customers will lead to a higher quality service provided to external customers (Bouranta et
al.2005; Yang and Coates, 2010; Gunawardane, 2011).

In recent years, the concept of internal service quality has developed in the hotel management field. Billy
et al. (2006) studied people working in the international tourist hotel industry and found that employees’
job satisfaction and commitment to the organization influence internal service quality. Wildes (2007)
found that good internal service quality is conducive to attracting and keeping excellent service staff.
Furthermore, the success of ISQ practices depends on the practices of excellent IM across the service
organization (Yang and Coates, 2010; Gunawardane, 2011).

The most used model for measuring service quality is the SERVQUAL model. It was developed by
Parasuraman et al. (1985; 1988) to measure the consumers’ perceptions of service quality. Later on, it was
modified to measure the employees’ perceptions of 1ISQ and assess the quality of internal service provided
to employees of different departments within the same organization. This research used the modified
SERVQUAL model for internal service quality and it contains four dimensions:

e Reliability — ability of co-workers to handle problems and provide accurate and
dependable service

e Assurance — ability of employees to inspire trust and confidence between each other

e Empathy — individualized attention, concerns between employees

e Responsiveness — employees’ willingness to help each other by providing prompt service.

The following part of this research explores the importance of internal marketing strategy for maintaining
high quality of internal service in the hospitality industry. Moreover, it explores the impact of specific
dimensions of internal market orientation on the internal service quality in the hospitality industry

1.2. Internal Marketing

The concept of internal marketing emerged during the 1970s, as the solution for those companies, which
wanted to offer a more competitive service to their users (Berry et al. 1976). However, despite the rapidly
growing literature on IM (Berry, 1981; Groonroos, 1981; Collins and Payne, 1991; Piercy and Morgan,
1991; Piercy, 1995), very few organizations actually apply the concept in practice. The main problem is
that the explanation of IM is vague and there is not a single unified concept in the literature of what is
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meant by IM, how it is supposed to work, and who is supposed to do it.

Berry (1981) pioneered the term IM and originally defined it as “viewing employees as internal
customers, viewing jobs as internal products that satisfy the needs and wants of these internal customers
while addressing the objectives of the organization”. Since then, several research attempts have been
conducted to examine this concept. Berry and Parasuraman (1991), in the book Marketing Services:
Competing Through Quality, stated that internal marketing is the philosophy of treating employees as
customers. They also pointed out that internal marketing should be applied prior to the external
marketing, especially in service companies. A process of attracting, developing, motivating, and retaining
qualified employees through job-products that satisfy their needs should be applied prior to the external
marketing (Berry and Parasuraman 1991).

In this view, Kohli and Jaworski (1990) as well as Narver and Slater (1990) consider internal market
orientation (IMO) as the application of the marketing concept in business operations, and it includes these
activities: monitoring and developing an understanding of the market, exchanging information between
departments, and meeting the needs and wishes of employees who will then transfer their satisfaction to
the guest. IMO refers to the process of generating and disseminating intelligence about internal market
needs and then responding to and satisfying these needs (Lings & Greenley, 2005). The underlying
dimensions of IMO adoption reflect the firm’s capability to reconfigure the existing human resource
practices, allowing it to deploy them more effectively in relation to the tasks they have to perform and the
strategic objectives that they need to meet (Gounaris, 2006). The first is the capability to generate
intelligence that allows management to understand the needs and wants of the employees. This capability
allows the company to identify and pursue opportunities to systematically deliver value to employees and
remain in touch with evolving employees’ expectations (Pavlou and El Sawy, 2011). The second is the
capability to use channels of communication that allow managers to communicate to employees about the
company’s goals, expectations and policies, while at the same time allowing managers to receive
employees’ feedback (Lings and Greenley, 2010). This capability embeds knowledge from internal
market intelligence into existing operational capabilities through collective sense making. The third is the
capability to respond to this knowledge, for example, through developing employment conditions that
meet employees’ needs. This capability allows the company to reconfigure tasks, resources and activities,
which in turn allows the organization to improve front-line employee performance in the delivery of the
company’s customer service (Gounaris et al., 2016).

This research has adopted IMO model proposed by Ruizalba et.al (2014), which consists of three different
dimensions. The first dimension (generation of internal market intelligence), is composed of two different
factors: value exchange between company and employees, and internal segmentation; the second
dimension deals with internal market intelligence communication and the third dimension (response to
internal market intelligence), comprises three factors: training, management concern and work-family
balance. In that same research, they emphasized that employees are an important factor in customer
satisfaction. Using hotels in Spain as an example, they found that internal service affects employees’
work satisfaction and their involvement with the hotel, which affects outside service and customer
satisfaction. This IMO framework differs from the previous research with work-family balance dimension
in the hospitality industry, therefore making a study contribution.
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2. Methodology

2.1. Study Framework

Based on the extensive literature review of IM and 1SQ, the framework for this study is shown in Figure
1.

As stated in the literature review, educated, professionally trained, highly motivated and devoted
employees create and maintain quality, which affects the guests' satisfaction and the success of the hotel.
To achieve a high level of products and services, it is necessary to have satisfied employees because they
are the only ones who can create good relationships with the guests and offer a higher level of service.
How employees treat guests depends on how they feel in their work place. Therefore, the company should
consider how to sell the internal products to the internal customers to fulfil the company objectives and
deliver services in a high quality manner.

Based on this discussion, we can hypothesise that:
H1: Internal Marketing has a positive effect on internal service quality in the hospitality industry.

Figure 1. Study Framework

. - | INTERNAL MARKET ORIENTATION | INTERNAL SERVICE QUALITY
INTELLIGENCE GENERATION
(INTERNAL MARKET SEGMENTATION )
INTERNAL COMMUNICATION
|
| -
RESPONSE TO INTELLIGENCE .
Source: (Authors)
2.2. Research instrument

A structured and self-administered survey was employed to collect data referring to relationship between
internal service quality and internal marketing in the hospitality industry. The research questionnaire was
developed based on the relevant literature review of IM and ISQ. Based on the previous literature, the
items that were used to explore internal service quality are four dimensions of internal SERVQUAL
(‘Yang and Coates, 2010). These dimensions were adapted to the hotel “context” and only four out of five
original dimensions of internal SERVQUAL were used. The tangibles dimension was not used in the
operationalization of ISQ since this dimension is an integral part of any hotel and is a must in this kind of
business. Furthermore, the context of the study focuses on behavioral outcomes of IM practices that affect
staff behavior. The four dimensions of internal SERVQUAL are responsiveness, reliability, assurance and
empathy. These dimensions were operationalized using 14 items. Sample items include “I can trust my
co-workers”, “Co-workers provide correct and necessary information”, “I feel safe in dealing with co-
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workers”.

The other part of the questionnaire assessed employees’ perception of the implementation of internal
marketing activities. The instrument was obtained from an already conducted research study in the
hospitality industry in Spain (Ruizalba, Bermudez Gonzalez, Rodriguez Molin, Blanca, 2014). The
questionnaire items covered the following dimensions: Identify Value Exchange (IVE) (4 items); Internal
Market Segmentation (IMS) (3 items); Internal Communication (IC) between managers and employees (4
items); Management Concern (MC), with respect to employees (5 items); Training (TR), to develop the
skills and capacities required by a job (3 items); and Work/Family Balance (WFB) (3 items). The wording
of these 22 items was based on the previous studies (Clark, 2001; Kossek and Nichol, 1992; Thompson et
al., 1999; Hammer et al., 2009). Sample items include “Supervisors are expected to spend time with
employees, explaining to them the company’s objectives and how these objectives affect what the
company expects from each individual employee”, “The needs of employees are taken seriously by
company managers, and policies are developed with the aim of satisfying these needs”, “In this company,
employees are able to find a balance between work and family life”.

Employees indicated their degree of agreement on a 5-point Likert scales. The last part of the
questionnaire covered demographic information about the employees, including age, gender, marital
status, level of education, field of education, leisure activities, hotel category, hotel size, type of
employment, job position, department, work shift and time spent in the company.

2.3. Sample

The study was conducted in three-star to five-star hotels in Dubrovnik during August 2017.  After
contacting these hotels, all of them agreed to participate in this research. A total of 230 copies of the study
guestionnaire were distributed to hotel employees. Of 204 returned questionnaires, three were incomplete
and excluded from further analysis. Thus, data analysis is based on a sample of 201 valid questionnaires
representing a response rate of 87.39%. Socio-demographic structure of the sample is shown in Table 1.

Table 1: Socio-demographic profile of the hotel employees (N=201)

Items Frequency Percentage Mean SD
Gender
Male 72 40.2%
Female 101 56.4%
Age 33.76 12.21
18 -29 84 45.4%
30-39 52 28.1%
40-49 25 13.5%
50 and above 24 13.0%
Items Frequency Percentage Mean SD

Marital status
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Single 110 56.7%
Married 73 37.6%
Divorced 8 4.1%
Widowed 3 1.5%

Level of education

Primary school 17 8.7%
Secondary school 107 54.6%
College or university 30 15.3%
MSc or PhD 42 21.4%

Field of education

Without answer 1 0.5%
Tourism/Economy 101 55.2%
Others 81 44.3%

Leisure activities

Going to the cinema 139 100.0% 2.65 1.41
Fishing 136 100.0% 1.81 1.34
Jogging/hiking/bicycling 138 100.0% 2.92 1.42
Family time 154 100.0% 4.08 1.10
Watching TV 147 100.0% 3.46 1.29
Reading 140 100.0% 3.15 1.46
Playing music 130 100.0% 1.41 .97
Traveling 140 100.0% 3.23 1.39
Extra job 134 100.0% 2.10 1.46

Hotel category

3 FH* 31 16.1%
4rkx 86 44.8%
SFxHxE 75 39.1%
Hotel size # of rooms 229 123

Type of employment
Temporary 111 57.2%

Permanent 82 42.3%
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Job position in the hotel

Manager 36 19.1%
Employee 150 79.8%
Department
Marketing & Sales 7 3.6%
Food & Beverage 50 26.0%
Housekeeping 48 25.0%
Maintenance 8 4.2%
Front Desk 37 19.3%
Human Resources 1 0.5%
Finance 5 2.6%
General Manager 4 2.1%
Others 31 16.1%
Items Frequency Percentage Mean SD
WorKk shifts
Daily 118 61.5%
Night shift /Sunday 2 1.0%
Daily/ Night shift /Sunday 72 37.5%
Working for hotel (years) 74 8.3
0-9 114 75.5%
10-19 25 16.6%
20 and above 12 7.9%

Note: Missing entries are not considered in the table

Source: (Authors)

Of the 201 participants in the study, 56.4% were female; most of them single (56.7%) and a majority
finished secondary school (54.6%). They were mostly (45.4%) in the 18-29 years age range with a mean
of 33.76 and standard deviation of 12.21. They mostly spent their free time with their families (77%) or
watching TV (73%), while least of them spent time by playing music (65%) or fishing (68%). The highest
percentage of employees works in a four-star hotel (44.8%), while 39.1% of employees work in a five-
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star hotel and 16.1% of employees work in a three-star hotel. The average hotel size is 229 rooms, which
falls under the category of big hotels. The majority of 79.8% of employees worked as line staff during the
day (61.5%), 26% of them worked in the restaurant, 25% worked in housekeeping or at the front desk
(19.3%). The average number of years spent with their current employers ranged from 1 to 9 years, with a
mean of 7.4 years. All these data fairly represents the worker population.

3. Results And Discussion

In order to achieve the study goals, descriptive statistics and correlation analysis were performed.
Descriptive statistics was used to examine the demographic profile of the respondents and to evaluate
employees’ perception of internal service quality and internal marketing in the hospitality industry.
Correlation analysis was used to explore how the dimensions of internal marketing were related to the
perceived internal service quality in the hospitality industry. Specifically, correlation analysis was
performed to assess relationships between each dimension and overall employee satisfaction. For this
purpose, Spearman correlation coefficients were calculated.

Table 2: Descriptive statistics and correlation matrix for Internal Service Quality

Variables Mean SD 1 2 3 4
1. Responsiveness 41367 |.76873 [ 1.000 |.789" |.808" | .819"
2. Reliability 41020 |.83730 |.789" | 1.000 | .843" |.799"
3. Assurance 42017 | .80402 |.808" |.843” | 1.000 | .811"
4. Empathy 3.8434 .96288 8197 |.7997 | .8117 | 1.000

**Correlation is significant at the 0.01 level (2-tailed).

Source: (Authors)

Table 2 presents the mean and standard deviations of Internal Service Quality dimensions and their
correlation. As for the average, a variation of 3.8 to 4.2 is verified and is generally concentrated at levels
3 and 4 of the Likert scale (neither agree nor disagree, and agree). This score indicates a medium, but not
sufficiently high, perception of internal service quality in the hospitality industry. Correlation matrix
indicates that perceived internal service quality dimensions were positive and statistically significant.
According to the results, dimensions “assurance” and “reliability” had the strongest correlations (r =
0.843, p < 0.01).
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Table 3: Descriptive statistics and correlation matrix for Internal Marketing

Variables Mean SD 1 2 3 4 5 6

1. Identify Value 3.8568 | .91900 | 1.000 | .673" | .762" | .801" | .754" | .676
Exchange

EE3 *F EE3 *F EE3

2. Internal Market 3.4688 .96184 673 1.000 | .515 .663 .650 .506
Segmentation

3. Internal 3.9948 | .94440 | 7627 | 515 | 1.000 | .818" | .666 | .718"
Communication

4. Management 39179 | .87828 | .801" | .663" | .818" | 1.000 | .740" | .789"
Concern

5. Training 3.7663 | .96055 | .754" | .650° | .666 | .740" | 1.000 | 579"

£ £ *F £ *F

6. Work/Family 4.0677 .87283 .676 .506 718 .789 579 1.000
Balance

Source: (Authors)

The above Table exhibits the mean and standard deviations of Internal Marketing dimensions and their
correlation. As for the average, a variation of 3.5 to 4.1 is verified and is generally concentrated at levels
3 and 4 of the Likert scale (neither agree nor disagree, and agree). This score indicates a medium, but not
sufficiently high, perception of implementation of internal marketing activities in the hospitality industry.
Correlation matrix indicates that perceived internal marketing dimensions were positive and statistically
significant. According to the results, dimensions “internal communication” and “management concern”
had the strongest correlations (r = 0.818, p < 0.01).

Table 4: Correlation matrix between Internal Service Quality and Internal Marketing

Variables Responsiveness Reliability Assurance Empathy

Identify Value Exchange

Hk *k *k ok

.606 .536 .588 .582

Internal Market N ” ” ”
Segmentation .398 375 .358 454
Internal Communication

*k *% *% *k

594 622 564 590
Management Concern

634" 637" 634" 672"
Training 553" 527" 556 595"
Work/Family Balance

592" 622" 561" 637"

Source: (Authors)
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Correlation matrix (Table 4) indicates that perceived internal service quality dimensions were moderately
correlated with internal marketing dimensions. All the relationships were positive and statistically
significant. Dimensions “management concern” and “empathy” (r = 0.672, p < 0.01) had the strongest
correlations, followed by “management concern” and “reliability” (r = 0,637, p < 0.01, respectively).

Conclusion

Maintaining the service quality in the hospitality industry is one of the most critical factors in achieving
the business success. As it has been elaborated in the literature review of this study, the most effective
service improvement method is done by the implementation of IMO. This study empirically examined the
nature of the relationship between perceived internal service quality (ISQ) dimensions and the
implementation of internal marketing activities (IMQO) in the hotel industry in Dubrovnik, Croatia.
Obijectives were achieved and hypothesis was tested by using several methods of statistical analysis,. The
findings from descriptive statistical method revealed that most of the employees working in hotels in
Dubrovnik match the profile of young worker population. The hypothesis H1 is confirmed by correlation
analysis, which stated that there is a positive relationship between each dimension of perceived internal
service quality and the implementation of internal marketing activities in the hospitality industry.
Dimensions, which are emphasized as critical factors in hotel employees’ satisfaction are: reliability,
assurance, management concern and internal communication. The dimension internal market
segmentation had the least value. This refers to the process of generating and disseminating intelligence
about internal market needs and then responding to and satisfying these needs (Lings and Greenley,
2005). It is very important that the hotel management recognises and satisfies its internal customer needs
through policies and actions. When managers identify employees' needs and wants through internal
market information and design jobs to respond to these needs, employees will feel satisfied and have
positive perceptions of their jobs. Subsequently, content employees will work hard to satisfy external
customers.

This study framework can serve as a guideline for cross-functional coordination and for manager -
employee relationships as well as to help employees improve service skills and their ability to
foresee market opportunities.

This study was based on a single service industry (hotel) and it is not clear to what extent the substantive
results of this study can be generalized to other industries. Future research should apply the study’s model
on a larger population of other types of hospitality accommodation (motels, private accommodations etc.)
and other service industries (hospitals, banks). Furthermore, the study’s respondents belong to one
culture, which may limit the generalization of the results to other cultures. Especially because a study of
internal market orientation in the quality management environment under different cultural and social
contexts would not only help to generalize the findings, but would also contribute to determine how
differences in cultural and social contexts can influence the study results.
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Abstract: Education is one of the most important segment of every society. Countries with best
educational systems tend to prosper faster in overall development. Through the history, education was a
privilege. In recent history, a good education is a privilege. A recent development of the technology
revolutionized knowledge in many aspects. The Massive Open Online Courses as one of the most
prominent developments in digital education in recent years has created a totally different approach to
education and it tends to revolutionize system of getting an education. Scares and unreachable knowledge
for many people from all around the world become accessible, free, and reachable with the click on the
computer. This shift in education has potential to solve many problems but also it is facing many
challenges. The government in developed countries recognized this shift and fully supported it. The
situation in Bosnia and Herzegovina is different in many aspects. The government is mostly focused on
political issues and economical survivor, modernization of education is way down on the list of important
things. Innovations and stressing out the importance of new trends in education is completely left to
individuals or on private institutions. Still, very little scholarly research has been done on e-learning in
B&H. This study has a twofold significance. Firstly to fulfill the gap in the literature and secondly to offer
some theories on which government or non-government institutions can act upon. The main purpose of
this research is to examine what are the factors that are influencing students to use online education. The
sample for this study are high school and university students. Quantities method would be used to analyze
data and around 500 surveys have been collected.

If we manage to develop a culture of online learning this would save us years and years in figuring out
what is wrong with traditional education. And it can bring this country on a highway when it comes to the
skilled and educated population.

Keywords: MOOCs, e-Learning, online courses, education, knowledge
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Introduction

Higher Education is playing a critical role in economic development. Seltzer & Bently, (1999)
Coates, (2013) A University degree in many societies give an opportunity for better lifestyles.
This factor is additionally pressed in emergent nations. There is a clear disadvantage of widening
access to higher education and democratization of knowledge in developing countries. The
current situation in decades didn't change drastically. (Barber, Donnely, & Rizvi, 2013) (Tett,
2018)

In the past various innovations has been launch in order to increase literacy and fulfill the gap
that exists in an educational system. One of those innovations is e-Learning. It was recognized
by the masses and it is emergent technology which makes an impact on the relationship between
students and teachers. Two most important aspects of students' attitude towards innovation are
expected benefit and perceived cost. (Mishra, Akman, & Mishra, 2014)

E-learning market is constantly growing. Back in 2015, it was 165.21 billion and it is expected to
reach 275.10 billion by 2022. Growing at a CAGR of 7.5%. A key factor for such growth is
accessibility, low cost, increased effectiveness. This statistic is helping the fact that some parts of
the world are getting internet access and with that access to e-learning. (OrbisResearch.com,
2018)

The branch that is developing the faster in e-learning is MOOCSs. Massive Open Online Courses
(MOOC:s) stand for courses that are offered remotely, which are intended for a large number of
students from around the world with free access. (Lin, Nadzeya, Tardini, Elisabetta, & Lorenzo,
2015)

The history of MOOC:s is not very far jet millions of registered users and hundreds of courses
around the world. The term first appeared in 2008 by Stephen Downes and George Siemens from
the University of Manitoba (Canada) with an enrolment of 2,000 people from around the globe.
They based their model on ‘connectivist’ distributed peer learning. Stanford University
developed more educational video base on this model back in 2011. This was the year MOOCs
exploded around the world. 2012 Coursera was established, Udacity, Udemy, EdX followed the
trend in the USA. In Europe Futurelearn based in the UK. Iversity and openHPI in Germany,
Alison in the Republic of Ireland, France Universit¢ Numerique in France and Miriada X in
Spain.

When it comes to the education system in Bosnia and Herzegovina. The country is still
considered to be in transitional process, major concerns are an organization of the government
where there is two entities Federation of B&H and Republika Srpska. There are three
constitutional nations. This created problem that education curriculums are not harmonized and
every part is introducing changes by themselves. There is no joint intention to improve the
education which is preventing the growth of the nation.

On the elementary and secondary level of education, it is evident that professors and teachers are
taking traditional methods of delivering knowledge. War caused the lack of the qualified
teaching workforce. This situation created following statistic 38% of the population in Bosnia
and Herzegovina has just elementary education and more than a half 52.5% has a just secondary
education. Only 9.5% has higher education. (Vecerni list, 2018) (Basi¢, 2018)
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Literature review

E-learning

E-learning is seen as the use of information technology to cultivate knowledge and information
for education and training; e-learning appears as a paradigm of modern education. It uses the
web to access information and knowledge, disregarding time and space Aparicio, Bacao, &
Oliveira, (2014). E-learning is used through several devices, according to Liu & Hwang, (2010).
Access to courses through computer networks (e-learning), wireless communications (m-
learning) Amasha & Abdelrazek, (2016), the mobile sensor technologies mobile devices and
wireless communications are changing the e-learning paradigm.

Technological progress significantly changed everything around us. The landscape of education,
training, and development was changed as well. E-learning revolution started when internet
technology started speeding. (Welsh, Wanberg, Brown, & Simmering, 2003)

E-learning is slowly becoming the alternative channel for teaching and learning. Croxton, (2014)
It is not a surprise that we have constant growth. Back in 2015, it was 165.21 billion and it is
expected to reach 275.10 billion by 2022. Growing at a CAGR of 7.5%. A key factor for such
growth is the fact that it allows freedom of learning from anywhere any time. (Coleman, 2012)

E-learning has offered the personalized and flexible way of learning; it reduced the cost of
learning and also allowed learning on demand. A variety of core technologies that can facilitate
the design and implementation of e-learning systems are emerging, and therefore a far-reaching
impact on learning is achieved in the new millennium. Bosnia and Herzegovina is a large country
characterized by varying degrees of access to the digital world. 2.6 million or 74% of the
population are active internet users. (Global Digital Report, 2018)

MOOCs

E-learning adoption mostly happens among individuals. The branch that is developing the faster
in e-learning is MOOCs. Massive Open Online Courses (MOOQOCs) can be explained as remotely
offered courses which are built for large number of students around the world. (Lin, et al., 2015)

Terwiesch and Ulrich, 2018 has argued that MOOC has the following aspects:

Students enrolling in course in large number. Attribute, massive.

Most often free or very low cost and admission is not requirement. Attribute, open.
World Wide Web is delivering courses. Attribute, online.

Content is organized and structured. Attribute, course.

According to the Yousef et al. (2014), people are registering to MOOCs for a couple of reasons.
Firstly, they would like to be educated in the field or topic they are interested in; Secondly, they
would like to have certificate while applying for a job. Some instructors are giving students some
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MOOC:s classes in preparation for their classes. Taking courses is free but getting a certificate or
taking an exam is paid.

Massive Open Online Courses have been also criticized. Siemens explained that MOOCs do not
prepare learners to create, generate, solve and innovate. (Siemens, 2018) Appleman, 2018 argued
that Online and Massive concepts are not new just some particular way of doing it. MOOCs have
some positive and negative publicity. This makes this topic very interesting.

Bosnia and Herzegovina

Bosnia and Herzegovina are still considered to be in transitional process, major concerns are an
organization of the government where there is two entities Federation of B&H and Republika
Srpska. There are three constitutional nations. This created problem that education curriculums
are not harmonized and every part is introducing changes by themselves. There is no joint
intention to improve the education which is preventing the growth of the nation.

On the elementary and secondary level of education, it is evident that professors and teachers are
taking traditional methods of delivering knowledge. War caused the lack of the qualified
teaching workforce. This situation created following statistic 38% of the population in Bosnia
and Herzegovina has just elementary education and more than a half 52.5% has a just secondary
education. Only 9.5% has higher education. (Vecerni list, 2018) (Basi¢, 2018)

Methodology

Bryman (2012) suggested that right research methodology is the one which fit in the natural
purpose and context of the research. In this research, descriptive statistics are used and the
survey was developed.

Surveys have been widely used for all sort of researches. The main argument to use survey is the
collection of a large data amount in a short period and at low cost. In addition to that is easy to
explain and to understand because of being widely used.

In this research 522 surveys have been delivered to the students, 200 of them were in the printed
version and the rest of 322 were delivered online through "Google Forms". 487 surveys have
been accepted and the rest of 35 have been rejected since the surveys were not completed or
some sort of patterns in the answers were recognized. So 93.2% surveys that participants
answered have been analyzed for this study. And 6.8% have been rejected.

In order to have as much accurate picture of educational conditions in B&H researchers tried to
include as much universities and high schools across whole country. Here are the names of
educational institutions were we had at least 5 participants:
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Original Name of the Schools

English translation

Prva bosnjacka gimnazija

First Bosnian Gymnasium

Medicinska skola

Medical school

Op¢a gimanzija

General Gymnasium

Fakultet islamskih nauka

Faculty of Islamic Science

Srednja elektortehnicka skola Sarajevo

Secondary electro-technical school Sarajevo

Ekonomski fakultet

Economic Faculty

International Burch University (all faculties)

International Burch University (all faculties)

International University of Sarajevo (all faculties)

International University of Sarajevo (all faculties)

Americki univerzitet u Bosni i Hercegovini

American University in Bosnia and Herzegovina

Pravni fakultet u Sarajevu

Faculty of Law in Sarajevo

Medicinksi fakultet

Faculty of Medicine

FFUNSA

Faculty of Philosophy University of Sarajevo

Masinski fakultet

Faculty of Mechanical Engineering

Veterinarski fakultet u Sarajevu

Veterinary Faculty in Sarajevo

Turisticka skola

Tourist school

Gimnazija Edhem Mulabdi¢

Gymnasium Edhem Mulabdi¢

Unsko-sanski koledz, Biha¢

Una-Sana College, Biha¢

JU Gimnazija "Biha¢"

JU Gymnasium School "Biha¢"

Mijesovita srednja skola ,,Enver Pozderovi¢”

Mixed high school ,.Enver Pozderovi¢”

Akademija likovnih umjetnosti

Academy of Fine Arts

Filozofski fakultet

Faculty of Philosophy

Gimnazija Travnik

Gymnasium Travnik

Gimnazija "Mesa Selimovi¢"

Gymnasium "Mesa Selimovi¢"

Trec¢a gimnazija Sarajevo

Third Gymnasium Sarajevo

Prva gimnazija Sarajevo

First Gymnasium Sarajevo

MSS "Bosanski Petrovac"-gimnazija

Mixed high school "Bosanski Petrovac"

Prva Gimnazija Zenica

First Gymnasium Sarajevo

JU Srednja skola Jablanica

JU High School Jablanica
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Visoka turisti¢ka skola High tourist school

Srednja $kola Pere Zecevica Odzak Secondary school Pere Zecevi¢a Odzak
Gimnazija" Mustafa Novali¢” Gymnasium Mustafa Novalié¢
Ekonomsko-hemijska Skola Lukavac Economic and Chemical School Lukavac
PMF geografija PMF geography

JU Gimnazija Velika Kladusa JU Gymnasium Velika Kladusa

IT Academy IT Academy

MSC Busovaca Mixed high school Busovaca

Fakultet za kriminalistiku, kriminologiju i sigurnosne | Faculty of Criminology, Criminology and Security

studije Studies

Saobracajni fakultet Faculty of Transportation

Utiteljski fakultet Faculty of Teacher Education

Fakultet politi¢ckih nauka u Banja Luci Faculty of Political Science in Banja Luka
JU SSC "lvo Andrié¢" Visegrad JU SSC "lvo Andri¢" Visegrad

Richmond Park Richmond Park

Since some students worked the following table gives those professions. Some small present of
participants less than 5% finished their education and they are not students anymore.

Occupation

Assistants

Professors

Touristic guide

Accountant

Secretary

Lawyer
Athletes

Web Developer

Marketing Manager

Trader

Researcher
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Banker

Managers

Online sellers

Software developer

Aurtist

Mobile app developer

Full stack developer

OSBiH

Findings and Discussion

The gender distribution of students can be seen in Table 1. As it can be seen, 44,1% (f=215) of
participants are male while 55.9% (f=270) of them are female.

Table 1. Gender

f %
Male 215 44.1%
Female 272 55.9%
Total 487 100%

The age distribution of students can be seen on Table 2. As can be seen; 28.2% (f=137) of
participants are from 14-18 years old, 63.9% (f=311) of them are 19-25, 7.4% (f=36) of them are
from 26-32 and 0.4% (f=2) of them are 33-45 years old.

Table 2. Age

f %
14-18 137 28.2%
19-25 311 63.9%
26-32 36 7.4%
33-45 2 0.4%
Total 487 100%
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The level of education of respondents can be seen in Table 3. As can be seen; 60% (f=292) of
participants are in high school, 28.7% (f=140) bachelor degree, 22% (f=55) master degree, 0.8%
(f=4) of them have doctorate degree.

Table 3. Level of education

f %
High school 292 60%
Bachelor degree 140 28.7%
Master degree 51 10.5%
Doctorate degree 4 0.8%
Total 487 100%

The level of education that respondents are planning to acquire can be seen in Table 4. As can be
seen; 1% (f=5) of participants want to finish high school, 10.5% (f=51) bachelor degree, 51.7%
(f=252) master degree, 36.8% (f=179) of them want to have doctorate degree.

Table 4. I’m planning to finish

f %
High school 5 1%
Bachelor degree 51 10.5%
Master degree 252 51.7%
Doctorate degree 179 36.8%
Total 487 100%

Since many online courses are in the English language. It is crucial that students have very good
or higher level of English in order to be able to follow the MOOCs material. For the following
reason, participants have been asked about their level of English. As it can be seen from the
Table 5; 5.3% (f = 26) participants stated that their level of English is Basic, 13.1% (f = 64)
Good, 26.7% (f=26.7%) very good, 34.9% (f=170) excellent and 19.9% (f=97)
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Table 5. Level of English

f %
Basic 26 5.3%
Good 64 13.1%
Very good 130 26.7%
Excellent 170 34.9%
Near-native 97 19.9%
Total 487 100%

Table 6 is showing how often participants study online. As it can be seen from the table; 19.9%
(f=97) participants study once in a week, 18.9% (f=92) once in a month, 18.5% (f=90) one in a
year, 42.7% (f=208) participants never have taken an online course.

Table 6. How often participants study online.

f %
Once a week 97 19.9%
Once a month 92 18.9%
Once a year 90 18.5%
Never 208 42.7%
Total 487 100%

The number of courses that participants successfully finished is showed in Table 7. None 48.7%
(f=237) participants, 1 course 10.7% (f = 52), 1-3 courses 23.4% (f = 114), 4-8 courses 11.5%
(f=56), 9-15 courses 2.1% (f=10) and 16 or more courses 3.7% or (f=18).

Table 7. Number of curses that participants successfully finished.

f %
None 237 48.7%
1 52 10.7%
1-3 114 23.4%
4-8 56 11.5%
9-15 10 2.1%
16 or more 18 3.7%
Total 487 100%
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Researchers wanted to see are participants ready to pay for the course on their native language.
The results are presented in the Table 8. 28.8% (f=140) participants answered none, 26.9%
(f=130) 50KM, 28.6% (f=139) 50KM to 100KM, 12.4% (f=60) 100KM to 300KM, 1.9% (f=9)
300KM to 600KM and 1.4% (f=7) 600KM or more.

Table 8. For courses in my native language, I'm ready to pay.

f %
None 140 28.8%
50KM 130 26.9%
50KM - 100KM 139 28.6%
100KM — 300KM 60 12.4%
300KM — 600KM 9 1.9%
600KM or more 7 1.4%
Total 487 100%

Conclusion

Massive open online courses are one of the most prominent trends in higher education in recent
years. It represents open access, global, free, video-based instructional content, problem sets, and
forums released through an online platform to a high volume of participants aiming to take a
course or to be educated. With time and place flexibility, MOOCSs gathers scholars and learners
around the world. It is offered as an addition to the knowledge that individual or an organization
can build their knowledge. It is especially good for the emerging nation. It has been mentioned
that countries with better educational system tent to prosper faster and they have higher
economic standards.

Bosnia and Hercegovina are currently having many problems when it comes to the education.
Major problems appeared as the result of Dayton agreement. Three constitutional nations in
B&H cannot agree on many important aspects on the country level. That affected especially
education where currently education curriculums are not harmonized, every part is introducing
changes by themselves and there is no joint intention to improve the education which is
preventing the growth of the nation.

Individuals and private institutions that are interested to improve education can do it by
promoting and creating MOOCs. Accordant to this research 80% of students in B&H are able to
follow MOOC:s in English but almost 50% of students have never taken any MOOCSs course. The
first step would be to promote MOOC as the new trend and to explain to the students that they
can take cutting edge education online.
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The second reason why MOOCs are important is that all industries are improving drastically,
professors from many universities do don update their knowledge even though that we have
really successful and hardworking students. Once when they graduate they are not skilled to do
their job. When they finish universities they start learning how to perform their job. This is
expressed in many fields but especially in IT industry. Updating books, professors, and the
system would take some years. The best alternative that is out there for students to learn about
the trends in the industry is to watch MOOC and learn online. For that reason, more than 70% of
all responded they are ready to pay for the course in their native language. Institution and
individual that recognize this trend can make a profit but also provide the market with the
knowledge which is necessary for staying competitive in local as well as on the global scale.

Since no similar research have been done on this topic in Bosnia and Herzegovina, this research
leads us to focus on two segments. There is 50% of participants that never took the MOOC,
future researcher in this field can focus on the factors why is that so. Another 50% of
respondents answered that they used MOOQOCs so the future researcher can focus on the things
such us what did they like, what can be done better, what specifies differentiate MOOC learner
from Balkan comparing the MOOC learner from the western countries.

MOOCs are the latest trend in the field of distance education which seems to go on for some
time which indicates a significant need for research studies on it.
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Abstract: This paper focuses on the trends in the evolution of banking concentration indexes. Kosovo
belongs to the economies in the transition process to open market economy. The creation of new financial
institutions and financial system in Kosovo after 1999 started from stretch governed by the private
initiative and private capital investment. This paper examines the evolution of banking competition over a
period of 5 years from 2012 until 2016. It applies the HH1 index and the CR3 and CR5 indicators in
order to estimate banking concentration on five banking variables (total assets, household deposits,
corporate deposits, household loans, corporate loans). Our findings show that the market has
experienced high concentration by leading three and/or five institutions whereas latest established and
smaller banks didn’t succeed to gain market share. The results are of importance from the regulatory
point of view as a tool if needed in undertaking various measures for a healthy banking system.

Keywords: Banking concentration, Kosovo banking sector, the HHI index, CR3, CR5 indicators
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Introduction

Market concentration belongs to the regulatory institutions' responsibilities and interests; thus,
banking concentration issues are of high interest to central banks who monitor on daily basis
banking operations and risk inherited with. Oriented toward profit maximization, commercial
banks tend to gain the highest market position within the market in sense of loan and deposit
participation. In getting higher concentration presence in market, banks rely on offering more
attractive deposit and credit services. Market concentration measurement uses different indexes
or indicators which shows the market share of commercial banks within the same financial
system and evaluates the level of competition and potential impact on banking and economic
stability.

Main banking indicators of banking institutions individually and aggregated in Kosovo are
showing very good level of capital adequacy, asset quality, liquidity and performance. It means
that the banking operations and risks are within framework of regulatory requirements and
international standards.

For the calculation of concentration indicators in Kosovo banking sector, the degree of
concentration is assessed within 2012 to 2016 period or five years period, and the trends of
market with respect to assets, deposits, and credits. Markets which are controlled or have share
participation by one or few numbers of market participants are considered as highly concentrated
markets while in situations where share participation is diversified between many participants it
is considered as a market with less concentration and facing high competition.

80


mailto:fkeqa17@epoka.edu.al

International Conference on Economic and Social Studies (ICESoS)
10 - 11May 2018 — Bosnia and Hercegovina / Sarajevo

Literature Review

Many researchers, controllers and other banking experts have shown a great interest in the issue
of market size and concentration on it. Financial instability has become a key source of concern
globally which is highly related to the concept of the central role of banks at the heart of
countries’ growth dynamics.

As Heimeshoff and Uhde (2008) state, practical evidence and economic theories offer conflicting
viewpoints in regards with the relationship among financial stability and banking concentration,
hence during several years were established the existence of two main hypothesis such as the
banking concentration stability and banking system fragility. The rapid consolidation of banks
worldwide is increasing matters amid policymakers and other legislators about banking
concentration.

The concentration-stability model implies that consolidation delivers several benefits for the
banking sector, consecutively an increase of concentration. A lower probability of banking
failures is frequently linked with highly concentrated and less competitive banking sector. A
great number of active banks belong in a less concentrated sector, thus leading to a solid
competition. Considering such conditions, it is stated that banks profitability would be lower, and
their stability would be undermined as having less market power leads to more likely chances of
choosing risky approaches and/or strategies (Craig and Dinger, 2010). Additionally, regulatory
authorities would easily and effectively supervise and analyze a smaller number of big banks,
which consequently may lead to a failure of system-wide infection (Davis, 2007).

Throughout the period of 2004-2008, the improvements, modifications and the liberalization
which comprised about seventeen central and eastern European countries were studied by
Andries and Capraru (2011). The results recommend that countries of EU have achieved to
further increase the levels of financial liberalization consequential to more viable and competent
services to clients. In contrast, the efficiency levels endure moderately unaffected in non-EU
countries arising to advanced productivity progress records for their financial institutions.
Additionally, the national case of FYROM in the mid-90s was observed by Giustiniani and Ross
(2008). During this time period, initial changes come to pass.

The analysis was conducted throughout two main approaches: the first one being the Panzar and
Rosse (1987) test on market structure and second the H-statistic, covering up the years up to
2005. Taking into consideration that the H-statistic results were close to zero, it is recommended
that the competitiveness among markets is not as high enough as it should be, approaching to a
more monopolistic or a pure cartel form. Generally, as a result of legal and other institutional
limitations, the banking sector hovers fairly weak and undeveloped which leads to a fragile and
uncertain competition.

The relationship among profitability and banking concentration in the Greek market is examined,
indicating that monopolistic competition or imperfect competition is central, where private banks
and major state lead the market. Athanasoglou et al (2008) put more emphasize and examine the
markets such as Albania, FYROM, Croatia, Bosnia-Herzegovina, Bulgaria, Romania and Serbia-
Montenegro, which in the early 2000s have established the foundation towards a more efficient
banking system, bragging though various levels of market concentration. Furthermore, Dumicic
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et al (2008) applying the index of the Herfindahl-Hirschman and other ratios investigated
banking concentration in the ex-Jugoslav republic countries as Bosnia-Herzegovina, Serbia-
Montenegro, and Croatia, where the outcomes were various but with Croatia and Serbia leading
as the most efficient markets in the region.

On the other hand, Latin American countries, such as Argentina, Chile, Colombia, Mexico, and
Peru were observed with the aim of explaining the market concentration effect on bank spreads.
Top three and five banks were taken for examination, in which all of the cases the market share
exceeded 40% and the index of Herfindahl-Hirschman was above 650, whilst in some cases
surpassed the index of 1000. The process of banking consolidation is one of the main reasons
why the concentration in these markets occurred, which appeared either by domestic banks
mergers to withstand the competition or by acquisitions of domestic by foreign banks (Martinez
and Mody, 2004)

Another case with a sample of 20 EU and Eurozone member countries using the approaches of
Herfindahl-Hirschman and the top three and five concentration indicators was conducted by
Tsiritakis and Tsirigotakis (2011). Generally, they claim that the European markets are mostly
outlined by concentration levels which enable a monopolistic competition, carrying a satisfactory
effect on prices for clients and credit access for companies. Similarly, Beck, Demirgiic-Kunt, and
Levine (2003) studied the influence of bank concentration and principles, and the total
competitive environment on banking system delicateness by means of cross-country data on 70
countries and 47 crisis episodes. The writers have demonstrated that bank concentration has a
steadying effect and banking systems which are concentrated are less likely to encounter
systemic banking crises. It is confirmed that during their research the inclusive impact of
concentration on fragility is negative.

Differently, the model of the concentration-fragility claims that a highly concentrated banking
sector presents a risk to the financial stability and creates systemic risk. Because of the
competition deterioration and high market power of large banks, an amplified banking sector
concentration can lead towards an increase of interest rates on loans and to decrease interest rates
on deposits.

Moreover, for the time period 1997-2005 and by using bank balance sheet data from commercial
banks crossways the EU25, it was found that an increased market concentration causes a
negative effect on financial reliability, whereas this negative impact happens due to the reason
that big commercial banks in Europe aim to involve hazardous investments than smaller ones
(Uhde and Heimeshoff, 2008). Analyzing the situation from a theoretical perspective, higher
banking system concentration may have either promising or contrary effects on both
unemployment and financial intermediation. As several authors stated (e.g., Smith 1998,
Guzman 2000), considering the structure-conduct-performance theory, higher loan rates occur
due to a higher level of concentration, lower competition due to higher interest margins and so
on. Accordingly, this clearly can lower investment, job opportunities, and economic growth,
consequently raising the figures of unemployment.

Looking from another perspective, a more concentrated banking industry can be an outcome of
further competent banks earning greater market shares giving the efficient structure hypothesis
(e.g., Demsetz 1973, Peltzman 1977). This hypothesis shows that the higher efficacy of financial
intermediation has most advantageous knock-on possessions on loan rates. According to Jeon
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and Miller (2005), comparing the data of US state-level during the period from 1976 up to 2000,
it is found that the higher bank concentration causes the growth of bank profitability, which
supports the structure-conduct-performance hypothesis. Another case on the United States has
studied Tregenna (2009), using quarterly bank-level data from 1994 to 2005 on the total of 644
banks, discovers an encouraging and highly substantial connection amongst profitability and
concentration as well.

Numerous studies on evolving countries similarly recommend that higher bank concentration
rises the price of financial intermediation. As Sufian (2011) demonstrates, over the period 1992
to 2003, concentration significantly increased profitability of banks in South Korea. Whereas,
Tobar et al. (2011) studied the case of Columbian banking system using monthly data from 1997
to 2006 and found that when the system was under pressure and tension, the higher market
concentration rose interest rates margin.

Data and Methodology

The literature provides different methods to assess market concentration and competition levels
across the economic sectors. Within such range of methods most accepted tools in estimating
concentration in banking market are the Herfindahl-Hirschman Index and the CR3-CR5
indicators. These two tools are used for the purpose of analyzing the banking sector in Kosovo.

The Herfindahl index (also known as Herfindahl-Hirschman index, HHI) is estimated as follows:
HI=> (S, )
J=1

Symbol S indicates each bank’s share in the total amount of specific category, i.e. total loans,
total deposits, total assets etc. while ’n” indicates the aggregate number of banks in the market.

In this analysis, HHI on five banking variables is estimated:

@' Total assets

¥ Household loans

@ Corporate loans

¥ Household deposits, and
@ Corporate deposits

The HH Index values range from zero to 10,000 where the market with an HHI with a value less
than 1,500 is considered to be a more competitive marketplace, an HHI value of 1,500 to 2,500 is
considered to be a moderately concentrated marketplace, and an HHI value of 2,500 or greater is
a highly concentrated marketplace. Higher values indicate less competitiveness while values
close or equal to zero indicate perfect competitiveness in the market.

Except for the HHI, an additional tool for the estimation of concentration it is applied, known as
CR3 and the CR5 indicator. These indicators refer to the market share of the biggest three and/or
five banking institutions that have in each variable. The dataset covers the period from 2012 to
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2016 taken by the Central Bank of Kosovo and individual data of banks operating in the financial
market of Kosovo.

Data Analysis

Kosovo continues to have a sound financial system, which represents a very important source of
growth and stability of the domestic economy. All constituent sectors of the financial system
marked an increase in their activity, consequently enabling the country's economy to provide a
wide range of financial products. Financial intermediation activity of the banking sector marked
a sustainable increase. Conditions for funding from banks continued their improvement, where in
addition to the reduction of interest rates, access to bank loans was accompanied with facilities in
other aspects. The improvement of lending conditions and the consistent development of new
financial products, is also supported by the good soundness of Kosovo’s banking sector, was
reflect the continuous growth rate of financial intermediation in Kosovo.

Financial soundness indicators of the banking sector in Kosovo reflect a very satisfactory level,
where it is worth mentioning the further decline of non-performing loans, which depicts Kosovo
against the other regional countries in regard to the quality of credit portfolio.

The main source of financing the banking sector activities continue to remain deposits where the
main contributor to the increase of total deposits were household deposits, which are considered
to be a steady source of financing compared to other channels.

Ownership asset structure compares to the initial stage of establishment of banking institutions
(out of 7 banks, 5 of them were with domestic capital ownership) has changed a lot and current
ownership is represented in Figure 1.

Figure 1: Assets structure of the banking sector, by ownership
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Source: CBK (2017)
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The major shareholders of banking institutions have a capital source from Austria participating
with around 24% of assets, followed by German ownership of 22%, Slovenian by 15%, Kosovo
ownership by 11%, Serbia ownership by 1.7%. Number of banks with capital from Turkey has
increasing trend showing 16% ownership. The HHI index is presented in Table 1.

Table 1: HHI index for five banking variables

Year |Household deposits|Corporate deposits|Household loans |Corporate loans |Total assets
2012 2667 2685 2705 2793 2708
2013 2629 2557 2748 2789 2726
2014 2587 2608 2724 2897 2670
2015 2320 2695 2767 3025 2808
2016 2834 2807 2832 2984 2838

Source: Reports of CBRK and individual banks, 2012-2016

The HHI index is analyzed and tested for five banking variables. The table does show that the
banking market in Kosovo is highly concentrated according to the values derived by the HHI
index. The HHI index for total banking assets is showing highly concentrated banking industry
which exceeds values of 2600. Values are ranging from 2670 to 2840 and what is more
important the banking concentration have the increasing trend which reflects less
competitiveness.

Concerning the corporate figures, we get this result. Both, corporate loans and corporate
deposits are highly concentrated referring to the HHI index exceeding 2,550 units. In one side,
corporate deposits are ranging from 2,560 to 2807 and it reflects up-ward trend until 2016.
Corporate loans are ranging between 2,780to 3,025 unit and similar to corporate loans trend it
has increasing movement until 2016. But, the concentration of corporate loans variable resulted
with a higher concentration than corporate deposits variable. It means that the market in
corporate loans is less competitive than the market in corporate deposits which was a more
competitive indicating impact of the negative interest rates placed by some European Central
Banks.

As far as the household figures situation has identical movement in both variables, household
loans, and household deposits. While household deposits are ranging from 2,580 to 2,920,
household loans ranging is from 2,700 to 2,830 units. It resulted with a high concentration of
both variables. Both variables show increasing trends until 2016 and concentration similarity
remains.
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Graph 1: HHI index for five banking variables 2012-2016
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The second tool used to estimate banking concentration on five variables is the CR3 and CR5
indicators. It reports the percentage that the three and five biggest banking institutions hold in
each banking variable. The reflection of indicators is shown in Table 2.

Table 2: CR3 and CR5 indicators

Total Household Corporate Household Corporate
Indicator | Year assets deposits deposits Loans loans
2012 65.62% 73.77% 83.94% 71.44% 64.47%
2013 63.85% 72.20% 68.98% 61.16% 62.65%
CR3 2014 66.46% 71.09% 74.75% 66.83% 59.07%
2015 61.64% 58.32% 67.97% 66.61% 56.04%
2016 _ 60.44% 60.14% 63.82% 63.63% 53.41%
2012 83.02% 88.42% 93.91% 92.97% 82.88%
2013 82.71% 89.28% 88.72% 82.70% 81.51%
CR5 2014 87.99% 88.40% 92.79% 91.20% 80.60%
2015 82.30% 95.96% 91.79% 96.46% 75.15%
2016 81.27% 79.62% 91.92% 93.04% 73.41%
Source: Reports of CBRK and individual banks, 2012-2016

The first impression from the Table 2 is that the concentration indicator is increased if we
compare CR3 indicator with CR5, proving concentration rose by adding two other banks in

group.
Analyzing CR3 indicator, we conclude that the concentration in all five variables has decreasing
trend whilst an increase of competitiveness in the market. The biggest concentration belongs to

household loans variable and corporate deposits variable. Less concentration is reflected in
corporate loans variable. According to Table 2 and Graph 2, the CR5 indicator shows highly
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concentrated market in all variables. The highest concentration CR5 indicator is reflected in
household loans ranging from 83% to 96% and corporate deposits ranging from 88% to 94%.
The highest concentration in household loans reached the peak in 2015 with 96.5% and in
corporate deposits in 2012 with 94%.

More competitiveness of CR5 indicator is shown with corporate loans variable having a
declining trend of concentration from 83% to 73% in 2016, approaching medium concentration
level. The concentration of total banking assets remains constant, except in the year 2014 where
the concentration percentage has increased to the highest level of 88%.

Graph 2: CR5 indicator for five banking variables 2012-2016
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Conclusion

This paper aspires to analyze banking market concentration in Kosovo, as an economy in
transition, and contribute to the area of concentration measurement. The paper examines the
period from 2012 to 2016 and five banking variables. According to the results derived by HHI
index, the banking concentration in all five banking variables is shown as highly concentrated
market and there is a similar movement in all variables. Our research figures out that the banking
industry in Kosovo is still highly concentrated and competition is mainly run by 3 to 5 bigger
institutions. Out of 10 banks, 3 of them have a very minor presence in the market with around €
85 mil. in loans and €95 mils. in deposits which has an impact on higher concentration level of
other banking institutions.

Examination of concentration using CR3 and CR5 indicators shows similar situation in regard to
the banking concentration in the market as HHI index. But, in contradiction with other results
CR3 indicator shows that the market faces medium concentration.

Even there was an entrance of new foreign banks in the financial market in Kosovo expectations
for the introduction of higher competitiveness in the banking industry hasn’t happened. It means
that the domestic financial market has failed to improve the situation in regard to competition
even though new competitors have entered the market.
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This study could impact interest of regulatory and license institution in assessing potential risk
inherited by high banking concentration.
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Abstract: The building construction industry is facing several major problems, among which are the fact
that it spends 45% of the energy and 36% of the pollutions are coming from this sector which directly
mostly influences on the climate changes. EU Climate and Energy Package was created that outlines the
goals to be achieved by 2020 in energy use and environmental protection by decreasing the emissions of
greenhouse gases by 20% from the level of 1990, ensuring that 20% of energy comes from renewable
sources as well as by increasing the energy efficiency by 20%. All mentioned requires serious changes
and adaptation in the industry and all related sectors by the responsible interdisciplinary approach.
Heritage protection and activities in protection and reconstruction of the old buildings today has to be in
line with mentioned strategy goals. Usually during the reconstruction of those building the outside
intervention on the facades are forbidden. Beside savings in building sector heritage buildings as
touristic attractions could make savings in the sector of the tourism as well. Paper will present
possibilities how it is possible to use environment friendly materials based on local natural raw sources
as straw, hemp, flax, wood, etc. in the future projects of the reconstruction and thermal protection of the
old, historically protected buildings by using of new modern thermal insulations technologies and
materials. This paper will present new natural materials properties as insulation materials and will
present as well practical evaluation on the existing example with one-year measurement in Czech (old
typical Czech village house). Presented results will help countries in the process of the accession in the
EU to recognize the best practice in the EU and to adopt those practices to their legislations and
standards in the future. All of this will improve quality of the reconstruction work, will make healthier
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environment, will introduce better quality of service as well as will attract more tourists which will all
together support the circular economy.

Keywords: natural raw sources, circular economy, suitable development, natural based insulations,
building reconstruction

JEL Classification: C8, Q55, O3

Introduction

First the energy crisis in eighties then climatic changes in last decades are great motivation for
effort of our society look to sustainability. Buildings belongs to industries which consuming
large extent of energy sources and has a great influence on environment from this point of view.
Building consumes not only energy during service lifetime, but also during production of
building materials which also requires a lot of energy and is not ecological or environment
friendly. It is good to recall that at the end of the life cycle of building requires huge further
energy-intensive processes which produces massive waste. Sustainable architecture needs to look
at all aspects of energy flows in whole lifetime cycle of building nad materials.

Natural based materials have been always used in human history. These concepts have been
passed for a long time and many of old buildings made by local natural materials could be found
all over the world. The last century brings a lot of new artificial synthetic materials, which take a
place in many areas of our live. Civil engineering and architecture are not an exception.
Production of synthetic materials are often associated with high demands of energy in the
production processes what is in contradiction of sustainability architecture requirements and
mentioned strategic goals. In last decades we used to optimise the building energy performance
by adding the additional insulation on the building envelop. Currently the thickness of the wall
insulation are approximately seven times higher than forty years ago and still will rising. Further
increasing of insulation thickness brings only small gains and there is a time for next step.
Energy performance of buildings in line with climate change and environment requirements
could be also improved already in the design by usage of environmentally friendly materials.

Natural based materials are well known today but there are not enough sources or massive
production which determines their expensive price. Solution could be found in combination of
natural, recycling and secondary raw materials. Secondary raw materials are often regionally
available and has been waiting for they further chance. Many natural materials have positive and
demanding insulation properties together with a lot of prejudice Usage of these materials
requires laboratory and long-time experimental testing for future argumentation. A short
description of testing with preliminary results are aim of this contribution (Chybik (2009),
Vejeliene at al. (2011), Ibraheem, Aidy and Khalina (2011) and MacDougall (2008)). The results
will help in future sustainable planning, design and testing especially for the reconstruction of
old heritage buildings where the outside intervention on the facades are forbidden.
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Description

Under research work at Brno University of Technology the several mixtures of differet insulation
materials has been developed for testing. This research has been implementing since 2014 in
cooperation with CIUR a.s. company. The subject of research is to development of the optimal
insulation for future low energy houses based on secondary raw materials. The mixtures are
based on recycled cellulose, hemp, straw and wood fibres with various ratio and additives. Some
of mixtures with cellulose fibres has been used in retrofitting of family house in Nord Moravian
region. The original characteristic of this ground floor family house is a roof - roofed by pitch
roof with unused loft. For the need of this experiment external walls of the loft have been
insulated from the interior side. Same inside insulation was used for a pitch roof, as an additional
inside insulation system during reconstruction by cellulose and straw insulation. Section of wall
and roof construction schematically displays in Figure 1. Original walls are formed by masonry
which is covered by plaster from external side. From internal side originally house did not have
any insulation. During this experiment the walls from inside are insulated by the mixture of
cellulose and straw insulation which fills gap between final layer as gypsum board and masonry.
Gypsum board is carried by metal profiles and vapor retarder foil is added between gypsum
board and insulation. For the roof in the experiment we used the similar insulation which takes a
place between the rafter. Final layer of the internal side of the roof has been closed by vapor
retarder membrane and gypsum board. From the external side the roof composition is closed by
diffuse permeable membrane and ventilated airgap covered by final layer of the ceramic roof
tiles (see in figure 1). The thickness of insulations in both cases are 300 mm. Insulation has been
used in the floor between ground floor and loft, too to ensure no energy losses.

membrane

cellulose insulation
membrane

gypsum board

gypsum board |

membrane

cellulose insulation Y ' P e T
s

e masonry

plaster

Figure 1: Detail and scheme of wall — roof connection
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According to results of this experimental work, insulation material based on mixture of cellulose
and straw (70:30 with density of 45 kg/m? for roof part and 50:50 with density of 60 kg/m® for
wall part) was selected, thanks to their specific properties. The roof has had only limited
additional load, so in this case has been used lighter mixture. Walls have a base mixture with
higher density. All crucial insulation material parameters were measured at standard laboratory
conditions and were published in scientific paper Slavik, Peterkova and Zach (2018). The
properties of the selected insulator could be find in the table 1.

Table 1: Properties of developed natural based insulators (70 % cellulose : 30% straw with
density of 45 kg/m? for roof part and 50 % cellulose : 50% straw with density of 60 kg/m? for
wall part)

Type of Thermal Thermal Thermal Factor of
insulation Density | conductivity | conductivity | conductivity | diffusion
mixture 23°C,50 % | dry condition | 23 °C, 80 % | resistance
[-] kgm®] | Wm™K | [Wm™KT | [Wm"K7] [-]
70 % cellulose
: 30% straw 45 0,04254 0,03970 0,05051 4,821
with
20 Jecellulose | g0 0,04372 0,04088 0,05174 4,025
: 0 straw

The goal of the experiment is to verify the behaviour of these materials in real application. All
components have been designed according requirements of national and European technical
standards with usage of renewable natural materials. Real hygrothermal behaviour is captured by
electronic system with sensors which are embedded into components.

Temperature and relative humidity are measured by SENSIRIOIN SHT25 sensors. There are
measured two roofs and two walls which has various orientation to the cardinals. Measurement
starts in at end of spring 2016 and the collection of the data are still running. Data are collecting
in fifteen minutes intervals and brings information about real evolution of temperature and
humidity profiles. All current collected values has been displayed on the internet page with
periodically evaluation. The Figure 2. shows one sensor and web application for data preview.
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Figure 2: a) temperature and humidity sensor with measurement preview [5]

Results

The first findings from evaluation has been published in year 2018, see Slavik, Peterkova and
Zach (2018). Study has been focused to hygrothermal behaviour of compositions and its
comparison with numerical simulation based on EN 15 026. Further analysis has been focused to
comparison of approaches quasi-stationary methods according CSN 730540 and EN 13778
which represents national and European technical standards. This paper using a part of the results
which are focused on hygrothermal behavior of wall and roof components. Last two mentioned
technical standards are used for design of components from hygrothermal point of view. These
standards are using quasistationary methods based on Glaser approach. Their results often bring
contradictory outcomes, but both are considered like equivalent and it is up to designer how
method have been choosed. Hygrothermal simulation represents very sophisticated tool for
hygrothermal evaluation and the comparison between calculation and experiments is interesting
from this point of view.
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Figure 3: temperature and relative humidity in wall with cellulose-straw mixture (50:50)
orientated to the south
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Figure 4: temperature and relative humidity in the roof with cellulose-straw mixture
(70:30)orientated to the south

Measured data from wall are displayed by Figure 3 and from roof are shown by Figure 4. Both
figures represent the collected data from the structures orientated to the south. Sensors are placed
at all intersection of the all layers. Numbering of the sensors starting form the first one from the
interior side. The first sensor is placed between gypsum board and vapor retarded. Second sensor
is located between insulation and vapor retarder, third is in the middle of experimental insulation
layer. Forth one is placed at masonry surface. Internal conditions are marked by “int” in the
charts. External conditions have been measured but due strong variability and clarity are not
plotted into this chart.

Discussion

As mentioned before, the main task of this research is the comparison with numerical models for
a different materials mixture in two positions the wall and the roof. Figure 4 presents the charts
with the range of the areas of temperature and relative humidity values which has been obtained
from the numerical simulation in the wall construction. Figure 5 shows the roof structure in same
simulation model. Measured values in control points are projected to this area by vertical lines
with diamonds. The top diamond represents maximum, bottom diamond minimum and middle
diamond average value from sensor. As could be observed from figures, values obtained by
numerical simulation reaches relatively good compliance with measurement.
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Figure 5: Comparison calculated and measured values at walls
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Figure 6: Comparison calculated and measured values at roofs

Similar comparison has been used for European and national standard, which uses quasi-
stationary approaches of Glaser methods. Reached values in temperature fields has been
inadequate low and moisture in relative humidity has been overestimated.

Further analyses have been oriented to the moisture behaviour in composition. Numerical
modelling brings advanced possibilities in investigation of moisture distribution. As could be
seen from Figure 7 moisture content in year periodically oscillates. The insulation material
reaches only hydroscopic range of moisture. The one and only over hydroscopic range is reached
in masonry and exterior plaster during colder period of more humid external conditions.
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Conclusion

Long term measurement brings data which could compare assessment methods. As is obvious
from presented results (see in figures 3 — 8) insulation materials based on local natural row
sources is possible utilize for old building reconstruction. Due high moisture sensitivity and
capacity you can see, that relative high amount of moisture (see in figure 7) is absorb in structure
of thermal insulation. The rest moisture content in over hydroscopic region is finally very low
(see in figure 8). It is the verification, that this kind of insulation system is suitable without some
troubles with durability of construction.

Currently the moisture assessment of building component could be handled by quasi-stationary
method at national or European level in contrast of numerical modelling. As has been seen from
results, numerical modelling represents more progressive methods.
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Abstract: Tourism sector has a significant importance on the Croatian economic development and it has
played vital role in economic recovery after six-year long recession. The main idea of this research is to
analyse stock liquidity in Croatian stock industry and to construct efficient frontier which consists of
tourism stocks. Currently there are 31 stocks listed on Croatian capital market in the tourism sector.
According to the market capitalization tourism sector is highly placed on the Croatian capital market
with current market capitalization more than HRK 22 billion. Although the statistics show that tourism
sector has large market capitalization, more detailed analysis suggests that only certain stocks are
eligible to be included in the optimal portfolio on the Croatian capital market due to illiquidity problems.
In order to find portfolio with the best risk/return performance, authors have calculated several portfolios
with different risk/return profiles.

Keywords: Portfolio theory, illiquidity, stocks, efficient frontier, Croatian capital market

JEL Classification: G11; L83

Introduction

Tourism in Croatia has a long tradition. Its development began after the Second World War, after
which it recorded a steady rise in the number of overnight stays and arrivals. Tourism in Croatia
has demonstrated its full strength and resistance in the years of the financial crisis and the global
disruption, stemming from the fact that Croatia is very attractive tourist destination that
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according to its potential is one of the most attractive European destinations for summer holiday.
After joining the European Union, Croatia gets new opportunities, but faces new challenges and
tries to maximize the utilization of tourism potential for the purpose of economic development
and competitive tourism development in the country, while respecting the value system of
sustainable development and EU competitive strategy in the field of tourism.

Stunning coastline, unspoilt nature and beautifully-preserved centuries-old harbour towns are
just some of the many attractions which offers. To meet ever more demanding tourist demand,
Croatia needs to encourage further investments, to work on the overall offer of accommodation,
including a whole set of additional tourist facilities in the destination, and to secure and improve
production, organizational, human and institutional prerequisites for strengthening its
competitive strength and capabilities in the foreign tourist market. Therefore, it can be concluded
that tourism sector has the strength and potential to initiate all economic activities and to
stimulate greater economic growth and prosperity. To accomplish these tasks, continuous, but
also new incentives and investments that will trigger these activities are indispensable. In that
respect, Croatia makes a lot of effort and goes in the right direction.

According to the leading British publication, Financial Times for Business, fDi Magazine -
Global Tourism Places of the Future 2017/2018, Croatia is the seventh destination with the
highest investment potential in tourism and has also been awarded with the Editor's Choice
Awards. Croatia has been selected as one of the countries with the greatest advancement in the
field of tourism infrastructure, accommodation, tourism development initiatives, hotel
investment and cruise segment of nautical tourism. According to the data from Croatian Bureau
of Statistics in 2017 Croatia has achieved record breaking tourist results, more than 86 million of
overnight stays. Tourist arrivals increased from 15.6 in 2016 to 17.4 million, and over the last
decade have continued to grow remarkably.

In 2018, according to the announcements of the Ministry of Tourism and survey data collected in
Croatian tourism, 15% more investment in tourism is expected than in the previous year (2017)
and almost 40% more investment in tourism than in 2016. This year, the private sector, will
invest around EUR 628 million in tourism projects, which include investments in hotels, camps,
and other accommaodation facilities and attractions, and over 311 million euros will be invested
in the public sector, ie counties, cities and municipalities (investments in beaches, promenades,
etc.), which would be total EUR 950 million in new investments.

Tourism plays an important role in the economic development of Croatia, it has played vital role
in economic recovery after six-year long recession. Dogru and Bulut (2017, 1) concluded that
“tourism industry showed a remarkable recovery after the economic downturn and resilient
growth in the past two decades in major European countries that have a coastline in the
Mediterranean Basin.” There are numerous other research papers which confirm relationship
between tourism and economic growth like: Briedenhann and Wickens (2004), Kim, Chen and
Jang (2006), Tang and Tan (2015), Chou (2013), Antonakakis, Dragouni, and Filis (2015) etc.
Since Croatia is country that largely depend upon tourism, the aim of this paper is to construct
portfolio mix that consists of tourism companies from Croatian capital market and to investigate
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their liquidity, risk and return, which would result in recommendations for future profitable
investments in the tourism sector.

1. Analysis of Croatian tourism sector

According to the newest report of the WTTC—World Travel & Tourism Council, (2018) last
year, the tourism and travel sector had generated 7 million new jobs, with 4.6% growth
surpassing the growth of the global economy and was the fastest growing sector, while
announcing a slower growth this year. The World Travel & Tourism Council in 2018 published a
report on the world's tourism and travel economy report. This sector surpassed the growth of the
overall economy last year. The growth of 4.6 percent was in the wake of the growth of other
sectors, including manufacturing, which grew by 4.2 percent, retail and wholesale, with growth
of 3.4 percent, agriculture, forestry and fisheries with 2.6 percent growth and financial services
with a growth of 2.5 percent.

From the perspective of Croatia, tourism is considered one of the most important sectors for the
economic development. To confirm this fact World Travel and Tourism Council has published
some key facts of tourism impact on economic development. The direct contribution of Travel &
Tourism to GDP was HRK 39,782.7mn, 10.9% of total GDP in 2017. Tourism has a great
importance on employment also, in 2017 Tourism sector directly supported 10.1% of total
employment. Investment in tourism in Croatia in 2017 was 10.9% of total investment.

After presenting tourism importance of the economic development of Croatia, second step was to
analyse stocks in tourism sector. Generally, stocks which are listed on Croatian capital market
are currently divided into the sectors due to their principal economic activity which is done
according to the Statistical Classification of Economic Activities 2007 (NN 58/07 i 72/07). This
breakdown of listed companies is in charge of the Croatian Bureau of Statistics. Each listed
company on Croatian capital market is assigned to a sector according to the intermediate
aggregation A*38 which is composed of 38 categories. Tourism sector has 31 listed company on
Zagreb Stock Exchange, this sector is known as the Accommodation and food service activities
sector. All listed tourism stocks are shown in the table 1.

Table 1. Tourism stocks listed in Croatian capital market

Symbol Issuer Mcap (HRK) % share in Mcap
AMDN Apartmani Medena 57,403,200 0.25
ARNT IArena Hospitality Group 2,184,835,146 9.58
DUPM DUBROVACKO PRIMORJE 60,249,700 0.26
HBRL HOTELI BRELA 208,135,465 0.91
HBVD HOTELI BASKA VODA 23,844,249 0.10
HHLD HOTELI HALUDOVO MALINSKA 26,402,954 0.12
HIMR Imperial hotelijerstvo 515,042,550 2.26
HJDR HOTELI JADRAN 21,423,000 0.09
HMAM Hoteli Makarska 300,017,960 1.31
HMST Hoteli Maestral 156,778,880 0.69
HPDG MEDORA HOTELI | LJETOVALISTA 88,473,000 0.39
HTCP Hoteli Tucepi 184,195,200 0.81
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HTPK HTP Korcula 143,194,402 0.63
HTPO HTP Orebic 36,162,320 0.16
HUPZ HUP 1,555,171,200 6.82
HVDC Hoteli VVodice 42,191,119 0.18
HZLA Hoteli Zlatni rat 109,553,369 0.48
HZVG Hoteli Zivogosce 4,541,400 0.02
ILRA llirija 456,149,232 2.00
JLSA Jelsa 49,708,501 0.22
LRH Liburnia Riviera Hoteli 1,265,039,380 5.54
LRHC FTB TURIZAM 553,833,030 2.43
MAIS Maistra 3,327,079,056 14.58
OLVD Olympia Vodice 35,158,950 0.15
PLAG?2 Plava laguna 0 0.00
PLAG Plava laguna 3,824,123,280 16.76
PLCH Palace hotel Zagreb 15,460,572 0.07
RIVP VALAMAR RIVIERA 5,116,718,205 22.43
SLRS Solaris 447,846,275 1.96
SUKC SUNCE KONCERN 028,541,780 4.07
TUHO Turisthotel 1,078,262,640 4.73

Source: Zagreb Stock Exchange

According to table 1. and based on the size of the market capitalization first five stocks (RIVP,
PLAG, MAIS, ARNT and HUPZ) together make 70.2% of total market capitalization in tourism
sector, while first ten stocks make together sum of 89.2% of total market capitalization. For
simplicity, instead of full company names, only symbols of tourism stocks will be used in further
text.

Tourism sector is one of the fastest growing sectors on Croatian capital market compared to
transport, food, construction and industry sector in the time period 22.02.2003-29.12.2017.
Growth of the tourist sector compared to other sectors is dominant. The other four sectors
(transport, food, construction and industry) are roughly constant throughout the observed period,
while in the tourism sector it can be noticed constant growth with less oscillations. If we
compare mean values, then it can be concluded that tourism has the highest return value in the
observed period 0.11%, followed by transport 0.03%, industry 0.02%, construction -0.03% and
food industry -0.05%. In figure 1. there is compared tourist stock index with the Crobex in the
period 22.02.2003-29.12.2017.
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Figure 1. Comparison of the tourism stock index and Crobex in the period 22.02.2003-
29.12.2017
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Source: Authors’ own work, data retrieved from Zagreb Stock Exchange, www.zse.hr

Although the global financial crisis has had a very negative effect on the capital market not only
in Croatia but also in the world, it can be concluded from the movement of these two indices that
tourism stocks quickly recovered and achieved a growth rate. According to authors Sariisik, Sari
and Halis (2011) in 2008 economic crisis hit very hard many sectors globally, beside tourism.
Based on the data from Croatian National Bank (2016) tourism revenues grew until 2008, when
they started to fall, but they had recovered in 2011, in 2015 tourism revenues were higher than
those in 2008.

1.1.  Measuring liquidity of Croatian tourism stocks

Since illiquidity directly leads to increased investment risk, potential investors are faced with
greater losses, but also higher returns than on liquid and developed markets. Investors therefore
cannot be sure that they will be able to make transaction at any time, especially large, without
any significant change in prices. Liquidity is not easy to define and there is no common
definition of liquidity anyway (Wyss, 2004), we can define liquidity as possibility of trading
stocks in large volumes without affecting the price. General problem on Croatian capital market
is low liquidity. For more detail liquidity analysis of tourist stocks, authors have analysed in the
time period 01.01.2008-01.01.2018 26 stocks on monthly basis. Several stocks which have only
few trading days (DUPM, HVDC, JLSA and SUKC) or weren’t traded at all, like PLAG2, were
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not taken into consideration for creating optimal portfolio. All other stocks are analysed in table

2.

Table 2. Tourist stocks analysis

No. Stocks ™ % Tm TT TTN in mil. HRK |Amivest Liquidity ratio
1 RIVP 120 100% 62,695 1,115.45 159,402,909.6
2 HUPZ 120 100% 10,414 308.68 57,244,800.0
3 LRH 120 100% 14,415 202.63 23,295,404.9
4 TUHO 120 100% 3,439 114.62 20,672,455.6
5 ARNT 120 100% 17,454 210.37 19,025,870.8
6 MAIS 120 100% 10,059 85.56 11,261,324.3
7 HTPK 120 100% 7,309 37.26 3,039,264.4
3 PLAG 119 99% 4,319 147.29 26,208,147.7
9 SLRS 119 99% 4,463 31.02 3,175,019.9
10 HMAM 116 97% 2,864 55.46 8,012,555.5
11 HIMR 115 96% 8,246 116.54 14,439,427.6
12 HMST 101 84% 7,672 46.46 3,974,960.2
13 HPDG 101 84% 1,636 42.70 2,567,961.4
14 HBRL 35 71% 2,200 7.14 470,925.7
15 AMDN 33 69% 1,112 1.49 135,737.1
16 HZVG 32 68% 449 0.94 66,091.6

17 HTCP 64 53% 467 2.59 435,918.5
18 ILRA 51 43% 637 13.90 3,357,817.4
19 HZLA A7 39% 511 1.93 553,117.3
20 HTPO 36 30% 157 2.38 484,018.5
21 HJDR 34 28% 102 0.46 66,477.5

22 HHLD 32 27% 3,634 4.56 937,736.1
23 HBVD 27 23% 78 1.61 1,193,785.4
24 OLVD 15 13% A4 0.80 105,591.9
25 LRHC 14 12% 1,164 11.68 10,885,726.8
26 PLCH 6 5% 12 0.03 35,284.0

Source: Authors’ own work

Table 2 shows the analysis of tourist stocks in Croatia. All abbreviations in a table are defined in
order of appearance as follows: TM — number of trading months, %Tm — percentage of total
observed traded months, TT — total number of transactions, TTN — total turnover in HRK
millions. Based on 26 analysed stocks, only 7 stocks were traded every month in the observed
period, which has total of 120 months. The highest number of transactions was realized with the
RIVP stock company, averaging 522 transactions per trading month. At the second place there
was an ARNT stock with an average number of 145 transactions and on the third place was LRH
with an average number of 120 transactions per month. Authors have also employed Amivest
Liquidity ratio (Amihud 2002), which is daily ratio of absolute stock return to its dollar volume,
averaged over some period, but for the purpose of this research authors have used this ratio as
monthly ratio. Aim was to find out monthly price response associated with one dollar of trading
volume, as a rough measure of price impact. According to the Amivest liquidity ratio top five
stocks with the highest liquidity are: RIVP, HUPZ, LRH, PLAG and TUHO. A larger value of
liquidity implies a lower price impact.
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2. Forming the optimal tourist portfolio on Croatian capital market

Purpose of this research was to find out which performance have minimum variance portfolios in
Croatian tourism sector. This theory enables investors to construct portfolio on tourism stocks
according to their own risk preferences.

This theory was pioneered by Harry Markowitz (1952, 1959) and it was further developed by
Sharpe (1966, 1994). In 1964 Sharpe has developed Capital Asset Pricing Model (CAPM) which
is still often use in variety of research in portfolio selection. By using this theory investor can
optimize or maximize expected return based on a given level of market risk. For example,
investor will choose portfolio one over portfolio two if the return is equal or higher, and if the
risk (standard deviation) is lower than for portfolio two. This is not the only reason, for choosing
the first portfolio, first portfolio can have advantage over second portfolio if the return is higher
and if the risk (standard deviation) is lower than or equal to that of portfolio two.

After analysing liquidity of tourism stocks, finally 11 stocks have chosen to create portfolios
which will lie on efficient frontier. First step was to calculate monthly average price by dividing
total monthly turnover with the number of traded stocks. Returns of monthly average prices were
calculated according to the formula 1.

P.—P,_,
Rf% (1)

r

After calculating monthly stock returns second step was to calculate volatility and monthly mean
values of tourism stock returns.

Table 3. Volatility and mean value of monthly stock returns
RIVP HUPZ |LRH TUHO |ARNT [MAIS HTPK [|PLAG [SLRS [HMAM HIMR

Mean 0.68% [0.36% [0.38% [0.99% [1.03% [0.36% |-0.75% [0.55% [0.52% [0.72% [0.50%
\Volatility 8.67% [5.86% [10.15% [6.51% [13.57% B8.49% [12.01% [6.66% [10.57% [10.44% [11.36%

Min -30.25% [-23.13% [-25.60% |-26.90% -51.83% [-26.98% |-31.13% |-31.74% [-30.65% [-26.31% |-50.88%
Max 31.38% [16.54% 46.02% [21.49% 47.47% [23.55% (33.57% [22.49% [25.58% [71.46% [56.53%
CV 12.72 | 16.33 | 26.72 | 6.59 | 13.19 | 23.36 | 12.13 | 20.33 | 14.52 | 22.63

Source: Authors’ own work
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According to table 3, ARNT has the highest mean value of return, but also the highest volatility.
TUHO is on the second place according to the mean value with second lowest volatility
compared to the rest of the group. CV (coefficient of variation) is defined as the ratio of the
standard deviation to the mean value. CV can help investors to decide in which asset to invest
based on risk/reward ratio, this ratio allows to determine how much risk in comparison to the
amount of expected return. The lower the ratio, the better, since a high ratio may suggest that
asset has a high degree of volatility. CV for HTP was not calculated since mean value is negative
CV would then be misleading. According to the CV ratio, lowest value had TUHO, followed by
PLAG, RIVP, ARNT and HMAM. Risk averse investors would individually prefer those stocks.
In order to test diversification possibilities, correlation among stocks in tourism sector was tested
in table 4.

Table 4. Correlation matrix of stocks returns in the period 01.01.2008-01.01.2018

RIVP  |HUPZ |LRH [TUHO |ARNT |MAIS |HTPK |PLAG [SLRS HMAM [HIMR
RIVP [1.00
HUPZ (0.34 1.00
LRH (040 (029 [1.00
TUHO [0.30 (0.33 [0.13 |1.00
ARNT [0.27 0.23 [0.15 [0.35 [1.00
MAIS (044 (046 044 039 [0.50 [1.00
HTPK [0.35 [0.50 (040 [0.33 (0.32 [0.50 [1.00
PLAG (049 (038 [0.27 [0.35 1[040 (058 [0.41 [1.00
SLRS 041 033 (033 046 [0.52 (051 045 (046 [1.00
HMAM|0.07 [0.19 [(0.27 011 013 [0.20 [0.15 [0.18 [0.22 [1.00
HIMR 0.31 [0.27 (032 [0.35 0.12 [0.29 [(0.28 [0.22 (0.33 [0.21 [1.00
Source: Authors’ own work

According to the data in correlation matrix it can be concluded, there are no big diversification
possibilities among stock companies. Higher correlation coefficients lower the diversification
possibilities. All coefficients are positive values above zero, as it is shown in the table 4.
correlation is only one of several important factors in constructing a strong and diversified
portfolio, but investors should keep in mind that correlation coefficients should not be the only
argument in deciding which stocks to buy. To obtain the minimum variance and covariance at a
certain level of return, QP was used in this study. Short sales were not allowed.
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Table 5. Optimal portfolios
A B C D E |F G HIJ|I P KL MNOIP RIS T U |V [Z
RIVP|0.00 [0.00(0.00{0.00/0.03/0.07(0.11/0.11/0.11/0.10/0.10(0.09{0.09/0.08|0.08(0.07 [0.06 {0.06 {0.05|0.04|0.04/0.03
HUP
4 0.00 [0.00(0.00{0.00/0.00(0.00(0.00(0.00{0.01/0.04/0.07/0.10(0.12(0.15/0.18(0.20(0.23(0.26(0.28|0.31|0.34/0.35
LLRH |0.00 |0.00(0.00{0.00{0.00/0.00(0.00(0.00/0.00/0.00/0.00(0.00{0.00/0.01|0.01/0.02(0.02(0.03|0.0410.04|0.05/0.05
TUH
0] 0.00 0.48]0.89/0.84(0.79(0.73/0.69(0.65(0.62(0.59/0.57(0.54|0.52(0.49(0.46|0.44/0.41(0.38(0.35/0.32|0.30/0.28
ARN
T 1.00 [0.52|0.10(0.08(0.07/0.05/0.04/0.03(0.020.02{0.01/0.010.00(0.00(0.00{0.00{0.00/0.000.00(0.00{0.001(0.00
MAI
S 0.00 {0.00(0.00/0.00(0.00{0.00(0.00/0.00/0.00(0.000.00(0.00{0.000.00{0.00(0.00(0.00{0.00{0.000.00(0.00{0.00
HTP
K 0.00 [0.00/0.00{0.00(0.00(0.00(0.00(0.00{0.00{0.00/0.00(0.00{0.00{0.00{0.00{0.000.00(0.00{0.00/0.00{0.00/0.00
PLA
G 0.00 [0.00/0.00{0.00/0.00(0.00(0.01(0.06(0.08(0.09/0.10(0.11(0.12{0.13/0.14(0.15/0.16(0.16(0.17/0.18(0.18/0.19
SLRS|0.00 {0.00{0.00(0.00(0.00(0.00{0.00/0.00(0.001{0.00(0.00{0.000.00(0.00{0.00(0.00{0.00/0.000.00(0.00{0.001(0.00
HMA
M |0.00 [0.00(0.01{0.08(0.12/0.14(0.15/0.16/0.15/0.15/0.15(0.14{0.14/0.14|0.13(0.13/0.12(0.12/0.11/0.11/0.10/0.10
HIM
R 0.00 [0.00/0.00{0.00(0.00(0.00(0.00(0.00{0.00{0.00/0.00(0.00{0.00{0.00{0.00{0.000.00(0.00{0.00{0.00{0.00/0.00
Pwi 1 @ @1 o g o o p g g g B P p g popoppp p A
E(r) 1.03 [1.01/0.99/0.97(0.95/0.93/0.91/0.89(0.87/0.85|0.83/0.810.79(0.77(0.75(0.73|0.71/0.69/0.67 [0.65|0.63|0.62
Pl % % % % % P % %% % B B % % % % % % % % % %
13.578.68(6.4116.09(5.865.68(5.535.40(5.295.195.095.0014.9214.844.7814.72|4.67 |4.6314.60 4.58 |4.57 14.57
% % % P % %% % P % % %% Y % % % % % % % B % %
CV |13.198.61|6.4916.29/6.1816.11(6.08/6.086.0916.1116.14(6.186.246.30(6.38(6.48(6.59(6.726.88(7.06 [7.27 7.38
Source: Authors’ own work

Cp

As shown in table 5, a set of the mix solutions were found in 22 presented market portfolios
which have different shares of tourism companies. The portfolio A has the highest return but also
the highest risk, this portfolio consists of only one stocks (ARNT). In the last row of table 5 it is
calculated coefficient of variation which allows investors to determine how much volatility is
assumed in comparison to the amount of expected return from investment. Portfolio G has the
lowest value of CV 6.08 and offers to an investor the best combination of risk and return. This
portfolio is consisted of RIVP, TUHO, ARNT, PLAG, and HMAM. Portfolio Z has the lowest
volatility and also the lowest return, which makes this portfolio safest, it is consisted of RIVP,
HUPZ, LRH, TUHO, PLAG and HMAM. In figure 2 is estimated efficient frontier of calculated
portfolios.
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Figure 2. Efficient frontier of tourism stocks in Croatia
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For each level of the expected return, investor can vary the portfolio weights on the stock
companies to determine the portfolio that has the least risk. All portfolios that lie on the efficient
frontier have the minimum variance for a given expected level of return. The portfolio that is
farthest to the left, is label as portfolio V (has the least risk) and it is known as the minimum-
variance portfolio. Just for comparison tourism stock index CROBEXturi has the mean value of
expected return 0.11% and standard deviation of 1.15%, but this data was not calculated for the
10-year period, because stock index CROBEXturi was created 21.02.2013. Offical stock index
from Zagreb stock exchange which is consisted of 25 most liquid stocks — Crobex was also
analysed for the same time period 01.01.2008-01.01.2018, authors have calculated average
expected return for Crobex -0.51% while risk amounts 6.76%, based on this data it can be
concluded that all calculated tourist portfolios outperformed investing in Crobex, they have
larger expected return than CROBEXturi but they are also riskier.

Conclusion

Croatia is a tourism-oriented country, and in the last decade tourism turnover largely confirms
that tourism is an active generator of its economic development. Since Croatia has an
exceptionally attractive tourism potential and since this sector has in Croatia stable and
prosperous future, authors have researched investment possibilities in tourism sector on the
Croatian capital market. The aim of this research was to compare optimal stock portfolios
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consisted of tourism stocks with Crobex. Crobex presents official stock market index which is

consisted of 25 representative companies. After comparing tourist stock index with Crobex it can
be concluded that tourist stock index quickly recovered after global financial crisis and achieved
a larger growth rate than Croatian stock market Crobex. Tourism sector is one of the fastest
growing sectors on Croatian capital market compared to other sectors such as: transport, food,
construction and industry sector. According to the stock growth tourism sector is also one of the
most promising sectors on the Croatian capital market.

Considering that the main aim of this paper was to construct an efficient frontier which consists
of tourism stocks the first presumption that was tested was related to the liquidity of the tourism
stocks. Croatian capital market has liquidity problems and it was necessary to analyse stock
market liquidity. After analysis, 11 tourist stocks were chosen for creating optimal mix. All
stocks were analysed in the period 01.01.2008-01.01.2018. After comparing performance of
optimal stock portfolios with Crobex on monthly basis, it can be concluded that investing in
tourism sector can outperform investing in market index Crobex. Portfolio G can be highlighted
as portfolio with the lowest value of CV, it offers to investors the best combination of risk and
return. Portfolio G had return 0.93% and risk 5.68%. All portfolios outperformed Crobex, the
difference between them is based solely on the risk preference. Higher risk increases return
possibilities.

It is also necessary to point out some facts as limitations of this study: first limitation was that
authors have used historical method with the assumption that the pattern of historical returns will
repeat in the future. A second limitation, also arising from the historical value, is the difficulty of
predicting expected return by using mean value. Third, transaction costs were not included in
creating portfolio. Despite limitations this research has lots of room for further research. Authors
suggest using more complex methods in estimating expected return and calculating risk value
which will provide much more precise results.
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Abstract: Many countries around the globe are faced with the growing gray economy, accompanied with
the lack or inadequate tax reform, what represent suitable environment for development of many illegal
actions, including tax evasion which is one of the most devastating forces of a country's economy.
According to the estimates of independent economic analysts, tax evasion in Bosnia and Herzegovina is
approximately 4 billion BAM and as such represent a serious problem since the country is struggling with
its budget deficit. The purpose of this study is to explain the role of forensic accounting in preventing tax
evasion while focusing on Bosnia and Herzegovina. This study will explain the role of forensic
accountants and internal and external auditors in the prevention of tax evasion. Data will be derived from
various reports of government agencies, independent analysts and articles written by Bosnian authors to
confirm that forensic accounting is currently the best weapon in tax evasion detection. The findings of the
study will demonstrate the significance of this topic in the context of BiH and the role that forensic
accounting plays in accounting profession and society as a whole.

Keywords: accounting, tax evasion, fraud detection, fraud prevention, forensic accountant

Introduction

Countries around the world experience some level of financial irregularities such as frauds,
embezzlements, and tax evasions. In the recent years, one of the most important arising ethical
and moral issues are tax frauds and embezzlements. This paper will focus on tax evasion which
represents an intentional, illegal avoidance of payment or underpayment of tax. These tax
evasions are the most important part of the grey economy and they are mostly done in
underdeveloped countries with unorganized and unstructured law and where the rule of law is
not the final word. The study produced a number of important results which need to be taken into
considerations since term “Forensic accounting™ is new in BiH.

LITERATURE REVIEW

Tax evasion can be defined as the attempt or a try of a legal subject or taxpayer to avoid the
payment of due amount of taxes, whether in total or partially when following the practices and
methods which contradict to the tax system provisions of one country (Al-Khatib, 2018). Tax
evasions represent an illegal practice in which a legal subject intentionally refuses to pay or pays
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only a fraction of its true tax liabilities. These illegal acts may be carried out by different legal
subjects such as individual persons, organizations, corporations or even government agencies
and governments. Those who get caught in tax evasion process become a subject of criminal
charges, prison and large fees and penalties plus paying the whole amount of unpaid liability.

These unwanted behaviors are more and more common in recent times but they are nothing
unknown to all countries in the world. Every country in the world has faced, in a certain period
of its existence, some level and attempts of tax evasion process. As it is mentioned before,
throughout the modern history and as the information about our past have been stored and
preserved, from the 1970s till now, each decade has its own moral and ethical issues, but they all
had in common financial frauds, which include a variety of different illegal activities including
the tax evasion. Irregularities and frauds have become a real industry, not just for the taxpayer,
but for analysts studying it, accountants who investigate it, lawyers who go in the process of
litigation for it, different events that debate it etc. The real problem for the society is that the
system is not built for fraud prevention but it is based on the managing the fraud and its
consequences (KPMG, 2009). The 1970s and 2000s are a period in which these accounting
frauds and embezzlements are major and main issue for society, since the money is not stolen
just from the owners, but from the whole society from governments, suppliers, employees in
term of salaries, bonuses and compensation plan. Different methods and practices have been
adopted by both individuals and organizations to try to evade the tax payment. According to the
report of 2012 of the US Agency for International Development, most cases of tax evasion are
connected to not presenting the true state of financial statement properly and making errors in
reports or relates to increasing the operating and other expenses.

The most common forms of tax evasion in the world, according to the Jordanian Economic and
Social Council (2014), are:

1. The individual or organization does not register all the people in the organization who
receive some kind of allowance e.g. fuel, separate life, etc. which have high income,
because they are not registered at the income tax department or at the social security.

2. The taxpayer does not disclose any information about the size of its activities.

The taxpayer does not deliver any tax deductions for it’s worker’s income.

4. Taxpayer does not pay the social security and health contributions for its workers, by
assuring the workers that they will have smaller salaries if the taxpayer pays all
employee contributions.

.

There are many factors which stimulate tax evasion, according to Jordanian Economic and Social
Council (2014):

1. The instability of the tax system of one country itself is one of the leading problem
which contribute to the tax evasion. Unclarity of the amendments of the tax system
in terms of that the laws are very hard to understand encourages the tax evasion.

2. With the difficulties of the tax system itself, it is also very important to mention that the
bureaucratic procedures in one country are major contributor to the tax evasion. If the
country has different department which all deal with the collection of taxes and they
are confusing to the taxpayers, many of them will quit and choose not to pay the tax.
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3. The inability to impose sanctions to people who break the law is another great factor
that leads to tax evasion. When taxpayers do not get caught for the first time, this
encourages them to continue with this behavior and leads to further tax evasion.
4. Poor control over the taxpayers and not investigating enough by the authorities who
collect taxes is yet another factor which leads to the tax evasion.
The unclarity of what are the fruits of paying taxes.
The unequal tax rates system in different organizations and in terms of income.
7. The rise in the costs due to the rise in the general level of prices (The Jordanian
economic and social council, 2014).

o v

Accounting Practices Through History

At the beginning of last century, in the early decades, it was a general belief that the role of the
auditor was not to discover and address the frauds and financial crimes. Instead, they opt to
protect themselves from any professional liability by issuing statements and pronouncements
about minimized or even denied responsibility for financial crimes and irregularities discovery.
After the years have passed, by the midpoint in the century, the audit professionals even started
to avoid using the words such as “financial crimes®, ,.frauds” and “embezzlements”. Instead,
they preferred the term “irregularities” in financial reports and statements (Eiya & Otalor, 2013).

After large series of unrelated and embarrassing financial scandals and auditing failures, it was
necessary to find out who was responsible for those events. Consequently, it was said that it was
not owner’s fault because they will always try to save some money to themselves but the burden
was on the professionals who reviewed and revised their financial reports and statements. In the
mid-20th century, the fight for right and fair accounting was at its peak and some of the analysts
advocated that in the future there will be a need for the auditors to take full responsibility and
liability for errors and irregularities in financial statements of the organizations, if they exist
(Brown, 1962; Gray & Moussalli, 2006:17). Series of accounting frauds and pressure from
whole society made the officials to rethink and to employ the knowledge and assistance of
forensic accounting.

In the economy, knowledge is transferred to different companies all around the world whose
headquarters are located in that country. As a result, they have sometimes difficulties in
attracting investors and stakeholders so they need to “window dress” their image, financial
statements and reports by using different methods in accounting, marketing and profit
management to maximize their profits and minimize the risk (Scott, 2006). In order to minimize
these irregularities and methods of “window dressing” and showing a more beautiful image of
the company, experts and society have advocated for forensic accounting. It is based on the
strategy of studying and investigating financial statements and reports by forensic accountants,
which are professionals and experts in the field of accounting, judicial laws and any other
procedures which are connected to the auditing procedures or preparation of financial statements.
They are the ones that reveal the defects and manipulations done in financial reports and decide
those cases.
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Forensic Accounting

Forensic accounting was defined by the American Institute of Certified Public Accountants as
the process of application of specialized skills to collect, analyze and evaluate evidential matter
and to interpret and communicate findings, whereby forensic accounting is performed in the
form of attestation or consultation” (AICPA, 2005). According to Joshi (2003) the origins of
forensic accounting lead to Kautilya, who was the first economist ever to recognize and advocate
for the need for forensic accounting. He was the most famous for defining 40 different types of
frauds and embezzlement several centuries ago. However, the term “forensic accountant” was
defined by the Peloubet in 1946. In the same publication, Crumbley (2001) stated that the term
“forensic accountant” can be traced back to 1817 in some court decisions.

Table 1: Comparison of Forensic Accounting and Financial Accounting

Items for analvsis

Forensic Accounting

Auditing

Why., When and Where the
services take place

Serve as a backing to prove a fraud
in the busmess in an apparent tisk
prone environment.

Contmuous fo certify the state of the
art of a busness and comply with an
efficient market theory

Scope of the job

Present analytical accounting and
financial  mformation  to support
legal and administrative decisions

COpine on the accounting staternents
of business enbifies considering all
criteria used in its preparation

Dretails of tasks performed

Detaled planming of tasks ammed at

Sampled andfor probabalistic

documenting  deternmmmistic . and | procedures to serve as a base of
calculative analysis. concluding the financial statement.
Periodicity When necessary and  particularly | Covening  the  fiscal  year to
according to the penods stipulated by | substantiate  the activities of the
the Judge or client accounting perod.
Reporting Investigative or expert reports Financial statements, management

letters or auditors” report.

Source : Gray and Moussalli (2006)

The conventional accounting is incapable of “reading between lines” and going beyond just
digits written on the financial reports. Conventional accounting and auditing are not capable of
investigating further and analyzing other aspects that may be hidden. In these disciplines, there is
no proper method for overcoming different influences and interferences in auditing and
preparing financial statements. Also, in conventional accounting, there is no proper method for
reviewing and making sure that the auditor’s opinion is authentic and fair. The inability of
conventional auditors to stop and prevent frauds and if there is a fraud the mechanism of
conventional auditing is not good for immediate action. These are just some differences between
conventional accounting and audition versus forensic accounting.
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Forensic accounting gained importance due to the large and increasing number of financial
crimes, embezzlement and tax evasions. This new field brought together accounting, auditors
with investigation skills which are put together to prevent fraudulent activities. The scope of
forensic accounting is large and deal with areas like employee-related frauds to tax evasions and
“window dressing”. The rise in importance and glory of the forensic accounting helped the
fictional detective of Sir Arthur Conan’s Sherlock Holmes. People still believe that he was the
first ever forensic accountant in the world. The need for forensic accounting has increased in the
world substantially because of the failure of the tax system, laws and audit companies to prevent
them along with the increased number of crimes and evasions which block the way for
improvement. According to a study done by Kessler International in India, 39% of all
organizations in India have thought about hiring a forensic accountant. The forensic accountant’s
help is not just needed in discovering frauds, but in price fixations, then the stock market is not
efficient and at the time when with the help of “window dressing” management hides real facts
from all stakeholders and when funds are misused like compensations and bonuses by the
management of the organization. (Smith, 2015)

Mistakes in the financial statements can be a result of:
1. Ignorance, carelessness or just mistake done in writing or reading other reports or
2. Purpose mistake or altering whole financial statements in order for company to “look”
better and to cover its real financial position.

An accidental mistake can be easily spotted by looking at the financial statements by the internal
auditors and can be easily corrected by the accountant who has made these financial statements.
However, some companies change their financial reports on purpose in the attempt of some
financial irregularity or even possibility of financial crime like tax evasion or illegal profit
increase. These misleading financial reports show a completely different picture of the
company’s real “health” and make investors to make wrong decisions. On the other hand, by
changing its financial statements, they also create a state of tax evasion (Huber, 2013). With the
increase in tax burden passed on the company, tax evasion appears by threatening the whole
country’s economy and minimizing the progression of the society as a whole. The forensic
accountant is there not just to help companies with fraudulent activities inside but also to help the
government to enforce regulations (Smith, 2015).

Forensic accounting is a very complex area of expertise and the professionals are trained to look
more than just numbers, but to deal with the business reality of one company and its position in
the economy. As it is previously said, it is a complex area where forensic accountants need to
have in-depth knowledge of different areas, not just accounting but also the judicial system of
that country, requirements of the industry, interpersonal skills and internal control systems. In a
nutshell, the forensic accountant needs to successfully integrate the knowledge from accounting,
law, auditing and investigation for prevention of illegal activities done by individuals or
organizations. Major beneficiaries from forensic accounting are governments, banks and the
whole society. Forensic accounting is designed to deal with the detection of fraudulent and
suspicious activities by employees of the company by following a specially designed protocol. If
the employee-related fraudulent activities are noticed, the forensic accountant will investigate the
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scope of that employees work in order to try and find the fraud, try to trace and locate the asset
which is created in this fraud or embezzlement, to gather evidence and to confront the employee
about the alleged fraudulent activity. Forensic accounting is also designed for individuals and
companies who wish to surpass the law and evade taxes.

According to the KPMG report (2009) the professional expertise is not just as simple as adding
up numbers. Firstly, in accounting, the numbers may not be in the right order and you need to
know the principles and methods to find the numbers that go together. Also, the source of
information may vary. Some information is available internally while other externally or
interpersonally. Also, not all information is true and professionals need to find the right and true
information which requires a lot of work. Sometimes, information may not be available at all, so
you need to assume and figure them out. After that came the need for a person who will figure
this. That person is called a forensic accountant.

Skills needed to become forensic accountant:

1. It is essential to know that the forensic accounting is based on the set of different and
integrated skills in auditing and accounting and superior investigation skills. As it is
said before, forensic accountants are almost programmed to look beyond the numbers.

2. Forensic accounting is designed to recognize fraudulent activities like embezzlements,
tax evasions etc.

3. Forensic accountants need to posses a set of skills, traits and knowledge in order to
prevent and reduce financial crimes. The most important skills for a forensic
accountant are:

a. deep understanding of accounting rules and methods

auditing rules and principles

knowledge of judicial laws of that country and criminal remedies

litigation processes

genuine understanding of the financial system and interpersonal relationships.

® 0o o

Two major components of forensic accounting are the litigation support and investigative
accounting. There are the milestones of forensic accounting and need to be mastered in order to
become a forensic accountant. Litigation services represent the recognition of the role of the
forensic accountant as an expert or professional consultant to a situation. Litigation support is
defined as the nature of accounting support for previous and existing litigation processes. It is
concerned with different issues which involve estimations of economic losses which result from
the contempt of contract. Another major component is investigative accounting which is
associated with the investigation of criminal issues, which typically involve investigation of
employee theft, insurance and security fraud, tax evasion... Shortly, the forensic accountant is
investigating and cataloguing financial evidence, which is connected to the development of
different software which will help and analyze the present financial evidence, present them in
forms of reports, graphs, exhibits and documents. Those documents are created to help and assist
with the legal proceedings, which need to include the testimonies of the forensic accountant and
the reports in the forms of visual aids to present it easily to the public.
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The Fraud Triangle — Insight of how individuals and companies commit frauds

Fraud triangle can be explained as a three-leg model which is explaining the factors which make
someone commit fraud. It is obvious that top management and stakeholders do not always want
to engage the company in some fraudulent activities, but the demand for both increased
corporate governance and improving the performance of the company has created a situation in
which the fraud triangle can be easily used.

Figure 1: The Fraud Triangle

Pressure

Rationalize Opportunity

Source: Smith (2015)

The first factor that we are going to describe is the pressure. It is in form of the reporting done to
stakeholders, which can be a driver of unethical and immoral actions. Opportunity in this triangle
can be described as the demand for information, opportunity for business segments which leads
people to dive in and enter into suspicious and grey areas of business. Rationalization is the
easiest one to identify which is if there are more contributions, bonuses and more rewards,
people will always try to cheat the system and go beyond the rules. Using this triangle,
accountants need to figure out from where the pressure came from, who had the opportunity and
the process of rationalization.

The world’s most major and famous corporate scandals like WorldCom and Enron have been
very costly for the stakeholders, costing them billions of dollars when the stock market “bubble”
burst, which affected very negatively investor’s confidence. These events started a rage in
investors which demanded strict corporate governance. Driven by the constant strikes and
marches, the new law has passed in the Senate of the USA called the Sarbanes-Oxley Act of
2002. This law is mostly called SOX and covers the issue such as auditor’s independence,
stricter corporate governance, internal auditor’s opinion and stricter financial disclosure. SOX
have begun to draw the attention to disclosure of documents putting more responsibility on the
top management of the firms for misconduct. Also, the role of forensic accountants has been
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increased since the law has passed. Similar types of SOX have been implemented in various
countries around the world, such as Germany, Austria, and ltaly etc.

Tax evasion in Bosnia is increasingly becoming a big deal. The various researches shows that the
stream of illegal money laundering and tax evasions is seriously damaging the budget of BiH
forcing the country’s economy into greater crisis. Even though every country is fighting with this
issue, BiH is new to all of that because the need for forensic accountants is huge while the
personnel are not there to help the authorities at all. In the whole country, there is no education
which is needed to become a forensic accountant. However, on 24 of February 2018, police
officers and IRS inspectors have begun huge operation called “Zadruga” whose intent was to
arrest and stop a chain of tax evasion and money laundering done by various firms and
individuals. It is reported that over 500 representatives of Bosnian firms and individuals have
become a suspect for actions mentioned before.

CONCLUSION

The study presented several recommendations like the necessity of having a law that specifies
the duties of the forensic accountant at courts, developing the mission of the expert pursuant to
the forensic accounting requirements, raising the competency of controlling and supervising
commissions, fast deciding to the legal disputes, reducing the conflicts between the financier and
the tax authority and the impact of all that on tax earnings through reconsidering the tax
departments' procedures, assigning a forensic accountant to check the financial statements
presented by financiers without being satisfied with the legal clause which obliges them to
present those statements in specific dates.

The role of a forensic accountant is highly valuable in forensic accounting. Forensic accountants
should recognize red flags for early detection of frauds with his knowledge of the accounting
information systems, and knowledge of various auditing techniques and software skills. They
demonstrate their analytical skills, investigative skills, and organization and communication
skills. They have to demonstrate and explain in courts the methodology and techniques used to
arrive at their conclusion. The fact is that forensic accounting is practice done differently and
detached from auditing. This clear-cut of professions make them gain space, importance in both
private and public sectors of the economy. In practice, forensic accounting in Bosnia is merely
just a term, but after the employment of different foreign professionals, the crime catching has
become easier. In the world, forensic accounting is one of the most employed professions.
However, in Bosnia, things are different. The term forensic accountant is just emerging into the
society and not everybody even knows what it does and what is the scope of the profession, not
even the people from the accounting branch. It all needs to start with education and with pointing
out the importance of it. Tax evasion, embezzlement and many more can be resolved quicker and
more easily just by looking beyond numbers. Cash flows and whole economies can be lifted up
by this profession. Today, according to estimates BiH is loosing around 2 billion EURO, which
is for a country of its size, large amount of money. The current situation could be improved
drastically with the assistance of forensic accountants.
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The role of the forensic accountant is a foreign term in BiH. Even though it is a small country
and has developed financial system consisted out of majority foreign banks, CPAs and
independent accountants do all the work. In Bosnia, the presence of auditing is also increasing in
popularity, since the arrival or foreign corporations. Today, all “Big Four” accounting firms are
present in Bosnia which include KPMG, PwC, EY and Deloitte. They do all the work with
consulting, tax services and advisory in Bosnia and all major corporations, SMEs and other
enterprises which are present in Bosnia are their clients. The biggest division in these auditing
firms is connected with tax services and advisory on that subject.
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Abstract: Globalization and development of information technologies have made logistics and supply
chain critical for company's success. Outsourcing logistics or third party logistics (3PL) was discovered
in the last century, but has shown significant expansion in the last decade.

Outsourcing logistics have become one of the strategies to improve a company's competitiveness.
Companies use it to improve their ability to plan, take action, manage and control the products services
and information flow from the supplier to the customer. It enables faster penetration on the new markets,
helps to reduce inventories and gain expertise.

Paper addresses two elements of 3PL: (1) selection criteria used in 3PL selection process and the factors
that influence their formulation, (2) and performance metrics for evaluation of 3PL's performance.

In this study a meta-analysis of the articles published in the area of logistics management has been done.
The analyzed data are gathered from the databases which are secondary data.

Research can contribute to the future competitive strategy planning and the understanding of the way
3PL can contribute to corporate plans.

It reveals that there is lack of study of 3PLs in general, especially about criteria which outsourcers use
while choosing 3PL partners.

Keywords: Third party logistics, outsourcing, selection criteria, performance

Introduction

The organizational success is affected by an effective logistics and supply chain management.
Logistics is a time-based activity concerned with the profitable movement of information,
materials and products into the organisation, through the organisation and out to the customer.
Logistics includes all activities from the moment a product or service needs to be made, through
to procurement of raw materials, production, finished goods storage, delivery to customer and
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after-sales service (Yeung, 2006). Organizations invest in a relationships with partners and

supply chain competence tin order to achieve a high quality and efficient corporate chain
management. It has been estimated that about 40 per cent of the global logistics is outsourced.
Incerasing demand for third-party logistics services providers is noticable in the world (Qureshi,
Kumar, & Kumar, 2008). Third-party logistics (3PL), which is also called “logistics outsourcing”
or “contract logistics”, was known in the last century, it have become popular in the last decade.
3PL is a relationship between a customer and outsourcing company. Compared to ordinary
logistics company it offers more comprehensive, customized, and multipurpose services. It is
also characterized by a long-term, more mutually beneficial relationship between service
providers and customers (Man, 2006).

In an outsourcing logistics, firms employ some external company which perform logistics
activities. External company may perform some, or all logistics activities for clients and help
them to achieve high quality professional services. 3PL companies enhance efficiency and
improve inventory management, and capture the economies of scale which are result from the
high volumes that are obtained by the aggregation of demand across a large market (Man, 2006).
Ashenbaum, Maltz and Rabinovich (2005), have suggested annual growth rates of between five
and ten percent for the 3PL industry.

Meta-analytic research method allows us to aggregate and summarize the existing research in the
domain of 3PLs. The most important advantage of the meta-analytic method is that we are able
to make empirical generalizations after we get results, because data are valid beyond the limited
scope of primary studies. Individual studies, usually, have lack of statistical power needed to
explain the magnitude of a statistical relationship in the population because of their small sample
sizes. (Leuschner, Carter, Goldsby, & Rogers, 2014)

Third-party logistics has been subject of academic research since the late 1980s. The aim of the
study is to provide a systematic review of the studies published from 2006 to 2018. Review
includes four doctoral dissertations and seventeen journal articles. All material included in
analysis contains quantitative or qualitative analysis. Data are from different countries, including
Southeast Asia, Hong Kong, Thailand, India, Turkey, USA, Netherlands, Taiwan, Brazil, China,
UK, and Mexico.

We separate literature review into two sub-sections. The first sub-section reviews the findings on
selection criteria and the second sub-section examines performance measurement of 3PLs. The
methodology section covers the method of data collection and analysis. Data analysis begin with
the overview of the data collected from different research studies, than continue with
comparisons of collected data. Results lead to more detailed analysis of the criteria and
performance measurement used in a research and studies of third-party logistics from 2006 to
2018.
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Literature review

Third-Party Logistics

Term third-party logistics (3PL) is used as a synonym for transportation companies, carriers and
logistics service providers (Forslund, 2012) . Third party logistics is also known as a contract
logistics and logistics outsourcing (Shi & Arthanari, 2011).

According to Lieb (1992) third-party logistics involves the use of external companies to perform
logistics functions that have traditionally been performed within an organization. The functions
performed by the third party can encompass the entire logistics process or selected activities
within that process. Third-party logistics companies differ in types. 3PL are not uniform in size
nor is their use of technically advanced software, equipment, or the number of logistics services
provided (Marasco, 2008). Not all 3PLs offer same or similar services, it differs from industry
and needs of the targeted market. Although most outsourcing services cover one activity by an
outside partner, third-party logistics providers cover several activities such as purchasing,
warehousing, and distribution (Kang, Wu, Hong, & Park, 2012). Mostly, logistics services are
outsourced by small and medium-sized companies because managers are under pressure to stay
competitive. Logistics outsourcing is one of the strategies to help SME managers maintain
competitiveness by using effective supply chain management. Third-party logistics (3PL)
providers usually act as liaisons amongst suppliers and clients in supply chains (Masoud, 2016).

Third-party logistics started to appear in conference papers and journals in the late 1980s
(Marasco, 2008) . Even though a third-party logistics has been subject of academic investigation
since the late 1980s, it significantly expanded in 2000s (Shi & Arthanari, 2011). In 2008,
Marasco conducted a comprehensive literature review. Literature review shows the development
of the topic.

Marasco (2008) classified articles in a three periods of six years. From 1989 to 1994 only
11 academic articles focused on 3PLs. Later, from 1995 to 2000 the topic was studied in 55
articles, and in the next six years (2000-2006) it was studied in 86 articles. Many business
researchers, logistics professionals and supply chain organizations have conducted a research in
the third-party industry because studies have provided a valuable business information to many
different industries (Tibbetts, 2015). Leuschner, Carter, Goldsby, & Rogers (2014) created the
first meta-analytic review of the impact of 3PL on firm performance and they catalogued 864
studies.
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Selection Criteria for 3PL

In the literature there are lots of selection criteria for 3PL providers based on companies’
requirements (Giircan, Yazici, Beyca, Arslan, & Eldemir, 2016). The most important thing in a
selection of third-party logistics provider is to know which metrics need to be used. During
selection process, companies have to consider that selection criteria differ in different types of
logistics service provider (Chen & Wu, 2011).

In (2006), Bottani and Rizzi presented the five main steps in a selection process of 3PLs:

1) the identification of the need to outsource logistics;

2) the development of feasible alternatives by comparing the use of internal expertise,
knowledge, experience to hiring outside expert and obtain professional logistics service;

3) the evaluation of candidates and selection of a service provider;

4) the implementation of services; and

5) the service evaluation to control the performance, to select a new service provider or to
enhance the relationship between the firm and the logistics service provide

One single criterion may not be enough to identify potential 3PL provider, as well as set of
criteria used for one specific situation may not be suitable for the other. Selection process may be
costly, tedious and time-consuming so a model for the identification and classification of
selection criteria, for 3PL services providers is desirable to facilitate logistics managers (Qureshi
et al., 2008).

They have identified fifteen important criteria to study their influence and classification. Criteria
are: 1) quality of service, 2) size and quality of fixed assets, 3) the quality of management, 4)
information technology capability, 5) delivery performance, 6) information sharing and trust, 7)
operational performance, 8) compatibility, 9) financial stability, 10) geographical spread and
range of services, 11) the long term relationship, 12) reputation, 13) optimum cost, 14) surge
capacity, 15) flexibility in operation and delivery. (Qureshi et al., 2008)

Bottani and Rizzi (2006) put an accent on availability of the appropriate service, physical
equipment and information technology.

Salviaridis, Spring, Profillidis and Botzoris (2008) in their work found out eleven key factors for
successful logistics outsourcing procedures: 1) information sharing (both at pre- and post-
contracting period), 2) understanding customer’s supply chain needs, 3) clear service
specifications and service level agreements, 4) long-term commitments from the buyer side, 5)
frequent communications and service adaptations during implementation, 6) joint planning and
management of relationship, 7) joint performance measurement projects, 8) review and
renegotiation mechanisms, 9) service level improvement/reduction of distribution costs, 10) 3PL
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provider ability to keep in pace with changing market requirements, 11) open-book contracts in

situations of high uncertainty.

Percin (2009) in his research used criteria as: 1) similar values-goals, 2) similar size, 3) financial
stability, 4) compatible culture, 5) strategic partnership, 6) technical ability, 7) management
capacity, 8) market knowledge, 9) performance, 10) loss of functional control, 11) complexity in
operations and delivery, 12) risk in choosing the right partner.

Hooks (2015) identified trust, finance and information sharing as a three main attributes of 3PL
partners. Consistent/reliable services, competitive prices or fees, the provider’s expertise, the
provider’s reputation, financial stability and information technology support are key
determinants for selecting 3PLs resulting from Min’s (2013) research.

Table 2. Most frequently used criteria for 3PL selection in the literature

1. Cost 2. Responsiveness

3. Delivery performance 4. Reliability

5. Financial stability 6. Information technology

7. Flexibility

Source: Author’s own work

Table 3. Less frequently used criteria for 3PL selection in the literature

1. Geographical spread

2. Compatible culture

3. Range of services

4. Customized services

5. Track and trace system

6. Reputation

7. Market share

8. Trust

9. Flexibility

10.Developing long-term
relationship

Source: Author’s own work

Table 2 and Table 3 are the result of an analysis of research studies used in the meta-analysis.

Performance Measurement of 3PL

Most of the literature propose that service performance is the most important criteria in a
selection of 3PL. All criteria mentioned in a previous section may be used for performance

measurement of 3PL as well.
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Performance refers to the quality of an action that an organization tales out to achieve its

principal missions and functions for the generation of profit.

Measurement of performance is a progressive guide for the achievement of corporate objectives.
It is not just an observation of past performance, it is a tool which helps in a realization of
corporate aspirations and the assurance of a prosperous future. It is a metric that is used to
quantify performance. Performance measurement is an analytical tool in the performance
measurement process that records measures, displays results, and determines subsequent actions.
A performance measurement system can be defined as the set of metrics used to quantify both
the efficiency and effectiveness of actions (Jothimani & Sarmah, 2014).

Performance measures are classified on a hard measures: financial and non-financial, and soft
measures: tangible and intangible.

Financial performance measures focus on the resultant impact in financial symbols of production
activities, such as logistics activities, whereas non-financial performance measures tend to focus
directly on actual production activities, such as investment turnover, defect ratio, and lead time.
The performance measures of tangible items indicate direct measurement, such as total costs and
order fill rate, whereas soft measures are intangible metrics that indicate indirect measurement,
such as instant attitude, service capability, goodwill, and reputation. Soft performance measures
are indicative of intangible performance. (Polakoff, 1992)

The roles of performance measurement can be summarized as follows.

e Monitoring of business progress

e Monitoring the effect of strategies and plans
e Diagnosis

e Supporting decision making

e Direct guide to operations

e Facilitation of motivation and communication

Companies always outsource their logistics operations to enjoy certain benefits. Some of the
possible benefits are: reduced transportation and other logistics costs, increased productivity,
enhanced customer satisfaction and improved services levels(Yeung, 2006). Logistically, better
3PL customer services not only enhance an efficient service for supply chain partners, but also
enrich performance effectiveness. An effective quality assessment of 3PL service would thus
provide better links between 3PL service providers and supply chain partners(Man, 2006).
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Methodology

Marasco (2008) created a comprehensive literature review on the topic of third-party logistics for
a period from 1989 to 2006, so we have chosen research papers which were published between
2006 and 2018. In the meta-analysis we have analyzed 21 research paper. Analysis includes four
doctoral dissertations and seventeen academic journal articles. Material was retrieved using
Google Scholar and academic database ProQuest. All material included in analysis contain
quantitative or qualitative data and analysis. Articles and dissertations that were meta-analyzed
investigate criteria used in a third-party logistics and/or performance measurements and methods
used while measuring performance of third-party providers, all from the perspective of users of
outsourcing logistics. In a criteria part we have examined the types of criteria which authors used
for their research apart of standard criteria which are always used in 3PL selection. For
performance, measured variables are extracted from research studies and compared between
variables used in advanced economies and developing countries.

Data Analysis

The main reason that motivates companies to start outsourcing logistics are their need to
penetrate market, reduce inventory and gain expertise. Many organizations begin their
relationship with third-party provides based on cost considerations (Nunez-Carballosa & Laura,
2011). In the meta-analysis of researches eight criteria are extracted which are frequently used
during selection process of third-party logistics and they are listed in Table 2. In a

Table 4 are presented less frequent criteria which are used in by authors in their works. These
criteria are more detailed presented in

Table 4. where rows contain titles of researches and authors, and columns contain ten less
frequently used criteria in literature. Criteria which are present in a research which is mentioned
in a column are marked with x sign.
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Table 4. Infrequent selection criteria used in Criteria
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Hong Kong has always been regarded as one the busiest container ports and air cargo terminals in the
world (Yeung, 2006). In 2006 in Hong Kong, two researches were done in the area of third-party
logistics. Yeung (2006) was researching the impact of third-party logistics performance on the logistics
and export performance of users. He divided performance criteria on a four factors: timeliness of service,
customized supplementary services, pricing and quality of delivery. The results of research suggest that
the user’s logistics performance is positively related to the user’s export performance and that the 3PL
provider’s performance correlates positively with the user’s export performance. Man (2006) also was
studying performance measurement and management of third-party logistics. In his work, except
frequently used criteria he measured the impact of reputation and trust on 3PL selection while Yeung had
one infrequent criterion of customized services. In 2015 Hooks (2015) discovered that trust as a criteria is
one of the most important qualities to nurture and safeguard, his research was conducted in USA.
Malakoti-Negad (2016)in his doctoral dissertation focused on the four themes (a) enhanced customer
service, (b) improved competitive advantage, (c) ability to access resources, and (d) ability to focus on
core competencies. Negad found out that the use of a 3PL has a positive effect on customer satisfaction
through providing on-time delivery service at low cost and that companies increasingly outsource
logistics functions to focus more on their core competencies. Chen and Wu (2011) conducted research in
Southeast Asia and considered eighteen criteria for 3PL selection, five out of eighteen are less frequently
used: range of services, track and trace system, market share, flexibility and developing long term
relationship. Out of fifteen selection criteria identified by Qureshi, Kumar and Kumar (2008) we have
extracted five which are less frequently used by authors in a research and companies in selection process,
these criteria are geographical spread, range of services, reputation, flexibility and development of long-
term relationship. Criterion of compatible culture was identified by Percin (2009) while he performed
AHP and TOPSIS analysis of the best alterative of 3PL provider. Yilmaz, Borekci and Ornek (2017)
researched criterion of culture more detailed and explained how decision makers are influenced by their
organizational cultures when they value and prioritize the relation-oriented versus success-oriented 3PL
selection criteria. Min (2013) has conducted research in USA and used criteria of range of services, 3PL’s
reputation and flexibility as an infrequent selection criteria whereas Jayaram and Tan (2010) among
infrequent criteria used developing long-term relationship. Vijayvargiya and Dey (2010), Banmyong and
Supatn (2011), Liu and Lyons (2011), in their research used criterion of track and trace system among the
frequent ones. Banmyong and Supatn (2011) also used geographical spread, range of services and
reputaion of third-party provider. Salviaridis et al. (2008) introduced developing long-term relationship.
Hofenk, Schipper, Semeijn and Gelderman (2011) used trust as infrequent criterion. Gurcan, Yazici,
Beyca, Arslan and Eldemir (2016) in a case study of 3PL provider selection for one Turkish companies
used standard criteria of cost, quality, financial stability (etc.) and less frequent criteria of reputation and
developing long-term relationship
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Table 5. Variables used in literature for performance measurement of 3PL provider

Source: Author's own work

Year

(2011)

(2011)

(2010)

(2011)

(2015)

(2015)

(2018)

(2015)

(2017)

Article

R. Rajesh, S. Pugazhendhi, K. Ganesh,
C. Muralidharan, R. Sathiamoorthy

Dianne Hofenk, Rinaldo Schipper,
Janjaap Semeijn, Cees Gelderman

Elten Briggs, Timothy D. Landry,
Patricia J. Daugherty

Chiung-Lin Liu, Andrew C. Lyons

Jose Geraldo Vidal Viera, Jan C.
Fransoo

Shan Wang, Hasan Cavusoglu

Wenming Chung, Srinivas Talluri,
Gyongyi Kovacs

Baofengn Huo, Yuxiao Ye, Xiande
Zhao

Wenwen Zhu, Steohen C.H. Ng,
Zhigiang Wang, Xiande Zhao

Sample
Size

181

77

109

92

119

358

58

247

250

Dependent Variable

Logistics cost reduction

Independent Variable

Multimodal transportation

Average order cycle
length

Carrier selection

Client satisfaction

Freight consolidation

Relationship effectiveness | Trust
Relationship effectiveness | Commitment
Service satisfaction Positional
performance
Service satisfaction Velocity
performance

Gross profit margin

Operational performance

Sales growth

Restricted timetable

Vehicle availability

Operational performance

Company size

Online marking capability | IT capability
Performance Cost
Forecast error Service level

Replenishment risk

Opportinism

Basic logistics outsourcing

Order-lead time

Company size

Cost

Location

India

Netherlands

USA

Taiwan

Brazil

China

USA

China

China

When it comes to the performance measurement, it is directly or indirecly affected by criteria
since it is criterion itself. When measuring performance of third-party logistics provider or
performance of the client company we are measuring effectiveness of the criteria used in
selection process. In Table 5 are shown some dependent and independent variables used in a
analyzed research papers. Variables are clasified on dependent and independent variables.
Observing the data in a Table 3 we can notice that perfromance, cost and company size are in
presented data treated as independent variables. Performance variable is used against variables of
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service satisfaction, cost, sales growth and gross profit margin. Online marketing capability was
measured using IT capability. Dependent variables of restricted timetible and vehicle availability
were measured by independent variable of company size. Relationship effectiveness is dependent
on trust and commitment.

Conclusion and Research Implications

Cost, responsiveness, delivery performance, reliability, financial stability, flexibility and
information technology are criteria which are frequently used in literature, research papers and
case studies.

Reputation of the 3PL provider and willingness to develop long term relationship are most used
criteria after the ones mentioned above. Than range of services, flexibility and track and trace
system. Market share, customized services, geographical spread and compatible culture are lest
common criteria according the analysis. From the data in Table 5 we can conclude that authors
which conducted research in advanced world economies like United States of America and
Taiwan while measuring performance of 3PL focus more on service satisfaction and quality of
relationship. On the other side, authors which conducted research in emerging markets and
developing economies like Brazil, India and China focus more on a cost and sales variables
while measuring performance of third-party provider.

In the article is done analysis of seventeen academic journal articles and four doctoral
dissertations. This paper has attempted to provide a framework and insight in research of third-
party logistics from 2006 to 2018. It makes a solid base for further research in the area of third-
party logistics,. The study is not without limitations. First, study focuses on time period of twelve
years. Second, twenty one research papers were analyzed. Third, only academic journal articles
and doctoral dissertations were analyzed, there can be found other relevant data in conference
proceedings papers, master’s theses and textbooks. Fourth, the review and classification of the
literature are to the certain extent dependent on subjective estimation.
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Abstract: The social media is becoming unavoidable not just in organizations’ marketing efforts, but also
in ordinary people’s lives. Two terms that are highly inseparable from social media include online ads
and consumer reviews. A systematic literature review has been conducted in order to understand how
those terms represent a significant and dominant influence that can showcase how online users are
important for each other and that they need to stay connected in order to keep sales go up and company
become even more profitable. There is a scarce evidence — both descriptive and empirical — on this topic,
so this study investigated the perception of active internet users on different types of social media
channels, online advertisements and online customer reviews while making a purchase decision. The data
has been gathered by quantitative method, whereas 265 useful questionnaires were collected through
both online and offline surveys in Bosnia and Herzegovina. The results provided the fundamental
descriptive statistics of the variables, whereas the general perceptions and opinions of active internet

users have been extracted.

Keywords: Digital Marketing, Online Ads, Consumer Reviews, Social Media, Purchase Decision

JEL Classification: M31, M37

Introduction
The Internet rapidly integrated as a powerful marketing tool in recent years, which has recorded

an extremely large impact on how brands communicate with their customers, and how customers
actually accept and experience it. In terms of marketing and advertising, the Internet exists to
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serve local and global brands not just to expand their markets, but to acquire even more
customers as well. The number of consumers who have been spending their time on the Internet
is constantly growing as the time goes by. Concurrently, the opportunities the Internet offers in
terms of searching information hugely effects their purchase decisions.

The Internet has become a mass media driver for consumer-sponsored communications. This is
even more confirmed as social media bumped into a digital world. Originally, it started being
active in early 2000s when many social networking sites emerged to connect people’s common
interests in different fields (Edosomwan et al., 2011). It now represents the number one source
of media for consumers at work and the number two source of media at home.

Consumers have been identified to use more of social media in their daily search of relevant
information than relying on traditional media, such as television, radio, and magazines (Mangold
& Faulds, 2009). This is also supported by Keller (2009), who concluded in his paper that the
circulation of information among people through social media is much stronger and more
widespread when compared to the traditional media including TV, radio and print
advertisements.

The idea of real online ads emerged from the need for the additional revenue for not just the
online websites, but for the social media networks as well. The year 1994 saw the first online
advertisement that was quickly followed by a period of experimentation on advertiser and
publisher advertisement formats and technology (Anusha, 2016). As time went by, so-called
simple banners evolved into more sophisticated ads with concrete goals and messages
incorporated into a nice images — ads — in different formats available on different platforms.

The usage of the social media platforms in recent years has severely impacted the way people
interact and communicate among themselves and their environment. Advertising and promoting
a brand has become very simple and straightforward when using social media networks.
However, this communication is not only one-sided, as customers get the chance to be involved
in the communication process. That’s where the customer online reviews glided onto Internet

trippingly.

In spite of the widespread belief that the Internet may act as a huge “megaphone” in promoting
product sales, few literature has provided evidence that online word-of-mouth, such as product
reviews and recommendations, plays any role in influencing consumers' choices and purchase
decisions (Duan, Gu & Whinston, 2008). This circumstance has underestimated the control
managers’ efforts they have over their brand (Berthon, Pitt, McCarthy, & Kates, 2007).
Therefore, it is of crucial importance to understand that customers’ perceptions of brands are not
anymore influenced only by what the companies communicate, but what other customers have to
say about the particular brand as well.

Although these terms are very “loud” nowadays, not many studies, opinions and results are
published and constructed into a strong leading proof that should confirm if the online ads and
reviews highly impact the consumers’ purchase decisions. The topic is generally new in our
region, and not many studies have been done so far, so this study aims to fill the gaps in the
investigated literature.
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Furthermore, social media and encompassing online ads are not just “new terms”, but huge
potential and base for establishment of brands through them. Therefore, they should be examined
in order to help positioning of brands in the mindsets of the potential and current consumers.
Moreover, these new occasions can strongly advance and promote the companies and brands,
which directly leads to the improvement of the overall economic situation of the region —
especially in Bosnia and Herzegovina — that produces benefits not only for the brands and
companies, but for all the citizens as well.

Having that said, companies and their brands have to get to work on the different social media
networks and all the websites offering the opportunities to get advertised, because those are the
most attractive and effective marketing and communication tools at the present time.

Literature Review

The digital evolution happened in the blink of an eye as the internet collapse was occurring. The
internet earned itself a new name — Web 2.0, where O'Reilly (2009) defined it as “the network as
platform, spanning all connected devices. Web 2.0 applications are those that make the most of
the intrinsic advantages of that platform: delivering software as a continually-updated service
that gets better the more people use it, consuming and remixing data from multiple sources,
including individual users, while providing their own data and services in a form that allows
remixing by others, creating network effects through an "architecture of participation," and going
beyond the page metaphor of Web 1.0 to deliver rich user experiences”. As a result, a lot of
today’s advertising communication is different than in the past. Cristal (2015) affirmed in the
book that the web comes with its own politics and the politics frame the development and
demands for further supporting technologies, which sums up that the web platform is the perfect
place for the online ads to be served. The companies and brands need to keep up with the
Internet and technology developments in order to have positive impact on customers’ purchase
decisions.

Internet marketing rapidly followed the developing Internet, and boomed in like a real monster
with its unlimited opportunities. As consumers are progressively spending more time online, and
hours spent on the Internet start to being equal to hours spent watching television, the internet
marketing as a medium becomes to an increasing extent important to any advertiser. According
to Chaffey, Ellis-Chadwick, Mayer & Johnston (2009), internet marketing is “the application of
the Internet and related digital technologies in conjunction with traditional communications to
achieve marketing objectives”. They claim that the internet marketing is not the only term used,
but the others as well, including “e-marketing”, “digital marketing”, “e-business”, or “e-
commerce”. Stokes (2015) stated his opinion in a bit different way, concluding that “the online
advertising encompasses advertisements on search engine results pages, advertisements placed in
emails, and other ways in which advertisers use the Internet”. What was different is that he
afterwards dropped a line mentioning that the messages are not restricted by geography or time,
emphasizing it as one of the greatest benefits of online advertising. Whatsoever, advertising aims
to increase sales and brand awareness whether online or offline, and that is its main objective.
Roberts & Zahay (2015) claim in their book that internet marketing seems to be a complex
environment, where marketers attempt to hit four generic goals, including customer acquisition,
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customer conversion, customer retention, and growth in customer value. By doing so, internet
marketers can track customer behavior, calculate the profitability of individual customers, and
improve the value of the overall customer base.

The expansion of internet-based advertising is occurring in almost every second of our life.
Advertising is striving to provide more efficient methods of matching consumers and advertisers
since its existence. Online advertising started in 1994 when first online ad in form of banner was
sold and displayed on a web page (Evans, 2009). The ad was sold based on the number of
“impressions”— individuals who were served with an ad — which was the model that is still
being followed by most traditional media for this sort of brand advertising even today.

What online advertising strived to develop and traditional advertising didn’t is interactivity. The
interchangeability exists between “interaction” and “engagement,” suggesting that if it isn’t
interactive, it cannot be engaging. That being said, Interactive Advertising Bureau (IAB, 2014)
mentioned in its whitepaper that “digital ad engagement is characterized by an overabundance of
analytics and metrics and limited consensus on what they mean or how to use them wisely and
consistently”. Additionally, IAB (2017) specified different ad types and sizes and the common
ones include standard desktop and mobile ads, native ads, vertical video, standard video,
wallpapers, interstitials, inter-scrollers, and other rich media formats.

Online advertisements are generally more attractive to consumers because advertisers try to
match consumers’ interests. It can be done in a different ways, including a video, sounds,
animations, text, and combinations of any to make it more dynamic (Tavor, 2011). Online
advertising is also a cheaper version of advertising, and marketers can easily be exposed to a
targeted audience and locate groups of consumers sharing the same interest — all of that at a low
cost. Additional advantage is that online ads might be less irritating than traditional ads, and are
more acceptable as marketers have chance to control the time, place and amount of information
that is about to be served (Zhou & Bao, 2002). What is also a positive side of online ads is that
they are measurable (Stokes, 2015). Collecting all the click-through rates or interaction rates
gives marketers idea of how many people have actually been called to action.

Tavor (2011) emphasized some online ads’ disadvantages as well. The worst of them is perhaps
the lack of privacy because users’ activities are tracked online. Another disadvantage might
sound contradictory to one of the previously mentioned advantages, but it is true that some types
of online ads, such as pop-ups, are rather annoying. The users are forced to watch the served ad,
and their original activity is interrupted, which leads to frustrations. Third disadvantage refers to
the complexity of online ads — they sometimes confuse the users as they consist of long text,
music, photos, video, etc.

The explosion of social media networks brought even better opportunities to advertisers to
cheaply promote their content and products or services. This has enabled marketers to reach their
target audiences more easily and cost-efficient, just as stated by Shankar et al. (2011) that
“technology related developments such as the rise of powerful search engines, advanced mobile
devices and interfaces, peer-to-peer communication vehicles, and online social networks have
extended marketers’ ability to reach shoppers through new touch points”. Neti (2011) defined
social media as “any website which allows user to share their content, opinion, views and
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encourages interaction and community building”. It is furthermore stated that “social refers to the
communication or interaction of individuals within a group or community and media generally
refers to the advertising medium where the communication of ideas or information takes place
through publications or channels”.

According to Internet World Stats (2017), which is an international website that features up to
date world internet usage, population statistics, social media stats and internet market research
data; a fast expansion of Internet users in Bosnia & Herzegovina was evidenced, from 964,324 in
2006 up to 2,628,846 in 2017. The overall trend with a rapid growth in number of Internet users
has been especially obvious since 2003, when it was only 4%, up to 69.3% in 2017.

The Internet, internet marketing, and general data advancements together with the informal and
formal exchange of recommendations brought on a new form of word-of-mouth (WOM), so
called “electronic word-of-mouth” (e-WOM). Ellis-Chadwick & Doherty (2012) described many
tactics that can be used while spreading the WOM online through social media, blogs, email, etc.
The most effective tactic proved to be an interaction, together with the viral messages that are
introduced as the most effective interactive tools. Kimmel & Kitchen (2014) also accept e-WOM
to be the most powerful media form through online networks. It can speedily reach countless
number of not just consumers, but other publics, constituencies, and stakeholders.

Moreover, most websites that are dealing with buying and selling tend to expose product reviews
that are written and posted by consumers. No matter how popular the website or brand is,
consumer reviews are mostly influential, and, as the e-commerce is becoming more and more
popular as the time goes by, those reviews attract the attention of both practitioners and
researchers. Chen & Xie (2008) argued in their paper that the online review can serve as a new
element in the marketing communications mix and work as an additional free sales assistant to
help consumers identify the products that best match their purchase intention.

Even though the marketing and shopping are pretty much online today, one thing is never
avoided — the decision-making process. All the people are human beings with a brain, and they
need to become aware and think about a particular brand before making a purchase. Consumer’s
purchasing intention consists of complex processes and stages that differ from each other, as
formerly described by Bettman in late 1970s. They have been restated by De Bruyn & Lilien
(2008), and typically include: (1) Awareness, when the consumer gets informed and tries to
understand the possible benefits; (2) Interest, where consumer is aware and interested, and
therefore attempts to learn something more about a particular brand; and (3) Final decision, when
the consumer tends to take an action in a form of a purchase.

Having all of these said, marketers should wisely use their opportunities for online promotions at
the very maximum because they can get strong results online for very low prices. As word-of-
mouth was very impactful before, the electronic word-of-mouth became even more notable
today, and marketers have no reason not use it as much as they can.

Research Methodology
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This research used a survey to open the possibility of gathering enough dependable information.
The survey technique used in this research study is a structured questionnaire. The questionnaire
consisted of three main parts that collected personal information (i.e. gender, age, educational
level, etc.), identified the detailed usage of social media networks and other websites, and
gathered personal thoughts on online ads and online consumer reviews while making purchase
decisions. In order to collect more information on the consumers’ purchase intentions against
online ads and online customer reviews through the social media networks and other websites, a
detailed research was conducted before creating and sending the survey to respondents.

Measurement scales for the online ads and brands shown on the online ads are slightly modified
and mostly adapted from Liu & Ma (2010) and Schivinski & Dabrowski (2013). The purchase
decision variable used the measurement scales from the same sources as they proved to be the
best fitting ones. When it comes to factors measuring the dimensions of customer reviews, all the
scales are adapted from Al Mana & Mirza (2013). For the rest of the questions that are related to
the online ads’ attributes and characteristics, a pilot study has been conducted with 30 potential
respondents to check the quality of the survey before distributing the final questionnaire in order
to confirm the reliability and validity of the constructs. Five-point Likert scales were utilized to
measure the items in this research paper with an indication from “Strongly disagree” to “Strongly
agree”.

As the topic is related to the ads and customer reviews that are present online, the target group of
respondents for this research paper included active internet users in Bosnia and Herzegovina.
Most of the internet users are in the age group from 18 to 24, which is then followed by age 25-
34. The target group was reached through both online and offline data collection method. The
snowball sampling method was mostly used, where researchers usually request students,
teachers, professors, experts, specialists, and other random people from different paths in life to
jump in and help out with the data collection.

Results

Even though there were almost 300 data sets collected, 265 of them were considered as useful
and final number of questionnaires. Out of 265 (100%), 50.90% of the sampling group was
female-oriented. Most of the respondents were in the 18-24 age group, which is 51.70. It is
followed by 25-30 (38.50%), 31-35 (6.40%), above 36 (3%), and below 18 (0.40%). Both
survey's respondents and previously mentioned active internet users in Bosnia and Herzegovina
are in the largest 18-24 age group.

Furthermore, respondents with Master Studies (MA) are dominant — even 51.30% of them. That
educational background group is followed by the respondents who had Bachelor's Degree (BA) —
38.50%, and then by those who earned a High School Diploma — 7.20%. Finally, 3% of the
respondents have finished Doctoral Studies and earned a PhD.

Moreover, occupation of the respondents was also one of the survey questions. Participants were
mostly employed — 40%. The group of employed respondents is followed by the students —
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29.80%, and then by employed students — 19.60%. The percentage of 5.30% is the same for both
self-employed and unemployed participants, which is 10.60% in total.

The sample group of respondents is online more than two hours a day, which is 62%. The
following group of 27% is daily online one to two hours, while there is only 11% of respondents
who are online less than one hour a day. In addition, even 41% of respondents use social media
while being online. Social media is used one to two hours by 32% of respondents, while 26% of
them use it for less than one hour. There is only 1% of respondents who do not use the social
media at all. Mostly used social media network is still Facebook today with its quite strong 37%,
even though Instagram is quite close with its 31%. They are followed by YouTube — 18%,
LinkedIn and Twitter — 4%, Pinterest — 3%, Google Plus — 1%, and some others — 2%.

The other non-demographic questions were analyzed in SPSS. Since descriptive statistics was
the only method used for the other sections, the scale was grouped into three main components,
including “Online Ads”, “Customer Reviews”, and “Purchase Decision”. This opened a
possibility to present a single descriptive table for each of the three sections.

Descriptive Statistics on the Importance of Online Ads
The scale questions below were blended in SPSS in order to formulate Table 1.

Does the online ad that you saw play an important role before you buy a particular product?
Through online advertising, do you learn more about a particular brand even before you click on it?
Have you remembered a particular brand after you saw the online advertisement?

Will you click on the online advertisement to obtain more knowledge?

Can you quickly recall the symbol or logo of a particular brand that is shown on the online ad?

As stated previously, the total number of respondents was 265. The mean is equal to 3.23. Out of
a 5-point range, these results show that the sample is quite neutral, but tends to be likely affected
with the online ads while making purchase decisions. The variance and standard deviation are
0.794 and 0.89103, respectively.

Table 1: Descriptive Statistics on the Online Ads

Variable Variance

Online Ads 265 3.230 0.794 0.89103
Source: Author

Descriptive Statistics on the Importance of Customer Reviews
The scale statements below were combined in SPSS in order to formulate Table 2.

e Before purchasing online, are the reviews presented on the website helpful for your decision making?
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e Does high number of received reviews for a product affect your purchase decision?
o Does the number of positive product reviews affect your purchase decision?
e Does the number of negative product reviews affect your purchase decision?

The mean of this survey section is equal to 3.878. Out of a 5-point range, these results show that

the participants are likely affected with the customer reviews when making purchase decisions.
The variance and standard deviation are 0.696 and 0.83402, respectively.
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Table 2: Descriptive Statistics on the Customer Reviews

Variable Variance

Customer Reviews 265 3.878 0.696 0.83402

Source: Author

Descriptive Statistics on the Importance of Purchase Decision
The rest of the scale statements below were compounded in SPSS to formulate Table 3.

If I need a particular product, I would consider buying it after | see it on the online ad.

I would buy a particular product immediately after seeing it on the online ad that I like.
I would buy a particular product that is advertised online rather than the one that is not.
I am willing to recommend that others buy a particular product that is advertised online.
I intend to (re-)purchase the advertised particular brand in the future.

The mean founded to be 3.025. Out of a 5-point range, these results show that the participants are
quite neutral while making the purchase decisions, even though they are on a good track to get
likely affected by the online ads and customer reviews. The variance and standard deviation are
0.785 and 0.88582, respectively.

Table 3: Descriptive Statistics on the Purchase Decision

Variable Variance

Purchase Decision 265 3.025 0.785 0.88582

Source: Author

Conclusion

The online marketing strategies proved to be superior over other tools, advertisements, and
strategies as they are cost-effective and easily spread among different levels of audience. Since
more and more data and opportunities are becoming available on the Internet, making purchases
are also becoming more complex, so marketers should give their best to invest in the best paths
that bring profits and earnings to their companies, and this research paper might be a good start
for some decisions.

Firstly, it has been demonstrated that the brands’ utilization of online ads is on quite high point in
Bosnia and Herzegovina. The online ads are becoming more and more frequent, and are pretty
spread all over the local websites and social networks in the country. The companies in real
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business sector should freely invest in online promotions as they seem to keep recording the
impactful results. At the same time, it is both cost and time efficient option, and that opportunity
should not be missed for sure.

Secondly, the online customer reviews found out to be tremendously meaningful and helpful not
just to the potential customers, but to the existing ones as well. While collecting the data through
the questionnaires, it has been discovered that 97% of the participants are interested in existing
customer reviews. The companies and brands should pay attention on their reputation and image
through building up positive reviews as much as possible wherever possible, that is, through their
websites and social media networks as they are most popular nowadays. Brands should work on
their awareness, recognition, and quality in order to earn loyalty and profits. Of course, there are
always exceptions, such as having negative reviews, and those could be easily solved and
vanished away with the good responsiveness and customer support of the company or brand.

Of course, every study has some limitations, so does this one. Firstly, the research could be
applied to a specific region or a specific industry as this is kind of a specific topic. The surveys
could be distributed to internet users who work in digital marketing-related companies only, for
instance. In this way, the results might had been different. Furthermore, the research could
analyze specific websites or social media networks in order to receive consistent results.

Moreover, a wider range of different industries could be investigated — each industry separately —
to discover the differences between operating industries and if those participants would think
differently. To add more, those participants who filled out the survey online might have need the
help with the questions or language which can be called as a distraction while doing the survey,
so there might exist a risk of less reliable data. Also, the sample could be increased as much as
possible in order to collect and form as relevant as possible results. All of these could be
explored in the future studies.

To conclude, companies are advised to pay attention to the above mentioned conclusion tips in
order to perfectly communicate their values and offerings to the customers, and to provoke them
to make purchase decisions. They should use low-cost advertising opportunities to easily reach
target audiences and engage them to hit the companies’ goals and objectives.
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Abstract: The aim of this research paper was to collect and analyze data in order to discover the most
effective consumer behavior and social network that influence the sales of the products in B&H. The
research paper was conducted on the territory of Bosnia and Herzegovina including thirty randomly
selected participants. These participants answered on thirty survey questions that are created using
Google Forms. The aim was to collect participants’ opinions, attitudes, and preferences. After the
collection of primary data, SPSS tools were used for further analyses. Secondary data was extracted from
books, journals, articles, and web pages. 53,3% of participants were females, 46,7% were males. 90% of
participants belong to working age population. The undergraduate level of education is the most popular
within my sample (36,7% of participants). 63,3% of participants is not employed and have low monthly
income (0-450 KM). Every significant change in participants' income affects the sales of products in
B&H. Participants are mostly influenced by their friends and user reviews (33,3%). The highest impact
on consumer behavior has a price of the product because 93,3% of participants constantly compare the
prices of competing products. The most influential personal factor on the sales is a monthly income. All
elements of the marketing mix are important for the consumers. Season sales are positively related to the
sales of products, customers will likely buy discounted products, and even they do not need them. The
most usable social networks are Instagram (50%) and Facebook (40%), which means that these social
networks mostly influence the sales of products in B&H. Through these networks, customers became co-
creators of company value which makes companies more successful and their reputation constantly
increases. The majority of participants prefer social network marketing rather than traditional media.

Key words: consumer behavior, social networks, sales, B&H

JEL Classification: All, Al12, Al4

Introduction

Our research paper is focusing on the effects of social network marketing and consumer behavior
on the sales of the products in Bosnia and Herzegovina. There are few reasons why we chose to
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analyze those effects. One of them is that we wanted to learn more things about the social

network marketing because that is the most popular marketing tool nowadays. Also, we wanted
to get familiar with all possible factors that may influence consumer behavior. Many people
heard about consumer behavior because all of them are some kind of consumers, but just small
percent of people is aware of consumer behavior power and influence over the whole economy.

Our research paper is composed of six main parts: Introduction, Literature review, Methodology,
Results, Conclusion, and References. In the literature review section, two main terms of the
paper, marketing and consumer behavior, are explained. That section also includes their
classifications, benefits, and influences on sales of products in Bosnia and Herzegovina. The
third part, Methodology, explains data collection and methods that are used for a statistical
analysis in order to provide concrete and significant results of the research paper. All these
results are listed in the next part which is called Results. The fifth part of this research paper,
Conclusion, explains all findings and answers on research questions. Reference section includes
all bibliography used for this research paper.

This research paper may help people and organizations to better understand the importance of
effective marketing strategies and high impact of consumer behavior on the sales of products in
Bosnia and Herzegovina. They can improve their knowledge, so they can use it in an appropriate
way. Also, people may realize how marketing works and how the companies create value in
order to satisfy customers’ needs and increase their profit.

Literature review
Marketing

Marketing is a mixture of different managerial processes as well as social ones. It creates
communication, and delivers value to customers. The value has an aim to satisfy customers'
needs and wants. Human or customers' needs are the conditions of felt deprivations and they
represent the main mechanism of marketing. There are three types of human needs: physical
(breathing, water, food, sleep), social (love, belongingness), and individual needs
(understanding, knowledge). Human wants are the forms of human needs, and they are
influenced by personal and cultural factors. Marketing is used in domestic, global, large, and
small companies as a business function to increase the number of companies' customers in order
to create benefits for the companies such as make more profit, improve customer relationship,
satisfy shareholders, attract new investors, and so on (Kotler, Armstrong, Saunders, & Wong,
1999).

Marketing is not just advertising and selling products and services, it also includes development,
placement, and determination of their prices. These actions are used in order to satisfy customers'
needs and they represent a marketing mix also called the four Ps: product, price, place, and
promotion. Marketers use the four Ps to create significant value for customers in a certain target
market and to increase the demand for the products. They develop a marketing mix by collecting
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and analyzing up-to-date information related to buyer needs such as their income, preferable
characteristics of products, opinions about competitors (Pride & Ferrell, 2014).

Online marketing

There are more than fifty types of marketing strategies which are used by different companies in
order to increase the number of new customers, expand their businesses, build brand awareness,
and so on. If companies want to be dominant in a market, they have to follow trends. That means
that companies should use different types of marketing strategies to communicate the advantages
as well as overall values of their products, so target market can be aware of them. Some of these
marketing strategies are: cause marketing (finding certain cause that both customer and company
care about), relationship marketing (establishing strong relationship with customers not just
selling them products), scarcity marketing (limited number of products, available to few
customers), word-of-mouth marketing (fluctuation of information from one person to another),
diversity marketing (different strategies based on cultural differences), online marketing (using
internet as tool to promote and sell products), and so on (Jeffrey & Bueno, 2013).

Over the last decade, Internet and different digital technologies have started with the influence
on marketing strategies. They have created new opportunities for all companies to attract more
customers and collect information from them. By this way, the companies have increased the
awareness of customers' needs and wants. This type of marketing strategies is called online
marketing. There are few synonyms for this marketing strategy such as digital, web, and internet
marketing. Online marketing combines digital media and internet to establish communication
between companies and customers. E-marketing is a strategic process which distributes,
promote, and price product. It also discovers customers' desires using digital media (social
networks, websites, and other). By this way, customers learn new information about certain
products and this communication is really important for every company because it may create a
competitive advantage. This type of marketing strategy is quite cheap but it is really efficient.
The advantage of this type of marketing strategy is especially for companies that do not have
their stores, and they sell their products online (Pride & Ferrell, 2014).

Social network marketing

Social networks are meeting places on the web for different aspects of communication. They
were firstly used for private needs, but after that many companies started to use them to
communicate with the internal (within company, e.g. managers) as well as the external
environment (outside a company, e.g. customers). Also, social networks establish the stronger
relationship between employees which enhance employees' commitment and innovation.
Employees can easily share information, experiences, ideas, solutions, and so on. Social
networks have an important role in the relationship between companies and customers because
customers became co-creators of company value which makes companies more successful.
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Social networks add value to the products and increase the product recognition (Krasnova,

Veltri, Eling, & Buxmann, 2017).

Many companies realized that they can profit from usage of social networks, so they have
created their accounts and started to post different information about their companies on social
networks. This means that the usage of social networks became their day-to-day obligation.
There are many benefits for producers of the products as well as for consumers and some of
them are: users (both consumers and producers) can inexpensively interact with each other,
customers became active participants in marketing decision making, customer relationship
management (CRM) reached higher level, new customers can be reached, cheap promotions of
goods and services for producers, saving time while purchasing goods and services online,
discount prices for online shopping, and so on (Wang & Kim, 2017).

Consumer behavior

All people around the world are some kind of consumers which means that there are no lower
and upper age limits in consumption process. Kids, teenagers, adults, old people - all of them
participate in consumption process. Some of them are buying and using goods and services that
are necessary for their life and some of them are buying luxury products. The most of people are
not aware how consumption became part of our daily habits and because of that people do not
understand its importance. In order to achieve higher profit, all companies have to understand
consumer behavior. By this way, a company takes effective marketing strategies to attract new
customers, satisfy their needs, and beat their competitors. Every part of marketing plan depends
on the consumer behavior and because of that, a company adjusts to consumers by
communicating interesting offerings. Consumer behavior studies different activities such as
emotional, mental, and physical that buyers engage in when making the decisions about
choosing, purchasing, and using goods and services in order to satisfy their needs and wants
(Priest, Carter, & Statt, 2013).

Factors influencing consumer behavior

There are seven factors that influence consumer behavior and they are: personal, cultural, social,
psychological, economic, marketing and situational factors. All of these factors may influence
consumer purchasing decision, and by this way increase or decrease sales of products. Because
of that, many companies have to study consumer behavior and take certain actions on time in
order to maintain good position in market and beat the competitors. Personal factors measure
different aspects of people and they predict customers' tastes and preferences. Certain changes in
this factor are interesting for marketers because they tell marketers what should they adjust and
improve in order to beat the competitors. There are many subfactors under this factor and they
are: age, gender, income, educational level, marital status, and occupation. The psychological
(internal) factors are: perception, motivation, beliefs, and attitudes (Gajjar, 2013).
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Culture is defined as the mixture of values characteristic for one group of people. These values

are learned and passed from one generation to the next one and they are influenced by parents,
relatives, and friends. Culture includes common attitudes, beliefs, habits, perceptions, traditions,
and ethics. Besides culture, there are subcultures and social classes that also affect consumer
behavior. There are three main social classes: upper, middle, and lower class. There are three
main social factors on consumer behavior: family, reference group, and role. Base on family size
there are two types of family: nuclear (small family size) and joint family (large family size).
Reference groups consist of two or more people that have interdependent behavior, they
associate with one another. Every reference group has its opinion leader, a person who has
knowledge or skills to highly influence all other members. Every person is part of some groups
(family, company, and so on). The person's position in these groups is defined as role and status.
Economic factors are also influencer on consumer behavior. They are many subfactors of this
influencer such as the personal income, family income, liquid assets, savings, credits, income
expectations, and other economic factors such as inflation and business cycle (Ramya & Ali,
2016).

Marketing factors are related to the marketing components of four Ps (product, price, place, and
promotion). This type of factors may directly and indirectly affects the consumer behavior.
Product itself may be interesting for consumer based on different characteristics, features,
advantages, but product price, design, packaging, appearance are also influence consumer
behavior. Nowadays, people easily compare prices and features of similar products and then
decide which product to buy in order to satisfy their needs (Chand, 2014).

Situational factors are also influencing consumer behavior. Regarding to the situation consumer
is in, he/she may change opinion and purchase product that he/she did not plan to buy. One of the
most significant influences is time. The time of a day, day in a week, month, and time that
consumer have to finish shopping have huge impact on purchasing decision. Also, if there are
season sales, some people will go to shopping and buy more products than planned. The next
subfactors of situational factor are the reasons for the purchase. If you have to buy something
urgently and your time is limited, you will not spend money on non-planned products, you will
buy what you need and leave. Consumers' mood is also affecting purchasing decision (Solomon,
Bamossy, Askegaard, & Hogg, 2016)

Methodolog

This research paper is drafted in a standardized form that includes seven main parts. Some of
these parts are supported by primary data (survey), and some by secondary data (such as books,
journals, articles, web pages). The research was conducted in order to discover how social
network marketing and consumer behavior affect the sales of the products in Bosnia and
Herzegovina. During one week, | was randomly selecting thirty participants who answered on
thirty survey questions which were divided into two sections. The first section was related to the
consumer behavior, and the second section was related to the social network marketing. The
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survey was created using Google Forms and it has an aim to target participants’ opinions,
attitudes, and preferences. The data collected from survey is primary data.

After the primary data was collected, it was passed to Excel in order to decode file for SPSS
analyses. These analyses were conducted using different statistical tests: Descriptive statistics,
Comparing Means, ANOVA, Chi-square test of independence, Correlation analysis, and
Multiple regression.

a) Descriptive statistics are numerical as well as graphical methods that are used to summarize
collected data and bring information regarding participants’ answers to survey questions. This
method is used to measure central tendency, variability, and so on. It also presents the diagrams
such as bar chart, histogram, pie chart, and line graphs.

b) Comparing means is used to make comparison between some standard value and the mean of
one certain sample (one-sample t-test) e.g. one-sample statistics of average monthly
income/scholarship.

HO: There is no difference between the opinions of participants in the survey and the other
population in B&H regarding question traditional media vs. social networks

H1: There is a difference between the opinions of participants in the survey other population in
B&H regarding question traditional media vs. social networks

c) ANOVA (one-way between groups) uses F-statistic which compares two variances. One
variance represents variance within group, and another is he variance due to the differences in
one group of means.

HO: There are no differences between educational level of participants and number of hours they
spend on social networks.

H1: There is a difference between educational level of participants and number of hours they
spend on social networks.

d) Chi-square test of independence analyze hypothesis on discrete data. It compares the observed
and expected cell frequencies.

HO: Educational level of participants is independent of gender.
H1: Educational level of participants depends on gender.

e) Correlation analysis assesses the relationship between few variables: age, educational level,
employment status, marital status, and monthly income.

f) Multiple regression measures the relation between one dependent variable (monthly income)
and several independent variables (educational level and employment status).

HO: There is no relationship between monthly income, educational level, and employment status
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H1: There is relationship between monthly income, educational level, and employment status

All of these methods are used to transform data in significant information used to conclude the
impact of social network marketing and consumer behavior on sales of the products in B&H.

Results

Table 6 Age of participants

Cumulative
Frequency | Percent | Valid Percent Percent
0-18 3 10.0 10.0 10.0
Valid
19 - 59 27 90.0 90.0 100.0
Total 30 100.0 100.0

Table 1 shows the frequency of answers regarding age structure. It is shown that 27 out of 30
participants are in category of 19 — 59 years, which tells us that 90% of participants belong to
working age population. There are no participants who are older than 60 years old.

Table 7 Gender of participants
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Cumulative
Frequency Percent Valid Percent Percent
Valid Male 14 46.7 46.7 46.7
Female 16 53.3 53.3 100.0
Total 30 100.0 100.0
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Table 2 shows the sex of participants, 16 responses are collected from female population and 14
from male population, which means that genders are almost equally distributed.
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Table 8 Educational level of participants

Valid

Table 3 shows education level of each participant. The most of participants have undergraduate

Cumulative
Frequency Percent Valid Percent Percent
High school 9 30.0 30.0 30.0
Undergraduate 11 36.7 36.7 66.7
Master 9 30.0 30.0 96.7
Doctorate 1 3.3 3.3 100.0
Total 30 100.0 100.0

education level 36,7%. The least of participants have doctorate education level.

Table 9 Employment status of participants

Cumulative Percent

Percent | Valid Percent
20.0 20.0
63.3 63.3
16.7 16.7

100.0 100.0

Table 10 Monthly incomes of participants

Table 4 and 5 show the employment status and monthly incomes of participants. The most of
participants are not employed (19 participants out of 30) and their monthly income is from 0 to
450 KM which means that the majority of participants have low income. Just few of them said
that they have really high monthly income that goes beyond 2001 KM.

1201 - 2000 KM
2001 KM and more

Total

Frequency
Valid Employed 6
Not employed 19
Part-time job 5
Total 30
Valid 0-450 KM
451 - 1200 KM

Frequency

18
5
4
3

30
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Cumulative
Percent Valid Percent Percent
60.0 60.0 60.0
16.7 16.7 76.7
13.3 13.3 90.0
10.0 10.0 100.0
100.0 100.0

20.0

83.3
100.0




International Conference on Economic and Social Studies (ICESoS)
10 - 11May 2018 — Bosnia and Hercegovina / Sarajevo
Table 11 Does an increase/decrease in your monthly income affect purchasing decision?

Cumulative
Frequency Percent Valid Percent Percent
Valid Rarely 2 6.7 6.7 6.7
Sometimes 13 43.3 43.3 50.0
Often 6 20.0 20.0 70.0
Always 9 30.0 30.0 100.0
Total 30 100.0 100.0

Table 6 shows participants’ answers regarding question whether an increase/decrease in their
income/scholarship affect their purchasing behavior. 43,3% of participants said that sometimes
the change in their income affect consumer behavior, but 30% of participants said that every time
their income changes their consumer behavior changes as well. However, two participants stated
that the change in their income rarely play a significant role in making purchasing decision.

WhoAreYouMorelLikelyToListenWhenDecidingWheterToBuyAProduct

40
30
20
33.33 33.33
107
16.67 16.67
Y T T T T
Friends Family User review s No one

Figure 4 Who are you more likely to listen when deciding whether to buy a product?

Figure 1 shows who has the most influence on participants' consumer behavior. In this survey,
participants said that their opinion is mostly influenced by friends (33,3%) and user reviews
(33,3%). 16,67% of participants listen their family or no one while making buying decisions.
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Table 12 Do you compare the prices of competing products?

Cumulative
Frequency Percent Valid Percent Percent
Valid  Yes 28 93.3 93.3 93.3
No 2 6.7 6.7 100.0
Total 30 100.0 100.0

Majority of the participants (93,3%) said that they compare the prices of competing products
during shopping, as you can see in Table 7. Just 2 participants said that they do not compare the
prices of competing products. This means that price, as a marketing factor strongly influence

UsageOfSocialNetworklnstagram UsageOfSocialNetworkFacebook

50 40

401
30

30

207

Percent

207

104
107 16.7
10
| -
o T T T T T T T ) )
Mever Rarely Sometimes Often Always Never Rarely Sometimes Often Alw ays

consumer behavior.

Figure 5 Usage of Instagram and Facebook

Figure 2 shows how frequently participants use Instagram and Facebook. Instagram is even more
used than Facebook within the participants.

Table 13 Are social networks an effective way to reach you as a customer?

SocialNetworksAreAnEffectiveW
ayToReachYouAsACustomer
Yes

No Total

Gender

Total

Male

Female

13

13
26
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Table 8 shows what genders think whether the social networks are an effective way to reach new

customers. There are no differences between genders regarding this question. Males as well as
females agreed that social networks are an effective way to increase the number of customers.

Table 14 Difference between the opinions of participants in survey and other population in B&H
regarding question traditional media vs. social networks

N Mean Std. Deviation Std. Error Mean

HowDoYouViewAdsOnSNV 30 2.33 .959 175

ersusTraditionalMedia

Test Value =2

95% Confidence Interval of the

Mean Difference

t df Sig. (2-tailed) Difference Lower Upper

HowDoYouViewAdsOnS 1.904 29 .067 .333 -.02 .69

NVersusTraditionalMedi a

HO: There is no difference between the opinions of participants in survey and the other
population in B&H regarding question traditional media vs. social networks.

H1: There is a difference between the opinions of participants in survey and the other population
in B&H regarding question traditional media vs. social networks.

In Table 9 is given descriptive statistics for the question social networks vs. traditional media.
There were four possible answers: They are the same = 1, | prefer ads on social networks = 2, |
prefer traditional media = 3, and Neither = 4. Mean is 2.33 which tell us that the most of
participants said that they prefer social networks and new innovations rather than traditional
media. The value of t-statistics is 1.904 and the test value is 2. The degree of freedom is 29 (30-
1), and null hypothesis is not rejected because Sig. is 0.067 which is higher than 0,05. This
means that both the participants as well as other population of B&H prefer the ads on social
networks rather than the ads on traditional media.
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Table 15 Educational level of participants and number of hours they spend on social networks

Sum of Squares Df Mean Square F Sig.
Between Groups 121 3 .040 .072 974
Within Groups 14.545 26 .559
Total 14.667 29

HO: There are no differences between educational level of participants and number of hours they
spend on social networks

H1: There is a difference between educational level of participants and number of hours they
spend on social networks

Table 10 shows that Sig. is 0.974, which means that null hypothesis is not rejected because Sig.
is bigger than 0.05. This means that there are no difference between educational level and daily
usage of social networks.

Table 16 Educational level of participants and their gender

Asymp. Sig. (2-
Value df sided)
Pearson Chi-Square 1.916% 3 .590
Likelihood Ratio 2.304 3 512
Linear-by-Linear Association .001 1 .978
N of Valid Cases 30

HO: Educational level of participants is independent of gender.

H1: Educational level of participants depends on gender.

Table 11 gives the results of the chi-square test. The null hypothesis is not rejected because
Pearson Chi-square have Sig. of .590 which is higher than 0.05. Based on this we can conclude
that there is no significant relation between the educational level and gender.

161



International Conference on Economic and Social Studies (ICESoS)
10 - 11May 2018 — Bosnia and Hercegovina / Sarajevo
Table 17 Correlation between age, educational level, marital status, employment status, and
monthly income

EducationL | MaritalSta | Employme | Monthlyln
Age evel tus ntStatus come
Age Pearson 1 416" -.106 -.018 237
Correlation
Sig. (2-tailed) 022 575 923 207
N 30 30 30 30 30
EducationLeve Pearson 416" 1 -.349 133 285
| Correlation
Sig. (2-tailed) .022 .059 482 126
N 30 30 30 30 30
MaritalStatus ~ Pearson -.106 -.349 1 .088 -393"
Correlation
Sig. (2-tailed) 575 .059 644 032
N 30 30 30 30 30
EmploymentSt ~ Pearson -.018 133 .088 1 442"
atus Correlation
Sig. (2-tailed) 923 482 644 .014
N 30 30 30 30 30
Monthlylncom  Pearson 237 285 -.393" -442" 1
e Correlation
Sig. (2-tailed) 207 126 032 014
N 30 30 30 30 30

Table 12 shows the correlation between mentioned variables. There are three correlations that are
significant at the 0.05 level. Some of these correlations are positive, and some are negative. The
first correlation is high positive correlation between age and educational level because r-value
is .416*, and p-value is 0.222. This means that, as age increases, educational level also increases.
The second correlation is between monthly income and marital status. R- value for this
correlation is -.393*, which tells us that there is a high negative correlation. | have coded single
marital status as 3 and married as 1, so as marital status decreases (from 3 to 1), income level
increases from low income to higher income. The third significant relationship is between
employment status and monthly income with r-value -.442*. This correlation represents a high
negative relationship, as your employment status changes from not employed (2) to employed
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(1), which means that the employment status will decrease, your monthly income will increase.

Other variables are not significantly correlated, because there is not enough evidence that will
prove that these correlations are not created by chance.

Table 13 Regression between educational level, employment status, and monthly income

CoefTicients"

Mode!
Standardized
Unstandardized Coefficients Coeflicients
B Std. Error Beta { Sig
| (Constant) 2498 048 3.856 001
EmploymentStatus -834 274 - 489 -3.046 005
EducationLevel 423 194 351 2.184 038

a. Dependent Vanable: Monthly Income

HO: There is no relationship between monthly income, educational level and employment status.

H1: There is a relationship between monthly income, educational level and employment status.

Table 13 shows the regression coefficients and their significance. B represents the values for the
regression equation for predicting the monthly income from employment status and educational
level. Std. Error gives the results about the errors within variables. Beta shows the coefficients in
case that all variables are standardized. T and Sig. are the t-statistics that test null hypothesis and
alternate hypothesis. The p-value for betta coefficient of employment status is 0.005 and for
education level is 0.038. Both these values are significant at 10% significance level, which
means that HO is rejected. There is a relationship between monthly income, educational level and
employment status. This relationship may be represented by the regression function as follows
2.498 — 0.834*employment status + 0.423*education level. There is a negative high relationship
between monthly income and employment status (as one variable increases, another variable
decreases). A high positive relationship is between monthly income and level of education, as
level of education increases, monthly income increases as well.

Conclusion

Based on the results from different SPSS analyses we can conclude that females and males were
almost equally distributed. The most of participants belong to working age population who are
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single and have undergraduate level of education. There are no distinctions between genders

when it comes to the level of education which means that males are not smarter than females.
The majority of participants in not employed and they have low monthly income. When we
compared the monthly income of participants and monthly income of other population in B&H,
they differ from one another, so we cannot say that whole population of B&H has low monthly
income. Every significant change in participants' income has an effect on the purchase decision
making and this will affect the sales of products in B&H.

We have found four relationships between some variables. The first relationship is between age
of participants and their educational level. This is a high positive correlation, as age increases the
educational level increases as well. A high negative correlation is between monthly income and
marital status, employment status and monthly income, and between marital status and
educational level. These negative correlations can be explained by an increase in one variable
that will induce another variable to decrease. When it comes to the marketing factors influence
on consumer behavior, all elements of the marketing mix are important for the customers. The
highest impact on consumer behavior has a price of the product because males as well as females
constantly compare the prices of competing products. They do not buy products immediately;
they rather visit more shops and then make a purchase. Regarding social factors influence on
consumer behavior, the highest impact on the participants' consumer behavior has their friends'
opinions and user reviews about certain product. Almost all participants are aware of the
differences between social classes and their consumer behavior. They understand that people that
belong to upper class will purchase luxury goods and services, while people that belong to
middle-class will make their purchasing decisions carefully, and they will have limit on their
budget.

The participants see social networks as an important innovation that makes life easier. The most
usable social networks among the participants are Instagram and Facebook, which means that
these social networks mostly influence the sales of products in B&H. The social networks are
used by participants as a way to communicate with friends, read news, and for entertainment.
Also, the majority of participants follow their favorite brands on social networks. The
participants spend less than five hours per day on their social networks accounts. The daily usage
of social networks does not depend on participants' level of education. This means that if you
have high school level of education you may spend more, the same or less time on social
networks than some participants with master level. The most important thing for the companies
in B&H is that participants perceive social networks as an effective way to reach them as the
new customers (especially females). This means that if some company has a good promotion on
social networks, the most of the participants will be likely influenced to buy that product and
increase its sales.
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Abstract: By the recognition of the impacts of tourism, the industry must be directed towards a more
sustainable path, which is indispensable for all societies and economies. The Hungarian National Tourism
Development Concept (2014-2020) also considers social responsibility as a horizontal priority — in
addition to dedication towards quality, consumer protection and sustainability. The research is aimed at
the survey of the issues of environmental sustainability and responsibility by service providers in a
Hungarian region: South Transdanubia. Besides the analysis of secondary sources, the survey included
the elaboration of a questionnaire survey and making of in-depth interviews. Initiatives promoting
environmental responsibility are typical in the field of energetics, in the first place, focused on the issue of
energy efficiency. Another example for the environment friendly attitude of tourism service providers is
their relations to local enterprises and original producers. Environmental and social responsibility
requires interventions aiming at the promotion of a change of attitude in the whole of the tourism sector.

Keywords: sustainability, environment, responsibility, tourism service providers, South Transdanubia

JEL Classification: R11, Z31
Introduction

Being aware that the impacts of tourism are palpable not only in so-called tourist hot spots but also
outside them, all participants of the industry must be driven towards sustainability. The natural resources
on which tourism is built are available with limitations, only. Also, nowadays there seems to be a change
on the demand side as well, as the decisions of tourists are more and more frequently influenced by
environment consciousness: there is a visible growth in the number of those tourists in whose choice of
destination the state of the environment of the destination is also taken into consideration and who are
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consciously seeking service providers (accommodations) that operate following the principle and

practices of sustainability (Gonda 2017a; Gonda 2017b).

In one of the visions of the Hungarian National Tourism Development Concept (Nemzeti
Turizmusfejlesztési Stratégia 2030), the Hungarian tourism sector in 2030 is characterised, among other
things, by its being “a pull sector in sustainable economic development”. In order to achieve this,
sustainability appears, on the one hand, among the pillars of the Strategy (Kisfaludy Turisztikai
Fejlesztési Program), and also among the horizontal fields of intervention of the strategic goals of the
Strategy: H1 — “Tourism living with us” (MTU, 2017).

The region of South Transdanubia is not among the top tourism destinations in Hungary; nevertheless we
thought it would be useful to get in contact with the hotels of the region, in order to explore the extent and
the how of their environment responsibility, as responsible attitude is something that one can rightly
expect of businesses today. In our research we also wanted to find out whether tourism service providers
went beyond, and if so, how, the issue of sustainability from the aspects of energetics. Another purpose of
our examination was to explore effective initiatives that can be implemented and followed as best
practices by further service providers.

One factor that makes South Transdanubia a perfect field of such surveys, despite its modest share form
both the number of tourists and the number of guest nights spent by them in Hungary, is the fact that it has
made initiatives unmatched so far in Hungary in ecotourism and in the propaganda of sustainability in
tourism in general. It is one of the few tourism regions in Hungary that features ecotourism among its
primary goals of tourism development and also the one and only region so far that has an operating
Ecotourism Cluster. This cluster has an initiative that can be applied as best practice by all tourism service
providers not only in the region but also in the whole of Hungary: it has analysed several international
labelling systems of sustainable tourism and adapted them to the Hungarian circumstances. The handbook
written by the Ecotourism Cluster gives advice and information related to the application of the principles
and practice of sustainability in all sort of tourism-related enterprises: the qualification system worked out
has separate chapters designed for accommodation owners and operators, gastronomy service providers,
programme organisers, festival and event managers and also for other tourism service providers like our
operators etc. The aspects of sustainability taken into consideration include the management of the
physical environment of the business, the minimisation of energy usage, the collection and possible
recycling of wastes, the application of environment friendly technologies in the offices etc. The dozens of
requirements and recommendations can be divided into three major categories: there are basic
requirements, necessary conditions and expected actions. By meeting all these requirements the operation
of the given entity becomes as much environment conscious as possible. The popularity of this scheme is
demonstrated by the growing number of applications for this qualification.

Also, the region of South Transdanubia serves as a pilot region of environmental education in Hungary.
The official website of the South Transdanubian Ecotourism Cluster (www.gyeregyalog.hu) contains
information that can also be applied by service providers in other regions of Hungary: on the Baranya
Greenway Project, the already mentioned ecotourism qualification system etc.

The Cluster conducted a survey of the satisfaction of tourism service providers. This pioneer initiative was
assisted by the overwhelming majority of the cluster members (26 out of the 30 contributed) and the lessons
learned can serve as useful guidance for the “greening” of the operation of the tourism industry. The
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findings that are of greatest use for the propaganda of environmental responsibility by tourism businesses

and other service providers are as follows:

— The establishment of the cluster created an atmosphere of trust among members that promoted the
creation and spread of innovation, and palpably accelerated the process of knowledge transfer;

— The successful implementation of community marketing resulted in positive externalities or
members;

— Projects related to product development (e.g. new types of events, creation of a greenway, eco-
festival etc.) promoted the strengthening of the positions of ecotourism within the tourism product
portfolio of the region;

— The creation of an ecotourism qualification system resulted in a best practice initiative that is
suitable for the attitude shaping and the promotion of the environment consciousness of tourism
service providers all over Hungary;

— The culture of cooperation among members showed a significant progress: using each other’s supply
they were able to make their portfolio more complex, innovative and attractive.

Literature review

Sustainable tourism is defined by Swarbrooke (1999) as follows: “(That type of tourism) which is
economically viable but does not destroy the resources on which the future of tourism will depend,
notably the physical environment and the social fabric of the host community” (Swarbrooke, 1999). The
same year was the year of publication of the Global Code of Ethic for Tourism, approved in Santiago,
Chile (WTO 1999). In each case we can see that the principles and goals of sustainable tourism are given
special emphasis in the documents, just like in other pieces of literature, other works by different authors
(Butler, 1993; Ratz, 1998; Swinton, 2001 etc.). Although the Code does deal with interactions of
environment, society and economy (Hajnal et al., 2009), the concept of sustainability has not become
evident and self-explanatory for tourism service providers (either). It has become a sort of ideology in the
first place that is used as a marketing slogan in order to create a better image of the businesses or
destinations. It is often pseudo-activities that are applied in order to prove the dedication of actors towards
sustainability. The concept of responsible tourism was defined in the document called Cape Town
Declaration on Responsible Tourism (2002). It should be highlighted also for this present research that
responsible tourism is defined as a sort of tourism that “minimises negative economic, environmental, and
social impacts”. We do have to emphasise the several similarities between sustainable tourism and
responsible tourism. Where we can see the difference is practicality. We must mention in this place the
work by Harold Goodwin who, on the turn of the new millennium, created the International Centre for
Responsible Tourism, ICRT (in 2000). The objective of the Centre is to assist the actors of tourism in
accepting responsibility, and to increase pro-activity with a kind of PBL (Problem Based Learning)
methodology. In Goodwin’s opinion the creation of this attitude can lead to the realisation of the objective
defined in the Cape Town Declaration: “Better places for people to live in, better places for people to
visit”.
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Several international programmes related to environmental responsibility and sustainability have been

launched (e.g. Planet21 Programme, EcoLabel), but their significance in Hungary is negligible. There is
only one tourism service provider with EcolLabel qualification in Hungary: this is Eco-Park Pension,
Camping Site and Adventure Park in Eger-Szarvaské, the North of Hungary. It is positive, on the other
hand, that the Hungarian Hotel and Restaurant Association announced the tender called “Green Hotel”
already in 1994 for the first time, more than twenty years ago. This has been done since then every second
year, as winners are only entitled to feature the award for a period of two years. The aim of this initiative
is the creation of environment conscious thinking, i.e. the increase of the energy efficiency of operation,
and attitude shaping.

Methodology

A secondary research method we used was the analysis of the literature background of responsible
tourism. It was necessary because even tourism professionals do not have a consensus regarding the
concept. The primary, qualitative research was field trip and semi-structured deep interviews made with
tourism service providers in the region of South Transdanubia. In order to survey the issue of
responsibility, we shared a structured questionnaire among three- and four-star hotels of the South
Transdanubian division of the Hungarian Hotel and Restaurant Association, focusing on social and
environmental responsibility. This paper is the dissemination of the findings of one part of the research,
concerning environmental responsibility and sustainability. The filling out of the questionnaires was
allowed both on- and offline, but the response rate was very low, unfortunately. Not more than eleven
actors responded personally or online, which is only 36% of all members of the Hungarian Hotel and
Restaurant Association in the region. The questionnaire survey contained eight questions concerning the
issue of this paper.

Tourism destinations in South Transdanubia

The research area of this paper is South Transdanubia in Hungary, which, in the opinion of Aubert &
Szabo (2007), has eight clearly distinguishable core tourism areas, as seen in Figure 6. (It is important to
remark that the borders of the planning-statistical region and the tourism region do not perfectly overlap,
and we contacted the accommodations in the territory of the planning-statistical region.) The core tourism
areas of the region offer health tourism, enological tourism, gastrotourism, rural tourism, ecotourism,
sports tourism, cultural tourism and some other forms of leisure activities. Despite this diverse offer, in
2017 the number of guest nights spent at commercial accommodations in South Transdanubia (a total of
1,121,227 nights) only made 3.8% of the total of guest nights realised in Hungary and the number of
guests (477,815 persons) was not more, either, than 4% of all guests visiting Hungary (HCSO 2018).
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Figure 6 Tourism destinations in South Transdanubia - I = Dunamente (zone along the Danube

River); Il = Dravamente (zone along the Drava River); Il = "Kis-Somogyorszag” (Little
Somogy County); IV = Kapos-vélgy (Kapos Valley); V = Zselic Hills; VI = Mecsek Mountains;
VII = Pécs; VIII = Harkany-Siklos-Villany

Source: Aubert, A. & Szabo, G. (ed.), 2007

It is worth mentioning that in 2010, for the pilot area of South Transdanubia, the Baranya County Rural
Tourism Association worked out the qualification and criteria system of the network of “environment
friendly hosts” or “eco-accommodations”, but this is a qualification system designed for accommodation
operating in rural areas, especially for village accommodations. For commercial accommodations we
applied the qualification system of Hotelstars, and also the already mentioned “Green Hotel” award
related to sustainability.

Members of Hungarian Hotel and Restaurant Association in the South-Transdanubian region

The number of members in this association exceeds 500, including more than 400 hotels, 36,000 hotel
rooms (60% of the Hungarian hotel capacity), 7 chain hotels, 30 individual restaurants and other joint
members. In the South-Transdanubian region 30 hotels belong to the regional division of Hungarian Hotel
and Restaurant Association (Figure 7).
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Figure 7 Members of Hungarian Hotel and Restaurant Association in the South Transdanubian

region
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Results of the questionnaire and interviews

It is natural that the first thing we asked about concerning environmental responsibility was the use of
sources of renewable energy. As several targeted supports were available for energetics investments in the
recent years, we assumed to find a high proportion of hotels that used sources of renewable energy. The
replies given in the questionnaire demonstrate that most of the responding accommodations use solar
energy as a renewable source of energy, for hot water production, heating, and for the generation of
electricity. We have to mention one accommodation that uses biomass: in this unit vine cane waste
produced yearly by pruning the one year old canes is used as a source of biomass for heating (Figure 8).
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Figure 8 Using renewable energy sources in hotel

Are you using renewable energy sources in your hotel?

15
I -
0 || [ |
solar collectors  solar power geothermal wind energy biomass hydropower other
energy
W not use yes, | use it for heating
myes, | use to produce electricity m yes, | use it for hot water production
other

More than 90% have applied or are planning to apply for financial support for the renewable energy
investment. There was only one respondent who said that they wanted to implement the investment from
their own resources. At the same time, what could be heard at the annual convention of the regional
division of Hungarian Hotel and Restaurant Association revealed that the majority of participants
expected earmarked development resources from the “Kisfaludy Tourism Development Programme” that
is among the pillars of the National Tourism Development Strategy. For the time being South
Transdanubia is not among the regions that are eligible for these selected financial development supports
for tourism, designed for accommodation developments and constructions improving the competitiveness
of the regions.

We examined what environment conscious methods are applied by the hotels during their daily routine, as
the use of sources of renewable energy is not sufficient for the decrease of the environmental stress. As
demonstrated by Figure 9 and Figure 10, the replies given were quite diverse. Energy saving light bulbs
and electricity system operated and controlled by plastic cards in hotel rooms are constantly present in
almost all hotels, but e.g. environment friendly textiles are rare exceptions, as only one respondent
reported the occasional use of them and another one was planning to use these textiles. In most of the
hotels, the selective collection of waste generated during the operation is solved (80%), but fewer hotels
allowed guests to collect waste selectively (35%). It is promising that in most cases we received positive
answers to the question whether they were using environment friendly cleaning agents and they also
reported that they were making efforts to minimise the use of hazardous materials like pesticides, paints,
disinfectants and cleaning agents (80%-70%). It is clear that environment conscious attitude plays a
significant role in this, but the interviews revealed other important factors, respectively the availability of
such products (e.g. more economical, larger versions, lower prices) and the information of the employees
and the enlargement of their knowledge for the use of environment friendly materials.

We must mention that environment consciousness is indirectly promoted by the reception of guests at
junctions of public transportation with horse-draught carriages, or the offer of bicycles for hiking, free of
charge, which are initiatives present at some tourism service providers.
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Figure 9 Answers to the question “What kind of environmentally conscious methods do you use

during your daily work?”

obtaining and using long-life, environmentally friendly
devices [production, consumption, annihilation)

selective collection of waste generated during operation

providing selective waste collection in the hotel area
(guests can also access to collection points)

use of eco friendly textiles

use energy-saving solutions (card powered power in the
rooms)

energy saving light bulbs

use of eco friendly cleaning agents

mno, but plan ®no yes, occasionally M vyes, constantly

Figure 10 Answers to the question “What kind of environmentally conscious methods do you use
during your daily work?”

other

minimise the use of harmful substances (pesticides, paints,
disinfectants, cleaning agents) instead of using eco...

seeks to save water, measures to reduce water
consumption

knows and offers the sights, cultural traditions, events,
local products, handicrafts, natural and cultural...

special diet offers guests a unique, varied menu of dishes

pay attention to the needs of people with disabilities and
accordingly offers special services

consultation with the local community

it uses and offers products that meet the principles of "fair
trade"

chemical-free, bio-food productsin the supply

|
|
|
]
|
activities and events are realised on the basis Of g
|
]
|
]
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|
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Most restaurants reported on the regular or occasional use of local seasonal foods in their supply (e.g.

wild growing plants like mushrooms or herbs). The share of chemical-free bio-foods in their supply,
however, is almost negligible. Looking for the reasons behind the replies given to the two questions
above (why the presence of local products is so limited), the interviews revealed that the cooperation of
the actors in the SSC, i.e. short supply chain is not at the level that they are capable of the constant supply
to hotels. Another bottleneck is the limited capacity of local goods producers and suppliers to meet the
quantitative and qualitative requirements. In the latter a significant improvement had taken place in the
recent years, as we heard from the managers of hotels.

The most frequent reply to the question “Does your hotel have contacts with local small businesses and
local goods producers?” was yes, they had a permanent touch. It should be stressed that hotels promote
local and regional goods, or they allow a possibility of purchasing local goods typical of the area in
the hotel (local food products, handicrafts products). Accommodations prefer local businesses, although
only occasionally (Figure 11).

Figure 11 Answers to the question “Is your hotel in contact with local small businesses and local
producers?”

Is your hotel in contact with local small businesses and local producers?

other
local products - typical of the region - offer (local...
other businesses involved in tourism (bath, museum, etc.)
maintenance businesses
flower / decoration designers
small business entrepreneurs

other kitchen suppliers

local small producers (primary producers)

(=}
=
Mo
w
I~
w
o)}
~
00

mno, but Iplan mno yes, occasionally myes, regularly

We also wanted to know how sensitive guests were to the environment conscious attitude of tourism
service providers. Our question was also related to their experiences and whether their guests
acknowledged and used such possibilities (e.g. the change of towels, the use of electricity). The opinions
and experiences were mixed, both as regards the replies in the questionnaire and what we heard during the
interviews. Some respondents and interviewees said that guests took such efforts into consideration. Some
said this was not universal, saying that the majority of guests were susceptible for this attitude but there
were always a significant number of guests who — claiming that they paid for the services — used too
much electricity and water. This was an opinion frequently stated. There was a response, on the other
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hand, saying that “This is not so much emphasised towards guests that it could grab their attention. Their

behaviour is not different from that of the average guests”.

It is a crucial issue nowadays what image the hotels demonstrate on the market, and so we looked at
whether environment consciousness was part of the hotel image and marketing and if so, in what ways.
We were surprised to find that only two hotels communicated their environment conscious attitude to
guests, also in the promotion of their facilities.

Conclusions

On the basis of literature review, deep interviews and a questionnaire survey, environmental
responsibility seems to be an important issue for tourism service providers. However, the implementation
of investments in energetics and environment friendly technologies is greatly influenced, in addition to
the attitude, by the availability of tenderable resources, in the lack of which investments must be made
from own resources. The main obstacles to the shift in the attitude are as follows: economic weakness,
and the lack of knowledge about effective methods. This calls for further researches in the topic, as in
order to achieve a dominance of positive impacts of tourism over the negative ones we need a more active
responsibility of the actors in the tourism industry. The propaganda of good practices, the explanation and
promotion of their adaptability may be helpful, but service providers themselves are indispensable in this
process. An important finding of our paper is that the motivation of service providers is important, but the
influencing of the environment conscious attitude of guests can also be taken as a societal problem.

In order to continue this research it is necessary to include further tourism service providers, like catering
facilities and other service providers. What would definitely be desirable are the enlargement of the
territorial level and the increase of the willingness to respond.
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Students Perception on Brand Impact in Purchase of Domestic Products

Emir Murselovié
International Burch University
Bosnia and Herzegovina
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Abstract: The main purpose of this study is to measure brand impact on consumer domestic products

purchase behavior.

Branding is one major component for organizations to work on. Branding is considered to be a major
component in the success of a product in the market because it can control consumer decisions. This of
course depends on the reputation of the brand, which refers to how it has appealed to consumers in the

past and how it has served them.

Data for this study are collected through the online surveys and analyzed by performing descriptive
statistics. The majority of the responses are received from the students studying at International Burch

University.

Expectation are that results will support the hypothesis that the impact of brand has a positive influence
on consumer to buy not just domestic, but all products and that ethnocentrism and branding has positive

influence on purchase of domestic products and product preference.

For this research | had used university’s library to get access to many books, articles and other type of

secondary data that | used in this research. All the collected data are analyzed through software (SPSS).

Key Words: Brand impact, Ethnocentrism, Domestic products, Brand awareness, Country-of-origin,

Consumer behavior

Introduction

Globalization presents considerable challenges and opportunities for international marketers. The

relaxation of trade policies has provided consumers with more foreign product choices than ever

before. From that reason today is too important for domestic companies to make strong brands

and to gain the loyalty in domestic market. This was the motive for conducting this research. It
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very briefly provides answers on the central question of this research. This central question is at

which extent brand impact and consumers’ ethnocentrism have impact on the customers’ buying

behavior.

It is normally that branding has a high and positive impact on consumers, but this research also
measure the impact of other factors such as price and quality and compare them with each other.
On other side there is consumers’ ethnocentrism as second important factor that has strong
impact on purchase of domestic products. The tendency of consumers to be ethnocentric
represents their beliefs about the appropriateness and moral legitimacy of purchasing foreign
products (Shimp and Sharma, 1987). Ethnocentric consumers prefer domestic goods because

they believe that products from their own country are the best (Klein et al., 1998).

The remainder of the article is structured as follows. Firstly in this research | provide a literature
review summarizing the general theoretical underpinnings of the brand impact and consumer
ethnocentrism, based on existing empirical studies, develop a set of hypotheses which are
subsequently summarized in the conceptual model for the study. Next, | report on mine empirical
work in Bosnia by outlining the research methods and data analyses, and present a general

discussion of the findings.

Literature Review

Through this research I will examine two factors that can influence the purchase behavior of
consumers. First and main factor for this topic that can influence consumer’s purchase behavior
is branding and second factor that also influence purchase behavior of domestic product is
concepts of ethnocentrism. Those two factors are examined individually in many researches, so
those researches will represent the basis of my secondary data and it will help me to make

synthesis of that how those two factors interact together.

The extent to which branding will influence on consumers to purchase a domestic product can be
shown in marketing literature to be related to the consumer’s quality perceptions of that specific
product. To great volume, quality perception is also influenced by the concepts of ethnocentrism
and country of origin. Marketing theory suggests that if a consumer has ethnocentric tendencies

he or she will be more likely to purchase locally produced products and to even further perceive
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these products as possessing higher quality (Sharma, Shimp and Shin, 1995; Shimp and Sharma,

1987).

” Shimp and Sharma (1987) defined “ethnocentrism as an individual tendency to see products
manufactured domestically as being superior and as the belief that it is not very patriotic and
even immoral to buy foreign products because of the consequences that this generates for the
economy and employment.”

Demographic characteristics like age, gender, marital status,  educational level, region of the
country where somebody lives, as a knowledge of foreign languages have a huge influence on
his or her willingness to buy products that are made in a specific country.

Past research has shown that while consumer ethnocentrism influences both product judgments
and willingness to buy products generally, regardless of the country from where they are
imported, consumer animosity influences the willingness to buy products imported from a
specific country independent of quality perceptions (Klein, 2002). Numbers of studies show that
consumer ethnocentrism has positive and significant effect on domestic product purchase
intentions. According to Parts and Vida (2013) the effect of consumer ethnocentrism on domestic
product purchase intentions has been examined in various studies, and find out positive and

direct effects of consumer ethnocentrism on domestic product purchase intentions.

Second factor that have an impact on consumer’s purchase behavior is branding. According to
Khasawneh and Hasouneh customers realize the importance of brand while in their purchasing
decisions and customers’ demographic characteristics have no significant relation and effect on
brand awareness. People prefer the branded products with higher prices because they consider
that branded items have more quality then non branded products. From this reasons brand
preference is also a symbol of status.

According to many researchers there is a moderate relationship between consumer purchase
attention, environmental factors and emotional factors. If consumer is emotionally attached with
the product he/she will prefer to purchase that product. People mostly prefer those brands with
which they are emotionally attached.

Bishnoi and Sharma argue that people from different locations will also react differently on the

advertisement. According to them teenagers in rural areas are more influenced by advertisings
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rather than urban areas. TV ads play a vital to role to enhance the involvement of people in

product selection and purchase decision.

Methodology

Information for the study were gathered through an online study and conveyed for the most part
to students in Bosnia and Herzegovina. Study was made from 22 questions and conveyed to the
members by email and social media. As the outcome from that | gathered 221 reactions.
Members are chosen randomly and the majority of them are students and educators of Burch
University. The overview begins by asking 5 credit inquiries to the members, it proceeds with 8
behavior and 9 opinion questions. Expressive insights and connection tests have been utilized to
break down the answers of the review. The outcomes were analyzed through SPSS
programming, eighteenth version. In the following section will be displayed results of this

exploration.

Data Analysis

Frequency Percent

Gender

Male 121 55%
Female 99 45%
Total 220 100%
Age

Under 18 years old 0 0%
18-24 years old 106 48.20%
25-34 years old 79 35.90%
35-44 years old 32 14.50%
45 years old or older 3 1.40%
Total 220 100%
Below than secondary school 0 0
Secondary school 32 14.50%
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College 20 9.10%
Bachelor’s degree 82 37.30%
Master’s degree 70 31.80%
Doctoral degree 15 6.80%
Other 1 0.5%
Total 220 100%
Bosniaks 147 66.80%
Serbs 17 7.7%
Croats 7 3.20%
Turks 38 17.30%
Others 11 5%
Total 220 100%
Less than 1000 KM 139 63.20%
From 1000 to 2000 KM 62 28.20%
2000 KM and above 19 8.60%
Total 220 100%

One-Sample Test

Test Value =3
95% Confidence Interval of the
Difference
t df Sig. (2-tailed) | Mean Difference Lower Upper
g13 3.939 219 .000 .24091 1204 .3615

HO1: There is no significant difference among people who think that well-known brands

have high quality.

However, at the t value of 3,939 and « = 0.05, HO, will have to be rejected since the p-value (0,
00) is lower than 0.05. This means that at 5% level of significance, respondents strongly agree

that well-known brands have high quality.
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Independent Samples Test

Levene's Test for Equality of .
Variances ttestfor Equality of Means
95% Confidence Interval of the
Difference
) ) ) Mean Std. Error
F Sig. t df Sin. (2-tailed) Difierence Difierance Lawver Uppar

ol Equalvariances 13.228 .ooo 2564 17 011 L3780z 14744 08743 BESE3
assumed

Equalvariances not 2.630 215743 .nos L3TE03 14374 09473 JGE134
assumed

HO,: There is no difference between males and females in purchasing domestic products.

In the given example, a value of this test statistic indicates that the two groups, Male and female,
do not have equal variance. Therefore, the statistic associated with equal variances not assumed
should be used for the t-test for Equality of Means.

The t-test result (with equal variances not assumed) shows t statistic of 2.630 with 215.743
degrees of freedom. The corresponding two-tailed p-value is 0,009, which is less than 0.05 but
higher than 0.01. Therefore, we can reject H3 at 5% significance level, which means that the

average rate of purchasing domestic product between genders are significantly different from

each other.

ANOVA
Sum of Squares df Mean Square F Sig.
Between Groups 45.567 4 11.392 11.178 .000
Within Groups 218.086 214 1.019
Total 263.653 218

HO3: There is no difference between nationality groups in buying domestic products.

One way Anova

At confidence interval level of 95%; and a=5%. We found out that P (significance level) =0,
000. P<a and H3 is rejected, thus there is no enough evidence to accept H3. F-value is 11,178
and the corresponding p-value is given as <0.000. Therefore we can safely reject the null
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hypothesis (HO1) and conclude that there is difference among nationality groups while buying

domestic products

g6 * Income Crosstab calculation
| Income
Less than 1000 From 1000 to 2000 KM and
KM 2000 KM above Total

.q6 Yes Count 91 46 16 153
i Expected Count 96.7 | 43.1 | 13.2 | 153.0
i No Count 48 | 16 | 3 | 67
Expected Count 42.3 | 18.9 | 5.8 | 67.0
.Total Count 139 | 62 | 19 | 220
Expected Count 139.0 | 62.0 | 19.0 | 220.0

Chi-Square Tests

Asymp. Sig. (2-
Value df sided)
Pearson Chi-Square 3.653% 2 161
Likelihood Ratio 3.900 2 142
Linear-by-Linear Association 3.630 1 .057
N of Valid Cases 220

HO,: The brand selection of respondents is independent of its income.

Pearson Chi-Square is higher than the significance level selected (5% or 10%). In our example
the p-value of .161 is much higher than the commonly accepted levels of either .05 or .10. So we
cannot reject the null hypothesis. In other words, there is no significant relation between brand

selection of respondents and their income.
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Income

g8

nationality

ql0

education

g6

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Pearson Correlation
Sig. (2-tailed)

N

Correlations

Income g8 nationality gl0 education g6
1 192" 629" 4727 -.072 -129
.004 .000 .000 290 .057
220 220 220 220 220 220
192" 1 152" 139" -.044 -.069
.004 024 .039 512 311
220 220 220 220 220 220
629" 152" 1 42T -.066 -.004
.000 024 .000 330 952
220 220 220 220 220 220
472" 139" 427 1 -.106 -133"
.000 .039 .000 116 .048
220 220 220 220 220 220
-072 -.044 -.066 -.106 1 193™
290 512 330 116 .004
220 220 220 220 220 220
-129 -.069 -.004 -133" 193 1
.057| .311| .952| .048| .oo4|
220| 220| 220| 220| 220| 220

**_Correlation is significant at the 0.01 level (2-tailed).

*, Correlation is significant at the 0.05 level (2-tailed).

In each cell of the correlation matrix, we get Pearson’s correlation coefficient, p-value for two-

tailed test of significance, and the sample size. From the output, we can see that the correlation

coefficient between income and purchase decisions is 0.192 and the p-value for two-tailed test of

significance is 0,004. From these figures we can conclude that there is a strong positive

correlation between Income and Purchase decisionsand that this correlation is significant at the

significance level of 0.01. Results for correlations between other set of variables where (**) can

also be interpreted similarly. We can see that Education and Purchase decisionsare not

significantly correlated (r = -0,044, p = 0,512). All other variables without (**) or (*) are not

significantly correlated at the 0,01 and 0,05 significance level.
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Regression
We want to test two following hypothesis:

HOs: Brand selection of respondents is positively related to income.

HOs: Brand selection of respondents is positively related to education.

Model Summary

Model Adjusted R Std. Error of
R R Square Square the Estimate
1 224" .050 042 45156
a. Predictors: (Constant), education, Income
Coefficients?
Model Standardized
Unstandardized Coefficients Coefficients
B Std. Error Beta t Sig.
1 (Constant) 1.119 137 8.190 .000
. Income -.082 | .047 | -.116 | -1.742 | .083
education .075 | .027 | 184 | 2.780 | .006

a. Dependent Variable: g6

In this test, the dependent variable is brand selection of respondents, and two independent
variables are income and education. From the Model Summary, we can observe that the R
Square value in this case is 0.050. This means that the proportion of variance in the dependent

variable (brand selection of respondents) which is explained by the independent variables

(education and income) is 5%.
From Coefficient Table:

- The coefficient for income (-0.116) is not significantly different from 0 because its p-value
is 0.083, which is larger than 0.05.

The coefficient for education (0,184) is significantly different from 0 because its p-value is

0.006, which is smaller than 0.05.
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Conclusion

According to the results we fundamentally consult cruise this hinder is very successfully meet
the research objectives and provide answers on research questions. This research confirms
previous researches that are conducted on this topic. The scanty affectation us that there is very
strong impact of branding consumer purchase, same as the consumer ethnocentrism that has the
loose role in impact of purchase of domestic products. The main suspend of this research are the
low number of surveyed persons and little amount of time to conduct research that will cover

more regions in Bosnia.
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Abstract: The performance of employees has become important in banks. Some studies have
suggested that employees' perceptions of the ethical climate in their banks are related to a
higher job satisfaction and organizational commitment, and thus influence organizational
performance. Although a plenty of studies support this relationship in developed countries, there
is a scarce empirical evidence in developing countries. This study aims to examine the
relationship among the ethical climate, job satisfaction, and organizational commitment of
employees in Bosnia and Herzegovina which is a developing and transitional country. Results
based on a sample of 151 employees from three private banks in Boshia and Herzegovina
support the hypotheses. This study demonstrates that overall job satisfaction has a significant
positive influence on affective and normative commitment. Furthermore, caring climate has a
positive effect on overall job satisfaction.

Keywords: Bosnia and Herzegovina, ethical climate types, banking sector, overall job
satisfaction, organizational commitment components.

INTRODUCTION

Employee shortage and a high turnover have recently been widespread issues in a
banking sector. Some everyday unpleasant obligations of bank tellers such as direct contact with
customers, monotonous working practices, and heavy paperwork can be reasons for these issues.
Additionally, lower wages of employees working in banks contribute to a high turnover rate and
shortage of employees in developing countries. Bosnia and Herzegovina (BiH) is one of these
developing countries which have encountered both of these issues in banking sector in recent
years. A report prepared by the Banking Agency of the Federation and Bosnia and Herzegovina
(FBiH), a regulatory institution that conducts banking supervision showed that the overall
number of employees in banks reduced by 0.04 % in the last three years (Banking Agency of
FBiH, 2016). The most important causes of this occurrence are low average wages of employees
which are between 450 and 475 USD (Foreign Investment Promotion Agency of BiH, 2015) and
migration of young people to European countries (Dinc, Jahic, and Kocan, 2017). In order to
prevent huge employee shortage in this sector in the future, there is a strong need for a research
that will propose solutions for this issue. In this regard, some scholars have suggested the
examination of performance management and workplace behavior of employees in the service
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sector (Huang and Bond, 2012). While there are a lot of factors that influence employees’
performance, many studies found that organizational commitment had a significant impact on
job performance (Meyer and Allen, 1997; Jamal, 2011; Dinc and Plakalovic, 2016). A number of
studies showed that job satisfaction had a significant impact on organizational commitment
(Qureshi, Hayat, Ali, and Sarwat, 2011; Fu and Deshpande, 2014). However, several studies
indicated that one of the most important factors in enhancing employees’ job satisfaction is
organizations’ ethical climate (Deshpande, 1996). Therefore, the purpose of this study is to
examine the effect of ethical climate types and job satisfaction on organizational commitment
components of employees in banks of Bosnia and Herzegovina. This relationship is illustrated in
Figure 1 as a proposed model of the study.

Ethical Climate Types OC Components
Caring Climate Normative Commitment
Independent Climate Law Continuance Commitment

and Code Climate Affective Commitment

Instrumental Climate

Rules Climate

Overall Job
Satisfaction

Figure 1, Proposed Model
LITERATURE REVIEW

Organizational Commitment

Organizational commitment is of a great importance for organizations, because it is in their
best interest to keep talented employees. To put it succinctly, it is a measure of employee’s
identification with his or her organization (Fu & Deshpande, 2014). There are several
conceptualizations of organizational commitment. The most cited and well-known
conceptualization is Meyer and Allen’s (1991) three-component model including affective
commitment, continuous commitment, and normative commitment. Affective commitment is an
individual's emotional attachment to the organization. On the other hand, continuance
commitment can be described as willingness to be a part of the organization, while normative
commitment is a feeling of obligation to continue one’s employment.
Many studies have shown that employees who are most committed to their organization are least
likely to quit their job and have a higher performance in their job (Meyer and Allen, 1991).
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Job Satisfaction

Job satisfaction is an employee’s self-assessment about his/her job or job situation. It is
defined by Locke (1976, p. 1300) as “a pleasurable or positive emotional state resulting from the
appraisal of one's job or job experiences.” Additionally, it is an emotional status which
originated from the self-assessment of the employee, and which stimulates the job performance
and achievements of the employee.

Ethical Climate

Ethical Climate is a type of work climate, which has been studied since 1950s. Ethical
climate is “a perceptual lens through which workers diagnose and assess situations” (Cullen,
Parboteeah, Victor, 2003, p.129). In order to better understand the ethical climate concept, many
scholars have
considered it as a construct including several subdimensions. The most well-known classification
of ethical climate is that of Victor and Cullen (1988), which divided ethical climate into five
dimensions: Instrumental, Caring, Independence, Rules, Law and Code. In an organization which
has a caring climate, employees are concerned for each other’s well-being. In an independent
climate, employees act according to their own personal moral beliefs. Law and Code climate
refers to the climate in which employees adhere to the codes and regulations of their profession
or another authority. In an organization with Rules climate, employees’ behaviors should comply
with the accepted rules of conduct determined by the organization. The Instrumental climate is
the least favorable type which suggests individuals’ self-interest within the organization (Victor
and Cullen 1987, 1988).

Organizational commitment is one of the most studied concepts with Job Satisfaction.
Several studies exhibited that Job Satisfaction is significantly related to employees’
organizational commitment (Mathieu and Zajac, 1990; Testa, 2001; Tett and Meyer, 1993). On
the other hand, a numerous research found support for the effect of ethical climate on job
satisfaction (Martin and Cullen, 2006) and organizational commitment (Tsai and Huang, 2008;
Dinc and Huric, 2017). Based on the review of the literature presented in the previous part,
following hypotheses can be posited:

Hypothesis 1: The ethical climate types, namely “caring,” “independent,” “law and
code,” and “rules” have a significant positive impact on overall job satisfaction.

Hypothesis 2: The ethical climate type “instrumental” has a significant negative influence
on overall job satisfaction.

Hypothesis 3: The ethical climate types, namely “caring,” “independent,” “law and
code,” and “rules,” as well as overall job satisfaction have significant negative influences on
continuance commitment, but the ethical climate type “instrumental” has a significant positive
influence.

Hypothesis 4: The ethical climate types, namely “caring,” “independent,” “law and
code,” and “rules,” as well as overall job satisfaction have significant positive influences on
normative commitment, but the ethical climate type “instrumental” has a significant negative
influence.
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Hypothesis 5: The ethical climate types, namely “caring,” “independent,” “law and
code,” and “rules,” as well as overall job satisfaction have significant positive influences on
affective commitment, but the ethical climate type “instrumental” has a significant negative
influence.

RESEARCH METHODS

Sample and Data Collection

The Banking Agency of FBIiH in the period from 2014 to 2016 (Banking Agency of
FBiH, 2016) reported that the number of public and private banks in FBiH was 17 (Private
banks: 16, Public banks: 1). The number of employees in these companies was 6,677. In order to
enable a better generalization of the research results, the study targeted employees working in
private banks in Sarajevo, the capital of FBiH. 200 questionnaires were distributed in three
private banks. A formal research approval was obtained from the administration of each
examined bank. Questionnaires were delivered to banks which agreed to take part in the study.
The purpose of the study was explained to encourage employees’ voluntary participation, and to
guarantee the anonymity of participants. Questionnaires were distributed to employees who
agreed to participate in the research. The overall response rate (160 completed questionnaires of
which 151 were useful) was 75%.

A summary of the sample characteristics is presented in Table 1. The majority of the
respondents (58.3%) were female, and 92.7% of these employees were older than 26. The
predominant level of education among employees (57.6%) was bachelor degree. The majority of
employee respondents (84.1%) had salary of more than 590 USD per month. 82.2% of the
employees’ total work experience was more than 6 years.

Table 1, Sample Characteristics

Variable Demographics Number Valid Percent
Gender Male 63 41.7
Female 88 58.3
Age 21-25 years 11 7.3
26-30 years 20 13.2
31-35 years 40 26.5
36-40 years 51 33.8
Over 41 years 29 19.2
Job Experience (In Bank) Under 5 years 31 20.5
5-10 years 59 39.1
10-15 years 38 25.2
Over 15 years 23 15.2
Job Experience (Total) Under 5 years 27 17.9
5-10 years 48 31.8
10-15 years 44 29.1
Over 15 years 32 21.2
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Education Level High school 9 6.0
Bachelor degree 87 57.6
Master degree 55 36.4
Average Income 0-255USD 1 0.7
285 - 590 USD 23 15.2
590 - 885 USD 105 69.5
Over 885 USD 22 14.6
Measurement

Questionnaire consisted of three pages with four sections. First section was related to
Ethical climate including 14 questions. Second section referred to Organizational commitment
with 18 questions. Job satisfaction was in the third section and contained three questions. Finally,
demographic questions were asked in the fourth section including gender, age, education level,
job experience in bank, and total job experience.

Ethical climate questions were 14 items developed by Huang et al. (2012), but originally
adapted from Victor and Cullen (1988). Job satisfaction was measured by 3-item scale of Fu and
Deshpande (2013), whereas Meyer and Allen’s (1997) 18-item scale was used for measuring
organizational commitment.

After collecting surveys, data were analyzed by using SPSS (v. 20) software packages.
Reliability of the scales was measured by using Cronbach’s alpha coefficient. Descriptive
statistics were conducted to show detailed information about the sample of this study. The
relationships between all types of ethical climate in the literature, organizational commitment
components, and employee’s job satisfaction were examined through Pearson Correlation
analysis. Finally, effects of independent variables on dependent variable were analyzed using
Regression test.

RESULTS

Initial Results

After the analysis of the reliability of the scales, the coefficient alpha for caring,
independent, law and code, rules, and instrumental climate was 0.802, 0.696, 0.621, 0.791, 0.643
respectively. The coefficient alpha for job satisfaction was 0.755. Finally, reliability results for
affective, normative, and continuance commitment were 0.561, 0.685, and 0.588 respectively.
affective commitment, overall JS, and job performance

Table 2 presents the means, standard deviations, and correlations for the variables used in
the study. As expected, affective commitment is significantly correlated with the independent
variables. Respondents identified the presence of law and code climate (mean = 4.18). It was
followed by rules climate (mean = 4.00) and overall job satisfaction (mean = 3.88). The lowest
score among the variables was instrumental climate (mean = 2.80).

Hypotheses testing

The first hypothesis stated that the ethical climate types, namely “caring,” “independent,”
“law and code,” and “rules” have a significant positive impact on overall job satisfaction. Table
3 shows that caring and independent climates have a significant and positive affect on overall job
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satisfaction, while law and code and rules climate types do not. This finding partially supports
the Hypothesis 1. Second hypothesis stated that the ethical climate type “instrumental” has a
significant negative influence on overall job satisfaction. The results in the study show that
instrumental climate negatively impacts overall job satisfaction, therefore, Hypothesis 2 is
supported. The third hypothesis stated that the ethical climate types, namely “caring,”
“independent,” “law and code,” and “rules” and overall job satisfaction have significant negative
influences on continuance commitment, but the ethical climate type “instrumental” has a
significant positive influence. Study findings demonstrate that only independent climate has a
significant and negative influence on continuance commitment. On the other hand, instrumental
climate has a significant positive influence. As a result, Hypothesis 3 is partially supported.
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Table 2, Mean, standard deviations, and correlations

Variables

(1) Caring

(2) Independent
(3) Law and Code
(4) Rules

(5) Instrumental
(6) Overall JS

(7) Affective C.
(8) Normative C.
(9) Continuance C.

Mean

3.76
3.62
4.18
4.00
2.80
3.88
3.45
2.86

2.89

SD
0.726
0.662
0.489
0.689
0.788
0.616
0.480
0.564

0.499

1 2
1
0.185* 1
0,334**  0.218**
0,502** 0,049
-0.284**  -0.180*
0,487**  0,298**
0.268** 0,069
0,036 -0,136

-0.156  -0,228**

3 4 5 6 7 8
1
0.426** 1
-0.238** -0.375** 1
0.327** 0,379** -0.397** 1
0,171* 0.087 -0.016  0.361** 1
-0.034 -0.099  0,412** 0,169* 0.582** 1

-0.133  -0,228** 0,451** 0.001 0,328** 0.682**

*P< 0.05; **P <0.01
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In the Hypothesis 4, it was stated that the ethical climate types, namely “caring,”
“independent,” “law and code,” and “rules,” as well as overall job satisfaction have significant
positive influences on normative commitment, but the ethical climate type “instrumental” has a
significant negative influence. Table 3 demonstrates that instrumental climate type and overall job
satisfaction significantly and positively impact normative commitment. This finding does not
support Hypothesis 4. Hypothesis 5 stated that the ethical climate types, namely “caring,”
“independent,” “law and code,” and “rules,” as well as overall job satisfaction have significant
positive influences on affective commitment, but the ethical climate type “instrumental” has a
significant negative influence. The results of the study show that only overall job satisfaction has a
direct influence on affective commitment. Consequently, Hypothesis 5 is not supported.

Table 3, Path analysis of the relationship among Ethical climate types, Overall job
satisfaction, and three components of Organizational commitment

Overall Job Satisfaction Organizational Commitment

Ethical Climate NC CC AC

Types

Caring 0,268** 0.035 -0.057 0,113
Independent 0.163* -0.150* -0.168* -0,044
Law and Code 0.118 0.010 -0,002 0.090
Rules 0,080 -0.068 -0.091 -0.084
Instrumental -0.172* 0.387** 0.302**  0.088
Overall JS 0,405** 0.280** 0,287**

*P< 0.05; **P <0.01

DISCUSSION AND CONCLUSION

Given the importance of organizational commitment of employees in organizations, this
study examined the effect of ethical climate types and overall job satisfaction on organizational
commitment of employees in private banks in FBiH. Consistent with the research hypotheses,
overall job satisfaction had a significant impact on employees’ affective and normative
commitment. The study also found that caring climate had a positive effect on overall job
satisfaction of employees. The implications of the study are highlighted in the following
paragraphs.

This study found a positive effect of employees’ job satisfaction on their affective
commitment and normative commitment. These results are consistent with Alen and Meyer's
(1996), Tsai and Huang's (2008), and Dinc and Plakalovic’s (2016) findings. These findings imply
that bank administrators should develop some strategies to increase job satisfaction of their
employees. According to Smith et al. (1969), there are three important ways to satisfy individuals:
satisfaction with pay, satisfaction with promotions, and satisfaction with co-workers. Due to the
weak economic situation of the BiH, the monthly income of bank employees working at the private
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banks is too low. Thus, bank administrators need to increase the satisfaction of their employees
with their jobs by increasing their salaries and making promotions. Bank administrators should also
focus more on the recruitment process as well as on training prospective employees in order to
augment their current employees’ satisfaction with their co-workers. According to Tsai and Huang
(2008), for banks to increase their employees’ job satisfaction, they need to encourage
participation, fully empower their staff, increase educational training, and promote the growth of
the nurses.

This research also shows that caring climate is a predictor of overall job satisfaction of
employees working in the banks. This result is consistent with the existing literature (Fu &
Deshpande, 2014; Dinc & Huric, 2016). Employees who believed that their banks had a caring
climate had more overall satisfaction with their job and affective and normative organizational
commitment. Thus, bank administrations in FBiH should increase a caring atmosphere and ensure
that they are concerned with the well-being of all people in the banks. This research also strongly
recommends the need for the improvement of different strategies for strengthening banks’ caring
climate. The bank administrations should foster caring climate by including the following: codes of
ethics, whistle-blowing systems, and ethical training as some exemplary topics of conversation
with employees. According to Dale (2005), there are five ways that can also be suggested to make
employees feel cared about, namely personal touch, personal follow up, placing personalized
remarks in writing, giving public praise, and making a frequent contact.

In overall, this study suggests that banking sector can retain quality employees and decrease
their turnover rate by providing caring ethical climate type within the organizations and increasing
their job satisfaction. Thus, employee shortage in banks of this country would also be reduced in a
near future.

This study has some limitations. Number of respondents could have been increased and
data might have been gathered from more banks from several other cities. However, more variables
can be included for future research, such as Leadership of managers.
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Abstract: This paper aims to broaden theoretical and practical knowledge about the specifics of e-
marketing strategies in the B2B market. As an e-commerce marketplace is generally less relevant to the
B2B market, this study should give important implications. The method of the case study is applied in this
paper. The focus of the case study is the construction company Strabag, which is specific for its activities
in the business market, to a smaller part in Bosnian and Herzegovinian market, and to a large extent on
the international level. It is precisely because of these international and domestic activities with business
clients that it will be interesting to observe this company in the context of e-marketing strategies, in which
the secondary data will be analyzed, quantitative research with managers, will be conducted and

benchmarking with the leading companies from the domestic construction industry will be done.

Key words: B2B (business-to-business), e-marketing, Web 2.0 technology, social networks

Introduction

This thesis will focus on characteristics of e-marketing strategies on B2B markets. The main goal
of the thesis is to broaden the theoretical and practical knowledge on characteristics of e-
marketing strategies with focus on business relationships. E-marketing strategies per se represent
a dynamic area that is in marketer’s focus both in academy and in practice. On the other hand, it
is really important for B2B markets, as markets that sometimes generate higher outputs than final
consumers markets, to analyze what are the specificities and possibilities of e-marketing

strategies. Following the introductory part of the thesis, that describes the topic and problem of
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the research, outlines the goals of the research as well as the structure and methodology of the
thesis, theoretical framework of e-marketing will be presented. Definition of e-marketing and
related terms will be given, as well as the key characteristics of the area and the discipline,

together with the analyses of the e-marketing environment.

Importance of the Study

In spite of the fact that the construction industry in Bosnia and Herzegovina is yet began to value
of presence on e-market, it is equally important to be aware of the industry’s realization of need
for new ways for reaching new partners and clients. The main objective of this study is to identify
a comprehensive list of factors used for the measurement of how presence in e-market can help in
creating good business alliances.

Identifying the positive factors that the presence on the e-market brings, measuring criteria and
how to make a new partnerships and getting new clients on the e-market will be a contribution to
this knowledge-based study. For managers in particular, this research provides information on
new partners and new clients that can lead to new partnership in creation new projects in
construction industry. Managers can use information from this study to allocate resources in

creating new opportunities for their companies.

Purpose of the Study

The main purpose of this study is to explore how presence of construction companies on e-market
in Bosnia and Herzegovina depends on creating relations with potential partners and new clients.
Accordingly, this paper will examine the following issues:
Define the concept of making new partners and clients in the context of construction
industry;
Identify a comprehensive list of factors for the measurement of how presence in e-market
can help in creating good business alliances;
Determine the appropriate criteria used as a tool for measuring how wide is the reach in e-

market for new partners and clients;
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Conduct a survey on reach in e-market for new partners and clients and use the survey
data to study the main factors influencing on creating good business alliances in the

construction industry.

Hypotheses of the Study

Hypothesis raised and test in this study are:

H1: Presence on e-market positively influences on reach to the new partners and customers in
construction company.

H2: Cost positively influences on reach to the new partners and customers in construction
company.

H3: Quality factor positively influences on reach to the new partners and customers in
construction company.

H4: Personnel factor positively influence on reach to the new partners and customers in

construction company.

Literature review

E-marketing is an area that develops at a fast pace and provokes great interest of managers and
researchers. Also, e-marketing has a significant impact on the behavior of customers both in the
final consumer market and in the business markets. Strauss, Frost and El-Ansary (2009) define e-
marketing through the use of information technology in creating and delivering value to
customers and also to better managing customer relationships. E-marketing also serves to raise
awareness about the company itself and impact on its reputation at the market, not only at the
local but also at the international level. For example, this way information about a company from
Europe can come to Japan and South America, etc., easier and faster than it would come from
traditional channels. It can also serve to establish contacts with new clients, which could be easier
to make cooperation with the new clients, based on the portfolio of existing clients of the

company.
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Dutta and Biren (2001) are among the first to analyze how marketing is changing under the
influence of the Internet and form the so-called a market space model that consists of a traditional
marketing management framework (4P), additional dimensions of customer relationship
management, and two technological dimensions of the Internet: interactivity and connectivity.

Interactivity is one of the key determinants of e-marketing.

Interactive marketing is an integrated process used by organizations to understand consumer
behavior, technology, and other resources in order to create and manage value for consumers and
customer relationships, thereby increasing the value for affected parties through relevant brands,
products/services, ideas and messages communicated and delivered targeted consumers through

appropriate channels at the right time according by Shankar & Malthouse (2006).

According to Mulhern (2011), there are four basic characteristics of e-marketing: information-
based, interactivity, direct response-response and high degree of measurability of effects. An e-
marketing strategy consists of a series of steps and procedures for marketing activities that take
place online according to Ellis-Chadwick, Mayer & Johnston (2009). One of the basic tools for
implementing e-marketing strategies is the company's website. It is necessary for the company's
website to have an open communication opportunity, to get the appropriate feedback and to
achieve interaction. Chaffey (2010) points to the growing acceptance of the concept of digital
marketing that represents the use of various digital technologies (web, e-mail, databases, mobile
telephony, digital television) to support marketing activities that the company attracts and retains
existing consumers by simultaneous interaction through different channels and application of

numerous new marketing tactics.

Generally speaking, an e-marketing strategy consists of a series of steps and procedures for
marketing activities that take place online (Ellis-Chadwick, Mayer & Johnston, 2009). One of the
basic tools for implementing e-marketing strategies is the company's website. First of all, the
company's website should be adequate design, format and be tempting to leave a good impression
on potential business partners. It is necessary for the company's website to have an open

communication capability, to get the appropriate feedback and to achieve interaction. This can be
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established, for example, via an interactive form to provide an option for sending a query to the

company.

Chaffey (2010) points to the growing acceptance of the concept digital marketing that represents
the use of various digital technologies (web, e-mail, databases, mobile telephony, digital
television) to support marketing activities that the company attracts and retains existing
consumers by simultaneous interaction through different channels and application of numerous

new marketing tactics.

B2B (business-to-business) business is the exchange of products, services or information between
companies, and not between companies and consumers. B2B marketing strategies include a range
of programs that are related to the capabilities of the target market in order to achieve the
company's goals. Determining this strategy usually involves three steps, the choice of the target
market, the setting of marketing goals, and the development of B2B marketing programs.
According to Corey (1992), business marketing can be defined as the marketing of goods and
services that are intended for manufacturing and trading companies, government and non-profit
organizations, for the production of their own products and services for the sale to other

customers.

Exchange in B2B markets does not involve end consumers who buy products and services for
their own consumption or benefits. The exchange involves manufacturing, processing,
intermediary or utility companies, the government and its institutions, and non-profit
organizations. They buy products and services in order to produce or perform their business
functions and ultimately meet the needs of the market. For this reason, marketing principles
acceptable in the personal consumption market cannot be applied literally in B2B markets.
Specific knowledge and skills are needed in meeting demanding business customers. For bidders
on the B2B market, it can be very important how the organizational buyer behaves in the

purchase and how their behaviors are different among buyers (McCarthy & Perreault, 1996).

Information and Communication Technologies (ICTs) have made it possible to improve
efficiency on the B2B market, but on the other hand, by having online sales companies are facing

increasing competition due to globalization and low barriers to market entry, which were brought
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by the Internet (Strauss, El -Ansary & Frost, 2006). ICTs play a key role in new flexible
organizational structures, such as strategic partnerships and cross-functional networks. These are
new organizations established with business processes in the centre, and not with functions and
hierarchies, and it is necessary to introduce new types of information systems in marketing. In
fact, information systems become the cornerstone of a new approach to marketing. Managers and
system designers should therefore be more aware of all the options available to integrate
marketing and managerial processes into the company in new, innovative ways (Hamidi &
Safabakhsh, 2011).

E-marketing is generally less represented in business relationships than in a situation where a
company directs its message to end-users. Leading content and marketing strategy tools in B2B
relations are social media, articles on the business web, eNewsletters, multimedia content, etc.

With one or more of these tools, companies are able to build a positive image in their sector.

E-marketing is not well developed on the B2B market in Bosnhia and Herzegovina and is used by
mostly large international companies operating in our market. Considering that one of the part in
this paper refers to the Case Study for Strabag company that operates on the B2B market, ie, with
business customers, and not end-users. It is necessary to analyse what e-marketing can offer to
the end customer. In order to do this, it is necessary to have an analysis of these clients (for
example, whether they are all large or small companies, small or medium-sized enterprises, how
to make a deal, whether it is mostly through a tender or through individual agreements and how
this communication). When it comes to B2B relations, it usually refers to long-term relationships.

Precisely because of this long-term relationship, e-marketing can ease business communication.

Methodology

Because of the complexity of the topic that was chosen, in this study will be used more scientific
and research methods to achieve objectivity, reliability, accuracy and thoroughness. The method
that will be primarily used is the descriptive analysis. Descriptive analysis has the following

tasks: sorting and grouping of statistical data, displaying statistics and determine the basic
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indicators of statistical series. The results of the research will be done at the end of the work and

will be presented textual way.

Taking into account the subjects of the research, in the research process it will be used different
methods and techniques. This requires the application of basic analytical and synthetic methods:
analysis, synthesis, induction, deduction, abstraction, concretization and generalization. In the
course of the research will be used method of cognitive processes while studying and consulting

the latest scientific literature in the subject area.

The main source of data for this research will be the analysis of the most recent literature, studies,
articles in journals and other resources. For empirical evidence will be used data from different

research projects, statistical publications and so on.
The matter will be investigated following scientific methods:

- Methods of description and analysis as the basic methods that will be used in this paper. It will
be especially useful in the first phase of research, defining and analysing the basic concepts and
their importance. These methods will be explained the basic assumptions on which to base

research;

- The method of compilation - existing information on both companies with extend comparisons

of their internal values
Research

Descriptive statistics

In the first part of the survey, respondents were asked a few demographic questions. The
following tables illustrate the summarized results obtained from those questions. Table 4.1 shows
the main business distribution for the sample. The majority of the respondents surveyed were
from civil engineering (70,3%) while high buildings respondents occupied a smaller portion
compared to them (29,7%).

TABLE 1.1 main businesses of Respondents
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Frequency Percent Valid Percent
Valid Civil 59 70.3 70.3
engineering
High 25 29.7 29.7
building
Total 84 | 100.0 | 100.0

In terms of age of companies, the respondents are being active below 5 years comprise 15,8% of
the total, those 5 to 10 years 18,8%, those 10 to 20 years 32,1%, and 20 and over groups 33,3%
(Table 4.2).

TABLE 1.2 Ages of the Respondents

Frequency Percent Valid Percent
Valid Below 5 13 15.5 15.5
5-10 years old 28 334 334
10-20 years old 27 32.1 32.1
20 and above 15 19.0 19.0
Total 84 100.0 100.0

Table 4.3 shows that about 2,4% of the respondents have below 10 employees and 25,0% have
between 10 and 50 employees. The number of respondents who has between 50 and 100
employees was 51,2% and this is the highest percentage. A considerable number (14,3%) of
respondents have between 100 and 200 employees, and relatively lesser number of them (7,1%)

have more than 200 employees.

TABLE 1.3 Number of employees of the Respondents
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Frequency Percent Valid Percent
Valid Below 10 2 2.4 2.4
Between 10-50 21 | 25.0 | 25.0
Between 50-100 43 | 51.2 | 51.2
Between 100-200 12 | 14.3 | 14.3
200 and more 6 | 7.1 | 7.1
Total 84 | 100.0 | 100.0

Reliability of survey questions

Cronbach’s coefficient alpha analysis is the most common formula for the evaluation of the
internal consistency of measures in marketing research (Peter, 1979). A low coefficient signifies
that the sample items have not been able to capture the construct, whereas a large alpha
coefficient signifies that the given item is well correlated with the true scores. Cortina (1993) and
Kline (1999) have identified that an acceptable value for Cronbach’s alpha could reach around
and over 0.7 (0.65 to 0.84); while values significantly less than 0.7 points toward an unreliable
construct. In this study, Cronbach’s alpha is measured for the second and third part of the survey
that contains 19 items in total. From the table below we can see that all items are reliable since
their Cronbach’s alpha coefficients are higher than standard value of 0.70.

TABLE 1.4 Reliability Test

Variables Cronbach's Cronbach's Alpha N of Items
Alpha Based on
Standardized Items
Presence on e-market .837 .840 3
Cost .858 .862 3
Quality .855 .855 3
Personnel .820 .824 3
Reach to the new partners .874 .875 4

Results and Findings
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In the second section of the survey, respondents were offered the scale response ranging from 1
(no importance) to 5 (extremely important), depending on the intensity of agreement or
disagreement. For each factor, three questions were asked, and based on respondents’ answers the
most important sub factors from each factor category are identified and presented in the Table
4.5.

TABLE 1.5 Ranking of sub factors based on their importance

EFactor Sub factor Mean

Presence on e-market To be in e-market in order to achieve new partnerships  4.50

Cost Accurate insight into all costs 4.61
Quality Quality web pages and other pages in social media 4.54
Personnel Highly motivated personnel with positive attitudes 4.62

In the last section of the survey, respondents were offered with the scale response ranging from 1
(strongly disagree) to 5 (strongly agree), depending on the intensity of agreement or
disagreement. Within this section, four questions were asked, and all of them were related to how
to reach to the new partners and clients that represents the dependent variable of this study.

The next part of the results is concerned with calculating statistics including mean and standard
deviation and frequencies for totally 19 survey questions, or all questions except the first three
questions that are related to demographics. All of the questions were asked in the identical
format — five point Likert scale. The above mentioned statistical calculations are summarized and

presented in the following Table 4.6.

Descriptive legend:
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TABLE 1.6 Statistical Calculations of Survey Responses

Variable

Questions for

measurement

Percentage of Respondents Answer

NI

LI

Al Cl El M

Presence

1. Creating a quality
company website with
available all relevant
company information
along with recent job
histories.

1.2

3.6

12.7 | 12.7 | 69.7 | 4.46

2. Creating various pages
on social and business
networks in order to
present your company to
potential partners.

1.8

24

4.8 27.9 | 63.0  4.47

3. Making various ads in
pages related to
construction market in
Bosnia and Herzegovina.

1.2

2.4

9.1 194 | 67.9 | 4.50

Cost

1. E-market costs are
effectively managed and
controlled.

1.8

9.1 18.2 | 70.9 | 4.58

2. Valid records and
clean insight in all costs.

1.8

2.4

3.6 17.0 | 75.2 | 4.61

3. Making various ads in
pages related to
construction market in
Bosnia and Herzegovina.

1.8

3.0

6.1 242 | 64.8 | 447
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1. Using high-quality web| 1.2 | 0.6 | 9.7 |19.4 | 69.1 | 4.54
tools in creating pages on
e-market in construction.

2. Finding well- 0.6 |24 | 103 |24.2 624 |4.45
acknowledged
programmers in creating
and maintaining
companies’ pagers on
web.

3. Perceiving online 1.2 12 |79 | 24.8 | 64.8 | 4.50
quality as a important
tool for reaching for new
partnerships.

Quality

1. Highly motivated 06 |24 |36 |206 727|462
personnel with positive
Personnel | attitudes toward e-market
presence

2. Employees understand | 0.6 | 2.4 | 109 |32.1 |53.9 | 4.36
and comply with all
applicable regulations
3. An innovated, 0.6 3.6 | 12.7 |23.6 | 59.4 | 437
motivated and organized
work environment is
always maintained

Table 1.7 presents the data for the variance analysis. The average value for the responses to every statement for a
particular reach for new partners’ factor has been calculated.

TABLE 1.7 Statistical Analyses of Model Factors

Reach to new N(2) Mean (3) Median Standard Variance (6)
partners (1) (4) Deviation (5)

Presence 165 4.48 4.66 0.76 0.58

Cost 165 4.55 5.00 0.71 0.51
Quality 165 4.50 4.66 0.70 0.49
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Personal 165 4.45 4.66 0.69 0.48

A correlation analysis is generally used to describe the strength and direction of the relationship
between two variables. In this study, correlation analysis based on all the 165 cases was
performed to find out the inter correlations of the reaching new clients (presence, cost, quality
and personal). All the coefficients were found to be statistically significant at = 0.01, n = 165.
Table 4.8 shows the correlation coefficients among the client-satisfaction factors. The results
indicate that a strong (positive) linear relationship certainly exists among the reach for new
partners factors.

TABLE 1.8 Correlation Matrixes

Reach to the new partners and Time (2) Cost (3) Quality (4) Pers
customers (1) onne
1 (5)
Presence on e-market 1 .781 .800 .760
Cost .781 1 .827 .701
Quality .800 .827 1 .765
Personnel .760 .701 .765 1

Hypotheses Testing

The Hypothesis Testing Process

As stated by Le and Corbett (2009), “a hypothesis is a testable statement of relationship derived
from a theory”. Hypothesis specifies the nature of the relation between the variables and is
derived from a theoretical context. In testing hypotheses, certain steps need to be followed
(Sarstedt & Mooi, 2014):

formulate hypotheses

choose relevant test
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select level of significant
estimate test statistic
make decision on test

interpret findings

The hypothesis testing process begins with the setting of a null and alternative hypothesis. A null
hypothesis (HO) implies that there is no effect or difference in a statement. On the other side, the
alternative hypothesis (H1) is a statement where the researcher expects some difference (Sarstedt
& Mooi, 2014).

When choosing the level of significance, some level of uncertainty needs to be accepted.
Generally, researchers will estimate that there is a 5% probability of error or uncertainty that can
result in an incorrect decision based on the test results. There are two types of errors that can be
manifested — “type 1” and “type 1l errors”. A type | error happens when the researcher rejects a
null hypothesis that is correct. A type Il error occurs when a researcher fails to reject a null
hypothesis that is false (Sarstedt & Mooi, 2014).

When making a decision regarding the null hypothesis and interpreting the finding, the “p value”
or probability value is used. This “p value” can vary between zero and one and cannot be a
negative value. The decision is based on comparing the p value with the appropriate level of
significance set in third step of the hypothesis setting process. With a p value less than 5%
(p<0.05) the result is approved significant by rejecting the null hypothesis and accepting the
alternative hypothesis, and opposite, if the p value is greater than 5% (p>0.05) (Privitera, 2014).

The Regression Analysis

Regression models are statistical models that explain the variation in one or more variables when
one or more other variables vary (Larsen, 2003). Regression is principally practical to understand
the predictive power of the independent variables on the dependent variable. More precisely,

regression helps a researcher understand to what extent the change of the value of the dependent
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variable causes the change in the value of the independent variables, while other independent
variables are held unchanged. The following four hypotheses are devised for the present study:
H1: Presence on e-market positively influences on reach to the new partners and customers in
construction company.

H2: Cost positively influences on reach to the new partners and customers in construction
company.

H3: Quality factor positively influences on reach to the new partners and customers in
construction company.

H4: Personnel factor positively influence on reach to the new partners and customers in

construction company.

In order to test the hypotheses a Liner Regression method was used. The obtained results are
shown in Table 4.10. Table presents the results of the regression analysis of presence, cost,
quality, and personnel as independent variables with the reach for new partners and customers as
the dependent variable. The coefficient of determination (R?) of 0.592 showed that 59.2% of the
variance in the reach for new partners and customers was explained by the above mentioned four

factors.

TABLE 1.9 Regression Test

Dependent variable: Reach to the new partners and customers
Independent variables: Presence on e-market, cost, quality, personnel
Multiple R = .769

R’= .592

Adjusted R? = 579

Standard error = 43783

F= 46.075

Independent Variable b Std. Error Beta t Sig. VIF
(Constant) 1.329 .240 5.528 .000
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Presence on e-market 179 .086 .203 2.086 .039 3.683
Cost -.020 .094 -.021 -.208 .835 3.901
Quality 248  .104 .260 2.378 .019 4.661
Personnel -.069 .084 -.071 -.820 413 2.944
Hypothesis 1:

HO: Presence on e-market does not have a positive influence on reach to the new partners and
customers in construction company.

H1: Presence on e-market positively influences on reach to the new partners and customers in
construction company.

From the Table 4.8 we can see that our first independent variable ,,Presence on e-market“ has a
level of significance 0.039, which is less than 0.05 (<0.05). Therefore, we can state that there is
enough evidence to reject the null hypothesis, and accept H1. In other words, we claim that
presence on e-market has a positive influence on reaching new partners with a construction

industry.

Hypothesis 2:

HO: Cost positively does not have a positive influence on reach to the new partners and
customers in construction company.

H2: Cost positively influences on reach to the new partners and customers in construction

company.

The p — value for beta coefficient of our second independent variable that is “Cost” is 0.835
(shown in the Sig column). This value is not significant at 5% significant level, since it is greater
than 0.05 (>0.05). Thus, there is enough evidence to accept the null hypothesis that states that
cost factor does not have a positive influence on reaching new partners with a construction

industry.
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Hypothesis 3:

HO: Quality factor does not have a positive influence on reach to the new partners and customers
in construction company.

H3: Quality factor positively influences on reach to the new partners and customers in

construction company.

The p — value for beta coefficient of “Quality” is 0.019 (shown in the Sig column). This value is
significant at 5% significant level, since it is less than 0.05 (<0.05). Thus, we can conclude that
there is enough evidence to reject the null hypothesis which states that there is no positive
relationship between quality factor and reaching new partners with a construction industry. In
other words, we claim that quality factor is positively related on reaching new partners with a

construction industry.

Hypothesis 4:

HO: Personnel factor does not have a positive influence on reach to the new partners and
customers in construction company.

H4: Personnel factor positively influence on reach to the new partners and customers in

construction company.

The p — value for beta coefficient of “Client orientation” is 0.413 (shown in the Sig column).
This value is not significant at 5% significant level, since it is greater than 0.05 (>0.05).
Therefore, we can conclude that there is enough evidence to accept the null hypothesis, which
states that personnel factor does not have a positive influence on reaching new partners with a
construction industry. In other words, we claim that personnel factor is not positively related to

reaching new partners with a construction industry.

Regression Assumptions
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The regression assumptions identified as primary concern in this study consist of normality,
linearity, homoscedasticity, and multicollinearity tests. This section will in particular clarify each

assumption, address how it was tested, and then interpret the results we got.

Normality

Normality refers to the data distribution for a particular variable. The researcher is able to test it
with a number of pieces of information: visual inspection of data plots, skew, kurtosis, and P-
Plots (Osborne & Waters, 2002). In this study, normality was assessed in two different ways:
skewness, and kurtosis.

Since the skewness is negative and less than -1 in this case, the data are negatively skewed or
skewed left. This means that the left tail is longer, and the distribution is highly skewed. Kurtosis
represents to the outliers of the data distribution. Data that have outliers have large kurtosis. Data
without outliers have low kurtosis. For kurtosis, the general guideline is that if the number is
greater than +1, the distribution is too peaked.

TABLE 1.10 Normality Test

Presence on e- Personn Reach to new
market Cost _Quality el partners )
N Valid 165 165 165 165
Missing 0 0 0 0
Skewness -1.963 - -2.049 -1.697 -1.570
2.308
Std. Error of 189  .189 .189 .189 .189
Skewness
Kurtosis 3.895 5.746 5.085 3.044 2.047
Std. Error of 376  .376 .376 .376 .376
Kurtosis
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Linearity

Several researchers claim that this assumption is essential, because it directly relates to the bias of
all analysis results (Keith, 2006). Linearity defines the dependent variable as a linear function of
the predictor (independent) variables (Darlington, 1968). In the social sciences, the possibility of
non-linear relationships is high and for that reason, it is necessary to examine analyses for
linearity (Osborne & Waters, 2002). Linearity is the coherent slope of change that represents the
relation between an Independent and a Dependent variable.

In order to test the linearity we used the linearity test available in the ANOVA test in SPSS. If the
Sig value for Deviation from Linearity is less than 0.05, the relationship between Independent
and Dependent variable is not linear. In this case, the sig. value for time, quality and safety is
greater than 0.05, which means that the relationship between Independent and Dependent
Variable is linear. On the other side, sig. value for cost and client orientation is less than 0.05, the

relationship between Independent and Dependent Variable is not linear.

TABLE 1.11 Linearity Test

Satisfaction*Presence on e-market Deviation from Linearity
Satisfaction*Cost Deviation from Linearity
Satisfaction*Quality Deviation from Linearity
Satisfaction*Personnel Deviation from Linearity

Multicollinearity

Multicollinearity takes place when a number of independent variables correlate at high levels
with one another. In the other cases, it may occur when one independent variable is a near linear
combination of other independent variables (Keith, 2006). Multicollinearity might be identified
with the assistance of tolerance and its reciprocal, called variance inflation factor (VIF).

Tolerance is used to measure the effect of one independent variable on all other independent
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variables. The levels of tolerance for correlations may vary from zero (no independence) to one
(completely independent) (Keith, 2006). In general, small values for tolerance and large values

for VIF point to the presence of multicollinearity (Keith, 2006).
If the value of tolerance is less than 0.2 or 0.1 and, at the same time, the value of VIF 10 or
above, then the multicollinearity is problematic. As we can see from Table 4.13, all values

indicate that there is no multicollinearity problem.

TABLE 1.12 Multicollinearity Test

Model Collinearity
Statistics
Tolerance
1 Presence on e-market 272
Cost .256
Quality .215
Personnel .340

Discussion

The most important elements that will be discussed in this part of the paper include the summary
of the results, their explanation and an examination in relation to existing research. First of all, we
have to recall the purpose of the study, which was to explore how presence of construction
companies on e-market in Bosnia and Herzegovina depends on creating relations with potential
partners and new clients. In order to do that, we have identified four variables based on the
literature review that include presence, cost, quality and personal, to develop the survey for
measuring the reach to the new partners and customers (Strauss, Frost & El-Ansary, 2009, p.).

After that, the data was collected from 84 construction companies from Bosnia and Herzegovina.
More precisely, the research sample included construction companies that are in business of

construction roads, highways, and also in business of high building who work in domestic

218



International Conference on Economic and Social Studies (ICESoS)
10 - 11May 2018 — Bosnia and Hercegovina / Sarajevo

construction market for at least 5 years to insure they have the needed knowledge and experience
to answer the survey properly. In order to depict the demographic profile of our respondents, it is
important to mention that the most of our respondents were from civil engendering business, and
the majority of respondents have more than 10 years of experience in construction. When it
comes to number of employees, most of them have between 50 and 100 employees.

The findings discussed in this chapter are in the context of the four hypotheses established for the
study, which were grounded on the statistical analysis performed in the previous data analysis
section. The first hypothesis that was approved stated that presence on e-market positively
influences on reach to the new partners and customers in construction company. Numbers of
studies confirm this hypothesis and we could see from the literature review many cases.

The second hypothesis, which states that cost positively influences on reach to the new partners
and customers in Construction Company was rejected. However, prior research conducted by
(Shankar & Malthouse, 2012). It is showed that the cost factor has a great impact on reach to the
new partners and customers in European construction market, and that their customers consider
the cost an essential factor of their partnership.

The third hypothesis explains the reach to the new partners and customers and quality of
construction relation. The results supported the hypothesis that quality positively influences client
satisfaction with a construction company. Stroh (2001) claim that a quality advancement effort
will cause a higher web page and service quality, and that will consequently cause better reach to
the new partners and customers.

The fourth hypothesis that states that the personnel positively influence client satisfaction with a
construction company was rejected. This factor represents the issues related to communication in
e-marketing market. Personnel are very important for the transmission of company-related
information to all internal and external interest groups. In addition, good personnel strengthen the

cooperation spirit and encourage the strengthening of shared goals (Woodruff, 1997).

Conclusion
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This paper aimed to extend theoretical and practical knowledge of the specifics of e-marketing
strategies in the B2B market. As the e-marketer is generally less relevant to the B2B market, this
paper has important implications.

In the last part of the thesis, the most important conclusions are presented, and in addition to that,
limitations of the study are explained and certain recommendations for the future studies are
given. Firstly we have to recall that based on the previous researches in the context of
construction, the following four factors: presence on e-market, cost, quality and personnel were
identified to be the focus of the study. Although the findings of this study are based on the input
from the Bosnian and Herzegovinian construction market, it is probable that construction firms in
other countries specialized in building construction may also find the results of this study useful
in practice. It is important to state that the findings of this study showed that two factors from this
study do not a have a positive effect on reach for new partners and clients. More precisely, cost
and personnel indicated significant differences.

Even though the research findings contribute to the body of knowledge, there are certain
limitations. The research limitations are in the areas of the sample, the constructs used, and the
data collection method used. Firstly, the study has focused on the construction industry clients in
Bosnia and Herzegovina and it restricts the study generalization. Hence, the findings are limited
to the 84 participants and should not be generalized beyond this context. Next, there are many
ways of conceptualizing and measuring reach for new partners and clients, and the factors
affecting it. A model of the reach for new clients developed in this study contains four factors
taken for the purpose of the study. There are other additional factors that may have impact on
reach for new partners, and hence this lead to another limitation of the study. Lastly, there are
certain limitations related to the data collection, since this research was carried out by using
online survey as the main method of data collection. Certainly computer-administered survey
indicates that there is lack of monitoring, which means that respondents would not be able to ask
for additional explanation in case that something was confusing about the questions. Therefore,
some of their answers might be incomplete or untruthful. An additional limitation of online
survey that could cause certain doubts regarding the truthfulness of the findings, is related to the

fact that one person could fill out as many online questionnaires as they wish. However, to
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overcome these limitations, it would be helpful to create an online survey that can be filled out
only once by the same person. This eliminates the anonymity of respondents, for instance asking
the respondent to enter their personal data, such as an e-mail address, but at the same time

increases the reliability of the gathered data.

If there are future researches to come, the researcher can use qualitative methods to have a better
understanding on reach for new partners and clients, since this research was only based on
quantitative method. Similarly, it would be interesting if other dimensions are also added in the
future researches except for the ones used in this research, or if different situational and control

variables are used in future research.
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Abstract: The research domain of this dissertation is examination of factors that affect branding of
furniture producing companies on a different market and aim is to show critical determinants that play
key role in branding. The first step for doing this is to critically explore the literature. While reviewing
several definitions of national branding in the extent literature from the perspective of product branding,
corporate branding and national branding, this study finds what factors affect branding such as financial
factors, social factors, organizational factors. These will be determined further through literature review.
And then analyzing how these affect company performance in the end. Once a clarification of definition of
branding is reached, critical pursuit of the important determinant and outcomes is possible.

Keywords: Branding, Marketing, Furniture companies, Markets, Domestic

JEL Codes: M31, M37

INTRODUCTION

In this increasingly competitive world, that in (existing) at peak of globalization, it has never
been more important to stand out and develop brand that is unique. While quality of what is sold
on the market is certainly important, effective branding is key for companies that are thriving.
With technology continuously evolving and never-ending innovation in production field, it is
must for companies to grow in order to survive and sustain in the long run. Furthermore, there is
also pressures of free markets in which stock markets reward those brand that show their

potential in constant growth.

Capitalist system triggers development of extreme competition, that in the end is starting
complex processess of incorporating value in commodities. Consumers today do not buy

products just for sake of using them, products represent sense of identity, lifestyle and image.
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They are in a way indicators of social positions and cultural inclinations. Factor that is highly
important is differentiation of the products existing in market. More unique product means the

product is more scarce and it increases its value with consumers.

In a more restricted form, globalization refers to the process of multiplication, acceleration and
intensification of global interactions that has been taking place since 1980's. Globalization is also
specified as concept that refers to the compression of the world and the intensification of

consciousness of the world as a whole.

RESEARCH QUESTION/HYPOTHESIS

H1: Branding has positive impact on the financial performance of a company.

H2: Concept product does affect branding.

H3: Organizational culture does affect branding .

H4: Higher social media presence has higher impact on branding the product.

H5: Branding has a significant positive relationship with organizational performance

LITERATURE REVIEW
The empirical element of the study is composed of review and analysis of academic research
papers concerning factors that affect successful branding. Articles used for revision are ones that

explore branding topic and contain useful information regarding this study

The research domain of this dissertation is examination of factors that affect branding of
furniture producing companies on a different market and aim is to show critical determinants that
play key role in branding. The first step for doing this is to critically explore the literature. While
reviewing several definitions of national branding in the extant literature from the perspective of
product branding, corporate branding and national branding, this study finds what factors affect
branding such as financial factors, social factors, organizational factors. These will be
determined further through literature review. And then analyzing how these affect company
performance in the end. Once a clarification of definition of branding is reached, critical pursuit

of the important determinant and outcomes is possible.
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Next an extensive review of the existing literature in branding and product branding provides the
theoretical background for the selection of the critical factors included in the model.

1.1.  Definition of branding

The brand management literature to date fails to provide a definitive definition of brand or
branding. However, there are multiple definitions that share a common theme of what are
physical or functional elements of a good or service. A brand refers to a name, term, sign,
symbol, or design, or any combination of these that are used to identify the goods and services of
one seller or group of sellers, in order to differentiate them from those of competitors, or to
improve the value of a product beyond its price and functional performance. A brand is also used
to deliver a promise as an implied contract between the company and the consumers, or to reflect
a general meaning associated with the brand. Because product features can be easily duplicated,
brands are used to differentiate competing products and to make promises of value to consumers.
To increase the competitiveness of a brand with respect to its competitors and to enhance that
brand's market performance, marketers design different combinations of marketing mix variables

to present favorable brand images to the consumers.

Branding is in the end about communication. Normally, the business world has thought of brand
communication largely as a matter of creating logos that will attract customers' attention, a clever
tagline, or a memorable jingle. In the last decade, however the interest in brands has taken
discussion on the subject to a higher level. Increasingly, the brand is concerning all aspects of the
relationship between the customer and the organization. It also concerns how the organization
explains and portrays itself to its prospects, employees, channel partners, and other important
stakeholders. And brand communication is an opportunity to create a meaningful and unified

identity and image among a variety of audiences through a wide range of communication tools.

Product differentiation is everywhere in the marketplace as producers, fabricators, sellers,
broker, agents, and merchants try to constantly distinguish their offerings from all others.
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1.2.  Effect of the finance on the branding

There is great effort that firms spend in order to build brand awareness and involvement among
customers. And there is finite understanding of financial returns of such investments. Among the
many studies, results that researchers found are that there should be more accent on connecting
consumer-based and financial-market focused perspectives on brand equity. The consumer-based
view highlights efforts that build brand awareness and association among consumers to build up
brand equity. Financial market perspective concentrate on financial outcomes of brand equity
such as shareholder value. There are attempts to connect the two views. In such studies main
intention was on finding financial value of consumer brand associations, with decreased attention
to understand the role of brand awareness. But consumers' brand awareness is important

dimension of brand equity and is prerequisite for building brand associations.

Study done on the topic evaluating the financial impact of branding using trademarks presents
framework that is building close relation between brands and trademarks. Trademarks are
classified into two categories — brand identification trademarks and brand association trademarks
and then links between these two were evaluated with multiple metrics of firms' financial
performance. Analysis that was conducted confirms that both brand identification and brand
association trademarks affect firms' financial value. In this research was followed consumer-
based perspective of brand equity, that is defined "the differential effect that brand knowledge
has on consumer response to the marketing of that brand". It implies that brand name or
identifies is main concept that once developed in memory aids consumers to remember important
attribute and nonattribute associations they attach to the brand. Attribute-based association are
the links that consumers hold between brands and product characteristics, for example product
color, scent, package and sound. Brand equity has two dimensions, brand awareness and brand
associations, with brand awareness being a necessary precondition for the creation of strong
brand association. Trademarks involve a significant portion of firms' efforts to create brand

awareness and associations among consumers.

In previously mentioned study goal was evaluating financial value of branding by linking
trademark registrations of firms with their financial performance. Research confirms that efforts
aimed to build brand awareness and associations among consumers have significant financial

implications for firms. The findings also show that brand-association trademarks positively affect
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firm cash flow,ROA, and stock returns. In addition, brand association trademarks help reducing
variability of future cash flows. The findings also confirm that by improving consumers'

awareness of brands, firms enhance the future cash flows generated by brand associations.

This study makes multiple contributions to marketing theory. It addresses researchers' recent
calls to formulate new methodological approaches that bridge the gap between consumer-based
and financial market focus perspectives on brand equity. Other its exant research on brand
valuation has provided rich insights into the financial value of different types of brand

associations held by consumers.

Another study conducted on topic The impact of brand value on financial performance examines
relationship between brand value and stock performance of companies by using the historical
stock performance of companies by using the historical stock performance of global brand stocks
to test whether strong brands outperform the market index. Studies done in finance are
suggesting that intangible assets are not fully valued by the stock market and because of that
firms with significant intangible assets might be undervalued. In this study is investigated
influence of brand value on financial performance. Intangible assets are difficult to measure and
compute because they do not appear on a firm's balance sheet and because that they could be
underpriced by equity markets. Conclusion of this study was that there is positive correlation
between brand value and stock performance. It is suggested that brand value is positively
correlated with year-end share price, and that an increase in brand value correlates positively
with the annual stock return. Brand value estimates done by independent agencies are found to
be shown in share prices when controlling for book values of equity and net income. The results
are statistically significant and also hold for the simultaneity bias, which refers to the bias of

share prices affecting brand values.

1.3. Brand concept

When we mention the term ‘brand’ people typically react to it as it is something invented by
manufacturers to attract as many customers as possible. When we look at today’s brands, we can
see that no brand has the same value for every consumer. A consumer can experience the brand
in a completely different way than another consumer experiences it. Therefore, the basic task of
branding is to distinguish a product or service according to the values it provides for that
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consumer, and then the consumer, if he thinks that such a product or service meets his needs,

decides whether to buy a particular product or service.

Branding is a result of marketing product management. In the developmental phases of the
company, there was a category of customers who began to recognize products not only by their
generic composition or function, but by their name, logo, colors, messages, but mostly by
experience with that product. Service delivery has been transformed into the media for
communication of the value and guarantee of market value. Today, the product and customer
relationship are a unique marketing platform. When these two elements are connected and
operate in one direction, then it is possible to achieve a competitive advantage. When a customer
recognizes the value as the key to solving their needs and not just another option on the market,
then one can speak about the brand.

The term brand is used in different ways and through very different concepts. What distinguishes
a branded product from those who are not branded are certain consumer perceptions, feelings
about product properties, brand names, and what it actually represents in consumer
consciousness. The brand is a name, concept, symbol or design (or a combination of all the
terms) defined by the creator or the seller of the product, and that product can be tangible good,

service, organization, place, person or idea.

Branding became essential management priority in the last years due to the growing realization
that brands are one of the most valuable intangible assets owned by companies. Brands are
serving few important functions. For customers, brands can simplify choice, reflect certain
quality, decrease risk. Brands reflect full experience customers have with products, they also

play important role in determining effectiveness of marketing efforts such as advertising.

An important and unique aspect of branding research is the focus on brand intangibles — aspects
of the brand image that do not involve physical, tangible, or concrete attributes or benefits. Brand
intangibles are common means by which marketers differentiate their brands with consumers and

transcend physical products.

Brand personality. Personality attributed to US brands were examined and they fall into five
main clusters: 1)sincerity 2)excitement 3)competence, 4)sophistication, and 5) ruggedness.

229



International Conference on Economic and Social Studies (ICESoS)
10 - 11May 2018 — Bosnia and Hercegovina / Sarajevo
Different brand personality dimensions affected different types of people in different

consumption settings.

Corporate image has been extensively studied in terms of its conceptualization, and
consequences. Corporate brands — versus product brands are more likely to evoke associations of
common products and their shared attributes or benefits. Several empirical studies show the
power of a corporate brand. There is difference between corporate associations related to
corporate ability and those related to corporate social responsibility, such as treatment of
employees and impact on the environment. Corporate credibility is extent to which consumers
believe that a company is willing and able to deliver products and services that satisfy customer
needs and wants. Successfully introduced brand extensions can lead to enhanced perceptions of

corporate credibility and improved evaluations of even quite dissimilar brand extensions.

A variety of branding and marketing activities can be conducted to help achieve the desired
brand positioning and build brand equity. Their ultimate success depends to a significant extent
not only on how well they work singularly, but also on how they work in combination, such that
synergistic result occur. Marketing activities have interaction effects among themselves as well

as main effects and interaction effects with brand equity.

A number of broad criteria are useful for choosing and designing brand elements to build brand
equity: 1)memorability 2)meaningfulness 3)aesthetic appeal 4)transferability 5)adaptability and
flexibility over time 6)legal and competitive protectability and defensibility. Brand elements vary

in their verbal and visual content and product specificity.

Research has shown that coordinating marketing activities can lead to beneficial results. For
example print and radio reinforcement of TV ads where the video and audio components of a
TV ad serve as the basis for print and radio ads has been shown to leverage existing

communication effects from TV ad exposure and more strongly link them to the brand.
Brand equity

The importance of brand equity has been recognized in the marketing literature for at least three
decades as an intangible asset that promotes firm performance. Brand equity has been shown to

make an impact on brand loyalty and the financial value of the company. Research on brand
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equity has evaluated the importance of the brand in marketing strategy and has sparked
managerial interest. Brand equity has also been defined in a number of different ways for
different purposes and has been addressed using comparative methods, holistic methods and the
interplay between branding and financial considerations.

1.4.  Organizational culture does affect branding

Regardless of industry and nature of the business, brands cannot exist independent of the
company, its organizational culture, suppliers, distributors and buyers, at the same time
specifying these elements as factors affecting branding aspect of the business.

In the past 25 years, the concept of organizational culture has gained wide acceptance as a way to
understand human systems. Increased competition, globalization, mergers, acquisition, alliances,
and various workforce departments have created a greater need for organizational culture. Thus,
it has become an important pattern for the organization's development.

Organizational culture is a powerful component of an organization's success, laying the tracks
for strategy to roll out on. It is the foundation for profit, productivity and progress. Each aspect
of organizational culture can be seen as an important environmental condition affecting the

system and its subsystems.

As a result, the actions of employees such as service personnel are seen as being important in
communicating a company's corporate values and goals, particularly where they interact directly
with customers and other corporate audiences. Their beliefs, norms and values derive from the
organizational culture influence their actions and the informal messages that they communicate.
This in turn, determines how their company is perceived, what it stands for, as well as the value
of its product. This goes a long way to affecting the corporate image of the organization and
makes it evident that there is a strong positive correlation between people's perceptions of a

company (corporate image) and pro-corporate supportive behaviour (organizational behaviour).

Some have used the concept of corporate branding to conceptualize the role of organizational
image seen in relation to the identity, culture and vision of organizations. There is potential to
corporate branding to attract stakeholders and encourage them to feel a sense of belonging with
the organization .
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The importance of organizational image has increased. Outsiders have higher expectations about
transparency and organizations' ability to express who they are and what they stand for; just as
insiders pay more attention to how outsiders perceive their organization. At the same time, the
value creation in organizations is increasingly depending on intangibles, where the unique
heritage and identity of the organization is part of what enables the organization to create an
organizational image, which is appealing to stakeholders.

Secondly, the construct of organizational image is developed in close interrelationship with other
constructs such as organizational identity, organizational culture, corporate branding and

corporate reputation.

One of the major communicative challenges facing the modern corporation is the need to
communicate its identity and its values in order to distinguish itself from competitors and to
promote the corporate brand in a highly competitive and international business context in which
branding becomes increasingly important. The culture of an organization shapes its corporate
image both for its internal and external customers. It also contributes significantly to the
organization's brand image and brand promise. Organizational culture is known as the values,
beliefs and basic assumptions that are guided by leaders and shared by employees.
Organizational culture has primarily been viewed as an internal phenomenon, having an impact
on staff behaviour and attitudes, and ultimately influencing organizational performance. Yet, it
has more recently been conceptualized as a factor in shaping a company's image in  the

marketplace.

1.5.  Social media impact on branding

Going to the routes of each word, social media can be defined as an instrument that helps to
communicate and interact. Media is a tool used for communication, like TV, newspaper, radio
etc. Social media are media for social interaction, using highly accessible and scalable
communication techniques. Social media is the use of web-based and mobile technologies to turn
communication into interactive dialogue. Social media is also defined as a group of internet-

based applications that build on the ideological and technological foundations of Wen 2.0, which
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allows the creation and exchange of user-generated content. Business may also refer to social

media as consumer-generated media.

Companies are using social media in marketing, advertising, sales, innovation, customer service
and problem resolution, information technology and human resources. Brands serve a different
role in each of these cases, and the impact of the Internet will vary according to the role that the
brand plays. There are variety of Internet technologies which will affect brands in a variety of
ways. Brands aim to adapt to social media world. It states that low to high brands and retailers
are embracing social media and use it in boosting sales and brand awareness. Luxury brands are
now building relationships through Facebook, user reviews and consummating the transaction
online. It notes that companies are now building their own social networks. Social media are
changing the way we do business and how leaders are perceived, from the shop floor to CEO

suit.

1.6. Effect of branding on company's performance

Companies all over the world whether the service or manufacturing firms, recognize the essential
role branding plays in the course of business. In the present day marketing practice, branding has
become an active weapon marketers use to strengthen their competitive advantage and thus

improve the accomplishment of their prearranged objectives.

There are many factors that attribute to the brand being successful when extended into new
markets or products categories, the prominent one among them being brand credibility. The
imagery and stature of the brand is sold alongside with the service delivered to the customers
who buy the brand.

The marketing procedure and brand give people in general, prepared learning of what the item is
about and makes a state of distinguishing the brand amongst numerous other comparable items in
the market. To add to this, the whole branding process has esteem for an organization as it helps
the business concentrate on, improve and be predictable with its message. Also, it permits an
organization to constantly test the message and check whether it is being understood in the
correct way. Making brands will empower the organizations to separate their products from those
of competition utilizing both intangible and tangible advantages. Branding can maintain brand

against non-specific items after the lapse of the patent. A solid brand will profit by high
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purchaser loyalty, permitting solid deals even after the patent has lapsed. In addition, brands will
affect the conduct and state of mind of patient and specialists
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Abstract: Heritage represents a unique characteristic of a past of a certain nation and space. Its
preservation represents a basic task of a contemporary destination management, but also of all
stakeholders in a tourist destination. Challenge of managing heritage requires possessing numerous
knowledge and skills, as well as use of contemporary technological solutions, and systematic
exploration of needs and desires of contemporary destination visitors, taking into consideration the
heterogeneity of tourist demand and strong competition of tourist destinations in the surroundings.
Sustainable heritage managing is possible through inclusion of heritage into the tourist product.
Inclusion of heritage into the tourist offer must be based on sustainability postulates with
strengthening positive and removing negative influences of tourism on the heritage elements. The
purpose of the paper is pointing out on the developmental possibilities of a competitive tourist offer
based on elements of heritage, which is possible to achieve with tourist events. The goal of the paper
is, by using scientific methods and experiences of competitive destinations, to present a model of a
tourist event based on heritage with a goal of achieving competitiveness of the Republic of Croatia as
a tourist destination and ensuring preservation and sustainable heritage managing. Within the paper,
the author will present a review of a contemporary literature, as well as recommendations for
formation of tourist events based on heritage as an element for achieving innovative and sustainable
tourist offer with a goal of achieving competitiveness of a tourist destination.

Keywords: heritage, tourism, competitiveness, managing, Republic of Croatia

JEL Classification: L83

Introduction

Contemporary tourist demand is more demanding. Contemporary tourist wishes to spend his
holiday in destinations with diverse offer which is based on achieving additional value for a
tourist. In the last couple of decades tourists have found motivation for staying in a
destination in resting, enjoying the sun and sea, while contemporary tourist sometimes gives
the priority to the additional motives for staying in a destination, now a basic part of the main
destination’s product (Horrigan & Murphy 2017). This is where the offer of cultural heritage
is finding its place, which was until now, despite exceptional developmental possibilities,
insufficiently valorized in tourism sense. The offer of cultural heritage in the Republic of
Croatia (material and non-material heritage) represents an insufficiently used market niche for
development of tourist offer (Grgi¢ et. al, 2017). Tourism and heritage are mutually
conditioned, considering that tourism bases its development on a resource basis, and
additional resources are ensured for the cultural heritage, necessary for its revitalization and
preservation in the original state (Santa-Cruz & Lopez—-Guzman, 2017). At the same time,
heritage represents the foundation of identity of the local community, and the encounter of the
local population with the tourists can represent a big challenge for destination’s management
(Andereck et al., 2005). Contact between the local community and the tourist can cause
positive, but also the negative effects. Positive effects are manifested in expanding the
comprehension of the local community in the sense of new knowledge and skills, and in
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creating new economic uses for all destination stakeholders, and creating additional financial
assets which enable more quality building of the accompanying infrastructure and creating
new facilities and maintaining cultural heritage as a basis for rethinking the offer of heritage
tourism (Besculides et al., 2002). But, tourism development can, besides positive, also have
negative effects. Some of these effects are caused by the characteristic of tourism as a
phenomena. The phenomena of desire for easy profit and general commercialization of the
tourist product can lead to the loss of identity of the local community, and creating the
intolerance among different members of the local community, i.e. those who want to preserve
the traditional values and those who want to achieve their own economic growth and
increasing the life quality by any cost, which can be exceptionally high. Tourism can
influence negatively on the elements of heritage and identity by influencing on heritage
destruction or exceeding the carrying capacity of the same (Chen & Chen, 2010). Based on
the previously stated cognitions as founding elements, the goal of the research is following:
preservation and sustainable development of material and non-material heritage through
inclusion into a tourist product by application of contemporary knowledge and skills. Heritage
contributes to the people’s identity preservation and strengthens the recognizability of the
Republic of Croatia on the tourist market by creating a product of additional value for all
stakeholders in a destination. The research question is: which is the role of heritage in
achieving competitive advantages of tourism of the Republic of Croatia? The paper is focused
on pointing out the importance of inclusion of heritage into the tourist product as a factor for
achieving competitive tourist offer of the Republic of Croatia. The contribution of th